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•JOHN M. McCARDELL
.E.ecu'iveo Vice Pte-sldent
find G••nerolMonOllflt

-I....

The Potomac Edison Company
Downsville Pike
Hagerstown, Maryland 21740

January 10, 1977

Virginia State Corpo~ation Commission
Blanton Building
P.O. Box 1197
Richmond, Virginia 23209
Gentlemen:

The Potomac Edison Company applies by this letter
in its rates and charges in the amount of $1,092,574.
application, Potomac encloses Exhibits 1 through 10.

•

Exhibits 1 through 5 which are identical with the annual report
submitted by the Company on December 27, 1976 cover the actual figures
for the 12 months ended September 30, 1976, and projections for the 12
months ended September 30, 1977.

Exhibit No. 6 consisting of two pages details the going level
adjustments to the 12 month test period ending September 30, 1976 which
are necessary to properly reflect the Company's financial condition.
The Company believes all adjustments are consistent with principles
established by the Commission.

Exhibit No. 7 shows the rate of return for the Company during the
test period. Column 1 of the exhibit reflects the figures in the Company's
annus 1 review filing being also Exhibits 1 through 5 hereof. Column 2
shows the Virginia allocation of the adjustments detailed on Exhibit No.6.
Column 3 shows the adjusted total of such figures and demonstrates that
the Company has a rate of return of only 8.01% on this basis for the test
period. Column 4 shows the increase of $1,092,574 needed to bring the
rate of return up to the 8.75% established by the Commission in Potomac's
previous Case No. 19410. Column 5 shows the adjusted total of Column 3
pro formed to earn this 8.75% rate of return.

The Commission in its order of October 31, 1972, Case No. 19139,
stated: "There is no justification for offering special lower rates for
space heating and water heating." It directed the Company to plan to
eliminate special rates to customers with water heating and space
heating facilities. Such specia 1 rates are designa ted as Schedules "R-A",
"C-A" and "W." On May 31, 1974 Monterey Utilities Corporation was merged
into The Potomac Edison Company with Commission approval and Monterey
Schedules "A" and "T-E" were retained with the understanding that the

1_.. - /.1 · \

4. Part of the.Allegheny Power System
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o
Virginia State Corporation

Commission -2-
January 10, 1977

directive ,,,ouldalso apply to both of these schedules. The Company has
begun implementation of the directive by closing these schedules to new
customers and by increasing these schedules more than others in Case
No. 19410.

In order t6 continue implementing the Commission directive the Com-
pany proposes to institute a surcharge for S<:1idSchedules "R-A", "C-A",
"W", "A" and tlT-E" which is twice that requested for the Company's other
schedules. The proposal is consistent with the surcharge granted by order
dated July 31, 1974 pending application and hearings for the increase in
Case No. 19410. In its next rate proceeding the Company will continue to
implement the Commission's directive by narrowing the remaining differential
between these closed rates and the Company's corresponding rates for general
service to residential and commercial customers.

The Company requires additional revenues in the amount of $1,092,574
at the earliest practicable date in order to maintain its financial health
and its capacity to render adequate public service to its Virginia customers.
To obta in these revenues, the Company proposes a surcha rge of 4.274% for all
schedules except those Special Schedules designated above which would have
8 surcharge of 8.548%. As shm"n on Exhibit No.8, the surcharge is designed
to achieve the additional revenues required. To effect this surcharge the
Company files herewith as Exhibit No.9 original page 6-2 of the Company's
tariff setting forth the surcharge. The Company also files as Exhibit
No. 10, First Revision of Original Page 3-1 of its tariff amending the
index page to show the inclusion of the surcharge.

The rate of return established in Case No. 19410 is inadequate under
present circumstances. The Company, however, is in immediate need of rate
relief and has designed the enclosed tariff filing on the conservative
basis of merely restoring the Company's Virginia earnings to that level
of return. The substantial disparity on this basis between authorized
and achieved returns clearly shows the inadequacy of the Company's present
rates and charges. The Potomac Edison Company requests institution of
appropriate Commission proceedings to make the tariff surcharge filed
herewith applicable to all service as soon as possible but no latcr than
March 1, 1977.

Very truly yours,

~
A~
John M. HcCardc11 .
Executive Vice President
and General Manager

JMM: pIs
Enclosures

2-
2

;

I-,.
!.

It
t',



•• A •.••• __ •...•..

-3- ' ..

• THE POTO~~C EDISON COMPANY

,,.

')
/,

..

(3)
$ 6,039

$ 28,505

$ 16,083
2,510
1,882

483
606

(166)
$ 21,398

.1,065
$ 22,463
$ 6,042

irginia
Jurisdiction

Col. 4

(18)
$ 39,256

$201,409
$121,725

15,912
11,813
3,067
3,695

(1,056)
$155,156

7,684
$162,840
$ 38,569

705

Act
Total

Company
Col. 3

of Dollars)

(2)
$ 6,215

$ 30,352
$ 17,632

2,412
1,863

429
453
(142)

$ 22,647
1,488

$ 24,135
$ 6,217

,(a)
Projected

Virginia
Jurisdiction

Col. 2
(Thousands

Total
Company
Col. 1

(16)
$ 38,928

$215,606
$135,926

15,912
12,691
3,066
3,567

(1,060)
$170,102

7,245
$177,347
$ 38,259

685

Projected and Actual Rate of R~turn - End of Period Rate Base
Twelv~ MorithsEnded September 30, 1976

ne

Adjusted Net Operating Income
1 Electric Operating Revenues

Operating Expenses
2 Operation and Maintenance
3 Depreciation and Amortization
4 Taxes Other Than Federal Income
5 Investment Credit Deferred, Net
6 Income Taxes Deferred
7 Amortization of Deferred Taxes
8 Total
9 Federal Income Tax
.0 Total Operating Expenses
.1 Net Operating Income
.2 Allowance For Funds During

Construction
13 Charitable ,Contributions After

Income Taxes
t4 Adjusted Operating Income

Rate Base ~ End of Period
IS Electric Plant
16 Accumulated Provision for

Depreciation
a7 Net Electric Plant
a8 Fuel in Stocka9 Materials and Supplies
~O Working Capital
al Total Rate Base

~2 Rate of Return

$583,474
(136,945)
$446,529 .

12,094
5,199

16,038
~479,860

$ 86,089
(20,400)

$ 65,689
1,418

839
2,894

$ 70,8l.0

8.77%

$582,965
(136,235)
$446,730

13,016
5,240

14,450
$479,436

$ 90,951
(22,357)

$ 68,594
1, i49

837
2,713

$ 73',893

8.17%

(a) As filed in last years annual review filing.

.i"

'. _... ?
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TIlEPOTONAC EDISpN C()}t:PANY

Projected Rate of Return - End of Period Rate Base
TwelveMonths Ended September 30, 1977

22 Rate of Return

Line
No.

1

2
3
4
5
6
7
8
9
10
11
12
13
14

15
16
17
18
19
20
21

Adjusted Net Operatin~ Income
Electric Operating Revenues
Operating Expenses

Operation and Maintenance
Depreciation and Amortization
Taxes Other Than Federal Income
Investment Credit Deferred, Net
Income Taxes Deferred
Amortization of Deferred Taxes

Total
Federal Income Tax

Total Operating Expenses
Net Operating Income
Allowance for Funds During Construction
Charitable Contributions After Income Taxes

Adjusted Operating Income

Rate Base - End of Period
Electric Plant
Accumulated Provision For Depreciation

Net Electric Plant
Fuel in Stock
Materials and Supplies
Working Capital

Total Rate Base

Total
Company
Col. 1
.(Thousands

$ 213,430

$ 139,257
16,899
14,338
6,767
3,991
(1,322)

$ 179,930
(1,533)

$ 178,397
$ 35,033

2,303
(18)

$ 37,318

$ 669,647
(149,668)

$ 519,979
17,749
5,240

16,477
$ 559,445

Virginia
Jurisdiction

Col. 2
of Dollars)

$ 29,726

$ 17,823
2,631
2,284
1,052

621
(206)

$ 24,205
(89)

$ 24 ,116
$ 5,610

.(3)
$ 5,607

$101,690
(24,308)

$ 77 ,382
2,315

829
2,984

$ 83,510

6.71% I
.~

I;;
!

•. -f;..
4
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THE POTm1AC EDISON CmlPANY

Capital Structure Statements
.September 30, 1976 Projected and Actual -

September 30, 1977 Projected

Exhibit 3

. September 30, 1976 Sept. 30,
Line Projected (a)

1977
No. Actual Projected

Col. 1 Col. 2 Col. 3
(Thousands of Dollars)

1 .Long-Term Debt $ 204,500 $ 229,500 $ 229,500
2 Short-Term Debt 3,500 30,900
3 Long-Term Unsecured Lease Obligation 7,591 5,406 4,949
4 Long-Term Installment Purchase Obligation 2,419 2,163
5 Long-Term Note 5,000
6 Total Debt $ 215,591 $ 237,325 $ 272,512
7 Preferred Stock 58,099 58,048 57,988
8 CorranonEquity 162,843 152,834 180,608
9 Job Development Credits 10,164 10,166 17,082

10 Tax Deferrals 13,434 14,649 17,169

11 Total Capital $ 460,131 $ 473,022 $ 545,359

(a) As filed in last years annual review filing •

•



THE POTOMAC EDISON COMPANY

Rates of Return on Average Rate Bases
Twelve Months Ended September 30, 1976 and 1977

Actual

Line
J!2.:.

Projected (a)
12 Months Ended 9-30-76
Total Virginia
Company Jurisdiction
Col. 1 Col. 2

12 Months
Total
Company
Col. 3

(Thousands of

Ended 9-30-76
Virginia

Jurisdiction
Col. 4

Dollars)

Projected
12 Months Ended 9-30-77
Total Virginia

Company Jurisdiction
Col. 5 Col. 6

Adjusted Net Operating Income
29,7261 Electric Operating Revenues $ 215,606 $ 30,352 $ 201,409 $ 28.505 $ 213,430 $

Operating Expenses
2 Operation and Maintenance $ 135,926 $ 17,632 $ 121,725 $ 16,083 $ 139,257 $ 17,823
3 Depreciation and Amortization 15,912 2,412 15,912 2,510 16,899 2,631
4 Taxes ,Other Than Federal Income 12,691 1,863 11,813 1,882 14,338 2,284
5 Investment Credit Deferred, Net 3,066 429 3,067 483 6,767 1,052
6 Income Taxes Deferred 3,567 453 3,695 606 3,991 621
7 Amortization of Deferred Taxes (1,060) (142) (1,056) (166) (1,322) (206)
8 Total $ 170,102 $ 22,647 $ 155,156 $ 21,398 $ 179,930 $ 24,205
9 Federal Income Tax 7,245 1,488 7,684 1,065 (1,533) (89)
10 Total Operating Expenses $ 177,347 $ 24,135 $ 162,840 $ 22,463 $ 178,397 $ 24 ,116
11 Net Operating Income $ 38,259 $ 6,217 $ 38,569 $ 6,042 $ 35,033 $ 5,610
12 Allowance For Funds During Construction 685 705 2,303
13 Charitable Contributions After Income Taxes (16) (2) (18) (3) (18) (3) I
14 Adjusted Operating Income $ 38,928 $ 6,215 $ 39 ,256 $ 6,039 $ 37,318 $ '5,607 0'\

I

Rate Base - Thirteen Month Average
15 Electric Plant $ 556,548 $ 82,285 $ 552,410 $ 86,541 $ 626,306 $ 95,515
16 Accumulated Provision For Depreciation (130,041) (19,355) (128,830) (21,185) (142 ,952) (23 ,217)
17 Net Electric Plant $ 426,507 $ 62,930 $ 423,580 $ 65,356 $ 483,354 $ 72,298
18 Fuel in Stock 13,025 1,527 14,042 1,887 15,382 2,006
19 Materials and Supplies 5,152 837 5,134 839 5,240 829
20 Working Capital 15,839 2,695 14,239 2,506 16,438 2,945
21 Total Rate Base $ 460,523 $ 67,989 $ 456,995 $ 70,588 $ 520,414 $ 78,078

22 Rate of Return 9.14% 8.56% 7.187-

<a> As filed in last years annual review flUng.

6
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THE POTOHAC EDISONCOHPANY

Cost of Capital Based on Average Capital
Twelve Months Ended September 30, 1976 and 1977

Average
Amount Percentage

Average
Cost

Return
Component

Col. 1
(%)
Col. ,3

(%)
Col. 4

;', t ~. un Month Average Ending
.t -' .. ...,,, .

:.(.".r~rm Debt
;:'C t -Term Debt
t.r. ;;-Tcn:t Unsecured Lease

CtJli~atlon
Total Debt

'1r.-:t~rrcdStock
(.y;r-.cn Equity
:~.\tI Development Credits
':'u [lcferrals

,:,:~.1Capital

7,216,601
$222,084,371

47,737,395
149,798,698

8,381,743
12,270,074

$440,272,281

--hi50.4'
10.9
34.0
1.9

-!&
~

7.20
7.87

5.61

7.21
12.00 (a)
12.00 (a)

3.30
.23

, .09,
3.62

.79
4.08,

.23

8.72~

3.48
.18

~3.75
.76

4.00
.23

8.74=

.07

5.03

7.38
7.33

5.33

7.08
12.00 (a)
12.00 (a)

47.1
2.5

1.3

-:151.2
10.7
33.3

1.9
-U100.0

5,634,740

1~521,124
$228,192,864

47,706,003
148,587,812

8,383,612
13,169,767

$446,040,058

Ending September 30, 1976 Actual
$209,884,615

11,152,385
r:t.r: "I'nMonth Average

L"{'l'l-Tcnn Debt
~}-•.lrt-Tcrm Debt
t.'n/;-TcrmUnsecured Lease

Ohligation
l,,'n~-TcrmInstallment Purchase
.Obligation

Total Debt
rrClferred Stock
(.'!:'DOn Equi ty
J!'tJ Deve lopment Credits
Tax Deferrals

':\.'!tAl C4pita1

-8.80

3.41
.19
.03

.03
~
.3.70

.86
3.92

.32

5.00
7.00

7.56
6.25
5.06

7.54
12.00 (a)
12.00 (a)

1.0

45.1
3.0

.5
----:2.50.1

11.4
32.7
2.7

-2:.!.100.0

5,177,840

2,291,050
2.500,000

$254,918,890
58,018,084

166,720,748
13,624,266
15,909,155

$509,191,143

September 30, 1977 Projected
$229,500,000

15,450,000

~ t n f'l"nMonth Average Ending
t~~g-Tcrm Debt
Sh(~rt-Tem Debt
lA~lt-Tcm Unsecured Lease

Obligation
lA."C\&-TcmInstallment Purchase

Obligation
L'nlt-Tcnn Note

TotAl Debt
tuCc:rre.'!dStock
Cct:ln.)tl £qui ty
)",~~~Vt~lopment Credits
t"" ~{errals

t"t.l Capital

•.~L •.••.rd hi Case.'!No. 19410
•• flhd In last years annual review filing. '.7
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THE POTOHAC EDISON CQ;.1PANY

ADJUSTHENTS TO TEST PERIOD

Exhibit No.6
Page 1

Adjustment
No.

1

Description

Operating Revenues
To adjust revenue for sales to other
utilities to a normal level.

Operation and Maintenance Expense

Total
Company

$(2,324,507)

Alloca ted to
Virginia

~ (290,762)

2

3

4

To adjust expenses related to
Adjustment 1. $(1,952,304)

To annualize expenses associated
with wage increases during the
test year. 681,914

To annualize expenses associated
with reduction of personnel (88,373)

$(244,205)

106,106

(13,751)

To annualize the capacity charge of the
Power Supply Agreement to the price
in effect at January 1, 1976 74,838

5

Total Operation and Maintenance Expense

Taxes Other Than Federal Income

$(1,283,935)

10,055
$(141,795)

6 State income tax on above adjustments $ (13,527) $ (670)

7 To adjust for the West Virginia pro-
perty tax credit recorded in
December 1975 of the test year but
applicable to prior periods

Total Taxes Other Than Federal Income

Federal Income Taxes

$

697,960

684,433

109,921

$ 109,251

•
8 Federal Income Taxes on Adjustments

1 through 6 $ (492,982). $ <71.183)

r• 8
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THE POTOHAC EDISON Cm-lPANY

ADJUS~lENTS TO TEST PERIOD

Exhibit No.6
Page 2

Adjustment
. No.

9

10

•

Description

Income Taxes Deferred
To adjust deferred taxes for the
normalization effect of ad-
justment 7.

Rate Base - Cash l-lorkingCapital

Decrease due to adjustments to
operation and maintenance
expenses

Total
Company

~ (421,300)

$ (142,659)

Allocated to
Virginia

~ (66,350)

$ (15,755)



THE POTOMAC EDISON COMPANY - VIRGINIA JURISDICTION

RATE OF RETURN

TWELVE MONTHS ENDED SEPTEMBER 30, 1976

Exhibit No. 7

Line Per ~00k8(1) Ad lustments (2)
Adjusted

No. Total

Ad lusted Net Operating Income
1 Electric operating revenues $28,504,811 $ (290,762) $28,214,049

Operating expensea:
2 Operation and maintenance $16,083,386 $ (141,795) $15,941,591
3 -Depreciation and amortization 2,509,475 2,509,475
4 Taxes other than Federal income 1,882,345 109,251 1,991,596
5 Investment credit deferred, net 483,084 483,084
6 Income t-axes deferred 606,135 (66,j50) 539,785
7 Amortization of deferred taxes (166 ,291) (166,291)
8 Total $21,398,134 $ (98,894) $21,299,240
9 Federal income taxes 1,064,721 (71,183) 993,538

I 10 Total operating expense. $22,462.855 $ (170,077) $22,292,718
0 11 Operating income $ 6,041,956 $ (120,685) $ 5,921,271
r-l 12 Charitable contributions after
I income taxe-s (2,776) (2,776)

13 Adjusted net operating income $ 6,039,180 $ (120,685) $ 5,918,495

Rate _Rase- End of Period
14 Electric plant $90,951,586 $ $90,951,586
15 Accumulated provision for depreciation (22,357,424) (22,357,424)
16 Net electric plant $68,594,162 $ $68,594,162
17 Fuel in stock 1,748,845 1,748,845
18 Materials and supplies 837,192 837,192
19 Prepaid Virginia groBs receipts tax 925,521 925,521
20 Workingcapi tal 1,787 ,043 (15,755) 1,771,288
21 Total Rate Rase $73,892,763 $ (15,755) 273,871 ,008

22 Rate of Return 8.171. 8.01'1.

(1) From Exhibit 1, Column 4
-(2) From Exhibit 6
(3) From Exhibit 8

Column 1 Column 2 Column 3 Column 4
Increase
Needed
To Earn
8.75t

Rate of
Return

$1,092.574(3)

$

42,985

$ 42,985
503,803

$ 546,788
$ 545,786

$ 545,786

$

$

$

Column 5

Pro-Formed
To Earn
8.75t

Rate of
Return

$29,306~623

$15,941,591
2,509,475
2,034,581

483;084
539,785
(166,291)

$21,342,225
1.497,341

$22.839,566
$ 6,467,057

(2,776)
$ 6,464,281

$90,951,586
(22,357,424)
$68,594,162

1,748,~45
837,192
925,521

1.771,2!18
$73,871 ,008

8,757.

I ..110
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THE POTOMAC EDISON COHPANY

COMPUTATION OF RATE SURCIIARGEBASED ON
12 }lONTIlS EliDED SEPTEr-mER 30, 1976

Exhibit No. 8

Schedule

12 Months
Va. Jurisdictional

Revenue
Excl. Fuel

Rate
Surcharge
Percentage

Increased Revenue
From Application
of Surcharge

- -~-~._-_....

Schedule PL 2,395,817 4.274%
Schedule PH 3,023,541 4.274%
Schedule PP 1,008,102 4.274%
Schedule W--.-' ------- -_' -----988;315--~--.-8~-548%
Schedule OL 247,176 4.274%
Schedule AL 45,334 4.274%
Schedule SL 22,978 4.274%
Schedule MSL 166,135 4.274%

Schedule R
Schedule A (Monterey)
Schedule TE (Monterey)
Schedule R-A.'-~'-.-
Schedule C
Schedule C-A"
Schedule C-A -
(Schools & Churches)

Total

$ 5,960,135
94,812
49,204

3,364,165
2,199,086
-657,525
-93,458 -----'""-"-

$20,315,783

4.274%
-8.548%
8.548%
8.548%
4.274%
8.548%
8.548%

$ 254,736
8,105
4,206

287,569
93,989
56,205
7,989

102,397
129,226
43,086
84,481
10,564
1,938

982
7,101

$1,092,574



•
TIlE POTctlAC EDISON CctlPANY

~12-

RATESURCHARGE

Exhibit No. 9
Original Page No. 6-2
s. C. c.. Va. No. 12

•

I - A surcharge of 4.2747. is applicable to all Rate Schedules except
Schedules "R-A". "e-A". ''W''. "A" and "TE".

II - A surcharge of 8.548% is applicable to Rate Schedules "R-A",
flC_A". ''W''. "A" and "TE".

The above Rate Surcharge applies to the basic rate. excluding
Fuel Cost Adjustment.

ISSUED BY JOI~ H. tIcCARDELL. EXECUTIVE VICE PRESIDENT At.1> GENERAL HANA(~ER 1'.~:12

~
. I

i
1
I
!
I

I

I
I
\

. I

i

I55U~d Janudry 1], 1977 Effective March I, 1977
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TIlE POTOW,C tDISON COOPANY

Exhibit 10
First Revision of
Original Page No. 3-1
S. C. C. Va. No. 12
Canceling
Original Page No. 3-1

INDEX
SCHEDULE PAGE

Towns Served

Front Page ... .
. . . . . . ... . . . . . . . . . . . . . . .

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

................
1

2

Index .......................................... 3

Rules and' Regulations • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • •• 4
Extension of Company'sFacilities. • • . . • • • • • • • • • • • • • • • • • • . • • • • •• S

Fuel Cost Adjustment • • • • • • • • • • • ~. • • • • • • • • • • • • • • • • • • • • • • •• 6-1
Rate Surcharge- • . • • • • • • • • • • • • • • • • • • • • . • • • • • • • • • • • • . • .• 6-2

Private Outdoor Area Lighting Service

Mercury Vapor Street and Highway Lighting Service

Street and Highway Lighting Service (Restricted).

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

20

7

9

11

8

19

10

16

12
13

18

15
14

.17

R . . . . . . .
R-A . . . . . . .
C . . . . . . .
PL . . . . . . .
PH . . . . . . .
PP . . . . .
W . . . . .
OL' . . . . . . .
AL . . .
HSL . . . . .
SL . . . . . . .
C-A . . . . . . .
A . . . . .
T-E . . . . .

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

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

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

(Restricted)

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

••• (Restricted)

All Electric (Restricted)Residential Service

Residential Service

Outdoor Lighting Service. •

Residential Service

Residential Service - All Electric

Power Service - Large Primary

General Service - All Electric (Restricted)

Water Heating Service (Restricted).

Light and Power Service (High Load Factor).

General and Commercial Service.

Light and Power Service (Low Load Factor)

ISSUf.D BY JOHN H.HcCARDELL, EXECUTlvt VICE PRESIDC'! A:;o CE:;ERAL ~\'\NACf.R
/ -13

Issued J3nu3ry 13,.1977 Effective H,Jrcl1 I. I'ln
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s.r/'~(~ COltPORNnpN COMMISSION .--

AT RICIWIOND, FEBRUARY 17, 1977

1'.PP:SICJI.TJON OF

'I,J
i-!.

~y

THE POTOMAC EDISON COMPANY

For an increase in rates

CASE'NO. 19810

ON JANUARY 10, 1977, The Potomac Edison Company ("Potomac

Edison" or "Company") filed earnings and financial data for

the twelve months ended Septem)er 30, 1976, and projections

for the twelve months endi.ng September 30, 1977.
In Cl cover letter, Company pursuant to S56-240 of the

Code of Virginia, requests autllorization to place into

effect for electric service rendered on and after March I,

1977, a surcharge to produce additional gross revenues of

$1,092,574. The surcharge tariff, if allowed to become

effective, would .result in a 4.274 percent surcharge on

existing rate schedule charges except special schedules for

space heating and water heating. The surcharge ta!iff for

the space heating and wate~ heating, schedules would result

in a 8.548 percent surcharge. The su~chargc rates would

apply to basic rates, excluding any charges resulting from

the fuel adjustment clause.
potomac Edison contends that it is earning s~bstantially

less than the 8.75 percent overall rate of return on rate

base authorized by the Conunission's Order of Hay 29, 1975,

entered i-nCase No. 19410. Company requests that the surcharges -
become effective on March. I, 1977.

, .'
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AND, NOW, THE Cor-1MISSION,after. consideration' of Potomac'

Edison's application, is of the opinion that an inve~tigat~~n

should be undertaken by the Commission's Staff to investigate

the Company's need for interim rate relief, and that a

h~aring should be forthwith scheduled to receive from the

Staff the results of its investigation und to hear from

Company \"itnesses offered in support of the request for

temporary relief, and that enforcement of the proposed

surcharge should be suspended pending further investig~tion,

accordingly

1'£ IS ORDERED:
(1) That the subject Application, together with attached

documents, be assigned Case No. 19810 and that same be

lodged in the Office of the Clerk of the Commission and that
copies of said material forthwith be delivered to 'the Commission's

Director of the Division of Public Utilities and Director of

the Division of Public Utility Accounting;
(2) That enforcement of the propo,sed surcharge filed

herein shall be, and it is 'hereby, suspended until May 1,
1977, subject to furtheI' order of the Commission; .

,'(3) That a public hearing be held, commencing at 10:00

A.H. , March 28 f 1977 ~ in the Commission's Courtroom, Blant,on

Building, Richmorid, Virginia, for the purpose of receiving

evidence from the COTIm\ission'sStaff and Company regarding

Cornpcmy's need for an interim rat:e increase prior, to a full

investigation and public hearing to determine the need for

permanent rate relief.
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(4) That Potomac Edison shall give notice to the

.public of its applicaU.on by publishing the. following notice

in newspapers of ~eneral circulation throughout the territory

in Virginia in which it provides electric service; the

notice shall be published once a week for three successive

weeks in such newspa~2rs, the ~irst publicatj.on shnlJ be

forthwith upon issuance of this Order:

NOTICE TO THE PUBLIC OF A PEOPOSED 'l'EfvlPORARY
INCREASE IN RATES BY 'rIlE PO'J'OI-lAC EDISON CO~'lPANY

Notice i~ hereby given to the
public that The Potomac Edison Company,
on January la, 1977, fi.led with the
State Corporation Commission of virginia
an application requesting authority to
place in effect for electric service
provided on and after March I, 1977, a
temporary surcharge, io remain in effect
until such time as a complete. investigation
can be conducted, and a public ~earing
held, to determine the need for a per-mrtn€'nt~
rate increase, if any. The temporary
surcharge proposed by the Company, .if
allowed to become effective, would
result in a 4.~'l4 percent surcharge on
existing rate schedule charges except
special schedules for space heating and
water heating. The temporary surcharge
for space heating and water heating
rates, if allowed to become effective,
would result in an 0.548 percent surcharge
on those existing rates. The surcharge
rates would apply to basic rates, excluding
any charges resulting from the fuel
adjustment clause. Con~any states that
thh~ surcharge \\'Ould prouuce additional
grOss revenues of $1,092,574 on an
annual basis. Such additi.onal revenues
would be f.:cparatelyaccou.nted for on .
Potomac Edison's books and records in
order that Company could refund any

.'.amounts, t.oge.ther\-lithinterest, found
.excessive after a full investigation and
pul)lic hearinq to determine its needs
for a permanei1t rate increase.
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Company contends that it needs
prompt t8mporary rate relief because,
aH1on~r at.he,tO thin9s 1 (1) its earnings are
substantially l<:~ss Uwn \.n:~re'authorized .
by the Commission in 'LheCompany's last
,rate caSE: in 19"15,. Dnd (2) 'Cornpuny is in
ilnmedii'J.teneed of additional revenues in
ox:der to maintain it:s financial health
,and bapncityto render adequate public
'sel:vice to i'U;Virginia customers.
" Company requests that the proposed
"surcharge go into effect on March 1,
'197"7, pursuant t.o ~56-.240 of the Code of
Virginia, "d.thout suspension. Hmvever r
t.he COITLrnission,has by Order of February 17,
197'1, suspended the effective date un.til
Hay 1, 1977, pending an investigation by
its Staff. A hearing will be held,

'commencing at 10:00 A.r1., ~.1;:.1rch;W,
,197.', in the Commission's Courtroom,
" Blanton Building, Ri,chmond, Virginia.

Tli.::~ p,::rpr.Jse of tht'-~ hearing 'd:~}J. Jl(;(O

receive evidence from the Company and
the Cornmission's Staff regarding the
Company's need for a temporary rate
increase prior to a cornplete investigation
and public hearing.

THE POTOMAC EDISON COMPANY

(5) That a copy of this Order, Potomac Edison's
application and proposed surcharge be served forthwith by
Potomac Edison on -the Commonwealth's Attorney and Chairman

- 3 -
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of the Board of Supervisors of each county (or equivalent

officials in the counties having alternate forms of 90v~rnment)

in this State in which Potomac Edison offers service, and on

the Mayor or Manager and the Attorney of every city and town

(or on equivalent officials in towns and cities having

alternate forms of government) in this State in which Potomac

Edison offers service; such service to be made either (a) 'in

person or by delivery to the customary place of business or

to the residence of the person served, or (b) by certified

m~il, return receipt requested.
(6) That proof of the above publication .and service be

furnished to the Carrunissionat'or before the hearing.

AN 1'~TTEsrrEDCOpy \'1il1 be sent to John W. Hiely, Esquire,

Hunton & Williams. P. O~ Box 1535, Richmond, Virginia 23212;

and an attested copy shall be delivered to the Director of

theCo~~issionYs Division of Public Utilities and to the

Director of the Division of Public Utility Accounting.
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COMMONWEAl.JH Uk' ViRvlNlI\.

~ -.'ATE CORPORA'nON COMMISSIOI

AT RICHMOND,

APPLICATION OF
THE POTOMAC EDISON COMPANY

APRIL 1, 1977

CASE NO. 19810
For a temporary increase in rates

ON JANUARY 10, 1977, The Potomac Edison Company ("Potomac

Edison" or "Company"), pursuant to Section 56-240 of the

Code of Virginia, filed an application for authority to
place ipto effect for electric service rendered on and after

March 1, 1977, a surcharge designed to produce additional
gross revenues of $1,092,574. In its tariff accompanying

said application, Company proposes a 4.274% surcharge on

existing rate schedule charges, excepting, however, special

schedules for electric space heating and water heating.

Company proposes a surcharge of 8.548% to be applied to the

aforesaid electric space heating and water heating schedules.
By Order entered February 17, 1977, the Commission

suspended the effective date of the proposed surcharges, and
directed that a public hearing be held to receive evidence
from Company relative to its requirements for such an interim
surcharge pending a full investigation and public hearing to

determine Company's requirements for permanent rate relief.
Pursuant to said Order of February 17, 1977, a public hearing

was held in the Commission's Courtroom on March 28, 1977.
The following appearances were entered by counsel for the

parties indicated: John W. Riely and Richard D. Gary for
th.eCompany; Donald G. Owens, Assistant Attorney General of
Vi:r;ginia,for the Division of Consumer Counsel; and Edward L.

Flippen for the Staff of the Commission.
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AND, NOW, THE COMMISSION, after reviewing Company's

evidence and Commission Staff's most recent audit, is of the

opinion and finds:
(1) That on or before April 15, 1977, Company should

file a revised tariff schedule designed to produce temporary

additional gross revenues not to exceed $960,000 annually;

(2) That the revised tariff for rate schedules "R-A",

"C-A", "W", "A" and "TE" should provide for an 8.548% surcharge.

The revised tariff for all other rate schedules should be

reduced from the proposed 4.274% surcharge rate to a rate
that will ensure that the aggregate amount of temporary

additional gross revenues does not exceed $960,000 annually;

(3) That the surcharge should be separately accounted
for, and the amounts collected thereunder should be reported

in Potomac Edison's permanent rate hearing, both per books

and on an annualized basis;
(4) That the surcharge hereby granted is authorized by

Section 56-240 of the Code of Virginia, and is subject to

refund as provided by that Section;
(5) That the surcharge should be effective for all

service rendered on and after May 1, 1977, unless t~e
Commission should otherwise order prior to said effective

date; accordingly,
IT IS ORDERED.that Company file with the Commission a

revised tariff schedule conforming with the above findings,
and this Case shall be continued pending a Commission decision
on a permanent rate increase for Potomac Edison Company.
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AN ATTESTED COpy hereof shall be sent John W. Riely,

Esquire, Hunton & Williams, P.o. Box 1535, Richmond, Virginia

23212; Donald G. Owens, Assistant Attorney General, Shockoe

Center, Richmond, Virginia; and an attested copy shall be
delivered to the Director of the Commission's Division of

Public Utilities and to the Director of Public Utility

Accounting.

Teste:

- 2 -
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BEFORE THE STATE CORPORATION COMMISSION

APPLICATION OF )
)

THE POTOMAC EDISON COMPANY )

PURSUANT TO 8856-235-56-237

OF THE CODE OF VIRGINIA

APPLICATION FOR INCREASE IN RATES

No. 19810

The Potomac Edison Company, Downsville Pike, Hagerstown, Maryland

21740 ("the Company") respectfully shows:

1. The Company is a Virginia public service corporation providing

electric service at retail to approximately 49,000 customers in a substantial

area of northwestern Virginia. The Company is also.a Maryland corporation

and provides electric service in portions of Maryland and West Virginia.

2. The Company has experienced rapid growth both in numbers of

customers and in electrical use of those customers in recent years. Since

1971, for example, the Company's customers in Virginia have increased from

40,895 to 49,237. In addition, growth in both ki1owatthour consumption and

peak demand appears to have resumed after decreased growth in the 1974-75 .

period due to conservation efforts and the economic downturn. On the basis

of 10- and 20- year forecasts prepared by the Company, growth is expected

generally to follow historic trends, but at a rate somewhat lower than in

the past.

3. Construction of generating facilities with total capacity

in excess of 1,000 MW will therefore be required within the next decade in

order to assure adequate and reliable service to the Company's customers.

Inflation in the general economy has been forcing construction costs upward
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at unprecedented rates. In addition, federal, state and local regulations

require considerable investments in facilities to protect the environment.

The Company estimates its construction expenditures for those facilities

during the period 1977 through 1981 will be approximately $489,000,000, an

average of about $98 million per year for that 5-year period--more than

double the average construction expenditures during the 1972-76 period.

Most of these expenditures must be financed by external funds and depend

on the Company's ability to attract additional capital funds from investors.

5. On January 10, 1977, the Company applied for a rate surcharge

pursuant to Section 56-240 of Code of Virginia. The surcharge requested

was designed to raise the rate of return to the 8.75% authorized by the

Commission in Case No. 19410. By order entered on April 1, 1977, in Case

No. 19810, the Commission granted a surcharge, subject to refund as provided

by Section 56-240 of the Code of Virginia, which was less than the requested

amount.

6. The surcharge so authorized will not produce a fair rate of

return on the Company's Virginia jurisdictional intrastate rate base. The

surcharge was designed to achieve the authorized rate of return of only

8.75% including only a 12.0% return on common equity. Such a return is

inadequate to insure the attraction of the needed additional capital funds

at appropriate rates.

7. The Company's present rates, including the surcharge, do not

produce sufficient revenues to meet rising costs and finance necessary

construction. Therefore, pursuant to Sections 56-235 - 56-237 of the Code

of Virginia, there is filed herewith as Exhibit A a revised schedule of rates

and charges designed to produce an adequate rate of return on the Company's

Virginia jurisdictional rate base. In the Company's opinion, no lower rates

will permit it to earn such a fair rate of return.
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8. The Company therefore requests that the Commission make

permanent the rates and charges authorized by its order in Case No. 19810

on April 1, 1977, and permit the schedule of rates and charges filed

herewith as Exhibit A to become effective for all service rendered on

and after October 1, 1977.

Respectfully submitted,

THE POTOMAC EDISON COMPANY

Date: May 31, 1977

By
I n r)1 .-/ " ~/.
! .I" A --/ l.i'-"'t --(,e~.c'Z
J. M. McCardell

Exe tive Vice President and
Genera 1 Manager
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STATE OF MARYLAND

COUNTY OF WASHINGTON, to-wit:

I, t.f/'t--41t1V! £: t...k_f, a Notary Public in and for the

state and county aforesaid, hereby certify that this day appeared before me

J. M. McCardell, who, being duly sworn, made oath and said that he is

Executive Vice President and General Manager of The Potomac Edison Company

and the person who signed the foregoing application, and that the facts stated

in such application are true to the best of his knowledge and belief.

Given under my hand and notarial seal this ;1..7 ~ day of

, 1977.

My commission expires ,,Nit IIr7tJ .
7

/'1 -/1. (;1 I If
(A. '1{4u~1c- (.t.;."!Jt<,,.

Notary Public
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BEFORE THE
STATE CORPORATION COMMISSION

OF VIRGINIA

App1ica tion of
POTOMAC EDISON COMPANY
For an increase in rates

)
)
)
)
)

Case No. 19810

SUPPLEMENTAL APPLICATION

(1) The Potomac Edison Company filed an application
for increase in rates with the State Corporation Commission on
May 31, 1977.

(2) The Staff of the Commission requested that certain
additional data be filed and, to that end, Potomac Edison Com-
pany respectfully shows:

(a) Total gross annual revenue requested by Poto-
mac Edison is $2,865,380 greater than the temporary annual in-
crease in rates of $960,000 allowed by the Commission in its
Order of April 1, 1977;

(b) The present test year gross revenues, inclu-
ding fuel clause revenues, are as follows:

Residential
Commercial
Industrial
Street Lighting

$14,023,858
5,592,084
7,830,177

216,856

$27,662,975

(c) The proposed test year gross revenues, inclu-
ding fuel clause revenues, are as follows:



Residential
Commercial
Industrial
Street Lighting

DATED: June 16, 1977

-27-
$15,966,535

6,487,133
8,782,609

252,078

$31,488,355

Respectfully submitted,
POTOMAC EDISON COMPANY

By 0?~f2 f7
Counsel .

John W. Riely
Richard D. Gary

Hunton & Williams
P. o. Box 1535
Richmond, Virginia 23212

Counsel

CERTIFICATE OF SERVICE

I hereby certify that on the 16th day of June, 1977,
I mailed, first class postage pre-paid, a copy of the foregoing
Supplemental Application to Donald G. Owens, Esq., Assistant
Attorney General, 11 South 12th Street, Richmond, Virginia 23219.
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em.fMO ~{OF VIRGINlA

STATE CORPORATION COMMISSION

AT RICHHOND, JULY 6,.1977

APPLICATION OF
THE POTO~ffiCEDISON CO~WANY

CASE NO. 19810
For an increase in its rates
for electric service

ON JANUARY 10, 1977, The Potomac Edison Company (~Potomac

Edison~ or ~Company") filed ,-liththe Commission an application

requesting approval of a surcharge designed to produce

additional gross revenues of $1,092,574. The application

was assigned Case No. 19810, and a public hearing was held

on the proposed surcharge on March 28, 1977. By order

entered April 1, 1977, the Co~~ission authorized a surcharge

designed to produce temporary additional gross annual revenues

of $960,000. The temporary increase in rates was placed
into effect for all service rendered on and after May 1,

1977. The case was continued pending the filing of an

application by Company for a permanent rate increase and a

Commission Staff investigation thereof.
On May 31, 1977, Potomac Edison £iled an application

for a permanent increase in rates, together with new schedules

of rates and charges which are proposed to become effective

for all service rendered on and after October 1, 1977. On

June 16, 1977, Potomac Edison filed a supplement to that

application. Company proposes $2,865,380 in rate relief

over existing tariff levels, and it proposes to make permanent

the prior temporary increase in rates of $960,000, for a

total permanet increase of $3,825,380. The Company's proposed

tariffs also include changes in its fuel adjustment clause.

.." ...~
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AND THE CO~~lISSION, after review and consideration of

the application of May 1, 1977, the supplement thereto of

June 16, 1977, and proposed tariffs filEd therewith, is of

the opinion that the schedules of proposed rates and charges

should be suspended p~nding investigation, that public

notice should be given of the proposed increase in rates,

that an investigation should be undertaken Ly the COIT~i55ion's

Staff to determine the reasonableness of the proposed rates,

that a public hearing should be scheduled regarding same,

that public notice should also be given and a hearing scheduled

regarding proposed changes in the Company's fuel adjustment

clause, and that the temporary surcharge previously authorized

should remain in effect pending completion of the preceeding

acts and activities; accordingly,

IT IS ORDERED:
(1) That Case No. 19810 be reinstated on the Commission's

docket of active cases, that the present application for a

permanent increase, with Exhibit A, be lodged in the Office

of the Clerk of the Commission as a part of the record
therein, and that copies of said application, with Exhibit A,

forthwith be delivered to the Co~~ission's Chief Accountant

and to its Director of Public utilitiesi
(2) That the effective date of the proposed tariff

revisions be, and the same hereby is, suspended for a period

of sixty {60) days from and after October 1, 1977, subject

to further order of the Commission;
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(3) That a public hearing be held for the purpose qf

receiving evidence relevant to company's proposed rates and

charges, co~~encing at 10:00 a.m., october 4, 1977, in the

Commission's Courtroom, Blanton Building, Richmond, Virginia;
(4) That a hearing, commencing at 2:00 p.m., October 5,

1977, is hereby scheduled for the special purpose of receiving

evidence from all parties in interest on the Company's

proposed changes in its fuel adjustment clause;
(5) That those members of the Commission's Staff who

are responsible for such matters conduct an appropriate
investigation and study of the reasonableness of Company's

proposed tariti revisions and submit tne.LL' £.i.nJing3 and

recommendation to the COID.':1issionin accordance with the
schedule herein fixed;

(6) That on or before August 1, 1977, Company shall

filed with the Clerk of the Comrr.issionten (10) copies of

the prepared testimony and exhibits of each witness Company

intends to present in direct testimony;

(7) That on or before August 15, 1977, all persons who

expect to submit evidence, cross-examine witnesses, and
otherwise participate in the hearing as Protestants, as

provided by Rule 4:6 of the Commission's Rules of Practice

and Procedure, shall file a Notice of Protest as provided by
Rule 5:16 (a)i

(8) That on or before September 15, 1977, the Com-

mission's Staff, and all persons previously filing a Notice

of Protest who wish to participate in the hearing as Pro-

testants, shall file with the Clerk of the Commission ten
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(10) copies of the prepared testimony and exhibits of each

witness expecting to present direct testimony, and shall

simultaneously serve a copy thereof upon Potomac Edison and

upon any Protestant requesting same. Not later than the

filing of the aforesaid testimony and exhibits, all Pro-

testants shall likewise file and serve a Protest as required
by the Commission's Rules;

(9) That Company give notice of this proceeding to the
general public by publishing the following notice in a

newspaper, or newspapers, of general circulation in the

Virginia territory in which Company provides service, which

notice shall be published once a week for four (4) successive

weeks, beginning forthwith upon issuance of this Order;

NOTICE TO THE PUBLIC OF PROPOSED PJ,TE
INCREASE R~D .~MENDrAENTTO FUEL ADJUST~lliNT

CLAUSE Of POTOHAC EDISmJ COYi.PANY

Notice is hereby given that on May 31, 1977,
Potomac Edison Company filed with the State Cor-
poration Co~~ission of Virginia an application
requesting a $3,825,380 permanent increase in its
rates and charges for electric service. The
Co~~ission has suspended the effective date of the
proposed rate changes and has scheduled a public
hearing. on the application in its Courtroom in the
Blanton Building, Richmond, Virginia, cowmencing.
at 10:00 a.m. on October 4, 1977.

The application seeks a permanent rate increase
above the level of existing rates and seeks to
make permanent the existing temporary rate increase
heretofore authorized by the Commission to become
effective May 1, 1977. Copies of the application
and the proposed schedule of rates and charges may
be reviewed in the Clerk's Office of the Commission
or at any office of the Company where bills may be
paid.
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On or before August I, 1977, the Company will
file with the Clerk of the Commission ten copies
of the prepared testimony and exhibits of each
witness it intends to present in direct testimony
in support of Company's application. Copies of
all such testimony and exhibits will be available
for review on and after August I, 1977, in the
Clerk's Office of the Commission or at any office
of the Company where bills may be paid.

On or before August 15, 1977, all persons who
expect to submit evidence at the public hearing as
a party Protestant, and to cross-examine Company
witnesses, must file and serve a Notice of Protest
in conformity with the Commission's Rules of
Practice and Procedure.

On or before September 15, 1977, the Com-
mission's Staff and all persons who have filed a
Notice of Protest and who still expect to participate
at the hearing as a party Protestant must file ten
copies of all prepared testimony and exhibits of
the witnesses to be offered at the hearing, and
shall serve a copy thereof upon counsel for the
Company and upon all other Protestants requesting
same. Not later than said September 15, 1977, all
Protestants also shall have filed a written
Protest as required by Commission Rules.

Any interested person (public witness) who
desires to make a statement at the hearing in his
own behalf, either for or against the application
for increased rates, but not otherwise participate
in the hearing, need only appear in the Commission's
Courtroom at 9:45 a.m. on October 4, 1977, and
complete a Notice of Appearance Form which will be
provided by the Commission. All such persons
will be hecrd as expeditiously as possible, beginning
ct 10:00 a.m., or shortly thereafter, on that
date. In order that the co~~ission may hear fro~
the m.::J.ximumnumber of persons desiring to make a
statement, all public vlitnesses are requested to
limit their oral COIiLrnentsto seven min~tes.
Interested persons who intend to appear and testify
as public witnesses are requested to notify the
Commission in advance by mail so that their comments
may be received without undue delay.

All written co~~unications regarding the
application for increased rates should be addressed
to William C. Young, Clerk, State Corporation Com-
mission, Blanton Building, P.O. Box 1197, Richmond,
Virginia 23209.

Additionally, Potomac Edison has proposed
certain amendments to its fuel adjustment clause.
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The amended fuel clause has been filed with the
Company's application, and the Company's prefiled
testimony and exhibits are expected to contain
evidence intended to show that the amended clause
complies with the Commission's new fuel clause
rules.

In compliance with Virginia law, October 5,
1977, beginning at 2:00 p. m., is set aside for
the special purpose of receiving evidence on the
proposed changes in the Company's fuel adjustment
clause.

POTOMAC EDISON CO~WANY

(10) That a copy of the foregoing notice shal.l be

forthwith mailed by Potomac Edison to each of its customers;

(11) That a copy of this order, Company's application

and all tbe proposed tariff schedules, including the proposed

fuel adjustment clause, be served forthwith by Potomac

Edison on the Co~~onwealth's Attorney and Chairman of the

Board of Supervisors of each_9Punty (or equivalent officials

in the counties having alternate forms of gover~~ent) in

this State in which Potomac Edison offers service, and on
the Mayor or Manager and the Attorney or every city and town

!

(or on equivalent officials in t~wns and cities having
alternate forms of government) in this State in which Potomac

Edison offers service. Service shall be made either by
personal delivery to the customary place of business of the

person served, or to his residence, or shall be ser.t by

certified mail, return receipt requested.
(12) That proof of the foregoing publications and

service be furnished the Commission at the commencement of

the public hearing;

- 5 -
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(13) That the temporary surcharge which became effective

Hay 1, 1977, as Ciuthocized by thi;:; Corr..':1issio!1's Order of

April 1, 1977, shall remain in effect subject to further

order of this Co~~ission.
AN ATTESTED COPY hereof shall be sent to John ~v. Riely,

Esquire, Hunton & Williams, P.o. Box 1535, Ric~~ond, Virginia

23212; Donald G. Owens, Assistant Attorney General, Shockoe

Center, RichInond, Virginia; and an attested copy shall. be

delivered to the Director of the Commission's Division of

Public Utilities and to the Director of Public utility

Accounting.

A True Copy • _,' .--;7 y1
~,tl ~:- '-.

t2/~<-d,rlt./~.r/. /- /CA--~;1-
Teste: ,,/''1' /A/ l- (/

Clerk of State Cornor.1tion Commission.
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BEFORE THE VIRGINIA
STATE CORPORATION COMHISSION

Application of
The Potomac Edison Company
For authority to surcharge
customers for recovery of additional
cost of emergency energy purchases. Case No.----

The Potomac Edison Company, Downsville Pike, Hagerstown,
Maryland 21740, the applicant herein, respectfully sho~vs the
Commission as follows:

1. The applicant is a Virginia public service corpora-
tion providing electric service at retail to approximately
50,000 customers in northwestern Virginia. Applicant also pro-
vides electric service in portions of l1aryland and West Virginia.

2. At the present time applicant has in effect a
schedule of permanent rates and charges as approved by the Com-
mission in Case No. 19410.

3. At the present time applicant has pending an appli-
cation for an increase in its rates for electric service in Case
No. 19810.

4. Most of the applicant's generating stations are coal-
fired. During 1977 applicant increased its stockpiles of coal to
about, a ninety day supply in anticipation of a possible mine
workers' strike. Since December 6, 1977, a nationwide labor
strike by the United Mine Horkers of America has prevented the
applicant from obtaining any significant deliveries of coal to
its generating stations, so that the only coal available to the



applicant for use in firing its generating stations is the coal
stored in stockpiles at said stations.

5. During the period fro~ January 1, 1978 to January
7, 1978 inclusive the geographical areas in which the applicant's
generating stations are located ,.;reresubject to heavy precipi-
tation. Immediately thereafter, beginning on January 7, 1978,
sub-freezing temperatures and snowfall occurred causing the
applicant1s coal stockpiles to become and remain frozen and
resulting in temporary derating or shutdOlm of generating units.

6. Because of the severe winter weather, customers'
demands for electric energy for heating purposes have been, and

continue to be, very high.
7. Notwi~hstanding the efforts which the applicant

has made to encourage customers to conserve energy use, an emergency
now exists by reason of said labor strike, said fuel-handling
problems, and lQsses of generating capability. The emergency
has been more critical by the demands of the applicant's customers
for greater quantities of electric energy. As a result of said
emergency, it has been necessary for the applicant to cease
m.1Kint', ('C.')!)()i!~/ ;i'~:,! ~:hnrl.-tt"!r:~l!;ales (~f C:H'rl',Y L" OtlWl" \It'iliLjc~;

Imd tei Plll"ch:l::t~ (('\r n':;:l J (', f!:()!:l utiliLies havi.ng oil-,fired

generation, emergency energy and short-term energy required to
provide the applicant's customers with reliable electric service.
The cost to the applicant of such purchased electric energy is
more than four times the normal cost of electric energy generated
by applicant. Without such purchases of energy for resale, how-
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ever, the applicant would have been compelled to interrupt or

curtail service to its customers with resulting inconvenience,
risks to health and loss of income.

8. Notwithstanding the tentative agreement announced
yesterday by negotiators in the nation\vide labor strike, said
agreement must be ratified by members of the United Mine Workers
of America to be effective. The ratification process is expected
to take at least ten days and the possibility of a rejection
exists. Even if said agreement is effective', applicant expects
another two weeks to elapse after ratification before normal

coal deliveries are resumed. Severe winter weather with resultant
possible adverse operating conditions continues. In the meantime,
said emergency continues.

9.puring said emergency coal may become available on
the market from time to time at prices above the prices normally
paid for coal by the applicant prior to said emergency. The
applicant intends to purchase any such available coal if deliveries
thereof can be made.

10. During the month of January, 1978 the applic,<mt
purchnscd from f'lthcr utilities having oi.l-fired generation. rOt'

J~csille to tlw ;lrp1.i~':ll1t' S cL1:;toml~rs. ~;u~)st:lnlia.l :llllOUl1t~ of energy.

The appropriate ~Jlocation of such purchases to applicant's cus-
tomers subject to the Commission's jurisdiction is 18,380,000
kilowatt hours at a total cost of $1,015,000.

11. Applicant is continuing to make purchases from

other utilities having oil-fired generation, for resale to the

-3-
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applicant's customers. Applicant expects the volume of such pur-
chases to be at higher levels in the future during such emergency.

12. The applicant's tariffs including the fuel adjust-
ment as presently in effect do not recover from its customers
the excess cost of purchasing energy for resale to such customers.
Such excess unrecovered cost for the month of January 1978 was
about $818,000. Applicant anticipates that such excess unre-
covered cost for the month of February 1978 will be about $1,560,000.

13. Based on budgeted kilm.Jatt hour sales in Viri~inia
for 1978, applicant estimates that such unrecovered excess costs
for January and February 1978 would be recovered in about six and

one-half months at a rate of 0.4 cents per kilowatt hour. Sub-,....
sequent additional .excess costs would lengthen that period.

Applicant is a winter peaking company and believes it is in the
'.

best interests of the Company and its customers to complete

such recovery prior to the beginning of the Fall 1978 heating

season.
14. The applicant desires to recover such excess un-

rec0vered cost already incurred and to be incurred during the
\~xigtcn\~C of the ('meq'.ency herein described by amending its tariff

of 0./. cents pC I." kilo'.l"'lt.thour of enerr,y used by a custoner,
effective immediately, to be applied until the applicant shall
have recovered such excess unrecovered cost. A copy of such
proposed tariff change, identified as the applicant's "Original
Page No. 6-3, S.C.C. Va. No. 12" is attached as part hereof.
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Such excess unrecovered cost ,vill not be accurately knO'ivnuntil
termination of said emergency.

15. If this application is granted, for each month,
beginning with such month as directed by the Commission, the
applicant will report (a) the cost of energy purchased by it as a
result of said emergency, (b) the amount billed to customers during
each month as a result of applying the fuel portions in base
rates and fuel adjustment absent such surcharge, and (c) the amount
billed to customers during each month as a result of applying to
customers' bills the surcharge sought herein.

16. This application is made for authori.ty to change
temporarily the rates of the applicant in the Commonwealth of
Virginia for the purposes and in the manner described herein.

17. The emergency conditions described herein constitute
good cause for the Commission, in its discretion, to allow said
temporary change in rates, through application of said surcharge,
to become effective immediately, without prior notice, postin?,
or'public.:ltion,subject to refund of the amount of any excess
rl ••..()'Jcry. plus interest as specified by the Conunission, if ~;:1i.1!

rgcs arc subsequently determined by the Commission to h"
,!Wl1 those finally fixed by it after hearing.

THEREFORE, The Potomac Edison Company, the :lpp 1LC:I!ll

~'w.(;ia. pnlYs that the Commission issue an immediate order PU;'~:llol:"

i) AllO'.d.llg the applir-ant: to amend it~) tariff :lnd

.. :.,';:: .
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in rates, through application of said surcharge,.
as applied for herein sufficient to permit the
applicant to recover its costs of fuel and
energy purchased and to be purchased during said

emergency in excess of the fuel cost level in-

cluded in the applicant's rates;

2) Directing that such temporary changes in rates
shall become effective immediately without prior
notice, posting or publication; and

3) Setting this matter for hearing and final deter-
mination by the Commission.

Dated: February 7, 1978 By

-6-



THE POTOMAC EDISON COHPANY

-41-
Original Page No. 6-3

S.C.C. Va. No. 12

TEHPORARY EMERGENCY ENERGY SURCHARGE

In addition to the charges specified in this tariff, a temporary
surcharge of .4 cents per kilowatt-hour will apply to all kilo-
watt-hours billed under such of the schedules of this tariff to
permit the Company to recover costs incurred and to be incurred
by the Company asa result of the emergency as fully described in
the Company's application filed with the Virginia State Corpora-
tion Conwission on February 7, 1978.

Issued by
John M. HcCardell

Executive Vice President and General Manager

Issued: February 7, 1978 Effective February .197b

.. "" .,' t. .:., , ~" ".•
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AT RICHHOND, FEBRUARY 10, 1978

APPLICP.'l'ION OF

THE POTOpL~C EDISON CO~WANY

For an increase in rates

CASE NO. 19810
Interim Order

On May 31, 1977, The Potomac Edison Company ("potomac

Edison" or "Company") filed with the Commission an appli-

cation for a permanent increase in rates and charges. The

proposed increase in rates were designed to produce $3,825,380

in additional permanent gross annual revenue.

A public hearing on Potomac Edison's application was

held on October 4 and 5, 1977, in Richmond, virg~nia, and on

october 13, 1977, in Winchester, Virginia. The Commission

scheduled 2:00 P.M., October 5, 1977, for the special pur-

pose of receiving evidence on Company's proposed changes in, .

its fuel adjustment clause. Evidence was received as scheduled

on Company's proposed fuel clause revisions. No evidence

was received in opposition to the fuel clause revisions

proposed by Potomac Edison.
On February 7, 1978, Potomac Edison filed an application

for an emergency increase in rates, contending, inter alia,

that the nationwide labor strike by the United Hine vlorkers
of America has prevented Company from obtaining any signifi-

cant deliveries of coal to its generating stations so that

the coal available to Company for its generating stations is

the coal stored in stoc'kpiles at said stations. Company's

application states that, in addition to being unable to

purchase coal, recent heavy precipitation followed by sub-

freezing temperatures has caused coal stockpiles to become

and remain frozen, resulting in temporary derating or shut-
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down of generating units.
Company's emergency application further contends that

due to said labor strike, frozen coal stockpiles and losses

in generating capacity, an emergency now exists because of

Potomac Edison's necessity to purchase emergency energy from

utilities having oil-fired generation. The emergency energy

purchases are necessary for Company to provide its customers

with reliable electric service. The Company contends that

the cost of said emergency purchases ~s not being adequately

recovered under its existing fuel adjustment tariff.

The unrecovered fuel cost, it is contended, places

Company in an immediate critical financial condition, which

threatens its ability to provide adequate and reliable

electric service. As stated herein, Potomac Edison's pro-

posed changes to its existing fuel clause at the October 5,

1977 public hearing, were unopposed. And, according to

staff testimony, the proposed changes were in accord with
the Commission's fuel adjustment clause rules revised in

Case No. 19526. Therefore, the fuel clause revisions should

be accepted and, as a consequence, should mitigate the

critical status of Company's present financial condition and

eliminate the need for emergency rate relief. Accordingly,

IT IS ORDERED that Company's proposed revisions to its

existing fuel clause should be accepted, effective for fuel

costs incurred on and after this day. Company's request for

a permanent increase in rates shall remain pending.

AN ATTESTED COpy hereof shall be sent to John W. Riely,

Esquire, Hunton & Williams, P.O. Box 1535/ Richmond, Virginia
23212; Donald G. Oivens, Assistant Attorney General, Shockoe
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Center, Richmond, Virginia; and an attested copy shall be

delivered to the Director of the Commission's Division of

Public Utilities and to the Director of Public Utility
Accounting.

A True Copy

Teste:

- 2
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STATE CORlJOR.-\ ~"lON CO.M.MlSSrON

AT RICHMOND, FEBRUARY 13, 1978

APPLICNl'ION OF
THE PO'I'Qr.LZ\CEDISON COMPANY

For an increase in rates

CASt: NO. 19310
Interim Order

This day came The Potomac Edison Company (the Company)

by counsel and represented to the Commission that the action

permitted by the Commission by its Order entered herein on

February 10, 1978 would result in percentage increases in rates

that might result in difficulties for customers. The Company

proposed that all rates be increased by 0.44 cents per kilowatt-

hour until such time as the cost of emergency purchased power

is amortized and presented a rider entitled "Temporary Energy

Surcharge" to accomplish this result.
And it appearing to the Commission that the proposal of

the Company is reasonable and will minimize adverse customer

impact;
IT IS ORDERED:
(1) That the rider entitled "Temporary Energy Surcharge"

be modified to read as follows:
TEHPORARY ENERGY SURCHARGE

All charges for the purchase of power from out-
side of the APS System after the effective date
hereof shall be accounted for by charges to a deferred
account and shall not be used in the computation of
any fuel adjustment charge. .In addition to th~ c~arges
specified in this tariff, a temporary surcharge of
0.44 cents per kilowatt-ho~r will apply to all kilowatt-
hours billed under all of the schedules of this tariff
to permit the Company to recover costs incurred on and
after the effective date hereof, by the Company as a
result bf the necessity to purchase power outside of
the APS System. When the credit equals the charge,
this surcharge shall terminate.
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(2) That the "Temporary Energy Surcharge" as modified

above be filed and is approved effective for all electric ser-

vice rendered on and after February 10, 1978.
(3) That all costs associated with the energy purchased

from electric systems other than operating Companies of the
Allegheny Power System shall be excluded from the Fuel Cost

Adjustment computations and that these costs will be carried

in a deferred account.

(4) That all cost associated with energy purchased

outside of the operating Compnnies of the Allegheny Power System

\'Jhichwere incurred prior to February 10, 1978 shall be ex-

cluded from the deferred account.
(5) That all costs associated with energy purchased out-

side of the operating Companies of the Allegheny Power System
which have been, and will be, incurred on and after February

10, 1978 shall be included in this deferred account. Such

total costs shall be stated into the separate cost components

of energy, generation service charges and transmission
service charges. These costs as separately stated shall be

reported on a monthly basis and will be shmvn for both APS,

Potomac Edison and Potomac Edison's Virginia jurisdictional

business. Such information shall include the method and

calculations used in the allocation to develop Virginia
jurisdictional costs. Only energy (fuel) related cost shall

be recovered through this surcharge.
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(6) The revenues collected through the Temporary

Energy Surcharge shall likewise be stated as a separate
amount and shall be reported to the Commission monthly.

(7) The Company shall forthwith arrange appropriate

meetings with the Commission's Staff to develop specific re-

porting formats and procedures.
(8) The "Temporary Energy Surcharge" shall remain in

effect until otherwise ordered.

AN ATTESTED COpy hereof shall be sent to John W. Riely,

Esquire, Hunton and Hilliams, P. O. Box 1535, Richmond,

Virginia 23212; Donald G. Owens, Assistant Attorney General,
Shockoe Center, Richmond, Virginia; and an attested copy

shall be delivered to the Commission's Division of Public

utilities and to the Director of Public Utility Accounting.

-2-
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COMMON WEN -:H OF VIH.(jlNlA

STA Tr: CORPORA'."iON COi\li\fISSION

AT RICH}10ND, FEBRUARY 14, 1978

THE POTO~mC EDISON COMPANY

For authority to surcharge customers
for recovery of additional cost of
emergency energy purchases.

CASE NO. 19955
FINAL OPJ)ER.

On February 7, 1978, The Potomac Edison Company ("Potomac

Edison" or "Company") filed with the Commission an application

for an emergency increase in rates,' said filing being pursuant

to ~56-245 of the Code of Virginia. Company states its

request for an ~~ergency increase results from the combined

effects of the nationwide labor strike by the United Mine

Workers of America and recent weather conditions. The labor

strike has prevented Company from obtaining any significant

deliveries of coal to its generating stations and the coal

available for generating stations is coal that is stockpiled

at those stations. Weather conditions, including recent

heavy precipitation followed by sub~freezing temperatures,

have caused coal stockpiles to become, and to remain, frozen,

resulting in temporary derating or shutdown of generating
units.

According to Potomac Edison notwithstanding Company
efforts to encourage customers to conserve energy use1 an

emergency now exists by reason of the aforesaid labor

strike and fuel-handling problems with attending losses of

generating capability. The emergency has been made more

critical because of the demand of Company's customers for



-49-

greater quantities of electric energy. As a result of the

emergency, it has been necessary for Company to cease making

economy and short-term sales of energy to other utilities

and to purchase for resale, from utilities having oil-fired.

generation, emergency energy and short-term energy required

to provide Company's customers with reliable electric service.

The cost to Potomac Edison of such purchas~d electric energy

is more than four times the normal cost of electric energy

generated bY Company. Without such purchases of energy for

resale, however, Company contends it would have been compelled

to interrupt or to curtail service to its customers with

resulting inconvenience, risks to health and loss of income.

Potomac Edison presented evidence on its emergency request

before the Co~~ission on February 8, 1978.

On May 31, 1977, Potomac Edison filed with the Commission

an application for a permanent increase in rates and charges.
A public hearing on that application, Case No. 19810, was

held on October 4 and 5, 1977, in Richmond, and on October 13,
1977, in ~vinchester, Virginia. The Commission scheduled

2:00 P.M, October 5, 1977, for the special purpose of

receiving evidence on Company's proposed changes in its fuel

adjustment clause. Evidence was received as scheduled on

the proposed tariff revisions. No evidence was received in

opposition to the proposed fuel adjustment clause revisions.

On February 10, 1978, the Commission entered an Interim

Order in Company's permanent rate proceeding, Case No.

19810, finding that Company's proposed fuel clause tariff
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revision should be accepted, effective for fuel cost incurred

on and after that day. The revised fuel clause tariff

provides for recovery by Company of purchased electric

energy under conditions giving rise to the present emergency

rate proceeding. The Commission, in its Interim Order in

Case No. 19810, determined that Commission acceptance of the

reviseq fuel adjus.tment clause tariff should mitigate the

critical status of Company's present financial condition and

eliminate the need for emergency rate relief. Accordingly,

the Commission is of the opinion and finds that the present
proceeding should be dismissed.

11' IS ORDERED that this a?plication for authority to

surcharge customers for recovery of additional cost 6f

emergency energy purchases be, and same hereby is, dismissed.

AN ATTESTED COPY hereof shall be sent to John ~l. Riely,

Esquire, Hunton & Williams, P.O. Box 1535, Richmond, Virginia
23212; Donald G. Owens, Assistant Attorney General, Shockoe

Center, 11 South 12th Street, Richmond, Virginia 23219; and

an attested copy shall be delivered to the Directors of the

Commission's Divisions of Public Utilities and Public Utility

Accounting.



sec.59 -51-
COMMONWEAL.TH OF V!RGINIA
STATE: CO~PORATION COMMlSSION

RICHMOND

AT RICffi10ND, JUNE 13, 1978

..hPPLICATION OF
THE POTOY~C EDISO~ COMPANY

For an increase in rates for
electric se.:::vice

CASE KO. 19810
OPINION AND FINAL ORDER

On January 13, 1977, The Potomac Edison Company ("Potomac

Edison" or "Coffipany")filed with the Commission, pursuant to

~56-240. of the Code of Virginia, an application for a su~-

charge to be applied to electric senrice rendered on and

after March 1, 1977. The proposed surcharge was designed to

produce $1,092,574 in additional gross annual revenue. A

public hearing was conducted by the Commission on I1c:.rch28,

1977, and by order entered April 1, 1977, Company was authorized

to impose a temporary surcharge, effective May I, 1977,
designed to produce $960,000 in additional gross annual
revenue.

On May 31, 1977, Potomac Edison filed an application

for a permanent increase in rates as shown in accompanying

xevised schedules of rates and charges proposed to become

effective October 1, 1977. The schedule of rates and charges

included a revised fuel adjustment clause, and the Slli~ total

of the proposed revisions was intended to produce $3,825,380

in additional annual gross Levenue, including the surcharge.
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A public hearing on the applica~ion for a permanent

increase in rates was conducted on October 4, and October 5,

1977, in Richmond. A portion of the hearing on October 5

was set aside to receive evidence on the proposed fuel

adjustment clause. An additional day of hearing was held on

October 13, in Winchester, Virginia.

The following counsel appeared for the parties indicated:
John w. Riely, Robert B. Murdock, and Richard D. Gary for

Potomac Edison; Donald G. Owens for the Division of Consumer

Counsel, Office of the Attorney General of Virginia; Robert L.

Weinberg, pro ~; Henry E. Howell, Jr. for intervener Julian

Carper; Richard D. Rogers, Jr., and Wayne N. Smi~h for the

Commission's Staff. ~wenty-three customers of Company

appeared as interveners during the hearing.

Subsequent to the public hearings, Company encountered
difficulty in maintaining coal supplies for its genera~ing
stations. According to Company, this was due primarily to

two causes, namely: (1) a nationwide labor strike by the

United Mine Workers of America which prevented Company from

obtaining any significant deliveries of coal, and (2) extra-

ordinary weather which prevented Company from utilizing the

coal stockpiled at its generating units. Heavy precipitation,

followed by subfreezing temperatures, caused its coal stockpiles
to freeze.

- 2 -
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On February 7, 1978, Company filed an application for

an emergency increase in rates - contending that an emergency

existed due to the labor strike and frozen coal stockpiles.

According to Company, it was necessary to purchase emergency

energy from utilities having oil-fired generation, but the

cost of these purchases could not be recovered through

Company's existing rates. It was contended that the un-

recovered fuel cost placed Company in an immediate critical

financial condition which threatened its ability to provide

adequate and reliable electric service. Company's appli-

cation .for an emergency increase in rates was assigned Case

No. 19958, and a hearing thereon was held February 8, 1978.

However, instead of approving an emergency increase in

rates in Case No. 19958, on February 10, 1978, the Commission

entered an Interim Order in present Case No. 19810 authorizing
the company to implement the revised Fuel Adjustment Clause
herein before proposed. That Fuel Adjustment Clause, which

became effective February 10, 1978, provides for recovery of

a substantial portion of the costs of emergency purchases of

power from other utilities.
Subsequent to our above order of February 10, it was

determined that recovery of revenues to cover the costs of
purchased power through the revised Fuel Adjustment Clause

- 3 -
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would cause too great an impact on customers. Therefore, by

order dated February 13, 1978, entered in this proceeding, a

tariff was approved which will spread the recovery of the

cost of purchased power over a longer period of time than

.vlould be the case under the Fuel Adjustment Clause. The

t~riffs6 approved provides as follows:

All charges for the purchase of power
from outside of the APS [Alleghany Power
System] System after the effective date
hereof shall be accounted for by charges
to a deferred account and shall not be
.,used in the computation of any fuel
adjustment charge. In addition to the
charges specified in this tariff, a
temporary surcharge of 0.44 cents per
kilowatt-hour will apply to all kilowatt-
hours billed under all of the schedules
of this tariff to permit the Company to
recover costs incurred on and after the
effective date hereof, by the Company as
a result of the necessity to purchase
power outside of the APS System. When
the credit equals the charge, this
surcharge shall terminate •

.The foregoing surcharge is currently being applied.

POSITION OF PARTIES

In support of its application for permanent increases

Potomac Edison offered information to show a declining rate

of return, increasing expenses of providing service, and the

need to attract capital for new plant to meet customer

growth. Company contends that it should be given the

- 4 -



-55-

- 5 -



-56-

Robert L. Weinberg filed in this proceeding a "Motion

For Further Hearing In Winchester". In this motion, Mr.

Weinberg contends that a hearing should be scheduled in

Winchester for the purpose of receiving testimony on the

revision in rates approved by the Commission's order of

February 10, and of February 13, 1978. Mr. Weinberg urges

that further testimony be received on the revisions and that

"If the CO:ITUllissionpermits the 'Emergency Surcharge' to

remain in effect, the burden which the surcharge imposes on

customers should at least be reduced by ordering the refund

of the temporary increase and by denying the pending appli-

cation for a permanent increase."

A number of petitions signed by individual customers of

Potomac Edison and resolutions of local governing bodies

have also been filed supporting the request for a local

hearing. A hearing was held in Winchester, Virginia.
Subsequent to that hearing the record in this proceeding was

closed.

AFUDC - CWIP

Before the Commission can determine the test period

income, expenses, and rate base, the appropriate rate making

trea~~entof AFUDC must be decided.

- 6 -
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It is the practi~eof this Commission to use anend-of-
period valuation of rate base. The value of utility plant

and working capital, after adjustments, in use on the final

day of the test period constitute the rate base for deter-

mining revenue requirements. The value of "Construction

Work in Progress" (CWIP) as of the end of the test period is

also included in the rate base. CWIP represents the value

of that portion of utility plant which is under construction

but to be placed in commercial operation at a later date.
. ,

Assuming the risk of oversimplication, AFUDC approxi-
mately rept~sents the annual cost of capital (debt and

equity). which is invested in "Construction Work in Progress".

AFUDC is 'added both to CWIP accounts and to income. The

practical result of this practice is threefold. First,

capitalizing AFUDC while plant is under construction causes
an increase in rate base on which the utility will later

seek to earn a reasonable rate of return. Second, by adding,
AFUDC to inc6~e;, the rate of return required on that portion

of rate bas:~ attributable to CWIP is largely offset by the
, ": ,;.1

AFUDC, andcu,stomers of the utility do not pay rates which

provide a returri'on CWIP. Third, when construction is

completed, and the plant is placed in commercial operation,

the addition of AFUDC' to income ceases and the utility seeks

- 7 -
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increases in revenue to pay the annual cost of inves~~ent in
the plant.

The Commission is not unalterably committed to the
foregoing method of treating AFUDC - CWIP. In fact, the
general practice is not followed in a number of instances by
the electric utilities operating in Virginia. For example,
the addition of AFUDC to income is not required for certain
pollution control equipment and distribution facili~ies

1
(compared to transmission equipment and generating equipment).

2
One electric utility operating in Virginia does not include
AFUDC in its income.

The footnoted proceedings, and others, document the
Commission's concern with the proper rate making treatment
of AFUDC - CWIP. In addition to formal proceedings, various
reports filed by Virginia electric utilities, decisions of
other regulatory commissions, and current regulatory litera-
ture all ra.ise,the question of whether the fixing of utility
rates should be predicated upon the inclusion of AFUDC in

1 AppZ,ication of Appaiachian Power Company For an increase in
ratBs~ Opinion and FiniZ, Order, Case No. 19723, (Va. S.C.C.,
October 14, 1977) Slip op'iI1,ionat 8-10.

0,:", ',. .

2 App Z,ication.PL",Potomac EZ,ectric PoweY' Company, Order, Case
Nq,~".:t:~&Q.ji\~"',.i'91'5"AnnualReport of the State Corporation

-" .c;",', .•••• =i!,i,'.,_:,',:,;:'.!,~r.i 1."'1". ,\ ~' . •• • •.",J"',,;',",Cort!rtlJ.:ss1on232-33 (1976). PEPCO's serV1ce area 1S pr1mar1ly
in the State of Maryland and the District of Columbia.
Approximately 2 percent of PEPCO's revenue comes from its
Virginia business. Its service territory in Virginia is
comprised of approximately 12 percent of the land area of
Arlington County.
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income. The Commission and its Staff are studying the

ramifications of the AFUDC issue. This may lead to a

revision of our policy, but our decision herein will be

based on the present record.
Company offered exhibits showing rate of return and

revenue requirements both including and excludingAFUDC as

an addition to income. It presented as a witness, Donald V.

Kane, a partner with Arthur Anderson & Co., who testified in

support of Potomac Edison's proposal that rates should be

set excluding AFUDC from income. In addition, James W.

Nicol, Comptroller to Potomac Edison, addressed the AFUDC

issue.
In his testimonv, Mr. Kane advances several reasons for

the elimination of AFUDC as an addition to income. He gives

primary emphasis to an alleged lack of confidence of investors

and financial analysts in AFUDC as an addition to income.
He said, n[t]hese earnings [AFUDC] are misunderstood by and

are confusing to investors 11. . . , ". • . [t]he lack of cash.

to back-up the AFC portion of reported earnings has caused

investment analysts to discount or eliminate part of the

reported earnings in the studies they prepare for their

recommendations to investors, . n; and, "[i]nvestors

generally are not familiar with the rate-making practices in
effect throughout the country, or why AFC has been considered

- 9 -
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to be a part of current earnings, or why the AFC accounting

practice has been unique to the public utility industry."

Mr. Kane offered data and information to show the

effect upon customers of excluding AFUDC from income and as

an addition to capital investment compared with the present

practice. His comparison is based on a hypothetical con-

struction program incorporating the following factors:

capital expenditures of $50,000 as of the beginning
of each of two construction years,

depreciation over a five-year servioe life for
book and t~~ purposes,

financing with 40 percent common stock equity
funds and 60 percent debt funds,

a cost of common equity of 14 percent and a cost
of debt capital of 8 percent which yields a composite
cost of capital of 10.4 percent,

a 70 percent dividend payout ratio, and
a 50 percent income tax rate.

Mr. Kane's hypothetical study shows that, in the future, it

would be to the advantage of both.the utility and its customers

to eliminate AFUDC as an addition to income. According to

Mr. Kane, rates to customers would be higher in the early

years and the cash-flow to the utility would be significantly

improved. According to Mr. Kane, the cumulative effect upon

customers, over future years, would be the payment of less

revenue than would be the case of capitalizing AFUDC and

- 10 -
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adding it to other income. 11r. Kane's hypothetical is
offered to show that payment of higher rates today will be
more than offset, by rates lower than they would have been
at a later date, if the practice of capitalizing AFUDC is
terminated.

We cannot agree with Mr. Kane's conclusions, upon the
basis of the record before us. The hypothetical presented
will not support like conclusions in an actual operation
such as Potomac Edison's - which has a continuing construc~ibn
program, continuous financing needs and, in all respects, is
an operation which changes from month-to-month and year~to-

;". '. . ... -.' ,"year. J...FUDCwil]..be included as other income for the purpose
.:;,,:):~:9:;E;:i.;<ie'te'rin:Lh.i.~~;;';!~~venuerequirements in this proceeding.

INco~m AND RATE BASE

Company and Staff filed accounting exhibits based upon
the twelve months ended Dece~ber 31, 1976. Company stated
that it did not agree with certain Staff adjustments, but
that it considered their differences insignificant. No
other p~rty presented evidence on accouhting matters. The
Staff's determination of operating revenue, operating revenue
deductions, and rate base (adjusted for AFUDC), will be
adopted by the Commission.

For the test period we find operating revenue - adjusted
equals $29,181,228, and operating revenue deductions total

- 11 ...

',,;
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$23,731,193. Thus, operating income amounts to $5,450,035

($29,181,228 - $23,731,193). AFUDC for the test period,

totaling $408,378, will be added to operating income.

Income will be reduced by $111,011 due to revisions in

Company's Power Supply Agreement which was approved by the

Federal Power Commission. Finally, $2,820 of charitable

contributions, net after income taxes, will be subtracted.

After making the three foregoing adjustments the net operat-

ing income - adjusted for Virginia operations amounts to the

sum of $5,744,582.

Staff and Company agreed that Virginia jurisdictional

rate base, excluding the capitalization of AFUDC, totaled

$75,218,671 for the twelve months ended Decenmer 31, 1976.

Adjusting for 1975 and 1976 AFUDC, the value of rate base is

increased by $434,370 to equal $75,653~041.
Upon dividing net operating income by the value of the

test period rate base we find Company has a rate of return
of 7.59 percent.

RATE OF RETURN

Company, Staff, and the Attorney General's Division of

Consumer Counsel each presented evidence on an appropriate

rate of return for Potomac Edison. The three witnesses were

in agreement on capital structure and cost rates for debt

- 12 -
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and preferred stock. The proforma capital structure consists

of 50.6 percent debt, 10.5 percent preferred stock, 35.7

percent equity, and 3.2 percent cost-free capital. The

embedded cost rates are 7.75 percent for debt and 7.58

percent for preferred stock. However, the three witnesses'

recommendations of a reasonable,return oncowmon equity

ranged from 12.0 percent to 14.5 percent.
The Attorney General's witness and Company's witness

used generally the same methodology. The two witnesses

examined the return on book equity for various groups of

companies and made adjustments for risk and other factors.

We note that the company witness agreed that he used statis-

tics erroneously in developing his recommendation. In

addition, he failed to provide sufficient statistical data

to validate a regression study. This regression study was
used to evaluate financial risk in the development of his

recommended return on equity. Staff witness used a discounted

cash flow method supplemented by comparable earnings and
earnings-price comparisons. The Staff witness employed both

market data and returns on book equity.

Company witness recommended a return of 14.5 percent on

equity; Attorney General's witness recommended a return on
equity ranging from 12.0 to 13.0 percent; and Staff witness

recommended a return of 12.5 to 13.2 percent.

- 13 -
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We noted above that all parties agreed upon Company's

capital structure and cost of debt and preferred stock. We

also note that Company is embarking on a major construction

program requiring substantial new financing. After consider-

ing the range of reco~mended returns on common equity and

the variety of techniques used in developing this range, we

find that a just and reasonable overall rate of return for

Potomac Edison is 9.5 perc~nt. This rate of return is based

upon our determination that a reasonable return on common

equity is in the range of 13.3 to 13.6 percent, and that

Company has a 7.75 percent cost of debt and a 7.58 percent

cost of preferred stock. An opportunity to earn this rate

of return will require an increase in gross annual revenue

of $2,887,802, based on our 1976 test year findings.

R~TE DESIGN
Company and Staff were in general agreement on the

design of rates, but differences did exist over the proper

design of five special rate schedules under which Potomac

Edison provides service to certain residential and commercial

customers. Company and Staff agree that these special rates

should be eliminated from Potomac Edison's tariff. However,

differences developed over the time period during which the

special rates should be eliminated. Company proposes to

- 14 -
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eliminate four of these schedules on the effective date of

any rate increase. Staff contends that Potomac Edison's

proposal to eliminate the special rates on the effective

date of this order, coupled with a general increase in

rates, would have a severe impact upon those customers. In

view of the impact upon customers, we accept Staff's pro-

posals for phased elimination of the rates.

IT IS ORDERED:
(1) That on or before June 26, 1978, Potomac Edison

file with the Commission a schedule of revised rates and

charges designed to produce $2,887,802 in additional gross

annual revenue. These rates and charges shall become
effective for service rendered on and after July 1, 1978,

unless the Commission shall otherwise order;

(2) That the revised schedule of rates and charges

required in (1) above reflect the same general design and

distribution of increases in rates and charges as were con-

tained in the proposed revised tariff filed on May 31, 1977,

except that Staff's proposals to eliminate certain special

schedules shall be adopted, namely: (a) Schedule A shall

remain in effect until July 1, 1979, at which time it shall

be eliminated and customers thereon transferred to Schedule
R; (b) Schedule TE shall be phased out on a two year period

in accordance with Staff's recommendation and customers

- 15 -
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transferred to Schedule ~~ on July I, 1980; (c) that

residential customers be retained on Schedule Wand that'

this Schedule be eliminated for all residential customers

on July 1, 1979, and that such customers transferred to

Schedule R or C; (d) that Schedule C-A be revised in accord-

ance with Staff's recommendation and be retained for a

period of one (1) year from the effective date of rates. On

July I, 1979, Schedule C-A shall be eliminated and customers

transferred to Schedule C. Customers affected by (a), (b),

(c), and (d) shall be informed of these future changes by a

bill insert to be included in the first regular billing

rendered after July I, 1978. These same customers shall

again be informed of the change of schedule - prior thereto -
by a bill insert included in the billing;

(3) The motions to schedule further hearings are hereby
denied;

(4) That Company shall continue to report on a monthly
basis the collection of revenues approved by the Co~~ission's

order of February 10, and of February 13, 1978;

(5) That when the permanent rates approved herein

become effective, the temporary increase approved by the

Commission's order of April 1, 1977 shall cease. Revenues

collected pursuant to the surcharge shall be considered
permanent and no longer subject to refund;

- 16 -
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(6) That the record in this proceeding be passed to

the file of ended cases.

SHANNON, Commissioner, dissenting in part:

I concur generally in the majority's finding concerning

the revenue requirements of Potomac Edison. However, for

the reasons stated in my dissenting opinion in Application

of Appalachian Power Company for an increase in rates, Case

No. 19723, October 14, 1977, I do not agree with the majority's

conclusion concerning the allowance for funds used during

construction (AFUDC). While the amount involved, $408,378,

is relatively small, the manner in which construction work

in progress and AFUDC are treated is highly important to

both the consume~ and the Company. Based on a ruling of the

Maryland Public Service Commission in a case involving

Baltimore Gas and Light Company, Potomac Edison has discon-

tinued AFUDC in Maryland. The Maryland Co~mission recognized
that AFUDC has a negative effect on the quality of a utility's
earnings and that there is a regulatory trend away from its

use.
In the instant case, as stated, the amount involved is

small, and if this Commission is to permit the Company to

depart from the archaic and uneconomic practice of permitting

AFUDC to be reflected in a company's revenues, now is the

time to do so, for as the Utility's construction program

- 17 -
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expands - as it surely will - non-cash AFUDC will becqme an

increasingly larger percentage of its net income. Mlen a

generating unit under construction becomes commercial, as

was recently the case with a Vepco nuclear unit, the rate-

payer is required to provide the cash revenue necessary to

convert paper AFUDC earnings to true earnings, the impact of

which is substantial on the ratepayer. Reduced AFUDC charged

to a facility under construction would result in lower rates

when the new facility becomes co~~ercial than would be

assessed if the larger ~~ount of AFUDC is capitalized during

the construction period. Accordingly, I feel that the

present accounting practice of capitalizing the financing

costs related to construction work in progress as a non-cash

source of income is obsolete, inadequate, and counterproductive

to the consumer, the regulator, and the utility. I would,
therefore, eliminate AFUDC from the Company's Virginia
jurisdictional operations.

AN ATTESTED COpy hereof shall be sent to the following:
John W. Riely, Esquire, Hunton and Williams, P.o. Box 1535,

Richmond, Virginia 23212; Donald G. Owens, Esquire, Assistant

Attorney General, Shockoe Center, 11 South 12th Street,

Richmond, Virginia 23219; Robert L. Weinberg, Esquire,

Williams & Connolly, 1000 Hill Building, Washington, D.C.

20006; Henry E. Howell, Jr., Esquire, 808 Maritime Tower,

- 18 -
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Norfolk, Virginia 23510; and to the Commission's Divisions

of ~nergy Regulation, Accounting and Finance, and Economic
Research and Development.
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RESIDENTIAL SERVICE

SCHEDULE "A"

(Rate Code No. 210)

First Revision of
Original Page No. 19-1
S. C. C. Va. No. 12
Canceling
Original Page No. 19-1

AVAILABILITY - Restricted to territory formerly served by Monterey Utilities Corporation

Available for single phase residential service through one meter until July I, 1979 at which time
Customers will be transferred to Schedule "R".

MONTHLY RATE

First 50 Kwh
Next 100 Kwh
Over 150 Kwh

6.930 cents per Kwh
4.830 cents per Kwh
2.938 cents per Kwh

Issued June 26, 1978

FUEL ADJUSTMENT
Adjustment applies to all kilowatt-hours served under this schedule.

MINIMUM
$2.59 per month.

LATE PAYMENT CHARGE

Applies to this schedule as set forth in Company Rule No. 22 of this tariff.

GENERAL

Service supplied is subject to the Rules and Regulations Covering the Supply of Electric Service,
and Rules and Regulations for Meter and Service Installations, of the Company as filed with the
Commission.

This schedule includes service to a residence which has a commercial enterprise or office within it,
provided the total installation used for purposes other than residential is not greater than 500 watts.

When two or more dwelling units including two or more houses on a farm are supplied through a single
meter, each shall be classed as a single residence with the rate blocks increased proportionately to
number of dwelling units. This provision restricted to those Customers and locations served in this
manner on June 9, 1975.

Customers with average monthly use in excess of 1,500 kilowatt hours will have the option of using
the Company's Uniform Payment Plan. Uniform monthly payment will be established by the Company as 1/12
of the total estimated revenue for the 12 months.

ACCEPTED
FOR FILING

JUN :.W \918

DIVISION OF EtFn~y RE .~lhIlON
Sf AlE CCRPLr~i~i:;:ii G3i.IMiSSION

ISSUED BY JOHN M. McCARDELL, EXECUTIVE VICE PRESIDENT AND GENERAL MANAGER

To become effective for
all service rendered on
and after July 1, 1978

Issued under Order of the S.C.C. dated June 13, 1978 in Case No. 19810
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THE POTOMAC EDISON COMPANY

RESIDENTIAL SERVICE

SCHEDULE "R"

(Rate Code No. 200)

AVAILABILITY

Available for single phase residential service through one meter.

MONrm.,y RATE
First 50 kilowatt hours 7.810 cents per kilowatt hour
Next 100 kilowatt hours 5.211 cents per kilowatt hour
Allover 150 kilowatt hours 3.326 cents per kilowatt hour

FUEL ADJUSTMENT
Adjustment applies to all kilowatt-hours served under this schedule.

MINIMUM CHARGE
$3.13 per month.

LATE PAYMENT CHARGE
Applies to this schedule as set forth in Company Rule No. 22 of this tariff.

GENERAL

First Revision of
Original Page No. 7-1
S. C. C. Va. No. 12
Canceling
Original Page No. 7-1

Issued June 26, 1978

Service supplied is subject to the Rules and Regulations Covering the Supply of Electric Service,
and ~ules and Regulations for Meter and Service Installations of the Company as filed with the Commission.

This schedule includes service to a residence which has a commercial enterprise or office within it,
provided the total installation used for purposes other than residential is not greater than 500 watts.

When two or more dwelling units including two or more houses on a farm are supplied through a single
meter, each shall be classed as a single residence with the rate blocks increased proportionately to
number of dwelling units. This provision restricted to those Customers and locations served in this
manner on December 1, 1972.

Customers with average monthly use in excess of 1,500 kilowatthours will have the option of using
the Company's Uniform Payment Plan. Uniform monthly payment will be established by the Company as 1/12
of the total estimated revenue for the 12 months.

ACCEPTED
FOR FlLlNG

JUN ao \<;nB

D1V:$IGNOF m~.p.JY Rt~.il\~1\Ot\
S1A1E CljRrnR~m~lCry~!,!:r~S\Qll

ISSUED BY JOHN M. McCARDELL, EXECUTIVE VICE PRESIDENT AND GENERAL MANAGER
To become effective for
all service rendered on
and after July 1, 1978

Issued under Order of the S.C.C. dated June 13, 1978 in Case No. 19810
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RESIDENTIAL SERVICE - ALL ELECTRIC
SCHEDULE tlTE-l"

(Rate Code No. 230)

First Revision of
Original Page No. 20-1
S. C. C. Va. No. 12
Cance ling
Original Page No. 20-1

AVAILABILITY - Restricted to territory formerly served by Monterey Utilities Corporation.

Available only to service locations connected and supplied hereunder prior to February 1, 1975.
This schedule is applicable to single phase residential service where the entire residence is heated
electrically and when all other electrical uses in the residence are billed under this schedule.

This schedule shall be eliminated on July 1, 1979, at which time all Customers shall be transferred
to Schedule "TE-2".

MONTHLY RATE
Firs t
Next
Next
All over

150 kilowatt hours
770 kilowatt hours
730 kilowatt hours

1650 kilowatt hours

used for $8.73
2.279 cents per kilowatt hour
1.959 cents per kilowatt hour
1.709 cents per kilowatt hour

Issued June 26, 1978

FUEL ADJUSTMENT

Adjustment applies to all kilowatt-hours served under this schedule.
LATE PAYMENT CHARGE

Applies to this schedule as set forth in Company Rule No. 22 of this tariff.
TERM

One year or longer
GENERAL

Service supplied is subject to the Rules and Regulations Covering the Supply of Electric Service
and Rules and Regulations for Meter and Service Installations of the Company as filed with the Commission.

Each. residence or farm tenant house shall be metered and billed separately.

Each space heating installation shall be served at 200 volts or higher.
Customers will have the option of using the Company's Uniform Payment Plan. Uniform monthly payment

will be established by the Company as 1/12 of the total estimated revenue for the 12 months.

ACCEPTED
FOR FILING

CIVISIQli cr ~:ERGY IiErjUL"iiGll
STATE CORi'~.:P..\';':~;( r.;'!:jMtS~\OtI

ISSUED BY JOHN M. McCARDELL, EXECUTIVE VICE PRESIDENT AND GENERAL MANAGER

To become effective for
all service rendered on
and after July 1, 1978

Issued under Order of the S.C.C. dated June 13, 1978 in Case No. 19810
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RESIDENTIAL SERVICE - ALL ELECTRIC

SCHEDULE "TE-2"

(Rate Code No. 230)

Original Page No. 21-1
S. C. C. Va, No. 12

AVAILABILITY - Restricted to territory formerly served by Monterey U~ilities Corporation.

Available only to service locations connected and supplied hereunder prior to February 1, 1975.
This schedule is applicable to single phase residential service where the entire residence is heated
electrically and when all other electrical uses in the residence are billed under this schedule.

'This schedule shall be effective from July 1, 1979 until July 1, 1980 at which time all Customers
shall be transferred to Schedule "R-A".

MONTHLY RATE
First
Next
Next
All over

150 kilowatt hours used for $8.97
770 kilowatt hours 2.549 cents per kilowatt hour
730 kilowatt hours 2.238 cents per kilowatt hour

1650 kilowatt hours 1.975 cents per kilowatt hour

FUEL ADJUSTMENT

Adjustment applies to all kilowatt-hours served under this schedule.
LATE PA¥MENT CIIARGE

Applies to this schedule as set forth in Company Rule No. 22 of this tariff.
TERM

One year or longer.
GENERAL

Service supplied is subject to the Rules and Regulations Covering the Supply of Electric Service
and Rules and Regulations for Meter and Service Installations of the Company as filed with the Commission.

Each residence or farm tenant house shall be metered and billed separately.
Each space heating installation shall be served at 200 volts or higher.
Customers will have the option of using the Company's Uniform Payment Plan. Uniform monthly

payment will be established by the Company as 1/12 of the total estimated revenue for the 12 months.

ACCEPTED
FOR FILING

,JUN :30 !978

DIVISlorl OF HlER~Y REtUL\T1otl
STATE CCR:'~mION Ca:f.I.1'~~ISN

ISSUED BY JOHN M. McCARDELL, EXECUTIVE VICE PRESIDENT AND GENERAL MANAGER

Issued June 26, 1978 To become effective for
all service rendered on
and after July 1, ~

Issued under Order of the S.C.C. dated June 13, 1978 in Case No. 19810 /9~f6/
, ,
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RESIDENTIAL SERVICE - ALL ELECTRIC
SCHEDULE "R-A"

(Rate Code No. 231)

First Revision of
Original Page No. 8-1
S. C. C. Va. No. 12
Canceling
Original Page No. 8-1

Available only to service locations connected and supplied hereunder prior to February 1, 1975.
This schedule is applicable to single phase residential service where the entire r~sidence is heated
electrically and when all other electrical uses in the residence are billed under this schedule.
MONTHLY RATE

First
Next
Next
A 11 over

150 kilowatt hours used .for $9.20
770 kilowatt hours 2.819 cents per kilowatt hour
730 kilowatt hours 2.516 cents per kilowatt hour

1650 kilowatt hours 2.241 cents per kilowatt hour

Issued June 26, 1978

I."'!'!\(;.,

FUEL ADJUSTMENT

Adjustment applies to all kilowatt-hours served under this schedule.
MINIMUM

$9.20 per month.

LATE PAYMENT CHARGE

Applies to this schedule as set forth in Company Rule No. 22 of this tariff.
TERM

One year or longer.

GENERAL

Service supplied is subject to the Rules .and Regulations Covering the Supply of Electric Service,
and Rules and Regulations for Meter and Service Installations of the Company as filed with the Commission.

Each residence or farm tenant house shall be metered and billed separately.
Each space heating installation shall be served at 200 volts or higher.

Customers will have the option of using the Company's Uniform Payment Plan. Uniform monthly
payment will be established by the Company as 1/12 of the total estimated revenue for the 12 months.

ACCEPTED
FOR FILING

JUN ~;O IS18
~ R' .." ~T'rNDIVISION GF [NERvY ~ _.. '"
~,. r~:.'M'~~lrt'.1STATE CORPr.R~Tlul. t.: .•... ~II

ISSUED BY JOHN M. McCARDELL, EXECUTIVE VICE PRESIDENT AND GENERAL MANAGER

To become effective for
all service rendered on
and after July I, 1978

Issued under Order of the S.C.C. dated June 13, 1978 in Case No. 19810
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WATER HEATING SERVICE

SCHEDULE "W"

(Rate Code No. 240, 267 and 268)

First Revision of
Original Pn~e ~o. 13-1
S. C. C. Va. No~ 12
Canceling
Original Page No. 13-1

Issued June 26, 1978

Available for single phase water heating service for Customers at locations served under this schedule
on December 1, i972.

Schedule '~" (Code 240) shall be eliminated for all residential Customers on July 1, 1979 and such
Customers transferred to Schedule "R" (Code 200) or Schedule "C" (Code 263).

MONTIU.Y RATE

2.909 cents per kilowatt hour

FUEL ADJUSTMENT
Adjustment applies to all kilowatt-hours served under this schedule.

MINIMUM CHARGE
$3.60 per month. This minimum charge will be waived when the Customer receives service at the

same location under another schedule of the Company.

LATE PAYNENT CHA RGE

Applies to this schedule as set forth in Company Rule No. 22 of this tariff.
("':', GENE RAL

Service supplied is subject to the Rules and Regulations Covering the Supply of Electric Service,
and Rules and Regulations for Meter and Service Installations, of the Company as filed with the
Commission.

Electric water heaters shall be equipped with a temperature-pressure relief valve and each heating
element shall be controlled by a thermostat. Heating elements shall not exceed 5500 watts and shall
operate at 200 volts or higher. Tanks shall be equipped with interlocks, to prevent simultaneous
operation, when using elements with a combined capacity in excess of 5500 watts. The minimum tank size
shall be 30 gallons. Heaters, piping and wiring shall conform to Company standards.

ACCEPTED
FOR FILING

J UN:) () I~?0

DIVIS/Oil ai. fN~n7'1' n~. 'il ITlr!1
.1.", 0 ••. (.;"M ~'i

STATE CanrGR.Hl~N C!WI,l!SSIDN

ISSUED BY JOHN M. McCARDELL, EXECUTIVE VICE PRESIDENT AND GENERAL MANAGE
To become effective for
all service rendered on
and after July 1, 1978

Issued under Order of the S.C.C. dated June 13, 1978 in Case No. 19810
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THE P<YrOMACEDISON COMPANY First Revision of
Original Page No. 9-1
S. C. C. Va. No. 12
Canceling
Original Page No. 9-1

GENERAL AND COMMERCIAL SERVICE

SCHEDULE "c"

(Rate Code No. 260 and 263)

AVAILABILITY

ACCEPTED
FOR FILINGMONTHLY RATE

Available for single phase and three phase service at standard Company voltage below 15,000 volts .
.The standard voltage available depends upon the location, character and size of Customer's load. This
information can be furnished at any of the Company's offices.

8J 1978JUNhour
hour
hour
hour

kilowatt
kilowatt
kilowatt
kilowatt

per
per
per
per

cents
cents
cents
cents

7.295
5.515
4.615
2.884

hours
hours
hours
hours

kilowatt
kilowatt
kilowatt
kilowatt

50
300
350
700

First
Next
Next
All over OIVISlnN OF [limy Rt,~!JlATICN
When Customer requires capacity over 7.5 kilowatts, the third energy b A r.RP~ Al~~~e~~~~!SSION

53 kilowatt hours for each one-half kilowatt of capacity required in excess of 7.5 kilowatts. The
fourth energy block shall then include all kilowatt hours in excess of the first, second, and third
energy blocks as adjusted for such additional capacity.
FUEL ADJUSTMENT

Adjustment applies to all kilowatt-hours served under this schedule.
MINIMUM CHARGE

$ 1.45 per kilowatt of capacity required but not less than $3.24

Capacity to be used in determining the minimum charge shall be the capacity required in the current
month, but not less than one-half the highest kilowatt capacity required in the preceding eleven months.
VOLTAGE DISCOUNT

C'\'*e.J

Company will furnish service at one voltage and at one point from the Company's existing distri-
bution system voltage. Where Customer takes service at a voltage between 2,000 and 15,000 volts and
provides all facilities beyond the service point, a voltage discount of 7C per kilowatt will apply.
LATE PAYMENT CHARGE

Applies to this schedule as set forth in Company Rule No. 22 of this tariff.
DETERMINATION OF CAPACITY

Capacity required is the highest demand established over a 30-minute ..interval.

Capacity required will be determined to the nearest one-half kilowatt.
TERM

Service is provided on a month-to-month basis for single phase service. A one-year minimum term
is required for three phase service except as provided under "Monthly Service" ..
GENERAL

Service supplied is subject to the Rules and Regulations Covering the Supply of Electric Service
and Rules and Regulations for Meter and Service Installations of the Company as filed with the Commission.

ISSUED BY JOHN M. McCARDELL, EXECUTIVE VICE PRESIDENT AND GENERAL MANAGER
Issued June 26, 1978 To become effective for

all service rendered on
and after July I, 1978

Issued under Order of the S.C.C. dated June 13, 1978 in Case No. 19810



THE POTOMAC EDISON COMPANY

MONTHLY SERVICE
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GENERAL AND COMMERCIAL SERVICE

SCHEDULE "c" (Concluded)

(Rate Code No. 260 and 263)

Original Page No. 9-2
S. C. C. Va. No. 12

Three phase monthly service is available if the Customer pays the net cost of connection and dis-
connection and pays the following additional charges:

&
~

Months of Continuous
Service

1st and 2nd Months
3rd and 4th Months
5th and 6th Months
7th and 8th Months
9th to 11th Months
12th Month and Thereafter

SUPPLY OF MORE THAN ONE VOLTAGE

Additional Charges

10% of Monthly Bill
8% of ~funthly Bill
6% of Monthly Bill
4% of Monthly Bill
2% of Monthly Bill'
0% of Monthly Bill

~t ....::
"-'-.' .

Single and three phase service may be supplied through two meters, when the meters are adjacent
and the Company's cost of facilities is not increased. In such cases meter readings will be combined
for energy consumed and capacity required.

mTE C~R;'G~,mOtl CilM1.1lSSiON
RECEIVED
.JUP 4 1915

Ol~r:<1 y r~i~'I:~HmrfIFS
r, i,',' , . r ',t, I"', \' ~
~':'.~~:.."..: ~'.:.~_':~_'I_~:._\'-_.£

,Ii 1\1 G Wi:>
Ci~!;~:~';l Cr f l!:.:~.iG UTfU1:E~)
21:~'j[cc::_r;~r,\l~D:',lCry~~1ifilSSW:!

ISSUED BY JOHN M. McCARDELL, EXECUTIVE VICE PRESIDENT AND GENERAL MANAGER
Issued June 4, 1975 To become effective for

a 11 ~"rvi ce rendered on
and .,fl"r June 9, 1975
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THE POTOMAC EDISON COMPANY

AVAILABILITY

-78-

GENERAL SERVICE - ALL ELECTRIC

SCHEDULE "C-A"

(Rate Code No. 261, 262 and 264)

First Revision of
Original Page No. 18-1
S. C. C. Va. No. 12
Canceling
Original Page No. 18-1

Available only at locations served or for which contracts have been signed as of December I, 1972.
This schedule shall be eliminated on July I, 1979 and Customers transferred to Schedule "C".

APPLICATION
.This schedule applies to Customers contracting for electric service to heat their entire establishment

by the use of electricity and when all other electrical uses in the establishment are billed under this
schedule. Not applicable to establishments whose primary operations are conducted outside the heated area.
MONTHLY RATE

First
Next
Next
All over

50 kilowatt hours used 7.295
300 kilowatt hours used 5.515
350 kilowatt hours used 4.615
700 kilowatt hours used 2.379

cents per kilowatt hour
cents per kilowatt hour
cents per kilowatt hour
cents per kilowatt hour

r;.,~','.

When Customer requires capacity over 7.5 kilowatts, the third energy block shall be increased 48
kilowatt hours for each one-half kilowatt of capacity required in excess of 7.5 kilowatts. The fourth
energy block shall then include all kilowatt hours in excess of the first, second and third energy blocks
as adjusted for such additional capacity.

FUEL ADJUSTMENT
Adjustment applies to all kilowatt-hours served under this schedule.

MINIMUM CHARGE
$1.45 per kilowatt of capacity required but not less than $3.24 per month.

Capacity to be used in determining the minimum charge shall be the capacity required in the current
month but not less than one-half the highest kilowatt capacity required in the preceding eleven months.

VOLTAGE DISCOUNT
Company will furnish service at one voltage and at one point from the Company's existing distribution

system -voltage. Where Customer takes service at a voltage between 2,000 and 15,000 volts and provides all
facilities beyond the point of service, a voltage discount of 7~ per kilowatt will apply.

LATE PAYMENT CHARGE
Applies to this schedule as aet forth in Company Rule No. 22 of this tariff.

TERM
One year or longer.

DETERMINATION OF CAPACITY
Capacity required is the highest demand established over a 30-minute interval. -
Capacity required will be determined to the nearest one-half ki,lowatt.

SPECIAL TRANSFORMATION FACILITIES
The Company normally supplies and meters service at one voltage.

ACCEPTED
FOR FILlr'~G

JU~j :){) l::lIO

OIVISIOtI OF HERGY RLUt~\iOll
STAll CORPnR~1I0N C~MMISSI[:!i

When additional voltages are required, the Company may provide in addition to the primary voltage, a
maximum of two transformer banks, where the Customer provides all interconnecting line facilities.

When more than one voltage is supplied service is metered at the primary voltage, or its eq~ivalent,
and the voltage discount shall not apply.

ISSUED BY JOHN M. McCARDELL, EXECUTIVE VICE PRESIDENT AND GENERAL MANAGER
Issued June 26, 1978 To become effective for

all service rendered on
and after July I, 1978

Issued under Order of the S.C.C. dated June 13, 1978 in Case No. 19810
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THE POTOMAC EDISON COMPANY

GENERAL SERVICE - ALL ELECTRIC

SCHEDULE "C-A" (Concluded)

(Rate Code No. 261, 262 and 264)

SERVICE SUPPLIED TO SCHOOLS AND CHURCHES WITH SPACE HEATING

First Revision of
Original Page No. 18-2
S. C. C. Va. No. 12
Canceling
Original Page No. 18-2

Issued June 26, 1978

~ ..~

When a school or church uses electric service as the only means of space heating in a building,
buildings, or in a separate area of a building then the kilowatt hours used in the building, buildings,
or separate area of a building will be billed at the above prices. When all energy uses, except as
provided hereafter, for space heating, lighting, cooking, water heating, cooling (if any) and power are
provided by electrical energy, all kilowatt hours will be billed at 2.736 cents per kilowatt hour. Any
form of energy may be used for instruction, training and demonstration purposes and will be excluded
from the above requirement. .

A building, buildings, or separate area of a building not meeting the conditions of this provision
shall be separately metered and billed under the applicable rate. The word school as used herein refers
to a school operated through the use of public funds or by a non-profit organization.

A school building refers to a building containing any of the following facilities: classrooms,
laboratories, manual arts shops, domestic science kitchens, gymnasium, dining areas, dormitories and
other facilities used for educational purposes. Service for athletic field flood lighting shall be
excluded from service aupplied under this proviaion and shall be billed for service separately.

A church building refers to a building used principally for religious worship and services.

GENERAL

Service supplied is subject to the Rules and Regulations Covering the Supply of Electric Service
and Rules and Regulations for Meter and Service Installations of the Company as filed with the Commission.

ACCEPTED
FOR FILING

JUN 30 \978

DIVISION OF [lJ~Rr,y n£~UlWCN
STAlE CilR~r~~,i!rN r.nMM!SS~N

ISSUED BY JOHN M. McCARDELL, EXECUTIVE VICE PRESIDENT AND GENERAL MANAGER
To become effective for
all service rendered on
snd after July I, 1978

Issued under Order of the S.C.C. dated June 13, 1978 in Case No. 19810
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IN THE
SUPREME COURT OF VIRGINIA .

COMMONWEALTH OF VIRGINIA,
ex rel., OFFICE OF THE ATTORNEY GENERAL,--- .

Appellant,
v.
THE POTOMAC EDISON COMPANY
and
STATE CORPORATION COMMISSION
OF VIRGINIA

Appellees.

ASSIGNMENTS OF ERROR
The Appellant, the Commonwealth of Virginia, ~ rel.

Office of the Attorney General, hereby files pursuant to
Rule 5:l8(i) of the Rules of the Supreme Court of Virginia
its Assignments of Error to the findings and order of the
State Corporation Commission of June 13, 1978 in the matter
of the Application of The Potomac Edison Company for an
increase in rates, etc., Case No. 19810:
1. The Commission erred in granting The Potomac Edison
Company a temporary increase which became effective May 1,
1977.
2. The Commission erred in not requiring The Potomac
Edison Company to refund the temporary increase in rates
which became effective May 1, 1977.



-81-

3. The Commission erred in allowing The Potomac Edison
Company to implement a revision in its fuel clause in
Case No. 19810 based, in part, upon evidence received in a
separate proceeding.
4. The Commission erred in establishing the rates for
various classes of residential subscribers in that such
rates may ultimately produce revenues in excess of the
increase found warranted in this proceeding.

Respectively submitted,
COMMONWEALTH OF VIRGINIA

By JjJ><c4? ~ ..t2~
Attorney

Marshall Coleman
Attorney General
Donald G. Owens
Assistant Attorney General
Shockoe Center
11 South 12th Street
Richmond, Virginia 23219

CERTIFICATE
I, Donald G. Owens, Counsel for the Appellant herein,

hereby certify that a true copy of the foregoing Assignments
of Error was mailed, postage paid, this 13th day of November,
1978 to:

John W. Rie1y, Esquire
Hunton & Williams
707 E. Main Street
P. O. Box 1535
Richmond, Virginia 23212

- 2 -
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-82- Ex. JWN-l
WITNESS: MR. NICOL Page 1 '

1 Q. Please state your name and address.

2 A. My name is James W. Nicol and I live at 212 Mealey Parkway, in

3 Hagerstown, Maryland.
4 Q. By whom are you employed and in what capacity?
5 A. I have been Comptroller of The Potomac ~dison Company since early in 1972.

6

7

8

9

10

11

It is the Comptroller's responsibility to maintain the books and accounts

of the Company according to the Uniform System of Accounts prescribed by

this Commission, to prepare necessary reports and statements for manage-

ment and for all of the many regulatory bodies to which we are subject,

and to consult with management on financial questions concerning the

Company.
12 Q. Mr. Nicol, have you testified before this Commission on prior occasions?

13 A. Yes. I presented accounting testimony to the Commission in Rate Case

14
15

16

17

No. 19410 filed in the summer of 1974, and also in our only prior
Virginia Rate Case No. 19139 filed in the spring of,1972. I have also

given testimony in accounting matters before commissions in Maryland,

Pennsylvania and West Virginia.

18 Q. Please describe the business of The Potomac Edison Company.

19 A. The Company is a Virginia corporation that provides electric service in
20

21
22

parts or all of 14 counties in Virginia and the City of Winchester •.

During 1976 it provided similar service in areas of Maryland, West

Virginia and Pennsylvania.

23 Q. Please describe Potomac Edison and the corporate structure of which it is
24 a part.

25 A. Potomac Edison is a subsidiary of Allegheny Power System, Inc. (APS).
26

27

Potomac Edison and its sister operating companies, Monongahela Power

Company and West Penn Power Company, also subsidiaries of APS, operate



Line
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-83- Ex. JWN-l
~lTNESS; MR. NICOL Paee 2

1

2

3

4

5

6

as an integrated multi-state electric system. Bulk power supply, engi-

neering, computer, information services, and other aspects of system

operations more economically or better done centrally for all three
operating companies are functions of Allegheny Power Service Corporation,
an integral part of the Allegheny Power system and also a subsidiary of

APS.
7 Q. How does Potomac Edison obtain investment funds?
8 A. Potomac Edison issues bonds and preferred stock to the public. All of

9

10

11

its common stock is owned by APS which purchases additional common stock

as necessary to maintain a reasonable capital structure for Potomac

Edison. APS issues common stock to the public.
12 Q. Please describe the requirements for electricity in the Company's service

13 area.
14 A. For several decades the pattern of use in our area has been one of

15

16

17
18

19
20

21
22

23

24

25

26

27

growth in both usage and kilowatthour demand at a level higher than

national averages. In late 1973 the growth rate lessened due in part to

conservation of energy by customers and in part to a downturn in the

regional economy. Some improvement has now taken place in regional

economy. The effect of many conservation efforts appear to have been
one-time occurrences such as insulating houses and lowering water heater

temperatures. A resumption in the increase of electric usage is now

apparent.
The nunmer of customers served also continues to grow. Our number

of customers. increased from.224,033 at the end of 1971 to 263,721 at the

end of 1976. In Virginia, the number of'customers grew from 40,895 to

49,237 in the same period which was a rate of increase slightly higher

than for the total Company.
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1

-84- Ex. JWN-l
WITNESS; MR. NICOL

Total annua 1 kilowa tthCJurssold grew from 5,703,997,813 to

Page 3

2,

3

4

5

6

7

8

9

.10

11

13

14

15

8,815,480,290 in the same period and peak load grew from 1,009,000 Kw to

1,547,000 Kw.
We conduct continuing studies forecasting usage and power demand

ten and 20 years into the future. The forecasts are based on mathemati-

cal analyses of historic trends adjusted for the demographic and economic

factors of our service area. In making the forecasts we consider infor-

mation ranging from plans of our industrial customers to appliance

saturation surveys we conduct every other year. We try to analyze
factors that would either decrease or increase past trends. As a result

of this analysis, we believe the future ,needs for electricity will resume

the historic pattern of growth but at a rate slightly less than experi-

enced in the past. Even a slackening pace in growth will require a

tremendous construction program in order to expand facilities if we are

to meet the future electrical needs of our area.

16 Q. lfuat is the value of facilities which have been necessary over the last
17 . few years to serve this growth?
18 A. Gross expenditures for plant additions were $43,345,000 in 1972,

19
20

21
22

23
24

25

26~

27

$37,520,000 in 1973, $44,097,000 in 1974, $35,533,000 in 1975 and
$66,251,000 in 1976. This is an average of $45,349,200 per year during
the five years. Expenditures were lower than the amount that should

have been spent for necessary facilities because of poor financial

results, particularly in 1974. Financial pl:oblemsforced Potomac Edison
to stretch out construction of the Pleasants generating station and post-

pone its in-service Qates from 1978 and 1979 to 1979 and 1980.
Gross pl~nt in service grew from $352,179 million at the end of 1971

to $534.320 million at the end of 1976, or 52%.
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-85- Ex. JWN-l

WITNESS: MR. NICOL Page 4
1 Q. Has the Company been required to go to the capital markets to finance

2 this construction?

3 A. Yes. In the period from January 1, 1972 through December 31, 1976 the

4

5

6

Company sold $82,000,000 of First Mortgage Borids and $25,000,000 of

preferred stock. In addition, APS purchased common stock totaling

$30,000,000.

7 Q., What construction will be necessary in the next five years to meet the

8 growth you mentioned?

9 A. Potomac Edison will have to spend about $489,207,000 in the

10
11

aggregate for construction purposes during the year 1977-1981, an

average of $97,841,400 per year during the period.

12 Q. Why are these expenditures rising so rapidly?

13 A. Basic reasons are two-fold. First, inflation requires us to spend more

14

15
16

17
18

19
20

21
22

23
24

25

26

27

dollars for most items. Second, new requirements mean we spend dollars

on items not previously necessary. This is readily apparent in genera-

tion which is the largest portion of our construction budget.

Our generating capacity now under construction consists of two

626,000 kilowatt (net) coal-fired steam electric generating units at the

proposed Pleasants Station in West Virginia. Potomac Edison, under pre-

sent projections, will have an undivided 30% interest in the Pleasants

Station, the remaining undivided interest being owned by affiliates. The

Company's share of the total cost of the Pleasants units is currently

estimated at $188 million, of which $40 million had been expended as of

October 31, 1976. A substantial part of the cost of the Pleasants units

is due to requirements of environmental authorities. The present esti-

mates of the Company's portion of the cost of Pleasants units includes

about $54 million for environmental protection equipment. Of this total,
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-86- Ex. JWN-l

WITNESS: MR.NTCOL Page 5

1

2

3

4

5

6

7

8

9

about $27 million is for a flue.gas dcsulfurization system for reduction

of sulfur oxide emissions. We estimate that the environmental protection

costs alone for the Pleasants Station will exceed the total $140 million

cost of the existing Fort Martin generating station which has a capacity

of 1,107,000 kilowatts.
The result of these new expenditures and inflation is that we esti-

mate Pleasants will cost $529 per kilowatt compared to $205 per kilowatt

at our Harrison Station completed in 1974 and to $147 per kilowatt at our

Hatfield's Ferry Station completed in 1971.

10 Q. How will Potomac Edison finance these e~penditures?
11 A. During 1977 we plan to issue $35,000,000 in First Mortgage Bonds and APS

12

13

14

15
16

plans to purchase $25,000,000 of our common stock. At least 60% of the
expenditures in future years will have to come from such external funds.

Because of its need to raise these additional funds, Potomac Edison

must remain attractive to 'investors. To do this, its earnings must be

maintained at a fair and reasonable level.
17 Q. When did Potomac Edison last seek rate relief from this Commission?

18 A. Potomac Edison applied to the Commission for emergency relief on July 19,

19
20

21
22

23
24

25
26

27

1974. Emergency relief was granted on July 31, 1974. Application for

permanent rate relief was filed on August 20, 1974. The Commission did

not act finally until it issued its order of May 29, 1975, in Case No.

19410.

In that case the test pet:iod used was the twelve months ended

Septembe r 30',1974. The Commis sion authorized rates des igned to produce

an overall rate of rctu~n of 8.75% and a return on equity capital of

12.0%. Those rates became effective on June 9, 1975, and have remained

in effect unchanged ever since, subject,. of course, to the operation of
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1

lUTNESS; }JR. NICOL

the fuel adjustment clause;

Pagc 6

2 Q. What has been the Company's recent experience?
3 A. I have prepared eleven exhibits to show our experience to the Commission.

4 Most of them are based on our latest annual review filing.

5 Q. Please discuss the first exhibit.
6 A. That shows what we projected in our annual review report in 1975 and

7

8

9

10

11

12

what we actually experienced. The unadjusted rate of return from

Virginia jurisdictional business during the twelve months ended

September 30, 1976, was only 8.17%.
The Virginia jurisdictional figures in this and my other exhibits

are the result of an allocation study using the same methodology as the

.study accepted by the Commission and its staff in Case No. 19410.

13 Q. What does Exhibit 2 show?
14 A. It shows that the projected rate of return for the twelve months ended

15
16

17
18

19
20

21

22

23

24

25
26

27

September 30, 1977, will drop sharply to 6.71%. .This is so low it
jeopardizes the Company's financial health and ability to raise investor

funds on reasonable terms.

Q. What about Exhibit 3?

A. That shows capitalization projected and actual at September 30, 1976,

and projected at September 30, 1977 •

Q. How about Exhibit 4?

A. That simply shows return on average rate base and has little, if any,

relevance to this proceeding. Similarly Exhibit 5, although required for

annua 1 review , is based on averages and is likewise irrelevant.

Q. What does Exhibit 6 show?

A. Exhibit 6 consists of two pages .and statcs thc_adjustment l:equired to

normalize the test ycar.
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WITNESS: HR. NICOL Page 7

lQ. Please explain the first two adjustments.
2 A. Adjustments Nos. land 2 are interrelated and norm~lize an unusual short-

3

4

5

6

7

8

9

10

11

12
13

14

15

16

.17

18

19
20

21
22

23
24

25

26

27

term sales transaction with the General Public Utilities System (GPU).

As I previously mentione~ APS companies are operated as an inte-

grated electric system and there is unrestricted interchange of power

within the system as required. Transactions bet,,,eenAPS companies and

adjacent utilities are administered by APS and each operating company

shares in the benefits of these transactions in accordance with the terms

of the Power Supply Agreement which the companies have entered into and

which is filed with the Federal Power Commission. These transactions

with adjacent utilities generally can b~ classified into three categories;

economy, emergency and short-term, and all may be described as opportunity-

type sales. That is, several conditions have to occur simultaneously for

them to happen and there is no assurance that these conditions will occur

or continue to occur.
As just mentioned, short-term sales are one of the opportunity-type

transactions. Such sales occur when APS has capacity to sell and an

adjacent utility needs some specific power for a short period of time.

During the test year, a sale was made to GPU which fell into the category

of a short-term sale; however, this transaction was extra-ordinary since

its purpose was to cover the consecutive outages of two large nuclear

generating units o~erated by GPU, and amounted to 600 to 800 megawatts

for a period of five months. TIlissale was unique because of:
1. the amount of capacity required by CPU within a short time

period, and.
2. the fact that APS was able to meet this complete requirement.

APS does not expect another request of this magnitude for short-term
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1

2

3

4

5

6

7

8

9

10

11

12
13

14

15

16

17
18

19
20

21

22

23
24

25

26

27

power nnd, in addition, it will not hnve the capacity to meet such a

request even if it should arise in the future.
Becnuse of the unusual nature of the CPU transaction, and the fact

that it will not occur again, it was necessary to analyze transactions

with non-affiliated companies with the view to normalizing the test year

results.
The first requirement of the analysis was to remove the revenues

and the cost of producing the sale to CPU from the test year. This elimi-

nated all effect of this sale from the test year. However, if that sale

had not taken place, the system would have had capacity available with

which to make economy sales of opportunity. Past experience indicates

economy sales could have been made during on-peak periods. We therefore
imputed an economy transaction in excess of actual sales and included

both the additional revenues and associated expenses to reflect that

additional economy sales to replace the CPU transaction.
Using Virginia jurisdictional figures, my Adjustment No.1 replaces

revenues of $1,002,377 from the CPU transaction with revenues from the im-

puted economy transaction of $711,615 and reduces revenues by the amount

shown to a normal level. Similarly, my Adjustment No. 2 replaces
expenses of $690,833 from the CPU transaction with expenses of $446,628

from the imputed economy transaction and increases expenses by the amount

shown to a normal level. My presentation groups revenues in one adjust-

ment and expenses in the other. The net difference of the adjustments

is to decre~se revenues by $46,557.
An alternative presentation to normalize this abnormality would be

to follow F.P.C. accounting which credits economy sales to expenses in

Account 555. l~is approach would remove the CPU revenues as one
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1

2

3

adjustment and would lump the economy revenues and the two expense

figures I mentioned into an adjus tment of $955,820 with the net

difference of $46,557 remaining the same.

4 Q. Please briefly explain the remaining adjustments.

5 A. Adjustment No. 3 annualizes wage increases and Adjustment No.4

6

7

.8

9

10

11

12

13

14
15
16

.17

18
19
20

21

22

23

24

25
26

27

annualizes the net reduction in personnel during the test year.

Adjustment NCi. 5 annualizes the increase in capacity charge effec-

tive January 1, 1976 as calculated under the provision of the POl-Jer

Supply Agreement previously mentioned. In the investment area the
agreement provides for the equalization settlements necessary to adjust

the participants' ownership to that portion of the APS generating

facilities and bulk transmission facilities related to the peaks of the

respective companies. TIleagreement also adjusts to ensure each partici-

pant supplies its proportionate share of spinning reserve capacity. The

capacity charge is recalculated as of the beginning of each year to keep

it current.
Adjustment No. 6 reflects the Pennsylvania income tax effect for

Adjustment Nos. 1 through 5. The liability for this tax is caused pri-

madly by the Company's joiritownership of the Hatfield's Ferry generat-,

ing station located in Pennsylvania. As such the tax is like any other

expense associated with that generating station. Since all Potomac

Edison's customers benefit from the station, each should bear a fair

share of thistaxj part of the tax is therefore allocated to Virginia.

Adjustment No. 7 removes a credit to taxes recorded in December 1975

in acco.rdance with Federal Power Commission instructions and applicable

to a peiiod outside of the test ~car.
Adjustment'No. 8 reflects the Federal income tax effect on
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Adjustment Nos. 1 through 6.

Page 10

2

3

4

5

6

7

Adjustment No. 9 reflects the deferred income taxes rccorded in

December 1975 associated with Adjustment No.7.
Adjustment No. 10 is the change in working capital due to the various

adjustments to operation and maintenance expense. Working capital has

been calculated on the same basis used and approved in our previous

Virginia rate case;
8 Q. Now, let's pass to Exhibit 7. What does that show?
9 A. Exhibit 7 shows in column 3 that, after adjustments, the Company's

10

11

12

13

14

experienced rate of retutn on Virginia jurisdictional business was 8.01%

for the twelve months ended September 30, 1976. If the rate of return

were to be increased to 8.75%, increased revenues of $1,092,574 would

be required. The 8.75% figure is the last rate established by the

Commission for our Company.
15 Q. How would you derive these additional revenues?
16 A. As shm~ on Exhibit 8, we proposed a surcharge of 4.274% on rate

17

18

schedules R, C, PL, PH, PP, OL, AL, SH and MSL and a double surcharge of

8~8% on rate schedules A, TE, R-A, C-A, C-A Schools and Churches and W.

19 Q. Why are some proposed surcharges twice as high as the rest?
20 A. The Commission in its order of October 31, 1972, in Case No. 19139,

21

22

23
24

25
.26

27

stated; "There is no jt,lstificationfor offering special lower rates for

space heating and water heating." It directed the Company to plan to

eliminate special rates to customers with water heating and space heating

facilities. Such special rates are designated as Schedules "R-A," "C-A"

and "W." On Hay 31, 1974 Hontercy Utilities Corporation was merged into

The Potomac Edison Company with Commission approval and Monterey Sched-

ules "A" and "T-E" were retained with the understanding that the
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1

2

3

4

5

6

7

8

9

10

11

12

13

directive would also apply to both of these schedules. 1:1eCompany has

begun implementation of the directive by closing these schedules to new

customers and by increasing these schedules more than others in Case No.

19410,

In order to continue wlplementing the Commission directive the

Company proposes to institute a surcharge for said Schedules "R-A," "C-A,"
"W," "A" and liT-Ellwhich is twice that requested for the Company's other

schedules, The proposal is consistent with the surcharge granted by

order dated July 31, 1974 pending application and hearings for the

increase in Case No. 19410, In its next rate proceeding the Company will

continue to implement the Commission's directive by narrowing the remain-

ing differential between these closed rates and the Company's correspond-

ing rates for general service to residential and commercial customers.

14 Q. Describe Exhibits 9 and 10.

15 A. Exhibit 9 is the tariff sheet reflecting the rate su,rcharge, while

16

17

Exhibit 10 is the tariff index sheet showing the,new rate surcharge

filing.
18 Q. What about Exhibit 11?

19 A. I used a rate of return of 8.75% in Exhibit 7 because that was the over-

20

21
22

23

24

26

27

all rate granted us in Case No. 19410. At the time it was my understand-
lng that no changes in that rate could be made in an annual review filing.

Embedded costs have increased since that overall rate was determined

by the Commission. I have been informed that this increase could have
been used in developing the surcharge. Exhibit 11 shows the capital

structure and actual costs of debt and preferred stock at September 30,

1976. It continues the 12% return on common equity established in the

last case. Using this data the weighte~ return component develops a
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rate of return of 8.83%.

Ex. JWN-l
Page 12

2

3

4

Some recent decisions by this Commission have allowed a 13.5% return

on common equity. If this figure were substituted for the 12% in Exhibit

11, the resulting rate of return would be 9.35%.
5 Q. Why have you filed for relief under your annual review rather than filed

6 a general rate case?
7 A. We need prompt relief. As previously mentioned, we plan to sell $35

8

9

10

11

12

13

14

15

16

17
18

19
20

21
22

23
24

25

26

27

million of First Mortgage Bonds this year. The bond issue is planned for

November of 1977. Proceeds will be used to retire two issues of First

Mor~gage Bonds - $5.5 million, 3-1/4% series due December 1, 1977 and

$4.0 million, 3-1/8% series due January 1, 1978. The remainder of the

proceeds will be used to finance part of the Company's construction

program.
In order for Potomac Edison to sell bonds it must meet the coverage

test provided in its mortgage indenture. .The coverage test requires that

net earnings available for the payment of intere~t during twelve calendar

months out of the fifteen months immediately preceding issuance of new

bonds must cover all interest requirements, including the interest.
charges associated with the new bonds, by at least two times. To deter-

mine if the Company will be able to meet the indenture coverage, a pro-

jection of the coverage has been made for the twelve months ending

September 30, 1977. Based on projected revenues and expenses and
assuming a 9% interest cost for the new bonds, the projections indicate

a bare coverage of 2.2 times. If the interest cost of the new bonds

would be higher than 9%, the 2.2 times coverage would be eroded downward.

Therefore, it is imperative that'the Company start to collect additional

revenues as 500n as possible to improve ,its coverage by September 30, 1977.
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1 Q. Has your Company been actively seeking rate relief in other jurisdictions?

2 A. In Naryland, Potomac Edison filed on February 2, 1977, its fourth rate

3

4

5

6

7

8

case requesting an increase of $16.2 million.
In West Virginia, the Company is awaiting the Commission decision

on its third rate increase request of $~.5 million.
The Company has also filed with the Federal Power Commission its

third rate increase for wholesale customers requesting an increase of

$1.8 million.
9 Q. Do you have any final comments on why the Company needs this rate relief?

10 A. It needs the requested rate relief in order to earn a fair and reason-

11

12

13

14
15

16

17
18
19
20
21

22

23
24

25

26

27

able return on its investment. The failure to earn such a return is not

only unfair to the Company's stockholders but in order to maintain its

financial integrity such an increase is imperative. If that financial

integrity is jeopardized, the ability to raise 'the money required for

the construction program will be placed in danger and, unless that money

can be raised, service to our Virginia customers will deteriorate sharply

in future years.
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Ex. JWN-l
THE POTOHAC EDISON COHPANY

Projected and Actual fultcof Return - End of Period Rate Base
Twelve }lonths Ended September 30, 1.976

t \i a 1.
Virginia

Jurisdic tion
Col. I.

A c
Total
Company
Col. 3

of Dollars)

,(a)
Projected

Virginia
Jurisdiction

CoL .2
(Thousands

Total
Company
Col. 1

le
o.

Adjusted Net Operating Income
'I Electric Operating Revenues $215,606

Operating Expenses
rl Operation and Maintenance $135,926
~ Depreciation and Amortization 15,912
r. Taxes Other Than Federal Income 12,691
'5 Investment Credit Deferred, Net 3,066
lID Income Taxes Deferred 3,567
II Amortization of Deferred Taxes (1,060)
16 Total $170,102
I') Federal Income Tax 7,245
) Total Operating Expenses ~177, 347
0. Net Operating Income $ 38,259
~ Allowance For Funds During

Construction 685
3 Charitable Contributions After

Income Taxes (16)
II} Adjusted Operating Income $ 38,928

Rate Base - End of Period
5 Electric Plant $583,474., Accumulated Provision for

Depreciation (136,945)
11 Net Electric Plant $446,529
i3 Fuel in Stock 12,094
;} Materials and Supplies 5,199
) Working Capital 16,038
n 'fotal Rate Base ~479,860

112 Rate of Return

$ 30,352
$ 17,632

2,412
1,863

429
453
(142)

$ 22,647
1,488

$ 24,135
$ .6,217

(2)
$ 6,215

$ 86,089

(20,400)
$ 65,689

1,418
839

2,894
$ 70,840

8.77%

$201,409

$121,725
15,912
11,813
3,067
3,695
(1,056)

$155,156
7,684

$162,840
$ 38,569

705

(18)
$ 39,256

$582,965

(136,235)
$446,730

13,016
5,240

14,450
$479,436

$ 28,505

$ 16,083
2,510
1,882
483
606

(166 )
$ 21,398

1,065
$ 22,463
$ 6,042

(3)
$ 6,039

$ 90,951
(22,357)

$ 68,594
1,749
837

2,713
$ 73,893

8.177,

•.1.) As filed in last years annual review filing.

.,
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TIlE POTOi-fACEDISON COHPANY

Projected Rate of Return - End of Period Rate Base
'J\1clve Honthr> Ended September 30, 1977

Line
No.

Total
Company
Col. 1
.(Thousands

Virginia
Jurir;d ic t ion

Col. 2
of Dollars)

Adjtl~~ed Net Opernting Income
1 Electric Operating Revenues $ 213 /.30 1.19,726Operating Expenses
2 Operation and Maintenance $ 139,257 $ 17,823
3 Depreciation and Amortization 16,899 2,631
4 Taxes Other TIlanFederal Income 14,338 2,284
5 Investment Credit Deferred, Net 6,767 1,052
6 Income Taxes Deferred 3,991 :621
7, Amortization of Deferred Taxes (1,322) (206)
8 Total $ 179,930 $ 24,205
9 Federal Income Tax (1,533) (89)

10 Total Operating Expenses $ 178,397 $ 24 ,116
11 Net Operating Income $ 35,033 $ 5,610
12 Allowance for Funds During Construction 2,303
13 Charitable Contributions After Income Taxes (18) (3)
14 Adjusted Operating Income $ 37,3]8 $ 5,607

Rate Base - End of Period
15 Electric Plant $ 669,647. $101,690
16 Accumulated Provision For Depreciation (149,668) (24,30~)
17 Net Electric Plant $ 519,979 $ 77,382
18 Fuel in Stock 17,749 2,315
19 Materials and Supplies 5,240 829
20 Working Capital 16,477 2,984
21 Total Rate ,Base $ 559,'.1.5 $ 83,510

22 Rate of Return 6.71%
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"filE POTO;.IACEDISON COHPAl'i"f

AttachmentExh1.bit J

Capital Structure Statements
September 30, 1976 Projected and Actual -

September 30, 1977 Projected

. September 30, 1976 Sept. 30,
Line

Projected 'a)
1977

No. Actual Projected
CoL 1 Col. 2 Col. 3

(Thousands of Dollars)
1 .Long-Term Debt $ 20'*,500 $ 229,500 $ 229,500
2 Short-Term Debt 3,500 30,900
3 Long-Term Unsecured Lease Obligation 7,591 5,406 4,949
4 Long-Term Installment Purchase Obligation 2,419 2,163
5 Long-Term Note 5,000
6 Total Debt $ 215,591 $ 237,325 $ 272,512
7 Preferred Stock 58,099 58,048 57,988
8 Common Equity 162,843 152,834 180,608
9 Job Development Credits 10,164 10,166 17,082

10 Tax Deferrals 13,434 14,649 17,169
11 Total Capital $ 460,131 $ 473,022 $ 545,359

(a) As filed in last years annual review filing.
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Page 1

TilE POTO>IAC EDISO:t CO>IPANY

ADJUSTi-IENTS TO TEST PERIOD

Adjustment
No.

1

Description

Operating Revenues

To adjust revenue for sales to other
utilities to a normal level.

Operation and Maintenance Expense

Total
Company

~ ~2 I 321~, 507)

Allocated to
Virginia

$(290,762)

2

3

To adjust expenses related to
Adjustment L $(1,952,304)

To annualize expenses associated
with wage increases during the
test year. 681,914

To annualize expenses associated
with reduction of personnel (88,373)

$(244,205)

106,106

(13,751)

To annualize the capacity charge of the
Power Supply Agreement to the price
in effect at January 1, 1976 74,838

5

Total Operation and Maintenance Expense $(1,283,935)

10,055

$(141,795)

6

7

8

Taxes Other Than Federal Income

State income tax on above adjustments $ (13.527) $ (670)

To adjust for the West Virginia pro-
perty tax credit recorded in
December 1975 of the test year but
applicable to prior periods 697,960 109,921

/

Total Taxes Other Than Federal Income $ 681~,433 $ 109,251

Federal Income Taxes

Federal Income Taxes on Adjustments
1 through 6 $ (492,982) $ (71,183)
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Adjustment
No.

.TIlE POTmlAC EDTSON CO:'IPANY

ADJUSTHENTS TO TEST PERIOD

Description

Income Taxes Deferred

Total
Company

Allocated to
Virginia

9

10

To adjust deferred taxes for the
normalization effect of ad-
justment 7.

Rate Ease - Cash \-Jarking Capital

Decrease due to adjustments to
operation and maintenance
expenses

$ (421,300)

$ (142,659)

~ (66,350)

$ (15,755)



THE POTOY~C EDISON CCMPA~-Y - VIRGINIA JURISDICTION
RATE OF RETURN

TWELVEMONTHSE~~ED SEPTE¥.BER 30, 1976

Exhibit :~o. 7

line

1

2
3
4
5
6
7
8
9
10
11
12
13

14
15
16
17
18
19
20
21

22

"Ad1usted Net ~erating Income
Electric operating revenues
Operating cxpcnses:

Operation and oaintenance
Depreciation and amortization
T~xes other than Federal incoee
Investment credit deferred, net
Inco~e texes deferred
&~ortization of deferred taxes

Total
Federal income taxes

Total operating expenses
Operating income
Charitable contributions after

inco::lctaxes
Adjusted net operating income

Rate Base - End of Period
Electric plant
Accu~ulated provision for depreciation

Net electric plant
Fuel in stock
Materials and supplies
Prepaid Virginia gross receipts tax
Working capital

Total Rate Base

Rate of Return

(1) From Exhibit I, Column 4
(2) From Exhi~it 6
(3) From Ex~ibit 8

Column 1

Per Books(l)

$28,504,811

$16,083,386
2,509,475
1,882,345
483,084
606,135
(166,291)

$21,398,134
1,064,721

$22.462.855
$ 6,041.956

(2,776)
U,039,180

$90,951.586
(22,357,424)
$68,594,162

1,748,845
837,192
925,521

1,iS7 ,043
$73,892,71)3

8.177.

Column 2

Ad 1ustments (2)

$ (290,762)

$ (141,795)

109,251

(66,350)

$ (98,894)
(71,183) "

$ (170,077)
$ (120,685)

$ (120,685)

$

$

(15,755)
$ (15,755)

Column 3

Adjusted
Total

$28,214,049

$15,941,591
2,509,475
1,991,596
483,084
539,785
(166,291)

$21,299,240
__ 9_9_3~
$22,292,778
$ 5,921,271

(2.776) .
Lh2.:ul..l~"21"

$90,951,586
(22,357,424)
$68,594,162

1,748,845
837,192
925,521

1,771,288
$73,877 ,OOB

8.017.

Column 4
Increase
Needed
To Earn

8.757-
Rate of

Return

$}.092,574(3)

$

42,985

$ 42,985
503,803

$ 546,788
$ "545,786

$ 545,786

$

$

$

Colu:::n5

Pro-Fot":led
To Earn
8.757.

Rate of
Return

$29,~06,6~3

$15,941,591
2,509,475 I
2,034,551 •....

483,054 0
0

539,755 I.
'(16S.2~1)

trj
$21, ::~2, 225 X

1,4S7,3~1
$22,S39,5f,S

~.$ 6,467,057

(2,775)
1•....

S 6,4f.:",231
~
rt

$90,951,586
rt
~

(22,357 ,424) ()

$68,594,162 [
1,748,845 CD

837,192 t:1
rt

9:5,521
trj1,771,2Sa XlU... R 77 ,COS ~

8. 75~.
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TIlE rOTO:'IAC EDISON CmlPIINY

Cmn)UTIITION OF RIITE SURCIIJ\RGE BASED ON
12 HO:rmS ENDED SEPTEIlBER 30, 1976

Exhibit No. 8

Schedule

Schedule R
Schedule A (Nonterey)
Schedule TE (Honterey)
Schedule R-A
Schedule C
Schedule C-A
Schedule C-A

(Schools & Churches)

12 Honths
Va. Jurisdictional

Revenue
Excl. Fuel

$ 5,960,135
94,812
49,204

3,364,165
2,199,086

657,525
93,458

Rate
Surcharge
Percent~

4.271.%
8.548%
8.548%
8.548%
4.274%
8.548%
8.548%

Increased Revenue
From Application

of Surcharge

$ 254,736
8,105
4,206

287,569
93,989
56,205
7,989

Schedule PL 2,395,817 4.274% 102,397
Schedule PH 3,023,541 4.274% 129,226
Schedule PP 1,008,102 4.274% 43,086
Schedule W 988,315 8.548% 84,481
Schedule OL 247,176 4.274% 10,564
Schedule AL 45,334 4.274% 1,938
Schedule SL 22,978 4.274% 982
Schedule 1'1SL 166,135 4.274% 7.101

Total $20.315,783 $1,092,574
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-l02-~~. JWN-l Attachment

RATE SURCIL\RGE

Exhibit No. 9
Orit1na1 Page No. 6-2s. C. C. Va. No. 12

I - A surcharge of 4.2747. is applica~lc to all Raic Schedules except
Schedules "R-A", "C-A". "'l".. "A".and "TE".

II - A surcharge of 8.5487. is applicable to Rate Schedules "R-A".
"e-A". "'l","A" and "TE".

The above Rate Surcharge applies to the basic rate excluding
Fuel Cost Adjustment.

ISSlIED BY J(\!~: U; HcC/lRIlELL, EXI:CUTI\1: VICE PRF.SI0r.:a Ar:U Gr.~ERAL ~t":>AGER

15 sut'd J.IIl".uy 1), 1977 Effective ~Luch I, 1977
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First RevIsion of
Original Page No. )-1
S. C. C. Va. No. 12
Canceling
Original Page No. )-1

INDEX
SCHEDULE PAGE

Front Page • • • . • • • • • • • • . • • • • • • • • • • • • • • • • • • • • • • • • • . •• 1

Towns Served • • . • • • • • • • • • • • • • • • • • • • • • .• • • • • • • • • • • • • 2

Rules and Rrgulations •••••••••••••••
Index . . .' . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

................
3

4

Extension of Comp~nyls Facilities. • • • • • • • • • • • • • • • • • • • • • • • • • • • •• 5

Fuel Cost Adjustment ••••• • • • • • • • • • • • • • • • • • • • • • • • • • • • • • •• 6-1

General and Cor.unercia1 Service. • ••••••••

Private Outdoor Area Lighting Service •••••••

Power Service - Large Primary • • • • • • • • • • • • • • • •

Outdoor Lighting Service. • • • • • • • • • • • • • • •

7

9

8

11

10

14
13
12

17
16
15

19

18

20

6-2
R . . . . . . .
R-A . . . . . . .
C . . . . . . .
PL . . . . . . .
PH . . . . . . .
PP . . . . . . .
W . . . . . .
OJ; . . . . . . .
ilL . . . . . . .
HSL . . . . . . .
SL . . . . . . .
C-A . . . . . . .
A . . . . . . .
T-E . . . . . . .

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

........
(Restricted)

••• (Restricted)

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

Residential Service - All Electric (Restricted) • • • • • • • • • •

Rate Surcharge. •

Residential Service

Residential Service - All Electric

Mercury Vapor Street and Highway Lighting Service • • • • • • • • •

Residential Service

Light and Power Service (High Load Factor). • • • • • • • • • • • •

Street and Highway Lighting Service (Restricted) ••••••••••

General Service - All Electric (Restricted) ••••••••••••

Water Heating Service (Restricted) •••••••••••••••••

Light and Power Service (Low Load Factor) ••••••••

ISSUEO IIY JOlIN ~l. HcCArJ'I::l.L, F.X£CUTIVI: VICE rRESIDENT AND GENERAL HAN/\GER

IfiSUl'O J'lIluary 13, 1')77



-104- Ex. JWN-l

THE POTD:IAC EDISO~ CO;.IPANY

Capital Structure and Cost of Capital
At September 30, 1976

Attachment Exhibit 11

Une Amount Return
~ Outstanding Percentage Cost Component

(70) (%)
Col. I Col. 2 Col. 3 Col. 4
($OOO's)

1 Long-Tenn Debt $ 229,500 48.5 7.56 3.67
2 Long-Tenn Unsecured Lease

Obligation 5,406 1.1 5,.25 .06
3 Long-Tenn Purchase Obligation 2,419 .5 5.00 .03

4 Total Debt $ 237,325 50.1 3.76
5 Preferred Stock 58,048 12.3 7.54 .93
6 Common Equity 152,834 32.3 12.00 (a) 3.88
7 Job Development Credits 10,166 2.2 12.00 (a) .26
8 Tax Deferrals 14,649 3.1

9 Total Capital $ 473,022 100.0 8.83=

(a) Allowed in prior Case No. 19410
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OTEER EXHIBITS IN REPORT
The Income Statement (Staff Exhibit AR-8) and Balance Sheet

(Staff Exhibit AR-9) are self-explanato~J and need no further explana-
tion.

SU~~~RY AlID CONCLUSION
In its opinion handed down in Case No. 19410~ this Commission

By applying the 8.83% return to the Virginia rate base at
September 30, 1976, the Company's earnings requirements for Virginia
operations are computed as follows:

Virginia Jurisdictional Year-End Rate Base
(From Staff E)~libit AR-2)

Net Earnings ReQuirements
Less: Net Operating.Income - Adjusted

(From Col~~ (4) of Staff Exhibit AR-l)
Net Revenue Deficiency
Gross Revenue Deficiency

(Based on Net Income
Conve~sion Factor of.4995)

$73~735~028
8.83%$ 6~5l0~803

5,970,870
539,933

Based on the above calculation, it appears that the Company ex-
perienced a net deficiency in Virginia ean1ings of $539~933 for the



•
I
•••

•
I
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annual reVie'llperiod. This translates into a gross deficiency of
$1,080,947.

In its calculation of the amount of annual review "shortfall,"
the Compa~y used the 8.75% overall cost of capital established in the
last rate case. The Staff believes that under current annual review
policy, any deficiency in earnings must be determined using year-end
aPnual review capitalization with the cost of equity capital being based
on the rate authorized in the last rate case. As shoivn in Column (4)
of Staff Exhibit AR-6, this results in an 8.83% cost as compared to the.
8.75% used by the Company. However, should the Commission decide to use
the 8.75% return instead of 8.83%, the ~et deficiency would be $480,945,
which translates into a gross deficiency of $962,853.

In conclusion, it appears that the Company's "shortfall" in annual
review earnings of $1,080,947, as calculated by the Staff above, is
material enough to i'larrantthe Commission I s consideration of the
Company's request for rate relief.

(!~I
C"I ,,..' //.. f

/ /' I //.' .,'" , "
.'r ..~ _ ~~~ .'.~C/ /,/~ L h.~L. -'-~" ~

Edward M. Vassar, Director
Division of Public Utility Accounting

ECB/eln
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Rate of Heturn Statement
For The TweiTveMonthii-})1if;;a~i~ber 30, 1')'(6

$ (853.1110) $15, 2~:'J,')76 $
2.')09.JI75

8,7/111 1,err .U8 38,2JIO

(
2151 13.::'06 1I,~I'.J

!22,83G l,O
'
ll.W? 503, )3

66,350 :~rj,W)/1I, ';f0B/I
L(2:j7r,067J 12'J,32:.-!7(18 L?1iC;-'1 rn3'
$ (&8.310) $ 5. ~rf3,(,1/6 $ 91'), '(U"
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Afler t.rr,_,c\..
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t?fl,_C,~ ,1)OB.

Effect of
CompbllY's
Prol'oBcd
IncrCll::e
COT:{5j

~~~'t?,2I~

Arter
Stsff

Ad,luBlmt:nls
-COT:(lf}

Staff
Ad,justments-CoI:-nr
~0~z3T7)

$16,083.-386
2.509,/1'(5
l,ll6U .9211

13,I121
1,06'1 ;,2l

1119,8/1/1
IIB3,08/1

I~"27~~S5
$ 6,0/11.956

2.n6

i_..~~~19!~1eg
trJ,8?9,85.!

8.1tl%

11°,131z652
8.54i

Virginia
Juri Gd1ctional---cor:--(n--
_t?l!.z2Q!!..81!

'Cola1
Company -
Per Books
CoI:-{IT

$2011~19l!!8~1

$121, 7?/1-, 959
15.912,500
11.553.600

259,025
7,683,900
2.639.030
3,067,300

!102:Ul~g~3Il1
$ 38,568,569

___ 1l!, 125

!.3Q!55Q1./!I!~
j!!J8 J}27_ :n/l

($.05%

$/156.578,117

8.411%

(.eGa: C1H,rllllh1c COntrihullons (Net of F.I.T.)

!t:.~_Q.I'£!"llll~:~ .Income ... Ad,luB~ed

X£~!,_-::!,:,~!!~~~~_!..~~_U:'~~~lllrr Exhibit AR-2)

HIl~ 01' J!.ctilrll ... YCCJ.r-~;'~!_BO-sis

.!1:
"
kllllh Avcrage Ra~e [la:Je (From Slaff Exh1bit AR-3)

Rale of Relurn ... Aver~£ Dasls

~l1,!g Revenues

Qr.erll.ltr'l~ Revenue Deduetlons
-nr,li"iaU on-ana--Ih Giten-liiiCilExpenses
r"'(Jl"£:cial1.on bnd Alllortizall.on
Tllxes Ollier 'nlan Income Taxes
Zt.ate Incollle Tllxes ... rE:Iln£.y1vania
Fe,lel'aI Incollle Taxes - Current
f'ederal Income Taxes - Deferred
illvcBlmenL Tllx Credits - Net
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-6..•.
As can be seen from page 4 substantial disparities

would continue to exist and in some instances, al-
though few, the magnitude of the disparity would
increase. An example of this would be customers

with monthly consumptions in excess of 4000 KWH.

Even though the surcharge applied to Schedul~ "TE"

is twice that applied to Schedule "R" the magnitude

of the difference between the proposed total charge
is greater than that under the present rates.

10. Q. Will not these special rates be phased out eventually

because of customer turnover?
A. No. Schedules "R-A" and "TE" are closed as to

locations (residences) served, but the rates are

available to new customers moving into those
locations. Schedule "A", although restricted,
remains open to any new connections located within
the former service area of Monterey Utilities
Corporation. The only way these special rates
will be eliminated is through the application of

higher increases to the customers under special
rates versus any increases which may be applied to

Schedule "R." If future treatment of these special

rates remains the same as was done over the last

several years it could very well be 10 to

15 years before all of the special rates were
eliminated. This time span, in my opinion, is

unsatisfactory.
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11. Q.

-110- Ex. JRW-6

-7-Do you have any specif1c proposals which will

eliminate these disparities?
A. The objective of my testimony is to offer guidance

as to the direction in which future rates should

move so as to reduce and/or eliminate special
rates rather than to make specific recommendations

to be considered for adoption in this proceeding.

The several proposals which I shall discuss should

be given further consideration by the Company prior

to its application for a permanent increase in

rates.
12. Q. Please proceed with your first proposal.

A. The first proposal which I considered was the elim-

ination of Schedules "A" and "TE". Those customers
presently served under Schedule "A" would be shifted
to Schedule "R" and those customers served under

"TE" would be ,shifted to Schedule "R-A".
Attachment JRW-2, which consists of two (2)

pages, has been prepared to demonstrate the revenue

impact and percentage- increase in the total charge

to those customers who would be shifted. Page 1

demonstrates the amount and percentage by which
the present total charge under Schedule "TE" would

ha~e to be increased in order to bring it up to
the level of the present total charge rendered

under Schedule "R-A". The average monthly con-
sumption for.Schedule1"TE" customers is approximately
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-8-1800 K\'/Hthus, the total present charge would be

increased from $42.55 to $51.74 or $9.19. I would
like to point out that this increased charge of

$51.74 is still $11.56 below the charge of $63.30
that another customer with like consumption would
pay under the present Schedule "R".

Page 2 of Attachmerit JRW~2 shows the amount

and percentage by which the total charge under

Schedule "A" would have to be increased in order

to bring it up to the level of the total charge
rendered under Schedule "R". The average monthly
consumption for Schedule "A" customers is approxi-
mately 460 KWH thus, the total present charge

would be increased from $16.53 to $19.08 or a $2.55
increase.

Would you please discuss your second proposal.
A. As an alternative to the proposal discussed above

I would suggest consideration of the elimination
of Schedules "R-A", "A" and "TE" and a redesign of
Schedule "R".

The revenue impact on individual customers

of this proposal is shown on Attachment JRW-l, page

2 of 4. As an example, a customer with a monthly
consumption of 3,000 KWH under Schedule "R-A" would
pay $25.36 more when shifted to Schedule "R",

$15.25 more if presently billed under Schedule "A"

and $38.75 more if presen~ly billed under Schedule

"TE". Attachment JRW-3 shows the percentage
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increase in the total present charge these customers

would receive if all ~ere billed undei Sehedule "R".
Are not the percentage increases a customer would

receive tinder this proposal rather drastic?
A. Yes, however, there is an additional matter which

must be taken into consideration. If Schedules

"R-A", "A."and "TE" were. eliminated and all customers

were billed under Schedule "R" there would be a

dramatic increase in the total test year revenue

level from this customer class: Residential. As
a result~ the block charges under Schedule "R"

would have to be reduced and/or the rate redesigned

to conform to the test year total revenue level of

the residential class. This would in fact reduce

the percentage increases shown on Attachment JRW-3.

15. Q. How would "you resolve the issue of excess revenue

for the residential class?
A. This can be accomplished by use of one of the

following two (2) methods:
a. Maintain the existing rate format and

structure of Schedule "R" however, re-
duce each of the block charges by that
percentage necessary to eliminate the
revenue excess. (See Attachment JRW-4,
Proposal a.)

b. Change the rate format and structure
of Schedule "R""so as to increase the
number: of steps in the declining block
rate structure and decrease the tail
block charge below the present tail
block rate" level of 2.5C/KHH. (See
Attachment JR\'l-4,"Proposal b.)
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POTOMAC EDISON COMPANY

SPECIFIC CUSTOMER STATISTICS*
VIRGINIA JURISDICTIONAL

Attachment JRW-5

Rate Average No. MWH Total Revenue Rate SurchargeSchedule of Customers Sold Test Year Revenue

"R" 32,621 181,009 7,254,708 254,736
"A" 637 3,508 119,564 8,105
"TE" 154 3,220 72,169 4,206
"R-A" 8,566 165,340 4,551,936 287,569,

"c" 5,413 69,889 2,699,423 93,989
"C-A" 453 34,630 988,010 64,194

*A11 data obtained from Potomac Edison Company
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POTO~~C EDISON'S KWH PRICE
CUSTar-fER USE & AVERAGE MONTHLY BILL SINCE 1935

Average Yearly
Average Price Residential Use Avg. Monthly

Cents Per Kilowatthours Res ident ia 1
Year Residential KWH Per Customer Bill

1935 5.44c (13.2c) 634 $2.88 ($ 7.01)

1940 4.61 (11.Oc) 898 3.45 ( 8.21)

1945 4.24 ( 7.9C) 1,141 4.03 ( 7.48)

1950 3.27 ( 4.5C) 1,910 5.21 ( 7.23)

1955 2.86 ( 3.6c) 2,966 7.07 ( 8.82)

1960 2.58 ( 2.9C) 4,095 8.82 ( 9.94)

1965 2.30 ( 2.4e) 5,414 10.37 ( 10.97)

1970 2.06 ( 1.8c) 8,024 13.78 ( 11.85)

1975 3.27* ( 2.0c) 10,021 27.29*( 16.93)*

1976 3.40* ( 2.0e) 10,382 29.43*( 17.26)*

* Includes fuel charge
() Adjusted for the purchasing power of the dollar 1967.= 100



-116- POTOMAC EDISON EXHIBIT JMM-l
Page 5

NEWER POWER STATION COST COHPARISONS

Station Completed Total Costs Cost/k.'"W
Fort Martin 1968 $140 Million $126
Hatfield's Ferry 1971 244 Million 147
Harrison 1974 393 Million 205
Pleasants 1980 662 Million * 529 *

* Estimated



THE POTOMAC EDISON COMPANY

RATE OF RETURN

TWELVE MONTIIS E@ED DECEMIlER 31, 1976
Virginia Jurisdictional

Column 3 Column 4 Column 5

Line

2
3
4
5

6

7
8
'}

10
11
12
13

14
1)
16

. 17
18
19
20
21
22
n
24
25

Orcr3tln~ Income
Operat Ing revenues
Operating expenses

Operation and maintenance
Depreciation and amortization
T"~eS otloer tloan income

Total operating expenses

Operating income before income' taxes

Income taxes
State
Federal
Invc~tment credit deferred
In<.:omctaxes deferred
,~~ortizatlon of investment credits
~~ortization of deferred taxes

Total income taxeS

Net operating income
Char It.lbIe contrlb.utions net of income taxes

Return

R~te Base - End of Period
t:lcl'crlcplant
A.cu::lulatc.:!deprec"l.ation

~et .jectric plaht
Fuel In stock
X,ltcrlals and supplies
i'repaid Virginla gross receipts tax
\J',ri<inl:capital
(;u,t,,:.,..radV'lnccs for construction

kate !~.~h:

Column 1 Column 2

Total
Total Company

Company Allocated

$208,993,481 $ 29,146,002

$129,423,406 $ 16,845,014
15,917 ,200 2,518,913
12,616,155 1,964,821

$158,016,761 $ 21,328,748

$ 50,976,720 $ 7,817,254

$ 298,300 $ 15,834
5,648,100 1,096,043
3,727,000 585,407
5,348,510 586,792
(475,100) (74,801)

(1,654,350) (260,467)
$ 12,892,460 $ 1,948,808

$ 38,084,260 $ 5,868,446
(18,392) (2,820)

$ 38,065,868 $ 5,865,626

$602,651,099 $ 93,595,948
(139,823,103) (22,756,025)
$462,827,996 $ 70,839,923

11,5.87,378 1,547,414
5,372,237 860,141
924,974 890,915

14,380,378 1,871,668
(653,816) (4,750)

$494,439,147 $ 76 ,005,311

7.72'/..

Adjustments

$(894,998)

$(183,323)

$(183,323)

$(111 ,675)

$ (3,203)
(340,067)

$ (343,270)

$(368,405)

$(368,405)

$

$

(20,369)

$ (20,369)

Pro Forma

$ 28,251,004

$ 16,661,691
2,518,913
1,964,821

$ 21,145,425

$ 7,105,579

$ 12,631
755,976
585,407
586,792
(74,801)
(260,467)

$ 1,605,538

$ 5,500,041
(2,820)

$ 5,497,221

$ 93,595,~8
(22,756,025)

$ 70,839,923
1,547,414
860,141
890,915

1,851,299
(4,750)

$ 75,984,942

7.237.

Proposed
Rate

Increase

$ 3,825,380

$
133,888

$ 133 ,888

$ 3,691,492

$ 16,612
1,763,942

$ 1,780,554

$ 1,910,938
'$ 1,910,938

Co!lU:ln6
Pro ForF.'.a
After

Proposed
Rate

Increase

$ 32,076,384

$ 16,661,691
2,518,913
2,098,709

$ 21,279,313

$ 10,797,071

$ 29,243
2,519,918

585,407
586,792
(74,801)

(260,467)
$ 3,386,092

$ 7,410',979
(2,820)

$ 7,408,159

$ 93,595,948
(22,756,025)

$ 70,839,923
1,547,414
860,141
890,915

1,851,299
(4,7>0)

$ 75,984,942

9.757,
"'!II
n ":T:T
ftl •••o..rrc ••.... ,.
ftl
Z<.>0

~.

Z
I••

I
I-'
I-'-..J
I
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THE POTO~~C EDISON COMPANY

ADJUS1}fENTSTO TEST PERIOD

TWELVE HaNniS ENDED DECE:rffiER31, 1976

Exhibit No. JWN-2
Schedule 4
Page 1 of 2

Adjustment
No.

1

Description

Operating Revenues
To eliminate the abnormal sales to the
General Public Utilities System

Operation and Maintenance Expense

Total
Company

$(7,214,738)

Virginia
Jurisdiction

$(894,998)

2

3

4

5

6

7

To remove costs associated with sales
in Adjustment No. 1 and to reflect
the substitution of economy trans-
actions with other utilities repre-
senting a portion of reduced short
term sales that would ~e sold as
economy energy $(5,967,745)

To annualize expenses associated with
wage increases during test year and
to reflect level of wages for ensuing
twelve month period 1,253,462

To annualize expenses associated with
reduction of personnel (273,029)

To annualize change in labor expense
distribution due to engineering time
study 445,918

To reflect 1977 level of capacity charge
under the Power Supply,Agreement 68,333

To reflect Power Supply Agreement charges
with a fixed charge rate based on 9~%
rate of return 2,049,990

$(736,869)

211,243

(47,574)

85,690

9,125

273,762

To reflect one-half of estimated expenses
of this rate case 21,300

8

Total Operation and Maintenance Expense H2,401,771)

21,300

$(183.323)



Adjustment
No.
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TIlE POTOHAC EDISON .CONPANY

ADJUSTMENTS TO TEST PERIOD

TWELVE HONTHS ENDED DECEt-IBER 31, 1976

Description

Income Taxes

Total
Company

Exhibit NO.JWN-2
Schedule 4
Page 2 of 2

Virginia
Jurisdiction

9 State income tax on Adjustments 1
through 8 $ (62,569) $ (3,203)

10

11

Federal income tax on Adjustments 1
through 9

Total Income Taxes

Rate Base

Cash working capital charge due to
Adjustments 2 through 8

(2,280,191)

$(2,342,760)

$ (266,863)

(340,067)

$(343,270)

$ (20,369)



TIlEPOTOMAC EDISON COMPANY

PROJECTED RATE OF RETURN

TWELVE HONTIlSENDED DECE~mER 31, 1971

Virginia Jurisdictional
Column 2 Column 3

Line

Coltnnn 1

Total
Company

Total
Company
Allocated

Proposed
Rate

Increase

Column 4
Pro Forma
After

Proposed
Rate

Increase

Oi)era t in~~ income
OpcratLng revenues
Opcratin~ expenses

2 Operation and maintenance
3 !Jepreciation and amortization
4 Taxes other than income
5 Total operating expenses

6 Operating income before income taxes

Income laxes
7 Slate
8 Federal
9 Investment credit deferred

10 Income taxes deferred
11 ~~0rtizatLon of investment credits
12 A:"orlization of deferred taxes
13 Total income taxes

14 Net operating income
15 Charitable contributtons net of income taxes
16 Return

Rate ?ase - End of Period
17 Electric plant

.18 Accumulated depreciation
19 ~et ulectric plant
20 Fuel in stock
21 ~'ateriaI5and supplies
22 Pr~paid Virginia gross r~ceipts tax
23 Working c4?ital
:4 Custo:""radvances for construction
25 Rate !lase

26 Rate of Return

(Thousands of Dollars)
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THE POTOMAC EDISON COMPANY

CAPITAL STRUCTURE

Exhibit No. JWN-2
Schedule 6

I

I

DECEMBER 31, 1976 - DECEr'lBER31, 1977 PROJECTED

Line Projected
No. December 31, 1976 December 31, 1977

(Thousands of Dollars)
1 Long-term debt $ 229,500 $ 255, 000
2 Ilhort-term debt 11 ,300
3 lither long- term obligations 7,643 14,073
4 I'referred stock including premium 58,048 57,973
5 Common equity 152,126 179,889
6 .Iob development credits 10,777 17,960
7 Income tax deferrals 14.332 18,277

8 Total $ 472,426 $ 554 ,472
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Adjustment Annual17.ing r.n:11 Determination of
f.e.racitv Rill.~~ Vnd<:.I~~\o.'erSupply '\l;.recmcnt

Subsequent to the Cot:l?any's fillnr" a final d,r"rmination was t:1.!deof the effect of the
chanre in the Power Supply Agreement reflecting. t Ixed eharG~ rate based on 9 1/4Z rate of
return. The effect of annualiz.ing the final deterlJination would .bc to incre.1sc the Coclp.1ny's
Adjustcent :;0. 7 and Staff's tidjustmcnt ::0. 6 by 5214,447 so that the total of these adjust-
ments would be $455,209. This increase is due to the rcco~nition ~f normalization of accel-
erated depreciation and construction work in progress covering pollution control facilities.
The Company ":as actu:llly billed on this basis for the lJonths of July and I\Uhust 1977. The
increase would have the following effect on the tabulation shown on P:lce 17 of Colonel Leis'
testilJ~ny using Dr. WC:lver's rate of return COlJputations. The column at the right shows the
computation at the COt:1pany's 9.75% proposed rate of return.

Virginia Jurisdictionsl Year-End
Rate aase - From Staff Schedule A
to State 1 - ~01. (4)

Effect of above adjustment on cash
workirrg capital - 1/9 of $214,447

Tot<11

Rate of Return (Weaver Statement 18)

Revenue Requirements

Cost of Capital
___ ~R-"ac..;ru:..,~(I~ c '~Y.£.!:.) _

Low ~

$ 75,218,671 $ 75,218,671

23L~ 23,827

$ 75,242,498 $ 75,242,498

9.18% 9.43%

$ 6,907,261 $ 7-,_Q.95,368

P. E. CO:l(>.1ny
Rate of Return

$ 75,218,671

____ 2~3..L~ .•E

$ 75,242,498

____ ~~.D%

Less: Net Operating Inco~e
(Adjusted) - From Statement I -
Co. (4) $ 5,447,215 $ 5,447,215 $ 5,4/.7,215

Effect on return of the above adjustment

Total

Net Revenue Deficiency

111,011

$ 5,336,204

L..LS7_~

___ 1_1_.1, 01 !.

$ 5,336,204

1_ 1.!.l..59.J)64

111,011

$ 3,1',5,259
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'Schedu1e

R
W - Res. Mtd.
A
R-A
TE

C
C-A
CSH Provision

PL
PH
pp

w - Com. & Ind. Mtd.
OL
AL
MSL
SL

1UTAL

THE P01UMAC EDISON COMPANY
VIRGINIA

Revenue and Proposed Increase by Schedules
12 Months Ended December 31, 1976

Actual
Base Rate
Revenue

$ 6,184,788
959,718
97,893

3,516,757
. 51,386

2,107,147
681,614
94,835

2,457,666
3,182,357
1,000,940

33,918

247,647
46,277
169,441
22.603

$20,854,987

I•....
I\J
IN
I

zo
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Table 2
Page 1 of 3

THE POTOMAC EDISON CO~WAh~
VIRGINIA

COMPARISON OF PROPOSED RATES INCLUDING FUEL COST ADJUSTMENT

Present Proposed %
With Fuel With Fuel Increase

SCHEDULE R
Minimum Charge $2.97 $3.35 12.79%
First 50 Kwh .07249 .07820 7.88
Next 100 Kwh .04849 .05232 7.90
Over 150 Kwh .03049 .03338 9.48

SCHEDULE R-A
Mi~imum Charge and First Cj. )-C) /o.7iI ;?J1-150 Kwh or Less $8.31 ~~u6" (l.- '-61 ~%" y-:S-S
Next 770 Kwh .02549 .-G291-9l6 " ....1A-S2-- I. .
Next 730 K,,,h .02249 ...02-5'88- '0 '

~ (S,cJb
Over 1,650 Kwh .01899 :...Q2.'n9Ie;:' .J~ ~.)... '"2-, 7()

SCHEDULE C
Minimum Charge $3.07/Cust. $3.27/Cust. 6.51%
Minimum Charge 1.33/Kw 1.49/Kw 12.03
First 50 -Kwh .07049 .07329 3.97
Next 300 Kwh .05229 .05549 6.12
Next 350 Kwh .04199 .04649 10.72
Over 700 Kwh .02529 .02909 15.03

SCHEDULE C-A
Minimum Charge $6.86/Cust. $3.27/Cust. (52.33)%
Minimum Charge 1.40/Kw 1.49/Kw 6.43
First 50 Kwh .07549 .07329 (2.91)
Next 300 Kwh .04949 .05549 12.12
Next 350 Kwh .03899 .04649 19.24
Over 700 Kwh .02019 .02909 44.08



-125- Exhibit No. CSM-4
Table 2
Page 2 of 3

THE POTO}~C EDISON COMPANY
VIRGINIA

COMPARISON OF PROPOSED RATES INCLUDING FUEL COST ADJUS~mNT
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Table 2
Page 3 of 3

THE POTOMAC EDISON COMPANY
VIRGINIA

COMPARISON OF PROPOSED RATES INCLUDING FUEL COST ADJUSTMENT

Present Proposed %
With Fuel With Fuel Increase

SCHEDULE PH
Demand

Kw at Minimum $1.87 $2.17 16.04%
First 500 Kw 3.46 4.76 37.57
Over 500 Kw 3.12 4.42 41. 67
Rkva Charge .25 .25

Energy
First 45,000 Kwh .01639 .01649 0.61
Next 55,000 Kwh .01389 .01399 0.72
Over 100,000 Kwh .01279 .01289 0.78

Voltage Discount .07 .07

SCHEDULE PP
Demand

First 20,000 Kw $3.01 $4.12 36.88%
Over 20,000 Kw 2.54 3.•65 43.70
.Rkva Charge .25 .25

Energy
First 10,000,000 Kwh .01099 .01109 0.91
Over 10,000,000 Kwh .01029 .01039 0.97

SCHEDULE W. 3~C'&>
Minimum Charge ~ $3.60
All Kwh -:ozli4r .02909 18.78%

, 0 :J.-A=)



THE POTOMAC EDISON COMPANY
Calculation of Fu~l Clause Base
12 Months Ended December 31, 1976

Less
Account 151 Plus Less Fuel Demurrage and

Line Fossil Fuel Intra-System In NAT* and Miscellaneous
!~o. Cost Purchascs Suspense Crcdits

(a) (b) (c) (d)

1 January 1976 $ 6,863,042 $ 1,971,818 $ (1,618,287) $
2 February 6,246,207 1,364,449 (1,506,931)
) March 6,896,075. 1,671,233 (2,316,837)
4 April 6,170,087 1,651,625 (1,846,063)
5 Hay 5,750,905 1,707,767 (1,560,625)
6 June 5,983,113 1,691,505 (1,772,928)
7 July 6,732,093 1,537,578 (1,958,893)
8 August 7,476,214 1,408,088 (2,118,733)
9 S<;ptember 6,281,145 1,542,989 (1,804,841)
10 October 6,462,815 1,906,631 (1,224,654)
11 November 6,596,351 2,225,086 (1,248,845)
12 Dt!cember 7,108,309 2,609,811 (822 ,039) (84,919)

13 TOTAL - $78,566,356 $21,288,580 $(19,799,676) $(84,919)
(12 Months Ended
December 1976)

14 Average Fuel Cost per Kwh of Sales for 1976
15 F\l1'1 Cost per Kwh to be Included in Base Rates

.~T • Tr.~actlona with Non-Associated Utilitiee

Total Total
Cost Sales
Fm 2!!!-
(e) (f)

$ 7,216,573 713,402,000
6,103,725 713,936,000
6,250,471 690,869,000
5,975,649 673,830,000
5,898,047 663,579,000
5,901,690 639,564,000

I
6,310,778 646,115,000 •....

I\J
6,765,569 657,197,000 -...J

I6,019,293 640,558,000
7,144,792 650,309,000
7,572,592 684,457,000
8,811,162 757,216,000

$79,970,341 8,131,032,000

0.984C/Kwh
0.800o;/Kwh
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THE rorCtiAC EDISON COMPANY -129- EX. CSr1-4

.'

First Revislon of
Original Page No. 7-1s. C. C. Va. No. 12
Canceling
Original Page No. 7-1
O"j}.~1 . .J_, -C-'~~c.<-, ;./

AVAILABILITY

RESIDENTIAL SERVICE
SCHEDULE "R"

(Rate Code No. 200)

Available for single phase residential service through one meter.

MONTHLY RATE

First SO kilowatt hours 7.820 cents per kilowatt hour
Next 100 kilowatt hours 5.232 cents per kilowatt hour
Allover 150 kilowatt hours 3.338 cents per kilowatt hour

FUEL AD.nJSnlENT
Adjustment applies to all kilowatt-hours served under this schedule.

$3.35 per month.

LATE PAYMENT CHARGE
Applies to this schedule as set forth in Company Rule No. 22 of this tariff.

GENERAL
Service supplied is subject to the Rules and Regulations Covering the Supply of Electric Service,

.nd Rules and Regulations for ~ter and Service Installations of the Company as filed with the Commission.
This schedule includes service to a residence which has a commercial enterprise or office within it,

provided the total installation used for purposes other than residential is not greater than SOO watts.
When two or more dwelling units including two or more houses on a fare are supplied throuih a lingle

meter, each shall be classed as a single residence with the rate blocks increased proportionately to
number of dwelling units. This provision restricted to those Customers and locations served in th1.
manner on Dec~~ber 1, 1972.

Customers with average ~onthly use in excess of 1,500 kilowatthours will have the option of uling
the Company's Unifor.n Pa)~ent Plan. Unifor.n monthly payment will be established by the Company .1 1/12

• of the total estimated revenue for the 12 months.

ISSUED BY JO~ M. McCARDELL, EXECUTlV'E VIa: P~SIDEsr AIm C~iH"-L 1"o'~.\GtI

"t
\
,'f',

I.dued Hay 31, 1977
:0 ~{ ••••• tho 1\'. :.Jf

'.11,••t~l(. r.~~#red ~n
a"..s .fler <':":(0\'<1' '. tn1



-130-
Exhibit FJH-6
Schedule 1
Page 1 of 2

The Potomac Edison Company
Capital Structure and Related Ratios Based Upon Investor Provided Capital

Actual at December 31, 1976 and Estimated at December 31, 1977

December 31, 1976
(Actual)

Amount
Outstanding Ratios
($Thous.)

December 31, 1977
(Estimated)

Amount
Outstanding Ratios
($Thous.)

Long-Term Debt:
First Mortgage Bonds
Long-Term Unsecured Lease Obligation-Harrison
Long-Term Installment Purchase-Albright
Long-Term Pollution Control-Hatfield
Total Long-Term Debt

Preferred Stock
Premium on Preferred Stock
Total Preferred Stock

$229,500
5,288
2,355

237,143

57,983
65

58,048

53.0%

13.0

$255,000(1)
6,473(2)
2,100(2)
5,500(3)

269,073

57,908
65

57,973

51. 9%

11. 2

Common Equity:
Common Stock
Other Paid-In Capital
Retained Earnings
Total Common Equity

Total Permanent Capital

Short-Term Debt

Total Capital Employed

107,500
2,940
41,686
152,126

447,317

$447,317

34.0

100.0

100.0%

132,500(4)
2,940
44,449(5)
179,889 34.7

506,935 97.8

11,300(5) 2.2

$518,235 100.0%

Ratios at 12-31-77 (Estimated)
Excluding Short-Term Debt:

Long-Term Debt
Preferred Stock
Common Equity

53.1%
11.4
35.5
100.0%

Comment: The Company's actual construction expenditures for the year ended 12-31-76 were
$66,251,000. The construction budget for 1977 totals $88,305,000.

Notes: (1) Includes $35,000,000 of First Mortgage Bonds projected for November 1977.
(2) Reflects principal repayments during 1977 and the Pennsylvania property trans-

fer of January If 1977.
(3) Pollution Control Note issued January 31, 1977 due February 1, 2002 at an

interest rate of 6.30%.
(4) Reflects proposed sale of $25,000,000 of Common Stock in 1977.
(5) Company provided estimates.

Source of Information: Company provided data



-131- Exhihit FJH-6
Schedule 1
Page 2 of 2

The Potomac Edison Company
Capital Structure and Related Ratios for Rate Making Purposes

Actual at D0cember 31, 1976 and Estin~ted at December 31, 1977

Debt:
First Mortgage Bonds
Lease Obligation - Harrison
Installment Purchase - Albright
Pollution Control - Hatfield

Short-Term Debt

December 31, 1976
(Actual)

Amount
Outstanding Ratios

($Thous.)

$229,500
5,288
2,355

December 31, 1977
(Estimated) (1)

Amount
Outstanding Ratios

($Thous.)

$255,000(2)
6,473(3)
2,100(3)
5,500(4)

11,300

Total Debt

Preferred Stock (Including Premium)

Common Equity:
Common Stock
Other Paid-In Capital
Retained Earnings
Accum. Deferred Job Development

Tax Credit

Total Common Equity

Cost Free Capital:
Accum. Deferred Investment Tax

Credit (pre-197l)
Accum. Deferred Income Taxes Arising

from Accelerated Amortization and
Liberalized Depreciation (Net)

Total Cost Free Capital

Total Capital

237,143

58,048'

107,500
2,940

41,686

10,777

162,903

3,088

11,244

14,332

50.2%

12.3

34.5

3.0

100.0%----

280,373

57,973

132,500(5)
2,940 .

44,449

17,960

197,849

2,787

15,490

18,277

~,472

50.6%

10.4

35.7

3.3

100.0%

Note: (1) Estimates .include Pennsylvania property transfer of 1/1/77.
(2) Includes $35,OOO~000 of First Mortgage Bonds projected for November 1977.
(3) Reflects principal repayments during 1977.
(4) Pol1~tion Control Note issued January 31, 1977 due February I, 2002 at an

interest rate of 6.30%.
(5) Reflt.~ctsproposed sale of $25,000,000 of conunon stock in 1977.

Source"of Information: Company provided data



Tl~~~tomac Edison Company
Capitalization and Financial Statistics
_____ 1<_9_72_-_1._9_7_6,Inel_u_s_i_v_c _

MlOunt of Capital Employed
Total permanent capital
Short-term debt notes payable

Total capital employed

.!!1..t1icntedAverage Actual Capital Cost Rates (1)
Lonl;-term debt
Preferred stock

1976 1975 CU. 1974 (3) 1973 1972
(Thousands of Dollar.s)

$447,318 $393,486 $357,134 $362,814 $339,913
14,700 47,881 4,500 2.Q.OO

1447.318 $408,18~ $405 •..Q1-~ _$3f>]_!..~_~~ 1~~1•.?!1

7.4% 6.6% 6.6% 6.0% 5.9%
7.5 6.8 6.8 6.8 7.1

89.0% 89.3% 82.2% 86.3% 69.0%

Percent Increase
1976 over 1972

30.8%

25.4%
5.6

5 Year Average
83.2%

Notes: (1) Computed by relating actual interest or preferred dividends booked to average of beginning and ending debt
or preferred stock reported to be outstanding.

(2) Coverage calculations based upon AFC (allowance for funds used during construction) as reported 1n its
entirety included as income.

(3) 1975 and 1974 are based on restated financial statements of the Company reflecting the West Virginia Revenue
Refund ordered March 5, 1976.

SOllrce of Information: Company's Annual Reports.

~1tal Structure Ratios
8as~d on total permanent capital:
.I.ong-term debt
Preferred stock
COlTII:lOn <.'q ui ty

Based on tOLal capital:
Total debt, including short-term
Preferred stock
Common equity

Rate of Return on Average Book Common Equity
Rate of Return Earned on Average
Book Common Equity Over Indicated
Average Long-Term Debt Cost Rate

Coverages (2)
Before income taxes: All interest.charges
After income taxes: All interest charges
Overall coverage (sum of interest and

preferred dividends)

53.0% 53.4% 50.6% 54.5% 53.3% 53.0%
13.0 11.0 12.1 11.9 12.8 12.1
34.0 35.6 37.3 33.6 33.9 34.9--- ----100.0% 100.0% 100.0% 100.0% 100.0% 100.0%---- --- ===-~-= ==--=--= ==-=----
53.0% 55.1% 56.4% 55.0% 53.6% 54.6%
13.0 10.6 10.7 11.8 12.7 11.8
34.0 34.3 32.9 33.2 33.7 33.6--- ----100.0% 100.0% 100.0% 100.0% 100.0% 100.0%---- --_.- ----- --- _ .._----- ----
12.5% 12.5% 5.7% 10.8% 9.9% 10.3%

5.1% 5.9% (0.9%) 4.8% 4.0% 3.8%

3.0 2.8 1.6 2.6 2.5 2.5
2.3 2.2 1.7 2.3 2.3 2.2
1.9 1.9 1.4 1.9 1.8 1.8

I•...•
IN
t\J
I



-133- Exhibit FJH-!)
Schedule 3
Page 1 of 4

jhe Potomac Edison Company
Calculation of the Composite Cost Rate of Debt

Actual at December 31, 1976 and Estimated at December 31, 1977

Amount
Outs_tanding

($ OOO's)
:tual at December 31, 1976

Percent
to Total Cost Rate

Weighted
Cost Rate

(rst Mortgage Bonds

Jng-Term Lease Obligation - Harrison
Jng-Term Installment Purchase - Albright

Total Long-Term Debt

)tal Long-Term Debt
)tal Short-Term Debt

Total Debt Outstanding at 12-31-76
(Actual)

~timated at December 31, 1977

lrst Mortgage Bonds

)llution Control Bonds - Hatfield

)ng-Te:-m Lease Obligation - Harrison
lng-Term Installment Purchase - Albright

Total Long-Term Debt

)tal Long-Term Debt
)tal Short-Term Debt

Total Debt Outstanding at 12-31-77
(Estimated)

$229,,500

5,288
2,355

$237,143

$237,143

$237,143

$255,000

5,500

6,473
2,100

$269,073

$269,073
11,300

96.78%

2.23
0.99

100.00%

100.00%

100.00%

94.17%

2.04

2.41
0.78

100.00%

95.97%
4.03

100.00%

7.56% (1)

4.875 (2)
5.00 (3)

7.87% (4)

6.54 (5)

5.50 (6)
5.25 (7)

7.76
7.50 (8)

7.32%

0.11
0.05

7.48%---
7.48%

7.48%

7.46%

0.13

0.13
0.04---
7.76%

7.45%"
.30

7.75%

!~ page 2 for Notes and Source of Information.



-134- Exhibit FJIl- 6
Schedule 3
Page 2 of 4

The Potomac Edison Company
Calculation of the Composite Cost Rate of Debt

Actual at December 31, 1976 and Estimated at Dece~ber 31, 1977

Notes:

(1) Composite cost rate for First Hortgage Bonds as developed on
page 3 of this schedu Ie.

(2) Interest rate is one-half the difference between 5% and the
prime interest rate charged by Hellon Bank, plus 4 1/4%. At
December 31, 1976, the Company experienced an actual cost of
4.875% (1/2 (6.25 - 5.00) + 4.25).

(3) Interest rate is one-half the difference between 7% and the
prime interest rate charged by Chemical Bank, plus 5.00%. At
December 31, 1976 the Company experienced an actual cost of
5.00% (1/2 (6.25 - 7.00) + 5.00) .

. (4) Composite cost rate for First"Hortgage Bonds as developed on
page 3 of this schedule.

(5) Effective cost rate for 6.30% Pollution Control Bonds as de-
veloped on page 4 of this schedule.

(6) Same calculations as note 2 except the estimated prime rate
of 7.50% at year end 1977 is used. Hence, the effective interest
rate is 5.50% (1/2 (7.50 - 5.00) + 4.25).

(7) Same calculations as note 3 except the estimated prime rate of
7.50% at year end 1977 is used. Hence, the effective interest
rate is 5.25% (1/2 (7.50 - 7.00) + 5.00).

(8) Prime rate estimated at December 31, 1977.

Source of Information: Company provided data



l:he Potml3C Ed ison CO~I:i1ny
Calculation of the Ef[(:ctivc Cost of First Hortp,i1gcBonds

Actual at Decenilier31, 1976 and Estimated at December 31, 1977

S('ries
Date of
Issuc

Date of
Haturity

Principal Premium or Company
Amount (Discount) Issuance

Outstanc1inJi.at Is.:<;uil2.~~~cs
($ Thous)

N(~t

Proceeds

Net
r roc l'L'c1 S

l{a t io

Cost Rate
to

}Iaturity
__ <!1._

Pcr..:cnt
to Total

\-1e ig1l t ell
Cost Rate

First ~ort~age Bonds

1 1

0.08%
0.06
0.] 5
0.28
0.32
0.45
0.75
0.50
0.82
0 .." °51

I-'0.39 w
0.56 'f
1.45
1. 02

2.40%
1. 74
4.36,
6.10
6.97
7.85

10.89
6.54
8.71
8.71
5.23
6.5t,
11.07
10.89

3.20%
3.18
3.39
4.59
4.56
5.79
6.92
7.59
9.42
8.38
7.53
8.62
11.06
9.37

100.86%
98.77
99.71
100.43
100.98
101. 18
]00.88
100.37
100.77
99.88
99.58
99.98
99.41
98.81

$5 ,stl 7,040
3,950,76l1
9,970,900

14,059,631
16,156,920
18,213 ,H)tl
25,219,259
15.056,055
20,154,733
19,976,24/,
11,950,110
14,996,306
29,822,872
24,701,618

$55,700
62,000
85,000
75,369
76,200
58,636
75,741
61,995
67,467 .
78,356
78,330

102,694
133,628
93,382

$102,740
12,764
55,900
135,000
233,120
271,800
295,000
118,050
222,200
5t.,600
28,41.0
99,000
(43,500)

(205,000)

$ 5,500
4,000
10,000
14,000
16,000
18,000
25,000
15,000
20,000
20,000
12,000
15,000
30,000

~000

12/1/77
1/1/78
.4/1/81
5/1/87
3/1/94
5/1/96
4/18/98
5/1/99
5/1/2000
5/1/2001

12/1/2002
12/1/2003
10/1/2005
6/1/2006

12/1/48
1/1/48
4/1/51
5/1/57
3/16/64
5/1/66
4/18/68
5/1/69
5/1/70
5/1/71
12/1/7 2
12/1/73
10/1/75
6/1/76

1977
J978
19S1
1937
1 <) 9t,
1<)96
19<)3
1999
:WOO
~{J01
2002
20l)J
2005
2006

du~
Jl~t.:

oue
dIll:

ulle
due

due
tlue
dlll~

dutJ
,Itll~
Ii \J (.

lU/~
3/0%
lUI.
S/ d;:

i.
9 1/ '.2

3 1/4%
3 11H:~
3 )/S7.
4 S/EI.
4 slE?
5
7
7
9
8
7
8

TOlal First Murtgaga Bonds
(;:JlSlilmlingat December 31, 1976 $229,500 100.00% 7.56%

Total First Mortgage Bonds
Outstanding at December 31, 1976

Halur i ty - 3 1/4% Series due 12-1-77
H~lturity - 3 1/8% Series due 1-1-78
Pro po ~;ed :'0W Firs t Hortgage Bonds @

assumed 8 5/8% due 2007
Tot31 First Mortgage Bonds Estimated

at Uecember 31, 1977

$229,500
(5,500)
(4,000)
35,000

$255,000

140,000 34,860,000
(2)

99.60

7.56%
3.20
3.18
8.66

90.00%
(2.16)
(1. 57)

13.73

100.00%

6.80%
( .07)
(.05)

1.19

7.87%

~;otes: (1) The effective cost rate for each issue is the cost rate to maturity using as inputs the term of issue,
coupon rate and net proceeds.

(2) Issuance expense is estimated for this issue.

Source of Information: The Company's Annual Report to the FPC (Form 1) and data provided by Company upon request



Potomac Edison Company
Calculation of the Effective Cost Rate of Pollution-Control Revenue Bonds, 'Series A

6.30% Bonds due
F~hruarvl. 2002

Nominn1
Dnte of
Issue

Date of
Maturity

Principal
Amount
Issued

Underwriting
Discount

Estimated
Issuance
Expe..!!ses

Net
Proceeds

Net
Proceeds
Ratio

Cost Rate
to

Haturity
_(_1_) _

.
Annualized Eff~ctiv.:

Cost Cost Kat(

2-1-77 2-1-96 $ 700,000 $ 8,750 $10,790 $ 680,460 97.21% 6.56% $ 45,920
2-1-77 2-1-97 800,000 10,000 12,335 777,665 97.21 6.55 52,400
2-1-77 2-1-98 800,000 10,000 12,335 777 ,665 97.21 6.54 52,320
2-1-77 2-1-99 800,000 10,000 12.335 777,665 97.21 6.54 52,320
2-1-77 2-1-00 800.000 10,000 12,335 777,665 97.21 . 6.53 52,240
2-1-77 2-1-01 800,000 10,000 12,335 777,665 97.21 6.53 52,240
2-1-77 2-1-02 800.00Q 10,000 12,335 777,665 97.21 6.52 52,160

$5,500,000 $68,71.2 184!J!QQ $5!346,450 $359.60Q 6.54%
=1

•.....
w
0'1
I

~ot~: (1) The effective cost rate for each issue is the cost rate to maturity using as inputs the term of issue, coupon
rate, and net proceeds ratio.

Source of Information: The Prospectus for this issue dated 1-31-77.



The Potontnc Edison Company
Calculation of the Compos] tc Cost Rate by Series 'of Outsta.rH.IingPreferred Stock

at December 31, 1976 (Actual)

:';ot<::(1) The net proceeds ratio has been calculated based upon net proceeds on average principal amount outstanding.
The average principal amount outstanding for Series B is $1,537,500, less issuance expenses of $69,000 equals
$1,468,500 (net proceeds on average principal amount outstanding) $1,468,500 ~ $1,537,500 = 95.51%.

Source of Inforr.lation:. Data provided by Company upon request

.,~:;;...-.... , . ,.



The Potomac Edison Company_---
Calculation of the Composite Cost Rate by Series of OutstandinG Preferred Stock
______________ a_t_D__eC~~l?_er3~~ 97 ~-.LE.:~_t__i_m_a_t__ed_) . _

Premium
Nomionl Principal Outst:ll1ding Company Nct

Date of Dividend Amount Per Balance Issuance Net Proceeds Cost Percent Weight",;:
Series Issue Rate Outstanding Sheet Expenses Pro~ecds Ratio Rate to Total Cost Rat

CU'-1ulative Preferred Stock
3.60% 1/18/',6 3.60% $6,378,400 $33,18'1 $104,000 $6,307,584 98.89% 3.6/.% 11.02% 0.40%
4. 7o;~Series B 12/ 8/lj8 4.70 1,529,700 69,000 1,468,500 95.51(1) 4.92 2.64 0.13
$ 5. 8S Series C 6/13/67 5.88 10,000,000 6,900 27,000 9,979,900 99.80 5.89 17.27 1.02
$7.0() S~ries D 4/18/68 7.00 5,000,000 7,550 17,000 4,990,550 99.81 7.01 8.63 0.60
$9. ~0 S~ries E 5/ 7/70 9.40 5,000,000 1,000 11, 000 4,990,000 99.80_ 9.42 8.63 0.81
~;3.32 Series F 5/ 6/71 8.32 5,000,000 3,300 15,000 4,9HR,JOO 99.77 8.34 8.63 0.72
$8.00 Series G 5/18/72 8.00 10,000,000 12,600 37,000 9,975,600 99.76 8.02 17.27 1.39
~,9.r,~ s-{~r ie's H 6/17/76 9.64 15,000,000 1150 44,000 14,956,450 99.71 9.67 25.91 2.51 1--,.....

w
TOL.JJ. l'r~f(:rred Stock Outstanding - 00

Est blated at December 31, 1977 $57,908,100 100.00% 7.58%1=

:;,~,:: (l) The nct proceeds ratio has been calculated based upon net proceeds on average principal amount outstanding.
Tilt: .:l'Jeragcprincipal <l.':10unt outstanding for Series B is $1,537,500, less issuance expenses of $69,000 equals
$1.~68,500 (net proceeds on average principal amount outstanding) $1,468,500 + $1,537,500 = 95.51%.

"tI~rr:
tl n :-:
Q': ::r :r~ ~ ,...c.0'
N c: ••.~ ~
c ~
!""t\ ~

.to- t...
N

I

...••• ~••~,.,...•'~", .. ~ •..••. _...~" .• _-."'~:~~_~' -4."'l~.,~.,~.._ ....",.•:~~~., •..~..- .".. •........•..,-_ .....•. -- •........ ~... '-~..- .~-..._.- ..-.
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"Best Fit"
Line

.~
•;"

American Telephone. & .T8lt:~,~r<l£.!1Comr~
Illustration of Results of Linear Regression Analysis

Demonstrating a Very High Correlation Between
Change in Common Equity Ratio and Cost Rate Related Thereto

1965-1976

"':::: ~ Coefficient of Determinatinn

~I
~

7

6

5

9

8

10

12
Earnings/
Price
Ratio 11

4

%
% 45

I

50 55
I
60. 6S 70

CommonEquity Ratio

A com::lOnt,ay to determine to/hether there is ,~ signific:lnt relationship bet\.;ccn [\,0 sets
of data is to plot this data on a graph. If the points are randomly sC;lttcrcd o\'('r the
graph, then no rel;ltionship can be discerned. If, hm,'ever,a pattern appears, then ;l
line can visu;llly be dratvn through the points to represent the pattern. ,\nothcr :::cthod
of "drawing" this line is by means of a r.egression analysis. (See Appendix B for dt.~f-
iniiion of linear regression analysis.)

I

I
Indicated on the above graph is the line best representing these points as d~vc10pcJ in
a linear regression ;lnalysis. In aJdition, dor-ted lines are slHNn \,hich represent ,1

b;lnd ;lround the regression line within to,'hich are contained all the pei:us (It ,h:tu;ll l:.1Ll.
The Coefficient of Determin:ltion is ;llso defined in Appendix B. Based on thL'se I.i.lLl, the
Coefficient of Determin;ltion is 0.93, indicating a high degree of correLaion bct'.:CL'1l tlYt.'
movement in com:::on equity r;ltio as it ;lff.ected the carninbs/pri.::e ratio durilli: til\' l'~rL_'J
studied.

The ~athL;::latic;llly T:H~;lsuredpercl'nt ch'-lnf,e in e.1.rnings/price ratio for l~ach l'i'n"('lIt ,:h,l:l\~e
in CO~::lonequity r.1.tio is -0. 235~;anJ is often rt.'ft.~rred fo as .• bl~t.1. Lll."tL'r (.!,,~i:••..d i:1
:\PPt.:ndix B). The beta is negative as it indic;}tL~s an inverse relati\'n~;hip. i.e., .I'; tbe
C0::::::011 t.~ql\ity ratio rises, tilt.' l:Ost rate LJ11s ,lnU vic\.~ versa.

'",



--
.901 I

~~
.300 0-- I

0.307-----'-
53 •~/~
50.0
_1_~4! ' 0. 3 OJ,
52.2%
55.7
3.5% 0.291

53.0%
60.1
7.1%

Total Factor
1975 Average Factor

Cost
Totn1 Ratl'

Type Cost Debt NOVl'n1cn.t
of to Ratio Fa. tor

Inuustry Comm.-J1L --.U2_.
Interest
Rate

Principal
Amount
($ Thous)

Dn te of Term of
Haturity Issue

Hoady's Dn te of
Rating Issue

Comparison of Representative Issues of Rated Long-Term Debt
Is~.lledby Slmil;.trUtilities at Samc Approximate Points in Time

1975 and ]976

Type
of

Issue

Fi.rst Mtg. Aaa 8- 4-75 8-83 8 yrs. $125,000 9.00% Elee 8.99%
First mg. Baa 8- 7-75 8-83 8 75,000 11.00 E1ee 11.17---Spread 2.18%

==
First Ntg. Baa 6- 5-75 6-80 5 75,000 9.80 Elec 10.0l.%

First Htg. Aaa 6-10-75 6-2005 30 (4) 50,000 8.875 Elec 9.01
Spread 1.03%

==-=-=-=-:..:."..:=:

First Htg. Aaa 2-18-75 2-2005 30 125,000 8.75 E1ee 8.78%
First Ntg. Baa 2-19-75 2-82 7 (4) 100,000 9.50 Elee 9.80

Spread 1.02%
-'-

Commonwealth Edison
Ar i zaria Pllblie Service

Arizona Public Service
Texas Electric Service

Company
1975

Cllm::.om..'c.:lltit Edison
O!lio E1l'C tric (1)

1976
LouisIana PCl\,'cr£. Light First Mtg. Baa 12-14-76 12-2006 30 yrs. $ 40,000 8.75% Elec 8.71% 57.5%
I'cnnsylv:Jnia Power & Light First mg. Aa 12-14-76 12-2006 30 150,000 8.25 Elec 8. J3 51. 9

Spread .38% 5.6% .068-_ ..- =
Pacific Po.....er £. Light First Htg. Baa 12- 9-76 12-2006 30 50,000 8.625 Elee e.66% 58.5%
S. Carolina Elec & Gas First & Rd. !-ltg.A 12- 9-76 12-2006 30 50,000 8.40 E1ec 8,1;8 55.1

Spread .1 Hi:: :3 • 4/~ .053
=...=,.::-:.:::::;:.: =..==

Dayton PO\.Jcr~ Light First !-ltg. A 11-16-76 11-2006 30 50,000 8.75 Elcc 8. 7!,;~ 51.9%
Ohio PO\-J(,:r First Htg. Baa 11-17-76 II-20M) 30 80,000 9.25 Elcc 9.24 56.7---Spread . 5(r'~ 4.8% .104 c.n~

-_ .. -.-¥,...- =.;::::::::= g.&
!:enlucky Power First ~Itg• A 10-26-76 10-2006 30 30,000 8.875 Elee 8.HI% 57.7% r.: ....
l.o IIi s \: i 11<.: Gas [, E1ee , First Ntg. Aaa 10-27-76 10-2006 30 25,000 8.50 Elce 8.41 5L.1 0.0-

c: ....
Sprend • /,O::t. r: 1"'1 .074 •.•.. ,..

J. -1.0')_._-- .__ .~-- -_.- i~

Cir.cinn.1tj Gas £. Elec First Htg. Aa 10-20-76 10-2006 30 75,000 8.55 Elee 8.631- 53.0% ":j

V1'-
i'lli'yt ::>ollnJ Power l.. Light First !-Itg. Baa 10-20-76 10-2006 30 40,000 8.875 Elee 9.05 56.1 w

T
Spread I .,'/ 3. 11- .135• t_ .•• ;:0'.._--. _. --_.

t\~;J:ll"chianPm.'er First Ntg. Baa 9- 8-76 9-2006 30 70,000 9.50 Elec 9.5<]% 61 •H;~ ;;

Pt.~; 1 £ c Svc E1 cC & Gas First 5.Ref. Htg. Aa 9- 9-76 9-2006 30 60,000 8.45 Elee 8.53 4H.0 r:.

Spread 1 •O();~ 13.HZ .077 r-.l

--_.".- --_ ...- c
",
\"oJ

",;t'"c",;..,t,..,"'.>4"'_07"'.A' • ....••.••._..•••.•.•,. 'IL'.'A'~."'" , ....~_.•...,..."... , .....•._ ..•~... . ..•__ . --~.



"'~,.iiarJ.~, ..ld 01 ~\1.'lJt"e~;\.'i,LaL1V"': jS~tll::-, 0.1 J\a~L~(I t.ullh-~.ll.:lt.1l IJl.:lIl,..

ISSUl'd by Sil1lil~rUtilities at Si.ll1Ie/q>[1roxllllatePolnts in TIme
.. 1975 ~nd 1976_._-----------

Utah Power & Light First Htg. A 4-21-76 4-2006 30
,\ppalachian Power First Htg. Baa 4-22-76 4-2006 30

10wn-Il1inois Gas & Elee First Htg. Aa 3-24-76 3-2006 30
Portland General Electric First mg. Baa 3-25-76 3-2006 30

Ic\"a POI,.'er& Li,,,ht First Htg. Aa 2-24-76 2-2006 30
I'll!1ad e Iph ia Electric First & Ref.mg. A 2-25-76 2-2006 30

Jersey Central Power & Light First Htg. Baa 2-18-76 2-2006 30
Utah Power & Light First mg. A 2-18-76 2-2006 30

Taxas PO\"er & Light First mg. Aaa 1-20-76 1-2006 30
l'ac.UIe PO\,fer[, Light First Htg. Baa 1-2l-76 1-2006 30

i
f
t

I
I
I

tnrr1
() ;.:
:r:r
!? ••••
0.0-
c: r-'.- ,..
!?

.121

.124

.183

=-==

.082---
I•...
~

.278 •...
-- I

.157
=

.155

.226

1. 739=Total Factor

Cost
Total Ratc ..

Cost Debt }1ovl;lI1ent
to Ratio Fac tor

Company ~ --02_.'_
8.81% 50.7%
9.1)') 55.J--_ ..-.--- -- ----
1.0!,% !,J)%

:::~.:;:.:......=.-.-:..:.-=

9.23% 49.2%
9.33 53.0

.JOZ 1.8% .026
---- ..-- - =--=--=

9.7!,% 55.t14
8.78 49.2

.%% -6.2%----8.Rn 50.2%
9.71 61.1

.89% 10.9%
8.73% 51. 3%
9.62 54.5

.tl9% 3.n
8.74% lI9.5%
9.21 52.5

.47% 3. o;~
9.71% 55.7%
9.08 50.5

.6'3/; 5.2%
8.68% 49.7%

10.00 56.9----- ---
1.32% 7.2%

1976 Average Factor

Type
of

Indllstry'
8.75% Elec
9.75 Elee

Spread
9.25 E1ec
9.25 E1ec

Spread
9.625 Elec
8.625 Elec

Spread
8.75 Elec
9.75 Elec

Spread
8.75 Elec
9.50 Elec

Spread
8.75 E1ec
9.125 Elec

Spread
9.625 Elec
9.00 Elec

Spread
8.60 Elec

10.00 Elec
Spread

Interest
Rate

20,000
50,000

60,000
35,000

35,000
45,000

32,000
60,000

50,000
25,000

100,000
75,000

30,000
100,OnO

Principal
Amount

($ Thous)
$ 60,000

60,000

Type
of ~Ioodyls Dnte of !l:Jteof Term of

Issue Rating Is~ !Iaturity Issue---
First Ntg. An 7- 7-76 7-2006 30 yrs.
First I-I tg. Baa 7- 7-76 7-2006 30

First Htg. A 6-15-76 6-2006 30
First Btg. A 6-17-76 6-2006 30

Gen-Ref Htg. Baa 4-27-76 4-76 30
First Btg. Aa 4-29-76 4-76 30

Central :lalne Power
Kans.1s I'ow~r & Light

Com~an'y

Wisconsin Electric Power
Cunsur.1l'rsPower

Rochester G.:lSf. Elec
l'otom.:lcEdison

c,..,

::otcs: (1)
(2)
(3)

(4)

Ohio Electric debt ratio reflects Ohio Power Consolidated.
Total debt includes long-term, short-term, and current maturities where npp1ic.:lble.
Calculated by taking tIle spread between the cost to the Company of the debt issue divided by the spread be-
tween d~bt «ttios for each pair studied.
An important element used in determining the cost rate of any debt issue is the specific term of the issue.
Therefore, idcally in computing the cost rate movement factor, the term of each issue compared should be of
sir~:ilardur.:Jtion. It should be noted that in some of the pairings, the terms of issuance differ. !lol.'L'ver,
in lhe!~~ p;tirIngs the higher rated bond has a longer term of issue than the 101"er rated issue, insurin~ that w
the restllts .1re conservative in that the cost rate movelllent factor may be un(ll'rstnteJ.

:">:~;C<2 of I!1for::,:ltion:[Gasca Services, Hoody's Bond Survey
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2.r;t: f:.;

•...•• ""'='4

1 • CJ 4- :::!' ::::
I

='

5.071
""':~~
:.; () :..:

22.8%
25.0

44.0%

36.5%
(32.3)
42.4

5 Year Average
3. 9/~ I

I-'68.3 ol:lo
N
I

52.9Z
12.8
34.3
100.0%_._--p_.-

54.7%
12.3
33.0----100.O~{

=':'."':' .._;.::::':'=

11.4%

Percent Incr~asl:
197(; ov (. r 1 <) n

$1,495,789
__ 4!JJ}?-
~!,!-~~3-"~}~

1972

7.0% 6.8% 6.3% 5.9% 5.7%
7.5 7.1 6.8 6.4 6.0

14.2% 16.3%. 15.0% 11.4% 10.4i.
91.8 77.3 79.9 112.5 135.6
8.4 9.9 9.4 6.9 5.9

7.3 6.6 (4.5) (2.5) 12.6
68.8 70.9 72.3 66.8 62.6

52.1i. 53.0% 53.6% 52.5% 53.1i.
13.0 13 .1 13.1 12.5 12.2
34.9 33.9 33'.3 35.0 34.7

100.0r. -~- ---100.0% 100.0i. 100.0t.: 100.0%
=..=.:;.:.:..::-...:.:= =-=--..:.~:.;;.;: =-:--:.:==-...::.== =--::.:.-:.::--:::..=-..: =:..;.,;.:---=.:::.:.=

53.2% 5', .1,% 56.1i. 5/•.8% 5/,.8~~
]2.7 12.7 12.4 ll.l) 11.8
3!, • 1 32.9 )],5 31.'3 33.4---- ------ -_._-- -_._--- ---lO().O% IOO.O% 100.0% 100.0% 100.o:~

==.:.:-:::..--::-:.:: =:":':_'_-::~=- =:=..;.-= :...-:"~.'::: =,-:"::.:._' .. :,::::;; ~~~-~.~ .~:::.

11.4% ]0.9Z 1O.5% 11. 'j% ]2.5%

4.4;~ 4.1;~ '1.2t.: 5.61. (,.8:~

2.9 2.6 2.5 2.9 '3 'J

2.3 2.2 2. ) '!. .I, 2.6

1.8 1.8 1.7 2.0 2. I

E;6m~c.mEZ3~~~
NOO!lY'S 2/1 1'1/111.1 C lJ'I' JUT] ES... ---_ _ __ _ __ __ . _ _-_. __ .

C;]pltnl.iz:J-tion :lIlt! Finilllt'.l<ll Statistics (1)
______ 1_9_7_~___..l.2~l!1c] 1I S ~_v_c~~~~ __

'p !!,.... ~:--;: '..~s .,.

l'L'rc.cn t change in ea rnings per share yearly
Divid~nd payout ratio

C;!l' ~!:-.!l_~t rue tl~Y_a t ig~
1;:1~;(,,1 on LOL,ill p•...nl<lIHmt cDpita1:

L()rJi;-Lerm dl~ht

I'rei"errl'J stock
CU~,;:if}lI ('(Illi t y

Based on total capital:
1~tal debt, including short-term
!'r(.ferreJ stock
Clll!i1;iOn L:CJui ty

t.- •
-"':_.1:'",)

l.:..!(!_i_c.~!_!:-'..':~~~~!:~eC::!:PJtnl Cost Rates (2)
l.nng-LL'rm debt
l'rL'r<.!rr<~J stock

~:::.tey.f-.-B.~~ttl rn on Average Rook Common Eguity
fb teo f I~,~til rn Edrned on Ave rage
1.>Lh)k Common Eqllity Over Indicated
~~,,~~,:!:.£:_:,',l~L0l1?-Tl'n'1 J)~:J,t Cost Rate

~~~~I~f.es (4)
JiL'fore Income taxes: All interest charges
,\fu'r income taxes: All interest charges
Over:t) 1 c.overa:~e: Slim of interest anll

pl-"fl'rred diviJl:nds

Finnncial Ratios - Market Based
---I:~,;-~;~i!~gs/!,ri~e ratio (3)

:;'1 rl:vt/ avera!:e bOQk ratio
1)ivi d t.: nd y i e 1J

!\.::~('1~1.1..t_.~~~,~ jl_!t.::~~OIP..!~)'y('(l
'fuLll !,t:n:l:Jl1L'nt capital
S!,,',rt-tcrlll (]('bt \lotes p:1Y41ble

ToLl I cap! ta 1 (';lIploycd
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l-mODY'S 24 PUBLIC UTILITIES
Capitalization and Financial Statistics (1)
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(1) All Capitalization and Financial Statistics for Moody's 24 Public Utilities
are the arithmetic average of the achieved results for each individual com-
pany in the group.

(2) Computed by relating actual interest or preferred dividends booked to average
of beginning and ending debt or preferred stock reported to be outstanding.

(3) Adjusted to reflect assumed 10% for market pressure, issuance and selling
expenses.

(4) Coverage calculations based upon AFC (allowance for funds used during con-
struction) as reported in its entirety included as income.

(5) 1974 financial ratios are calculated excluding nonrecurring cumulative
effe~t of accounting change and extraordinary items to be ~onsistent with
preceding years.

Source of Information:
Moody's Public Utility Manual and Supplements
Company's Annual Reports to Stockholders

The names of the companies are:

Baltimore Gas & Electric Comp~ny
Boston Edison Company
Carolina Power and Light Company
Central -Hudson Gas & Electric Corp.
Central Maine Power Company
Cincinnati Gas & Electric Company
Cleveland Electric Illuminating Co.
Commonwealth Edison Company
Consolidated Edison Company of New York, Inc.
Dayton Power & Light Company
Delmarva Power & Light Company
Detroit Edison Company
Florida Power Corporation
Houston Industries Incorporated (formerly Houston Lighting & Power Co.)
Idaho Power Company
Indianapolis Power and Light Company
~:orthl.!astUtilities C\.lmpany
P3cifi~ Gas and Electric Company
Pennsylvania Power ~ Light Cl):npany
Phibddphia Electric Company
1'1101 il:Service Comp,lIlY of Color.ldo
$,'uthcrn California Edison C,)mp.:my
ToI::1P,1 F.1~'Ltric C~)::lrany
l:t:1l1 P.nv,'to & Li gilt CU!:lP:IIlY
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Cap. Strlle. Ratios
!~:.!_~_~~(.L~~J\)t ~!.-.G.!J~-:..

1'1'11. COIll.

Deht Stock ~.:....

l'r\.'-
1.•.. r 1('.1 T.):-:

( , , j III •

J! .•,~l:- ~nyrr.~
J' '.~ t _1~.:.~t.l25.L. ( ~.J..
6-)0-77 (3)
! ')7t1 3.4
j()ij 3.4
In!. 3.1
1<)73 3.5
.1 '.:172 3.7
,....1 !~:It~d

I'l!S t-
Tax 1nt.
C(lvq;.

'I. • /.
2.4
2.4
2.7
2.8

Ovcr;Jll
Coy!-~:-

1.9
1.8
2.0
2.2
2.3

Mh. nc,t.
H;ll t' on Avg.

Book COin. E~~

11. 6%
11.0
12.5
12.9
13.9

55.0r.
53.1
56.3
53.0
54.0

11.5%
13.4
10.7
10.9
10.8

33.5%
33.5
33.0
36.1
35.2

Effective
Income

Tnx Rute

40~6%
41.2
33.3
30.2
3.1.5

AFC % of
Net to

Com. Eg.

34.5%
29.4
23.7
26.9
27.1

Nark~~t/
Aver:lge

Book
H;ltlo

109.4%
105.7
99.1
97.9
133.1
164.6

Harket
Det. Div.

YIeld

7.8%
8.1
8. !~
8.3
6.5
5.6

Div. Yield
~Ere;ld OVl~r
A~Ia ,\a

.8
1.4
2.5
2.2

I
I-'.~l.zt

1.6
.8
.4
.3

.3
1.1
3.0
3.0

.1

.9
2.1
1.6
.7
.6

C5)
(.3)
.5
.8
.3
.3

7.3%
7.8
8.9
9.1
6.8
5.9

8.1% ..
9.2

11.4
11.3

7.9%
9.0

10.5
9.9
7.2
6.2

88.8%
71•• 4
56.1
66.4

110.7%
98.9
85.5
83.0
110.3
132.5

106.6%
89.7
75.2
78.3
98.7

112.0

37.0%
51. 2
57.5

36.0%
31. 5
57.3
33.7
29.6

29.9%
28.9
33.0
3l•• 9

- 31. 5

34.4%
26.5
27.8

26.6%
26.5
18.5
24.9
26.8

28.8%
25.6
12.9
15.5
18.1

34.4%
33.9
31.2
33.4
3l•• 4

34.6i.
33.2
31.8
32.5
32.6

33.1%
31.5
29.4

12.7%
12.0
12.7
12.8
12.0

13.8%
13.3
9.4

12.3%
13.2
13.5
10.8
12.2

52.7%
54.8
55.5
54.7
55.4

53.3%
52.9
55.3
55.8
53.4

53.1%
55.2
61. 2

12.0%
11.4
11. 2
11.5
12.5

11. Ii.
10.7
9.6

10.0
10.9

10.2i.
9.7
7.8

1.9
1.8
1.8
1.9
2.0

1.8
1.8
1.7
1.8
2.0

1.7
1.7
1.4

2.4
2.2
2.3
2.4
2.5

2.2
2.0
1.6

2.3
2.2
2.1
2.2
2.4

(3)
2.9
2.7
2.7
2.9
3.1

(3)
2.8
2.7
2.2
2.5
2.9

6-30-77
1 (II(:

J ~175
]ey7!;

1 Si7J
1')72
I.;'~.:J Rated
6-30-77 (3)
1.076 2.8
1975 2.3
1~7/. 1.9

6-)0-77
1 (J7 (,
1 ~J7 'j
1')7!,
]()l3

1972
1, P.::;t cd

Source of Information:

o.....

Houdy's Public Utility Manual and Supplements
COI:lpi=my'SAnnual Report to Stockholders.
The Wall Street Journal

Financial and market based ratios have been broken down by rating groups based upon rating in each year in which
the ratios were achieved. Northeast Utilities Co. has been excluded from this analysis sinee its operating Sllb-
sidinries have various ratings. Consolidated Edison of NY was excluded (rom this analysis in 1974 since its bond
rating was suspended. By 1975, however, its rating of Baa had been restored. ~.~
By 1975, only one company (Commonwealth Edison) remained Aaa rated by Noody's (and M by Standurd t. Poor's). ~~
Thus, there exists little, if any, difference between the Aaa and Aa group. ~;
Sput data based upon year end 1976 book value per share, 6-30-77 market price and current dividend per share.~~

"Oro
CJ "'"i:r. 0"> , ••ro :::
. I

l..J C\

(2)

(3)

(1)
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Moody's 24 Public Utilities
B6nd Ratings at Years' End 1972-1976

Exhibit FJH-6
Schedule 6
Page 4 of 4

]

1976 1975 1974 1973 1972
:koJv's 2!. Public Utilities
:lsltir:lOreGas & Electric Company Aa Aa Aa Aaa Aaa
Easton Edison Comp3~y Baa Baa Baa A Aa
C"rulin<1 Pm.cr & Li','htCompany Baa Baa A A A::>

Central Hudson Gas & Electric Corp. A A Aa Aa Aa
Ct2ntrJl :.l.:lincPOt,"erCompany A A A A A
Cincinnati Gas & Electric Company. Aa Aa. Aa Aaa Aaa
Clcvel.:ll1dElectric Illuminating Co. Aa Aa Aaa Aaa Aaa
Commom ..•eal th Edison Company Aaa Aaa Aaa Aaa Aaa
Consolidated Edison Company of m Baa Baa --(2) A A
Dayt,)n Pot,er & Libht Company A A A Aa Aa
D(~1m3r'/3 Pm,er & Light Company A A A Aa Aa
D.:'traitEdison Company Baa Baa Baa Aa Aa
Florid.:lPm.;er Corporation A A A Aa Aa
Houston Li~hting and Power Company Aa Aa Aaa Aaa Aaa
Idaho Pm'fer Company Aa Aa Aa .Aa Aa
Indianapolis Po\,"er[. Light Comp~ny Aa Aa Aa Aa Aa
~L1rthe3st Utilities Company (1)
P;lcific Gas & Electric Company Aa Aa Aa Aa Aa
P,~llns y 1va nia Pm"rer & Light Company Aa Aa Aa Aa Aa
Phi ladelphi3 Electric COlnpany A A A Aa Aa
rubl ic Service Company of Colorndo Aa Aa Aa Aa Aa
'SollthL'rnCalifornia Edison Company As Aa Aa Aa Aa
T;ul1paElectric Company Aa Aa Aa An Aa
Utah 1'm..'er

""
Light Company A A A A A

I (1)

(2)

Northe~st Utilities. a holding company, does not have bonds which are
rated by Moody's. The operating subsidiaries of Northeast Utilities
have various bond ratings.
Bond rating suspended by Moody's.

r1,~IA

~llllrc,~of Information: Moody's Bond Survcy~ Moody's Puhlic Utility Manual



A'/~ragcS for Eight Barome~~r Group Electric Companies
Capitalization and Financial Statistics

1972-1976, Inclusive

Percent change in earnings per sh~re yearly
Dividend payout ratio

1~!!i5~tcJ Average Actual Capital Cost Rates (1)
Lung-term debt
Preferred stock

Ar~2<?~mtof C,~.p}tal Employed
Total pe~mancnt capital
Sh,)rt-tcrm debt notes payable
Total capital employed

Finil nc Ll1 !b t ios- -------_.~.------
LUllJIlgs/pr lee
:.kJ rkc t/average
DiN idend y ie Id

Harket Based
ratio (2)
book ratio

1976 1975 1974 (4) 1973 1972------ ---(Thousand ~f Dalla rs) ----
$831,218 $725,847 $626,371 $553,330 $477,22710,665 17,475 _66,545 33,558 23,976
$841,883 $743,322 $12.92 L916 $58.f~,-??~ 32.CL1".!103

7.2% 6.6% 6.4% 6.1% 5.9%
7.3 7.2 7.0 6.2 6.4

14.1% 17.9% 14.9% 11. 9% 10.9%
95.4 77.8 78.7 111.4 130.8
8.6 10.3 9.9 6.9 5.9
1.0 22.8 (9.1) 22.5

64.1 70.0 76.1 65.1 61.5

Percent Increase
1976 over 1972

CilrJit.:l1 Structure Ratios_--J _

B.:JsL,don total permanent capital:
1.ong-tcr:n debt
Pre'ferred stock
COlli:non equity

Based on total capital:
Total debt, including short-term
Preferred stock
Cu;n::;on equity

Ra t~=_l!i_YctlJrnon Average Book Common Equity
!{;! tc of !{ctll.rnon Average Book
ClI':::l<)l\E'lid ty Ov(:r Ind icated
~\!'r;I;:t.:..J:o!s:~l_L;.!:~d)tCost Rate

~:,''.'.:r;,~";~ ()
L.,i"rL' in(',l~e t"}>:C3: All interest charges
••.•: t '.. r i Ih'(,:W l.IXL:S: All interest charges
\;'''''1',,11: . S'I::I uf llllcrl.~t :lIla preferred

52.0% 52.6% 52.6% 53.7% 53.2%
13.1 13.1 14.2 13.0 12.5
34.9 34.3 33.2 33.3 34.3

100.0% 100.0% 100.0% 100.0% 100.0%==-== ---- =---===

52.6% 53.5% 57.8% 56.6% 55.6%
12.9 12.8 12.6 12.2 11.9
.34.5 33.7 29.6 31.2 32.5---- ---100.0% 100.0% 100.0% 100.0% 100.0%=:...::::::= ==----== =-==--:.= ==:..=:.-::.= -----
12.1% 12.3% 10.7% 11. 9% 12.5%

4.9% 5.7% 4.3% 5.8% 6.6%

2.8 2.6 2.1 2.6 3.1
2.3 2.2 2.0 2.3 2.5
1.9 1.8 1.6 1.9 2.0
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Averages for Eight Barometer Group Electric Companies

Capitalization and Financial Statistics
1972-1976, Inclusive

Exhibit FJH-6
Schedule 7
Page 2 of 2

(1) Computed by relating actual interest or preferred dividends booked to average of
beginning and ending debt or preferred stock reported to be outstanding.

(2) Adjusted to reflect 10% for market pressure, issuance and selling expenses.

(3) Coverage calculations based upon AFC (allowance for funds used during construction)
as reported in its entirety included as income.

(4) 1974 financial ratios are calculated excluding nonrecurring cumulative effect of
accounting change and extraordinary items to be consistent with prior years.

Basis of Selection:
The criteria used in the selection of this barometer group of operating electric

companies were to include those companies which operate in the continental United States,
whose common stock is actively traded, whose bonds are presently (as of year end 1976)
rated A by Moody's Investor Service, Inc., have a permanent capitalization between $350
million and $1.5 billion, and have at least 75 percent of their total 1976 revenues as
electric and no more than 35 percent of their electric revenues as industrial sales.

The names of the companies who comprise the group include:

Central Maine Power Company
Columbus & Southern Ohio Electric Company
Delmarva Power & Light Company
Florida Power Corporation
South Carolina Electric & Gas Company
Tucson Gas & Electric Company
United Illuminating Company
Utah Power & Light Company

Further items of comparison between the barometer group and The Potomac Edison
Company are shown below:

1976 Operating Revenues
($ Millions)

1976 Operating Revenues, Percent Distribution
Electric
Gas
Other

Percent of Electric Revenues as Industrial Sales

Average for
Eight Barometer
Group Companies*

$286.4

93.4%
6.0
0.6

100.0%

The Potomac
Edison Company

$209.0

100.0%

100.0%
33.8%

* There is only one company other than the eight listed that met this criteria for in-
clusion in the barometer group. New York State Electric & Gas Company met the criteria;
however, its bonds were rated Aa by Moody's until May 5, 1976 when they were downgraded
to an A rating. Therefore, the Company's historical financial profile is more repre-
sentative of ;in Aa rated company than an A rated utility. It was for this reason that
the :;ewYork St3te Electric & Gas Company was not included in the barometer group.

**Seven Company ;lverage for 1976. Data for Central Maine Power is unavailable. The
eight company average for 1975 including Central Maine Power was 24.0% industrial.

Source of Information: Moody's Public Utility Manual and Supplements
Companies' Annual Reports to Stockholders



~l('gl~<:..r:t.l._ l'mwr Syst~m. In.E~nd SI!.!)si~LL;~ri('s
, Capitulization and Financial Statistics
____________ 1_9?2-1976. Inclusive

AJn_l)lJ'r~S...2L_r.ap i t~_tJmr loyed
Total permanent capital
Short-term debt notes payable
Totul capital employed

In(!icat('d Average Capital Cost Rates (1)
Long-ter:m debt
Preferred stock

Financial Ratios - Market Based
--i~.1rnings/price ratio (2)

:'1;1 rketl average hook ratio
IJividentl yield

l'erecnt change in earnings per share yearly
Dividend payout ratio

1976 ]975 1974 1973 (4) 1972 (4)
(Thousands of Dollars)

$1,783,221 $1,613,646 $1,513,373 $1,422,396 $1,363;238
45_1400 90,781 48,950 40,475

$1.783!221 $1,659,04~ $1,60!.,154 B_t!!. Z..!.!} 4.~ $ ]~!~~()2.J.L1=-~-=

7.1%(5) 6.6% 6.2% 6.2% 6.1%
7.0 (5) 6.5 6.5 6.2 6.5

14.8% 17.6% 12.0% 12.6% 11. 7%
97.3 82.5 88.3 113.3 128.6
8.3 9.7 9.2 7.0 6.3

3.6 41.6 (23.6) (0.9) 9.3
63.1 61.2 86.8 61. 7 59.5

Percent Increas~
--l2..7 6 o~£!.-l 972

27.0%

16.4%
7.7

26.5%
(24.3)
31.7

5 Year Avera~
6.0%

66.5
C<l.r~,-~~!~.J>_~ructure R3 tios

j;;t::i<.:d on total permanent capital:
Lung-term debt
Prcf,:rreJ stock
Cmn;non e'1ui ty

Based on total capital:
Total debt. including short-term
Freferred stock
Cu;;)~IOn equity

R:lt~~~~urn on Average Book Common Equity
R:It(: of ikturn on Average Book
C(;~.::;()llEgaity Over Indicated Average
~!:.lJ~]_I_I.:2..~~Tl'..r:nDebt Cost R:lte

.c_~~,;,~r;;~~-2(3)
L", iOrl: inC,Hllctax(:s: All interest charges
,~_'.tl'r in,'u::1C taxes: All interest charges
()...•:r:ill cover;lgc: Slim of interest and

pr.:ferrL,d dividends

51.0% 54.7% 53.3% 54.0% 54.9% 53.6%
13.6 12.0 12.8 13.6 12.7 12.9
35.4 33.3 33.9 32.4 32.4 33.5

100.0% 100.0% 100.0% 100.0% 100.0% 100.0%== =-===--== =.-:.-.=.-:=..= =..".::..:=..= =-.=..-=.==- -_._--
51. 0% 56.0% 56.0% 55.6% 56.2% 55.0%
l) .6 11.6 12.0 13. ] 12.3 ]2.5
35.4 32.4 32.0 31 .3 31. 5 32.5-_._- --- _._- ----- -----100.0% 100.0% 100.0% 100.0% 100.0% 100.0%~:.~-== =.:-::..=.:--= =-=..:..-=.:.-'":: =--::-=.-:.;:"'= ===''='':= :;.. ..==.:.=.-=--==

13.5% 13.1% 9.8% 12.8% 13.6% 12.6%

6.4% 6.5% 3.6% 6.6% 7.5% 6.1% ~ V) :-r:
tJ r; ;-:
:r.l
r:: ~ !-.

3.5 3.2 2.5 2.8 c-c-3.0 3.0 •....c ...•... ~2.5 2.3 2.1 2.3 2.5 2.3 c ,.....,
::t:(,."

t ••2.0 1.9 1.7 1.9 2.1 1.9 I
:-
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Al1eg~~' p(W~~.:..tel~_L.!..~' .:lnd Subsidi.:lries
Capitalization and Financial Statistics

1972-1976. Inclusive-------_._--------~

Notes:

(1) Compu't,d by relating actual interest or preferred dividends
booked to average of beginning and ending debtor preferred
stock I"eported to be outstanding.

Exhibit F.JlI-(,
Schedule ()
Page 2 of 2

(2)

(3)

(4)

(5)

Based "n reported earnings per share and average high/low
market price of stock adjusted to reflect assumed IO;~ for
market pressure, l~suance and selling expenses.

Cover;q~t~ ca1cuLi,tions based upon AFC (allO\vance for funds
used during construction) as reported in its entirety in-
cluded ;15 income.

Capit;lllza\'"to~. \1~-l,,~inancial statistics for the years 1972
and 1"/J bo::.se.£. ;;,j.'in<171cial statements as originally reported
in ea,.-h ye;:""C,.

Annuall~ed cost at vear end 1976 to reflect issuance of new
secur 1 les 1at~ ie, ~b~'year.

Source of 1.llormation:
Compa1\\" I s Annual Repo,;:~,s to Stockholders
~foodyI" Investors Sertt:j"ct', Inc.
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Allegheny Power System, Inc.
Analysis of Public Offerings of Common Stock

Years 1974 to Date

Exhibit FJ!H,
Schedule 9

m
tJ

~a

m

Date of prospectus

Number of shares offered

Price to public

Underwriting discounts and
commissions

Gross proceeds to Company

Estimated Company expenses

Net proceeds to Company

Latest available EPS as revealed in
each prospectus (before new issue)
for twelve months ended

2-19-76 2-20-74
3,500,000 2,500,000

$19.500 $19.750

.563 .530
18.937 19.220
.037 .037

$18.900 $19.183

$2.52 $2.33
(12~31-75) (12-31-73)

Book value per co~non share
as calculated from each
prospectus (before new issue)
at

Earnings/net proceeds ratio

Net proceeds/book ratio

Pro fonna capital structure
based on total permanent
capital (after new financing)
Long-term debt
Preferred stock
Common equity

$19.70
(12-31-75)
13.3%
95.9%

52.5%
11.5
36.0

$18.58
(12-31-73)
12.1%
103.2%

52.2%
13.1
34.7

a Source of Information: Prospectus of each offering



Comparison of The Potomac Edison Company, Allegheny Power System, Inc.,
Eight Barometer Group Companies, and Moody's 24 Public Utilities

Relative to Fnctors Which Influence Quality of Earnings
Years 1972-1976, Inclusive

Source of Information: Moody's Public Utility Manual and Supplements
Companies' Annual Reports to Stockholders

Note: (1) Calculations based upon restated financial statements of the Company for 1975 and 1974 reflecting the
West Virginia revenue refund ordered March 5, 1976.
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Spot Indication of Market Based Common Equity
Cost Rate of Similar Risk Enterprises
\~ithout Regard to Impact of Growth

1976 Adjusted
Latest Twelve Current 7-6-77 Year Earnings/ Earnings/ Harket/

Months Reported Dividend Market End Book Price Book Dividend Book .,
Earnings Per Share Per Share Price Value Ratio (1) Ratio Yield Ratio

Allegheny Power System. Inc. $2.68 (3-31-77) $1.68 $21.625 $20.51 13.8% 13.1% 7.8% 105.4%---- --'---- -- ----
!.!ondy's24 Public Utilities (2) (6-30-77 Market Prices) 12.9% 11.9% 7.7% 105.0%--- --- =-~--- ---
Barometer Group of Eight Operating
EI~ctric Companies:
C('ll tr.31~l;linc Power Company $1.81 (3-31-77) $1.40 $16.50 $16.44 12.2% 11.0% 8.5% 100~4%Columbus [, Southern Ohio Elet. Co. 3.54 (5-31-77) 2.20 27.50 25.46 14.3 13.9 8.0 108.0De J ::lan:aPower & Light Company 1.45 (3-31-77) 1.20 14.50 15.01 11.1 9.7 8.3 96.6

IFlurida Power Corporation 3.70 (4-30-77) 2.28 33.375 31.01 12.3 11.9 6.8 107.6 I-'South Carolina Electric & Gas Co. 2.17 (5-31-77) 1.56 20.00 17.11 12.1 12.7 7.8 116.9 U1
t-.,)Tucson Gas & Elettric Compapy 1.84 (3-31-77) 1.16 17.00 12.85 12.0 14.3 6.8 132.3 I

Cniteu Illuminating Company 3.14 (3-31.-77) 2.44 27.875 28.42 12.5 11.0 8.8 98.1Utilh Power & Light Company (3) 2.13 (4-30-77) 1.56 22.625 .17.25 10.5 12.3 6.9 131.2--- ---
'Average 12.1% 12.1% 7.7% 111.4%--- ---

Not~s: (1) It is assumed that raw earnings/price ratio represents but 90% of the attraction rate since issuance. selling
expenses. and market pressure is assumed to .consume 10% of the pre-offering market price.

(2) Arithmetic average of individual ratios for each company in the group using latest reported earnings per share.
current dividends per share, 6-30-77 market price and 1976 year end book value per share.

(3) Earnings. dividends and year end 1976 book value adjusted for a 2 for 1 stock split effective 5-17-77. '

Source of Information: Hoody's Public Utility Manual and Supplements
Wall Street Journal

CI'lt"1
n :><:::-:::-
(';) ...
0-0-
C .•••
,....n
t:l

~•••.• c....,....:::
I
C'



IndIcation of Bare Rent Rate for the Usc of Capital Exposed to the Puhlic Utility Risk
and Sensitivity of Interest Rates to Annual Rate of Inflation

__________________ .J:~~_~_nJ:.Y._~~3_~~_~~ded_.l:.~_?l _

!.\~c..!agc_for Years

1953 - 57, inclusive

1958 - 62, inclusive

]963- 67, inclusive

1968 - 72, inclusive

1973 - 76, (3)

1977 - (4 )

COLUHN A
Average Yield on Moody's

Aa Rated Public Utility Bonds (1)

3.39%

4.38

4.84

7.56

COLUHN B----Indicated Average Rate-
of Inflation (2)

1.18%

1.50

1.98

4.62

COLllHN C------Indicated Bnre Rent
Rate for Use of Capital at

Low Secured Risk (A-B)

2.21%

2.88

2.86

2.94 I
I-'
U1
W
I

(1) Distributed yields as published by Moody's Investors Services,. Inc.

(2) As measured by the annual change in the Consumer Price Index as published by the United States Bureau of Labor
Statistics.

(3) Average rate of inflation for the four year period was 8.0% (6.2% for 1973, 11.0% for 1974, 9.1% for 1975 and
5.8% for 1976) or well beyond the expectation of investors or forecasters. Thus, average interest rates under-
stated tIle impact because the average cost rate for public utility bonds rated Aa was about 8.8% for the four
years ended 1976.

(4) The average rate of inflation as indIcated by the increase in the Consumer Price Index is expected to be at least
6%. Thus, it is indicated that ]ong-t('rm quality bond yield will averaee about 9%. Such a rate of inflation
appears to be a floor since recent announcements of the Office of Management and Budget now indicate an increase
of 6.7% in the Consumer Price Index (December 1976 over December 1977).



Comparison of Interest Rate Trends.
for Investor-Owned Public Utility and Industrial Companies

Y,,::lrs 1970-1976 and 1977 to Date-------

Ana Rated Aa Rated A Rated
Public Public Public

Yt":!rs Utilities Industrials Spread Utilities Industrials Spread Utilities Industrials Spread

1970 8.31 7.77 .54 8.52 7.94 .58 8.69 8.33 .36
]971 7.72 7.05 .67 8.00 7.23 .77 8.16 7.61 .55
1972 7.46 6.97 .49 7.60 7.11 .1.9 7.72 7.36 .36
1!.i73 7"•.60 7.28 .32 7.72 7.40 .32 7.84 7.63 .21
197~ 8.71 8.42 .29 9.04 8.64 .40 9.50 8.90 .60 II-'
1975 9.03 8.61 .42 9.44 8.90 .54 10.09 8.21 .88 U1

ol:>o

1976 8.63 8.23 .40 8.92 8.59 .33 9.29 8.88 .41 I
J:wlIary 1977 8.14 7.77 .37 8.41 7.90 .51 8.61 8.28 .33
Fl"~ruary 1977 8.21 7.86. .35 8.46 8.06 .40 8.65 8.33 .32
}lar t:h 197 7 8.27 7.92 .35. 8.49 8.07 .42 8.70 8.40 .30
J\pril 1977. 8.21 7.86 .35 8.51 8.05 .46 8.71 8.39 .32
}I:J y 1977 8.22 7.87 .35 8.49 8.06 .43 8.71 8.39 .32
June 1977 8.12 7.77 .35 8..37 8.00 .37 8.58 8.33 .25

!;()lC: All yields are distributed yields.

Source of Information: Moody's Investor Service, Inc.
(Public Utility r1anua1sand Bond Surveys)

._,..', •..... ,..- .•.'~~--..--.,.



Tabulation of Change in Earnings Per Share for S&P 400,
Hoady's 24, Eight Barometer Group Companies and Allegheny Power System

for the Years 1976-1967

E;lrn!.!!g~£r Share Pcrc.£ntChanp,c in Enrninr,s Per Share
St.!' Jfoudy's 24JC) B:l1"(ll11cter GJl~{C) APLmL-- S&P ~~'S 2.!~_ llarometer Cl!:..:.- APS

"{'-';j r !.OJL{fl _(AL -i!lL -iAL (B) (A) -D!L 1,00 -i.~L _i!.!_) _ (t\ ) (B) -(~)- _.{ls.L _~6"1
_ ._-

(1.5%) (3.4%)1~76 $3.23 $2.71 $1.83 $2.71 $1.72 $2.35 22.3% 8.0% 10.2% 3.6% 1.n~
1975 2.64 2.51 1.66 2.75 1.78 2.52 2.31 (11.7) 3.7 13.7 20.6 49.6 41.6 57.11974 2.99 2.42 1.46 2.28 1.19 1.78 1.47 18.7 (4.3) (13.6) (9.5) (26.1) (23.6) (23.4)1973 2.52 2.53 1.69 2.52 1.61 2.33 1.92 33.3 (2.7) (6.6) (1.6) (16.1) (0.9) 11.6
1972 1.89 2.60 1.81 2.56 1.92 2.35 1.72 18.9 10.2 5.2 21.3 20.8 9.3 4.21971 1.59 2.36 1.72 2.11 1.59 2.15 1.65 4.6 5.8 (1.7) (5.4) (14.1) 5.9 3.11970 1.52 2.23 1..75 2.23 1.85 2.03 1.60 (13.1) (0.9) (l0.3) 1.4 (5.1) 6.8 6.0
1969 1.75 2.25 1.95 2.20 1.95 1.90 1.51 (1.1) 5.6 1.0 7.8 7.7 6.1 2.719()8 1.77 2.13 1.93 2.04 1.81 1.79 1.47 9.3 0.9 (0.5) 5.2 0.6 4.1 (3.3)
1%7 1.62 2.11 1.94 1.94 1.80 1.72 1.52

Years 1976-1967. Inclusive
Average (1) 9.0% 2.9% (0.3%) 4.3% 1.5% 5..9% 6.6% ~\'ariance (2) 249.7 24.7 82.] 116.1 513.5 276.5 453.9 U1

U1Standard Deviation (3) 15.8% 5.0% 9.1% 10.8% 22.7% 16.6% 21.3% I
Coefficient of Variation (4) 175.6% 172.4% 3033.3% 251.2% 1513.3% 281.4% 322.7%
(1)
(2)

(3)

(4 )

(A)
(j', )

(C)
(IJ)

Sum of percent change value + 9.
Sum of the squared differences between the actual data and the average divided by the number of .items less 1. i.e., S&P
400 in 1976 shows 22.3% and subtracting the average, 9.0%, from this is 13.3% which wh~n squared is 176.89. This is
added to similarly calculated n~~bers for the other years, and the total squared difference for S&P 400 is 1997.83 and
1997.83 + 8 = 249.7.
The square root of the variance J249.7 = 15.8. In a normally distributed set of data about 2/3 of the values would fall
between the average plus one standard deviation (9.0 +.15.8 = 24.8) and the average minus one standard deviation (9.0 _
15.8 = (6.8».
The standard deviation divided b~ the average x 100 (for S&P 400 it is 15.8 + 9.0 = 1.756 * 100 = 175.6): This is a
"rJcrcentage dispersion" value and enables two series of data to be compared as to their variability. Simply looking
at the amount of the standard deviation does not permit this. If, for example, one series of data consisted of values
in the tlwusands, the standard deviation of this series might be 2.500. Another series of values in the hundreds
ni2,ht have a standard deviation of 150. Comparing the two standard deviations is not meaningful. Computing the
c(;effici~nt of variation eliminates the effect of the absolute values of the data and enables a comparison.
Ll:-::lo;:.5 used in the calculation include AFC.

. £:trn1a,;s uSl.d in the calculation exclude AFC.
Arlth::h:ticaVerage of individual earnings per share of each company in the group.
Llrl11nl;sper share as or191n3]ly reported in each year.
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Historical Earnings Rate on Common Equity
Measured at Book Value for S&P 400, and the Annual Rate of

Inflation as Measured by the Change
in Consumer Price Index - 1967-1976

Exhibit FJH-6
Schedule 14
Page 2 of 2

Rate of Return on
Average Book Common Equitv % Change in

S&P 400 cpr

1967 14.5% 2.9%
1968 14.3 4.2
1969 13.4 5.4
1970 11.5 5.9
1971 11.1 4.3
1972 12.0 3.3
1973 13.8 6.2
1974 14.6 11.0
1975 12.6 9.1
1976 13 .6 5.8
Ten-year average 13.1% 5.8%
Five-year average,

ending 1971 13.0% 4.5%Five~year average,
ending 1976 13.3% 7.1%

Source: Associated Utility Services" data
U.S .Ocp to of Labor Handbook of Labor Statistics
Federal Reserve Bulletin
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The Potomac Edison Company - Virginia Jurisdiction
Summary of Cost of Capital

for December 31, 1977

Exhibit FJH-6
Schedule 15

Type of Capital

Debt

Preferred Stock

Common Equity*

Cost Free Capital

Cost of Capital

Capital
Structure Cost Post-Income Tax
Ratios* Rate Weighted Cost

50.6% 7.75% 3.92%

10.4 7.58 0.79

35.7 14.50 5.18

3.3 -0- -0-

100.0% 9.89%

Use 9.9%

Indicated levels of fixed charge coverage and rate of return to be experienced on
common equity, if attrition would occur at a rate of 1/2 of 1% of the overall cost
of capital and the Company only achieved an overall rate of return of 9.4%:

Pre-income tax coverage of interest charges (1)
(14.46% + 3.92%)

Post-income tax coverage of interest charges
(9. 40~~+ 3.92;;)

Overall coverage of interest charges and
preferred dividends (9.40% + 4.71%)

Indicated experienced rate of return on common
equity (9.40% - 4.71% = 4.69% + 35.7%)

3.69 x

2.40 x

2.00 x

13.14%

(1) Achieved overall tate of return of 9.40% less debt component of 3.92% pro-
duces a 5.48% return component for preferred stock and common equity.
5.48% + 52% (the complement of a'48% statutory federal income tax rate)
produces 10.54% plus the 3.92% debt component equal 14.46% pre-income tax
overall rate of return.

From Schedule 1, page 2 of 2, for December 31, 1977.
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Exhibit FJH-6
Schedule 16

The Potomac Edison Comp~nv - Virginia Jurisdiction
Indicated Maximum Opportunity and Likely Achieved Return on Common Equity

and Maximum Likely Achieved Coverages of Fixed Charges
Based on Requested Rate of Return

Debt 50.6% 7.75% 3.92%
Preferred Stock 10.4 1.58 0.79
Common Equity 35.7 14~12 (1) 5.04 (1)
Cost Free Capital 3.3 -0- -0-

100.0% 9.75%*---

(1) Company has requested an overall rate of return of 9.75% which. after
fixed capital costs, leaves a weighted component for common equity of
5.04%. That component divided by the common equity ratio equals the
opportunity cost rate of 14.12%. .

Indicated maximum likely achieved levels of fixed. charge coverage and return on
common equity based on requested overall rate of return and attrition of only
1/2 of 1% of the overall cost of capital occurring. Thus. the maximum likely
achieved overall rate of return would be 9.25%.

Pre-income tax coverage of interest charges (1)
(14.17% ~ 3.92%)

Post-income tax coverage of interest charges
(9.25% ~ 3.92%)

Overall coverage of interest charges and preferred
dividends (9.25% ~ 4.71%)

Indicated maximum likely achieved return on common
equity (9.25% - 4.71% = 4.54% ~ 35.7%)

3.61 x.

2.36 x

1.96 x

12.72%

Note: (1) Achieved overall rate of return of 9.25% less debt component of
3.92% produces a 5.33% return component for preferred stock and
common equity. 5.33% ~ 52% (the complement of 48% statutory
federal income tax rate) produces 10.25% plus the 3.92% debt
component equals 14.17% pre-income tax overall rate of return.

;
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l<ute of Hctl1rn Statement
For the Twelve Months ~)dcd December 31, 1916 I'.:~~

"

"

I'~...
~

I•....
0'\
o
I

trJ
><

After Proposed After
Staff Hate Pl'oposed

Mj"stlllcntB Increase Rutc ITlcrease
COl. (II) Col. (5) -col. (G)

$29,181.228 $3,825,3f30 $'B, 006 ,608

$11,39:i,2l9 $ $11,39~,219
2,53A,113 2,53,l1}
2, 2(,(i, 995 133,8H8 2,1100, flA3

1~?,079 16,612 213,691
6A~,81)6 1,163,9112 2,1111',,'(98
32 I,9}'0 32'1,9110

_.51l...z.991 'ill 991
}23,711,1')3 ' P,91lI,Ij112 $25,1>11< lJ'h

$ 5,1150,035 $1,~)lO,938 $ 1,3(,0,9"(3

2,H20 2,H20

..~2~1!1~1.1_:?!2__.._ H.21~L2.3.8 t1_,jI)~.]5)
._ t(51_:g:8J ~)'(J.._ _.... ._,.... ~'(')•.21J!.?Xl

" .2JI'f, 9.1B~

Virginia Staff
Jurlndlctlono.l Ad.1u:;tlocnts
-c;c)l. (2) -nor:-(3}

$29.1~6~o02 $ 35,226

TilE PO'rOMAC EDISON COMPANY

113,392 ~H20

.! jI1,0l~2t~l~l}--.~5._t}~)2._~~~~__._~t'!!-Q.•.'!.!li-
J19d!.!.}l~LlJl-- .$'(~~l.lI~..1~!~.__....f _lQ'l.g7.5.

1.'{l'f, '(.Ul~

'I'otal
Company

Per Huoks
Col. (1)

$20A, 99'~, IIAl

J ,E::H1: Cl,'. rllL.t.hlC Contributions
(/Iclor F.l.'l'.)

Net OpcruUIlt:, ]/Ii.:ufllc-At1Ju:;t(~d

Op~rt\U nil Revenues

~",r'llt1rl/'. Rever,l1e Deductions
(jp.iriit.~&-j;hl nt.enance EXp.
1l<:!,n:cluUolI I!cAmorllzution
'l'aKe:; utilel' '!'l.lU' JIICOUIC Tuxes
:HutI:: 1/ICOllle 'l'ax~l;- PCII/lsyl vania
Ft;<Icl'ul l/lcolllt: 'l'u.xt:8-Gurrcllt
'1,'",)",.,,1 11IC'')IIlC 'l'I.xe(i-~ferred
l"Vcb tn;i.:lIl 'l'ux Crudl t-Nct

( ) U;:llotca Ncgu.t1 Vf; AIIIOllflt



\,;x.hlb1t No.
Wltnt:flfI: Lefil-
Stllt"menL II

1 01' 3

'j'" ,'"ric •..t l'"wcl' Supply Al'.rt:l::,n"nt charge8 witll 11 t1xed charge I'ate
t"""lA "II 9 l/'l;t l"utl: of l"ctul"n.

$

Dlft'erencecol:-"pij

1

PER S'['AFF
AilJiio""£iiient----

No. AIIlOWlt
-Co~-:T21- coT:Cn

$ (736.869) $ (736,0(,9 --~Staft' dId not make thls adjufltmellt;
see explallution for Adj. No. 1.

211.2113 2 $ 266.921
(57.676) -T"'"'" """"'" '0" pol!" "'&'"",'recog ••l,zcd 1\.111 WlrJUl11eri'cc.t of

(4'(.57'1 ) (61.322)
wa~.:: iheI'Ci1:H:U viet: only the effcct-

3 13,748 -- 1ve ltI11ounl. .

85.690 4 85.690

9,125 5 9.125

2'f3.762 6 273,'(62

21.300 7 21.3°0

(891I,998)--~Sim11ar tlale occurred 1n 1977, to
Oh10 (';d1BOII, therefort:. not con-
flldt:l"ed lJy Staft' to be nOIl-r.::currl11e

$ 35.226 (35,226)--(SLa1't' In.1t1uted tlllfl lAdju:ltlllcnL baSt:.
(on uudit f111dlllgll.

C@~~-=.-=.-=--=--_-_'-.:..-::-==~r,=,J2;22():=l=-~I2Ji5~~??D .

'I'v Ill.!,,,,, 11Zl: wut.:c ll1en'U:H::'" gl"t'lltcd dUl'ln~ th" teu t purlo11 und
tv j",.1'lo::ct the lAII/lul&lurllvUllt of 1977 "'uge 1Ilcn,u",cu.

'I", ro:l'lcet "",,-hult" 01' l:<Itllllut."d I:xjJt:I'lJea of tllltl rute cuue.

'rv rcrl"eL 1')'('( levul of eupac1ty cllul'ge umlel' tile Power Supply
J\cn.;(;Juclll.

T" 1I1I:I'cl"'': l"cVt:IlUCrel'lt:ctlllg a cuutomer rerund lApp11clAlJle,to
l'frj, !lut ',o"lIeO durJ.ng th.: telit per10d.

"1'•• Uli"lIulJ ZI: chullt'." 1•• luu(,r expCII'H' I1lutrllJu ttOIi due to
':JI!-~11It.:t:1"1Jlg t.1.llIc uludy.

'J'u 11I.I.IIUJI~.e eXI'" ••",e;; u;;'IUcJated wIth I"eductloll of jJeruollllel
,h, J"JlIg 1'/{i, a",1 tv I't, nee t lilt, ""lIuul Itlll0Ulit fOl' 19'77.

OI,,:"U t 1 (JU LlII\J Mdt t.tcuttncc E:"..1J(:flUC~

_.''I,{;'r;~';IiOV(:''c,,:..tu'iliJ-iioC"I1[c(l'wH:Fi uule of jJower to Gcnerul Publ1c
IJI.1l1lt":i ~y",I.(;1IItilld t •.> reflect tile BuL,It1tution of ecolloloy
tn; •••lI",tl(.lI~ wi th othcr uLl11tlcfl rt:pl"c:3ent1t.g lA(lorLloll of
1""dlle':U 1.I,'.•I't-tCI1I1 uul(;", tl.ut would Le sold UB econolllY ellergy.
::,,(: AoJ.1u"t"'l:llt II". 1 uLoVI:. '

!:!l'~r!..'.~l!,~!!(;~~~E.
'1'u t:lI, ••I/lllLt: the ubnol1l1lAlBales to tile OenerlAl l'ubl1c Ut1lltlefl

:;y",tUI' which uccurred dUl'lllg tile LesL perlod.

'1'" u',"llull;:" th" dcCI"Cll:.actil ('UI't D or the lu",,,r fupply /lgl'eement
(lad!'; I'<,w"'"'J'rulI"u,hlUioll :,.::rvlcc). - 8 (49,2'(1) 119,271 --~!ltaft' 1nit1ated this adju8tmentbase

C(y8)-;1-23r--, --L~21!!:!;205--rL't3r;:221J) on aud1t 1'11ll11ngs. .~
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"".1.':'0 .•. :,.~,,~~ -aD iii. - -
exhitolt No.
W1tneli8: Lc'fiI-'
Stnl"llIent 1I

'filE PO'l'OMJ\C EDISON .c0!1.PANY 2 of 3

V~1.nla Jurisdictiollal
Reconc1l1nt1oll of-=-coiiijianf-ilrid-S~at-r J\djustmen ttl

Per
cornpU(lr

-Coi. T

PI'R S'I'AFJo'
Al.lJiisfiiien-t-----

No. Amoluit
-CoY;--T2r . cOCO)

D1fferencoCor;--rrr
!!::l'l'~(;,~~_tl~~

'I'v reflect the am.ual depl'eciation app11cable to pollution equ1p-
1II,""tll,;li.ul"d III CO/Jstl'uc.t1on Work In Progress at 12/31/76 and
til" J,/'uJt:ct"d J'llll.ll cout of Iluch pol1ul1ul equ1pmellt being placed
VI, .:xl1;t1I.g 1lt.l.lUOIlS In 1')'('(. $ .__. 2..... _, .L_!2!?Q.() ~ __(19Ig<?Ql--iAdJUlltm'~J1t rt!cognizcB non-revenue pro-

ducing cout of 1notal1111g pollution
control equipmell t.

-- !DUC to dl 1'fel'.ellce in Il.bOve.l'eVE:llue anJ
eXpel/ue ad,1:.1.: $-930,2:-11 + 731.528 +

. ~02.1'l'l + 19.200 ~$122.6'ltl x ,l15:t =
$552.

(1.258)--(Co. did not reflect revenue Adj.• No. ~
(above: $35.2~6 x 3.57%.

1.258

300.91611

10

(300.916)--{CO. reflected pr.epaid State Oro:;1:! Re-.
c"illtu tax In rut" louse in nccol'dlwee
wIth lln,v1oull Conullisslon pullcy.

-------------.--.r30~1~~.'$-T3b2;i1!!>
$ (3.203) 12 $ 0,755) $ . 552

'I'u 11.,~r•..Q:lt: r.l'u:JO r.<;cdpll:! lax eo offlletpng the removal of prepaid
:;tul" ,,-f'C.:,Gf'"",,1pl,; luX Crulll thE: rute Lillie, lind to reflect book
lltll eXI'"II"e 1.l:Jtodll~ tol.l:;-.:u<.ill teut yeuC' (1976) f'"VelJUeu 1IJstend
.,,(' p.-l.,1' Y"bC"U (1')7') l'eVe"UE::!.

:!t~~t.\.: }1:~:'I.rJI'-= '~:~.x_':~.~.. ~}~P!';.~Y~~'!'~!~!~_
'b,x "ff".:t of l.lLove lidJu!>tlllcntu lit rate of .• !lS:t.

'j';.aXc:'; tJl ht.,. 'llt,'lIl ]11(;(1111(; ']IU)'t;ll
""'T;:j J",cr"ll:i~;utafelZ;'o:iii--rccclpts and speclul taxell to ('enect the

llt.uV" ud.lulltl.,,"t (No.2) to revenue ($35.226 x 3.5'r~). $

In calculatlllg ~'. 1.'1'. Ule Start' uUlJ.;"..;
llJ!-,.L:uC'clll.ll'gt:exemptioll ap!') IculJle tu
the f'll'st $50,000 of taxl.lto1e l"coUle.
[)ut: to dIrf""","ce 111 libovt: rO::Vl.;lIl1t:fl! ••J
eX(Jt:n:J<; udJ:.I,: $-930.2211 + 731,528 +
302.1711 + 1~,200 - 552 ~ $122.126 x
J18~ = $5U,620.

13.500$ (13.500) $13

t.b2~9~ n~ 1!.r2lQ,~.lt;l..-_ ....:.__ ...:..-

LJJ!!~~1.-_._-_.j{ 1112,!!!1L.1.-.--7~ 120
LJJ68 .l~221. .__ $~(l'.!!1,.!l!.u.,$ 50,°1&

'" f

fi. t i. .....t 1•.::. l' .~.'

:;'l ('l':~':,lll,t Il,<:"'~'!;!'!',,£~_~rA~'!!:..l\.!.!Jt,l~~!"~~

:,.1 lo. " •.•.. H"1.:o:l ••1.,~'~'l~,;J~ !!.~~~ (:.!~!~~.I!I'-"~~h ~~:...2)

10, it" j'ld 1I,l:tlf(j'.: '1'c.l1••.~U:
T.; ,1.•;r~;J:i~I.{,y."a Ly tin' tuIlUUIlt.of tile tax snvillgs l't=uu1t1ng frolo $

lI,.: L-u•.~.:t..:lI'f.C e.xeullJl lOil.



I!:xhib1t No.
WiLnes",: Le1"s-
SLuLement II

3 of 3

PEn S'l'AFF
mUll tiiitillt-----

Nv. Amount
-COl~{2} c<>'1:-(j)

p,"~!.l'(:,"l.y Itchl for ~'UtUl"E: U:)e
_."-'l'i:;-r",;,fi.ic~-hoF<':rtYlreliffor Io'uture Use excluding all s1tes

J ,,<: ludell 111 l.I,f: IlCcoullt U8 of Dec"mber 31. 1976 1I0t 8cheduled
{'UJ" II'"''' lIurJlIg Lhe t'wr years following the end of the test
1"'1'10<1. 15 $(153.637) 153.637 --(Staff initiated thIs adJustmt::nt ba••ed

(all audit filldillgs.
COl,:Jt' .•.•,'thA' WUJ"k JIl PrlJt:l'<:us .
- '1',,' 11,(","<:£,":;(;' c:-'-w:'t~f>:-by-ttlc projectt::d flnal coilt 01" pollution

rud 11 t teu I"cl,,~ placed on exis tillg aLI1t1vlltl in 197'(. 16 197.000 (197.000)--(See Adjuutmellt No.9.

60.91217(20.369) 81.281 --~DuC to dirl't::I."IICl:: ill II.bovc eXl't:lIse
adju:ltmeIlLu: $"(31,528 x 1/9lh "________ . .__ $81.281

" 11 ,,".~""c.1','1' W~H'~1,,~ .~~LJg~!
'J'" ",lJuCll Clluh workillg Cllpltld by olle-ninLh of the I1bove
"dJu:J 1.1",," t", Lo 01'crsLillj! eXpellllE:s.

I
I-'
0\
W
I

1Jellotl::8 Negative AJOOUllt



Exhibit No.
WitllUUU: 1.<:1'1.1-
Statement V

TI!!:: PO'!'Q.MAC_ED.!SONCOMPA~X

CapItal Structure and Cost of Capital
_____ .A!! ..2!:.. !?~c~JI\b~!._2!~._1~[(~ _

3.25<},t
3.125
~.375fI.6:!')
11.62?
5.875
7.000
7.625
9.500
8.3'f57.5008.625
11.000
').25°

I
I-'~
~
I

Return
CO~Ollel\t
Col. -{5r-

5.000
6.000

~~l

4.875 '/.2
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OPENING REMARKS OF COMMISSIONER SHANNON

5 •

NOTE: The matter is called to be

heard at 10:02 o'c1eckA.M. on March 28,

1977 and begins as follows, viz:

CF_~IP.MANSHANNON: On January 10,

'1.977 Potomac Edison. Company filed its

~.nnualRevie\., dat.a with the Commission for

~he twelve months ending September 30th,

1976 and its projections for twelve months

to end on September 30th, '77.

In a cover letter, the Company,

pursuant to 56~240 of the Code of Virginia,

requested authorization to place in effect for

electric service rendered on and after

March 1, 1977 a surcharge to produce

additional gress revenues of a million

ninety-two thousand five hundred seventy-

four dollars .

The surcharge, if permitted to

become effective, would result in a 4.274

percent surcharge on existing rate schedules

except for space heating and water heating.

The surcharge tar=if for space and

water heating schedules would result. in an

SUE TRAYLOR. COURT REPORTER
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6 •

8.548 percent surcharge.

Potomac Edison contends that it

is earning substantially less than the

8.75 percent increase which was authoriz-

ed by this Commission in its'May 29th,

1975 Order in Case Number 19410. In that

case, the Commission authorized an over-

all rate of return of 8.75 percent, and

it authorized 12 percent on equity.

Those rates became effective, as

I recall, on June 9th, 1975.

The Commission s~spended the sur-

charge until May 1, 1977. It directed,

by its Order of February 17th, 1977,

that a public hearing be held at this

time and place for the purpose of receiv-

ing evidence from the Commission Staff

and from the Company regarding the just-

ness and reasonableness of the proposed

surcharge.
Also, the Company was directed to

give Notice of the proposed surcharge,

and that Notice provision was spelled out

in t."eOrder.

SUE TRAYLOR - COlJRT REPORTER
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OPENING STATEMENT OF MR. RIELY

12.

shortly available in this case as a
result of the Staff's ongoing Ex Parte

investigation.
I believe that this information

should be made a part of the record in
this proceeding. I, therefore, request
that the Commission order the record in
this proceeding remained open until such
information has been filed and direct the
Applicant to file its report in Case
Number 19811 as part of this proceeding.

As I/noted earlier, this report
(

is due to be filed no later than April the
1st, so the granting of this request will

;/
not substantially delay this proceeding
and will provide the information -- excuse

./

me, and will provide the Commission with
the most current information available on
the issue.1of this proceeding.

Thank you.
CHAIRMAN SHAi.~NON:Mr. Riely.
MR. RIELY: If it please the

Commission, I have very little to add.

I point out that the Company's figures

SUE TRAYLOR. COURT REPORTER
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13.

show that an increase of a million
ninety-two. thousand five hundred
seventy-four is required to produce a
8.75 rate of return.

Mr. Vassar's figures show that

the cost of capital at September 30,
1976 is 8.83 percent, using a 12 per-
cent rate of return on equity. And if,

on his figures, the 8.83 percent produces
a requirement of additional revenues of
a million eighty thousand dollars --

almost a million eighty-one thousand
dollars -- so that we are about ten
thousand dollars apart, which is not
something we propose to argue about.

It seems clear to me that the
Company, under the Annual Review procedure

that has been initiated by this Commis-
sion, is ~ntitled to this rate increase
of a million dollars and a little more.

And we ask that it be put into
effect on that basis and as soon as
possible.

Now, in a word, we are not going

SUE TRAYLOR. COURT REPORTER
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14.

to argue with Mr. Vassar. And, secondly,
we are certainly not going to argue with

.
Mr. Wittine, who doesn't address what's
going on in this case but is giving us
some advice and guidance with what shall

happen in the next case.
And, in e~sence, Mr. Witfine is

saying that we should narrow the rates

between the special electric water heat-
ing and electric heating rate and the
special Monterey rates, which the Cornmis-

sion "wili recall is a result of the merger
of Monterey Utilities and Potomac Edison.

And we are all in favor of that.
The question is, as you will see

from Mr. Wittine's testimony, as to how
far to go. We want to go all the way,

but it seems to us that going all the
way in the next case may produce inequitable
increases on a very small number of

customers.
I don't know whether the Commission

has seen the test"imony that we prepared

or not --

SUE TRAYLOR. COURT REPORTER
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Nicol - Direct

MR. RIELY: Eleven.

18.

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

CHAIRMAN SHANNON: There are eleven

exhibits.

All right. Mr. Nicol's direct

testimony will be identified as

Exhibit JWN Number 1 with eleven

attachments.

MR. RIELY: All right. You mean

his testimony or his exhibits?

CHAIRP.1AN SHANNON: Well, the whole

packet has been identified as Exhibit

JWN-l.

MR. RIELY: All right, sir.

BY MR. RIELY: (Continuing)

Q Now, Mr. Nicol, turning to Page 3 of

your testimony, are there a couple of minor errors on

line 26 and 27 that have been changed?
20

21
A

Q

That is correct.

To lead you a little bit, shouldn ,.t.there
22

23
be periods instead of commas in line 26, three five two

point one seven nine; and, in line 27, five three four

point three two 0; is that correct?
25 A That is correct.

SUE TRAYLOR. COURT REPORTER



Q Now, your testimony shows in Exhibit
Number -- Attachment Number 7, they are calling it

now, a million ninety-two thousand five hundred
seventy-fo~r dollars of additional revenues required
to earn an 8.75 percent rate of return; is that

correct?

Q Now, Mr. Nicol, you have supplied
this morning to the Staff material requested in
Commission Order Number 19811, dated February 18th,
1977, have you not?

A Yes, I have.

Q Now, what does that show in Item Number 3

A That is correct.
Q Now, would you turn to your Attach-

ment 11. What does that show?
A Attachment 11 shows that if you are

usinq the current embedded cost at September 30th,

1976, and using the return on equity which is allowed
in the prior case, which is Case Number 19410, the
rate of return, then, would be 8.83.

Q Now, turning back to your Attachment
Number 7, the rate of return per books unadjusted for
the twelve months ended September 30, 1976 was what?

A 8.17.
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Nicol - Direct 19.
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February would be an abnormally high period; is that

BY MR. RIELY: (Continuing)
Q What period -- when you take twelve

months ending any particular period of the year, what

period of the year is likely to produce the highest
rate of return?

company.

the 8.17 percent shown on Exhibit Number 7?

20.

Normally, January and February.
In other words, twelve months ended

COMMISSIONER BRADSHAW: A what?

MR. RIELY: A summer-peaking

That is correct.
Now, is your Company a summer-peaking

And that is the figure comparable to

Nicol - Direct

It shows a rate of return of 8.28

A

Q

WITNESS NICOL: No, it is not.

It's a winter~peaking company.

A

Q

Q

A

company?

percent.

for the unadjusted rate of return for the twelve
months ending February 28th, 1977?
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A 7.72.
Q And that is 425 basis points below the

September figure?
A That is correct.

MR. RIELY:' If it please the
Commission, Mr. Owens has asked that this

material be filed. I don't have copies
of it.

A That is correct.

Q That is because of your winter sales?
A That is right. Usually, our winter

peaks, of course, exceed our prior winter peaks,
realizing, of course, the twelve months ending would
always be January and February the highest if you
picked that period of time. But, January and

February are normally our high peak months, and this
is when the peaks occur, usually in January.

Q But for the twelve months ending

December 1976, what was the unadjusted rate of return,
as shown on Item 3?
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Nicol - Direct 21.

14

25

I can make copies of it.

CHAIRMAN SHANNON: Suppose you make
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indication.

A Well, hopefully sometime around

Ma would be mv taraet date but they see~ to have a way

CO~~1ISSIONER SHANNON: Mr. Flippen?

CROSS EXN1INATION

BY MR. FLIPPEN

Q Mr. Nichols, you have considered

these two surcharges as designed to produce interi~ rate

relief, I presume, as I read your testimony. Is that

correct?

A That is correct.

Q You are in the process of preparing

fo~ a permanent rate appl~tion?

A That is correct.

Q Would you indicate to us the

earliest date in which that application dould be filed?

MR. RIELY: May I indicate it for you,

Mr. Flippen?

MR. FLIPPEN: No, you may not.

WITNESS NICOL: As soon as we possibly

can get the information together.

BY MR. FLIPPEN

Q Well, I think you must have some

23Nicol - Cross11
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yes.

Q My concern, Mr. Nichol, is that

we don't hit the rate payers with two rate increases

immediately. So I will assume that May the 1st would

be the earliest, and take you at your word that it would

be more than likely late in May that you would file, so

we would be talking about a hearing some time in the Fall.

A That would be my understanding,

Q All right, fine. Mr. Nichol, for

the year end 1976, over 1975, Potomac's operating

expenses per Company 'increased about 26 percent. In

fact, they increased from 102.5 million year end 1975,

to 129.4 million for year end 1976, which is approximately

26 percent increased in operating expenses.

Could you indicate to the Commission

generally what caused expenses -- operating expenses

Q Around the first of May?

A Well, not -- I can't be that

definitive. I would say some time in May.

Q Your Honor, may I have just one

second with Mr. Vassar?'

COMMISSIONER SHANNON: Yes, you may.

BY MR. FLIPPEN

24Nicol - Cross2

of alluding me.
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I was curious if the Company's obviously

anticipated its debt offerings for some time. When you

filed your application in January, why didn't you file

for permanent rate =elief at that time rather than for

an interim rate relief under annual review?
A Well, based on what we see our

coveraqe to be, and that of course is based on our

BY MR. O~lENS

Q On page 12 of your testimony,

you state that you elected to proceed under annual review

for the proposed rate increase because you needed prompt

relief, and I believe, as your prefiled testimony

indicates, you give basically two reasons; one, is

the reason given is actually your bond issue, which you

anticipate to be some time in November, this bond issue

will raise approximately 35 million dollars, and there

will be two uses of the proceeds of this 35 million

dollars. 9.5 million will be used to retire maturing

debt, which comes due in December or January.

The remaining 25.5 million dollars will

be applied to your construction program.

You have also advised the Commission

that you may be. filing for permanent rate relief as

early as May.
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ago.

Q Have you revised that projection?

A No.

Q Has the results of January convinced

you that this figure should be revised? Do you anticipate

that?

Q You just state that you are project-

ing ahead for your earnings coverage through September.

When did you make that projection?

A I guess it was maybe a month or so

40Nicol - Cross18
projection as of September 1977, we see our coverage as

being about 2.2 times.

We see the possibility that the test that

we have to meet for the coverage as 12 months of the last

15 months. We figure that probably will be reduced to

12 months ending September. If"we see that there may be

a possibility that our coverage would go down, so therefor,~,

we need dollars to be cranked into our income statement"

so that our earning~ would be there to stand the test

as of September 30, 1977, as opposed to a full-fledged

rate case, where probably you would see a delay or

effective date of the rate increase not until maybe

six mon~~s hence or something, or seven months from the

filing date.
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what the bottom line result would be with such a

revision?

A That's a must. Of cour se, that has

to be met.

A That is right.

Q I believe in response to Mr. Flippen's

question, you gave him a figure on how much of your

financing, your construction program financing, you

expect will be financed externally.

Can you give me that figure again? I

did not catch it.

A Well, I said that we anticipate that

internally we ~.,illbe able to generate anywhere between

thirty and forty percent, so that would then leave

anywhere between sixty and seventy percent to be able

to -- outside financing.

Q I take it when you plan your future

financing, you also plan alternative financing.

For example, with this bond offering

you anticipate in November, I assume that if the bond

offering should be postponed or cancelled, you've

already made alternative plans for financing the

retirement of the debt; is that correct, the two debt

issues?
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Is that November date pretty much

fixed? Is that the near side or the far side of

when you would propose to go with the offering?

A That is the date that has been

earmarked. That is the month of November.

Now, of course, I would assume that

as we approach that date if the market -- if the bond

market is favorable, I think we may try to accelerate

it. By the same token, if the bond market is not too

favorable, it could be postponed.

Q Would the Company be able to finance

internally the retirement of the debt coming due in

January and December?

A That possibility exists. Of co?rse,

absent the bond market, absent preferred stock, and

we, of course, look to the parent company for an

influx of capital.

Q Uh-huh.

A As indicated, the '77 plans are that

our parent company -- I think the figure is something

like twenty-five million dollars that they propose to

buy of common stock.

Q Right. That was in your prefiled

testimony.
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Nicol - Cross 45.
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Nicol - Cross 46.

2

3

But there are some limitations as

to how much postponement you could make.

4 Q Do ya'll anticipate rising interest

5 rates between now and ~-

6

7

8

A

read, yes.

Q

From what little I've been able to

If the ,Company were not authorized

9

10
11

12

'.3

rate relief as requested in this proceeding -- I believe

you've answered this question previously -- you would

be able to find alternative means of financing for

retirement of the two debt issues that expire in
, 'November -- I mean, excuse me, December and January?

14 A Well, I wouldn't let me answer the

15

16

17

,18

question this way. I~don't want to convince the

Commission, or make my answer predicated if we don't

get this rate relief that we won't be able to refinance
/

/

those bonds; I don't think that would be a fair response.

19

20

21

22

Q

alternative to

A

Q

So that obviously there would be some
,/

That is true.

,What I guess I'm trying to get at is,

23

4

25

I see really two purposes of the bond o=fering which

you use as one of your primary reasons for requesting

rate relief. One is the retirement of debt, and the

SUE TRAYLOR. COURT REPORTER
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Nicol - Cross
second one is your construction program.

Now, both of these are anticipated

events. They certainly aren't sudden or unexpected.
Now, I was wondering, really, what the

urgency of the Company was in filing for a rate relief

under Annual Review rather than postponing or filing its
request for.permanent rate relief at an earlier time?

A My response, as I made to Mr. Flippen,
was the fact that we need, as we see it, we need dollars
to start to come in, so that when we stand a test for
our bond finance or indenture coverage we have some
dollars that are in there. That will provide us the
coverage to sell the bonds.

Q Wouldn't it have been possible, though,

to move back your request for permanent rate relief
from May to, say, March; or whenever, and still have
adequate time to generate enough earnings to increase

your coverage ratio?
A No, I don't think so. I think that our

best estimate as to when we could file a full-fledged
rate case, number oneinumber two, our best estimate
as to when the Commission would be responsive to that
rate request, in other words, with a final Order as

to when the effective date would be.

SUE TRAYLOR. COURT REPORTER



MR. OWENS: Thank you. That's all.

Again, our best estimates were that

was too far down the pike; that was too far down the
road to have any significant effect on what we were
trying to accomplish by having, you know, additional

revenue made available so that we could increase our
chances of passing the coverage tes~.
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49.
REDIRECT EXAMINATION

BY MR. RIELY:

o Mr. Nicol, if you can't sell your bonds

can you continue your construction program?
A No, sir.
o Mr. Nicol, I hand you a document and

ask you whether you can identify it?
A I can identify it, yes. That's the

Annual Report for the Potomac Edison Company, 1976.
Q Would you please turn to Page 3, and

would you state the total operating expenses for 1976?
A Total operating expen$es for 1976 were

one hundred seventy million nine hundred nine thousand
dollars.

o What were they for 1975?

A One hundred thirty-eight million five
hundred sixteen thousand dollars.

Q Would you accept, subject to check, that

is an increase of about 23.3 percent?
A I would accept-that subject to check.
o Now, what are the major items of that

increaSe? Is not fuel one of them?
25 A Fuel is one.
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two million dollars, wasn't it?

50.

Of those two figures, is that what you

How much did that increase approxi-

So the total increase was about thirty-

Approximately six million dollars.
How about purchased and interchange

Nicol - Redirect

Q

A

are saying?

That was an increase of roughly
seventeen million dollars.

Q

mately?

A

Q

power, net?

A

1

2

3

4

5

6

7

8

9

10

11

12

twenty-three of that thirty-two; is that correct?

MR. RIELY: If it please the
Commission, I don't have anymore copies
of this thing. But, since this matter has

been brought up I would like to introduce
this as an exhibit.

CHAIRMAN SHANNON: All right. We
will identify this as Exhibit JWN Number 4.

'.3

14

15

16

17

18

19

20

21

22

23

"'4

25

Q

A

Q

A

Of the total operating expenses?
Okay. Right. That is correct.
Those two figures increased about

That's correct.

SUE TRAYLOR. COURT REPORTER
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Vassar - Direct 58.
2 go ahead and identify it for the record.
3 Let's identify it as EMV-5. And,

4

5

6

7

8

9

10

11

12

then, his so-called exhibits that are

attached to that will be attachments,

referred to as attachments rather than

as exhibits.

BY MR. FLIPPEN: (Continuing)

Q Mr. Vassar, based on your Annual Review

.of Potomac Edison, do you have a summary statement that

you would like to make?
.3

14

15
pages.

A

Q

I have a short statement, several

Please proceed.
16

17

18

19

20

21

22

23

4

25

A My report covers the Company's operations

for the twelve months ended September 30th, 1976. The

company is requesting a temporary surcharge in the

amount of a million ninety-two thousand five hundred

seventy-four dollars, .,.,hichit contends is necessary to

increase its earnings to the level authorized in the

last rate case.
In its decision of that case, the

Conunission authorized a return of 12 percent on equity

capital and an overall return of 8.75 percent.

SUE TRAYLOR. COURT REPORTER



Col~~n 3 reflects the adjus~~ents

Column 2 reflects Virginia jurisdictional

amounts. Net operating income adjusted is six million

thirty-nine thousand a hundred eighty dollars, and when

related to the year-end rate base of seventy-three

million eight hundred twenty-nine ~~ousand eight hundred

fifty-one dollars, it produces a book rate of return of

8.18 percent.

As a result, the Company was granted

an increase of two million six hundred seventy-three

thousand eight hundred sixty-eight dollars and

authorized that the new rates be put into effect

for service rendered on and after June the 9th, 1975.

Staff Exhibit AR-l is the rate of

return statement for the Annual Review period. Column 1

shows operatipg revenues, operating revenue deductions, ,

and a rate base on total company basis.

Net operating income adjusted is

thirty-eight million five hundred fifty thousand four

hundred forty-four dollars, and when related to the

year-end rate base of four hundred seventy-eight

million eight hundred seven thousand seven hundred
fourteen dollars produces an 8.05 percent rate of

return.

1

2

3

4

5

6

7

8

9

10

11

12

•.3

14

15

16

17

18

19

20

21

22

23

.4
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Vassar - Direct 59.
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Vassar - Direct 60.

2

3

4

5

6

7

8

9

10

11

12

_3

14

15

16

17

18

19

20

21

22

23

25

applicable to Virginia operations. They serve to

decrease net operating income by sixty-eight thousand

three hundred ten dollars and decreases the rate base

by ninety-four thousand eight hundred twenty-three

dollars.

After reflecting these adjustments,

the adjusted Virginia rate base rate of return in

Column 4 becomes 8.10 percent.

The only significant difference in

the adjustments made by the Company and the Staff was a

one hundred one thousand one hundred seventy-seven

dollar adjustment made by the Staff to lower recorded

Virginia State gross receipts taxes for the Annual

Review period. These taxes were overstated by that

amount.
Column 5 shews the effect of the

Company's proposed increase of a million ninety-two

thousand five hundred seventy-four dollars.

Net operating. income would be increased

by five hundred forty-five thousand seven hundred

eighty-six dollars.

After reflecting the proposed rate

increase, net operating income in Column 6 becomes

six million five hundred sixteen thousand six hundred

StJE TRAYLOR. COURT REPORTER
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,
Vassar - Direct 61.

2

3

4

S

6

7

8

fifty-six dollars. And when related to the year-end

rate base of seventy-three million seven hundred

thirty-five thousand and t~'lenty-eightdOllars, produces

a rate of return of 8.84 percent.

This compares to a year-end cost of

capital of 8.83 percent as shown at the bottom of

column 4 in Staff's Exhibit AR-6.

9

10

11

12

Q

Mr. Vassar?

A

That is now Attachment 6; is that correct

Attachment 6.

For informational purposes of rates of
3

14

lS

16

17

18

19

20

21

22

23

4

2S

return based on thirteen months average rate basis are

shown on the last line of Staff's Exhibit AR-l.

One other matter I would like to comment

on is the prepaid Virginia State gross receipts taxes,

a component of the rate base. The Company reflected

nine hundred twenty-five thousand five hundred twenty-one

dollars, compared to ~~e Staff's amount of eight hundred

sixty-seven thousand three hundred fifty-nine dollars,

a difference of fifty-eight thousand one hundred sixty-twc

dollars.

In arriving at this amount, the Staff

used the aggregate of the four prepaid installments made

by the Company during the Annual Review period, 12/15/75,

StJE TRAYLOR. COURT REPORTER
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Vassar - Direct 62.

4/15/76, 6/15/76 and 9/15/76. This is the method

customarily used by the Staff.

The Company's amount represents a

combination of these four prepayments plus twenty-five

percent of the balance due payment made in May 1976,

which is not considered by the Staff to be a prepayment.

In conclusion, it appears that the

Company's shortfall in Annual Review earnings of a

million eighty thousand nine hundred forty-seven dollars,

as calculated by the Staff on Page 7 of my report, is

material enough to warrant the Commission's consideration

of the Company's request for rate relief at this time •
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TESTIMONY OF MR. McCARDELL

31.

JOHNM. McCARDELL, a ~itness called by and

on behalf of the Applicant, having first been duly sworn

by the Bailiff, testified as follows:

DIRECT EXAMINATION

BY MR. RIELY:

9
Q Mr. McCardell, would you please state your

10
name and residence?

11
A John M. McCardell, 1156 Terrace, Hagerstown,

12

13

14

15

16

17

18

19

20

21

22

24

Maryland.
Q What is your occupation?

A I ~ the Executive Vice president and

General Manager of The Potomac Edison Company.

Q Mr. McCardell, has your testimony of

Q And if I were to ask you the questions

shown in that testimony, would you give me the answers

shown there?

A Yes, I would.

••
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WITNESS: MR. McCARDELL

35.

Page 2

1 A. Yes. I have testified on behalf of The Potomac Edison Company in Case

2 Nos. 19410 and 19139.
3 Q. Please outline the testimony you plan to give today.

4 A. I shall try to cover the same general subjects as I did in our prior rate

5 cases by providing an overview of The Potomac Edison Company and its request

6 for rate relief. More specifically, I shall briefly describe the Company's

7 service and area, corporate structure, the trends of electric consumption

8 in the service area and the construction program necessary to meet customer

9 needs, its rate history as a background to the present request, and finally,

10 the principal reasons for instituting these proceedings. I shall note in my

11 testimony those subjects which will be more fully described by other witnesses

12 on behalf of the Company.

13 Q. Mr. McCardell, have you prepared an exhibit which will illustrate the matters

14 you intend to discuss in the course of your testimony?

15 A. Yes, I have had prepared under my supervision an Exhibit continuing for 6

16 pages bearing the indentification "JMM-l".

17 Q. Please describe Potomac Edison's service area.
18 A. In Virginia, Potomac Edison supplies electric service to all or part of

19 Albemarle, Clarke, Culpeper, Fauquier, Frederick, Greene, Highland, Madison,

20 Orange, Page, Rappahannock, Rockingham, Shenandoah and Warren Counties, and

21 the City of Winchester. The Company served approximately 49,237 retail

22 customers at the end of 1976 in this Virginia area of approximately 2,095
23 square miles which has a population of about 115,700 people.

24 During 1976, the test year in this case, Potomac Edison also served

25 adjoining portions of Pennsylvania, Maryland and West Virginia. The entire

26 territory served by the Company for this period covered approximately 8,610
27 square miles, contained over 260,000 retail customers, and had a population
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a part.

Corporation Commission in Case No. A-459.

its Pennsylvania service territory to West Penn Power Company, an affiliate,

Generating Station. This property exchange was approved by the State

Page JWITNESS: MR. McCARDELL

Plesse describe. Potomac Edison and the corporate structure of which it is

in exchange for a portion of West Penn's ownership interest in the Harrison

of about 660,000 people. Effective January 1, 1977 Potomac Edison transferred

Line
No.

1

2

3

4

5

6 Q.
7

8 A. The Potomac Edison Compa.ny is a Maryland and Virginia Corpora tian which

9

10

11

12
,13

14

15

16

17

18

19
20 Q.
21

22 A.

23

24

25

26

27

during the test year also operated in Pennsylvania and West Virginia. As

mentioned, effective January 1, 1977, the Company no longer supplies electric

service in Pennsylvania. It is a subsidiary of Allegheny Power System, Inc.

Potomac and its sister operating companies, Monongahela Power Company and

West Penn Power Company, also subsidiaries of Allegheny Power System, Inc.,

opera'te as an integrated multi-state electric system. Bulk power supply,

engineering, computer, information services, and other aspects of system

operations more economically or better done centrally for all three

operating companies are functions of Allegheny Power Service Corporation,

an integral part of the Allegheny Power System and also a subsidiary of

Allegheny Power System, Inc.

What are the advantages of operating the Allegheny Power System as an

integrated multi-state system?

This method of operation results in economies such as (1) pooling available

generating capacity to reduce operating costs, (2) planning additions to

generation and transmission capacity, (3) realizing economies of scale,

(4) augmenting the reliability of bulk power supply, (5) maximizing the

usefulness of specialized engineering skills, (6) making directly available

throughout the system technical know-how, experience and information to



area.

our area.

Virginia ratepayers .

of conservation efforts now appears to have been a temporary one-time

37.
Page 4

-194-
WITNESS: MR. McCARDELL

through an FPC approved Power Supply Agreement which will be described by

in disproportionate capital investments by one participant, costs involved

improve methods and the quality and dependability of service, (7) attracting,

training and holding skilled personnel of all kinds, and (8) achieving cost

are allocated equitably by contractual arrangements of the participants

facilities can be designed to achieve an economy of scale which no single

on the basis of engineering studies of the entire Allegheny Power System

fact that it permits us to locate generating stations and transmission lines

I would like to emphasize that one of the principal benefits is the

participant alone could enjoy. Since, at certain times, this could result

savings through consolidation of commonly needed services.

and best available sites without regard to state lines. Moreover, such

in both energy usage and demand at a level higher than national averages.

Mr. Nicol. This method of operation provides significant advantages to our

by customers and in part to a downturn in the regional economy. The effect

Please describe the requirements for electricity in the Company's service

In late 1973 the growth rate lessened due in part to conservation of energy

believe the future needs for electricity will resume the historic pattern of

growth at a rate slightly less than experienced in the past. However, even

For several decades, the pattern of use in our area has been one of growth

occurrence, and renewed increase in electric usage is now apparent. We

a slackening pace in growth will require a tremendous construction program in

order to expand facilities if we are to meet the future electrical needs of

Line
No.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15 Q.
16

17 A.

18

19

20

21

22

23

24

25

26

27
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38.

Page 5

1 Q. What is the basis for your conclusions about the future requirements of

2 the area?
3 A. We conduct continuing studies forecasting usage and power demand ten years

4 into the future and recently filed with the Commission a Ten-Year Forecast

5 of our power supply needs. The forecasts are based on mathematical analyses

6. of historic trends adjusted for the demographic and economic factors of our

7 service area. In making the forecasts we consider ipformation ranging from

8 plans of our industrial customers to appliance saturation surveys we conduct

9 every other year. We try to analyze factors that would either decrease or

10 increase past trends. For example, we have considered the probable effect

11 that conservation efforts will have in decreasing usage over the ten-year

12 period. Likewise, we have recognized the fact that shortages of new gas

13 supplies and other fuels will cause increases in the demands on electricity.

14 Our recent experience has been that an increasing number of the new housing

15 units built in our service territory are electrically heated. This trend

16 will have a tendency to increase electric usage in the future.

17 In summary our studies estimate that energy needs of Potomac Edison's
18 present service area from January 1,' 1977 when the PA territory was

19 transferred through 1986 will increase by over 7570. This forecast

20 represents an average annual compound growth rate of about 6.570, well

21 below historic trends. We forecast that the annual peak demand, which

22 is the highest one-hour demand on our system in the course of a year, is

23 expected to exceed 2,650 megawatts by 1986, representing an average
24 annual compound growth rate for the 1977-1986 period of about 770, which is

25 also below historic trends.
26 Q. What construction will be necessary to meet these customer requirements?

27 A. To meet such needs Potomac Edison will require over 1,100 megawatts of
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period to assure adequate electricity to our customers.

a total present estimated cost of about $1.33 billion for the 1977-1986

new generation as well as other transmission and distribution facilities at

How does this compare with the Company's recent construction program?

results forced the Company to stretch out c~nstruction of our Pleasants

During the five years ended December 31, 1976, Potomac Edison made gross

lower than they should have been for the period because poor financial

expenditures for plant of about $45 million per year. Expenditures were

until 1980 when we estimate expenditures will rise to about $150 million a

Generating Station. Expenditures are estimated at about $90 million a year

Line
No.

1

2

3

4 Q.
5 A.
6

7

8

9

10

11 year. Details are shown on page 1 of my exhibit.
12 Q. How does Potomac Edison pay for this construction?

13 A. We must pay for it in cash. Assuming we are able to generate 40% of such

14 requirements from in ternal sources, we must raise the rest from external

15 sources. This means that the Company must permanently finance electric

16 facilities by selling bonds, preferred stock and common stock. As part of

17 its Ten Year Forecast filing, Potomac Edison projected the earnings needed

18 to be able to successfully finance its construction program together with an

19 estimate of the revenues needed to achieve the target level of earnings. Mr.

20 Frank J. Hanley will supply details on our capital structure and the cost

21 of that source of capital.

22 Present earnings levels are simply not sufficient to attract at

23 reasonable cost the external capital needed to provide adequate electric

24 service to our customers. We are requesting and must receive adequate rate

25 relief in each of the jurisdictions in which the Company operates in order

26 to successfully finance our construction program.

27 Q. What will be the effect if the Company is not permitted sufficient earnings?
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1 A. The result will be that the construction of new facilities will be delayed

2 or indefinitely postponed. Inevitably these construction cuts will adversely

3 affect service to our customers. In 1976, Potomac Edison experienced only

4 four (4) negative days. A negative day is a day on which Potomac Edison does

5 not have, and cannot obtain from its affiliates in the Allegheny Power System,

6 energy sufficient to provide continuous electric service to its customers.

7 As detailed in our Ten Year Forecast filing we estimate that without adequate

8 rate relief, the total of negative days for Potomac Edison by 1985 may be as

9 high as 226 if no generation'after Pleasants can be financed.

10 Q. What rate relief has Potomac Edison been granted in Virginia?

11 A. The Company has only had two previous rate increases in Virginia. The most

12 recent permanent rate relief was in Ca'se No. 19410 whereby Order issued

13 May 29, 1975, the Company was granted $2.7 of a requested $3.4 million

14 increase. Temporary rates in that case were effective August 1, 1974. More

15 than ~NO years have elapsed since that last permanent rate increase in

16 Virginia went into effect.
17 On January 10, 1977 the Company applied for a rate surcharge pursuant

18 to Section 56-240 of the Code of Virginia. The surcharge requested was

19 designed to raise the rate of return to the 8.75% authorized by the

20 Commission in Case No. 19140. By Order entered on April 1, 1977 in Case

21 No. 19810, the Commission granted a surcharge to permit the Company to

22 collect temporary additional gross revenues not to exceed $960,000 annually.

23 This rate surcharge was placed into effect for all service rendered on and

24 after May 1, 1977.

25 Q. What rate relief do you seek in this case?

~6 A. We are requesting $2,865,380 in rate relief over existi~g tariff levels and

27 propose to make permanent the prior temporary increase in rates of $960,000
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Why has this proceeding been initiated?

amounts to a 13% increase in revenues which would actually average only

for a total permanent rate increase request of $3,825,380. This request

about 6.5% per year since our last rate increase two years ago.

Page 8WITNESS: MR. McCARDELL
Line
No.

1

2

3

4 Q".

5 A. We continue to have the same goal as in prior cases. We are seeking rates

6 which will permit an earnings level sufficient to attract capital from

7 investors. We particularly need earnings sufficient for a fair return on

8 the common equity investment in the Company. We must achieve these goals to

9 be able to finance the construction program I have described. Without that

10 construction, we will be unable to provide for the demands of our customers
11 in the future.

12 Q. How will the requested increase in electric rates affect families in your

13 service area?

14 A. Much has been said in recent rate cases about what effect increasing costs

15 are having on the family budget. Page 2 of my exhibit shows a long-term

16 comparison of the increase in the cost of living index compared with our

17 average cost for a residential kilowatthour. While our average cost has

18 turned upward in recent years, it is obvious from this chart that increases

19 in other parts of the family budget that go into the composite cost of

20 living index have far exceeded the increases in utility costs over the

21 long run.

22 Closer scrutiny of the components of the cost of liVing index substantiates

23 these facts as shown on page 3 of my exhibit. All fuel and utility costs,

24 including electricity, heat, light, water and others, make up only about

25 5.4% of the average family budget. The electric bills show as only about

26 1.4%. I recognize that these are national averages and realize that for

27 many low-income customers and elderly people on limited fixed inc~es the
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1 percentage of utility costs may be much higher and the burden much greater:

2 To the extent such burdens should be lightened, that challenge should be

3 met by government agencies already established to provide assistance to

4 such needy persons not only for the increasing utility costs but also

5 for the much greater burden that such people are bearing due to tremendous

6 increases in the cost of food, shelter, clothing and the other necessities

7 of life,

8 Because the Bureau of Labor Statistics figures on the cost of utilities

9 in the average budget seemed so low to me, I asked our people to make

10 another comparison. They reported that the median family income in our

11 Virginia service area during 1975, the most recent figures available, was
12 about $10,592 a year. Comparing this with the average residential electric

13 bill of about $310 for the twelve months ended December 31, 1975, we find

14 that for the average Potomac Edison customer the electric bill is about

15 3% of income, Again I would point out that these are averages and should

16 not make us lose sight of the many low income people whose electric bills

17 are a much greater percentage of their income and who may need governmental

18 assistance to meet all the increased costs of living,

19 Now let us review in a little more detail the history of Potomac

20 Edison's average residential rate per Kwh as shown on page 4 of my exhibit.

21 You will note that this was 5.44 cents per Kwh in 1935 and 3.40 cents per

22 Kwh in 1976 and rising. Not many other things are lower in unit cost now

23 than they were forty years age. Assuming a constant 1967 value of the dollar,

24 the effect is an even more dramatic change from 13.2 cents per Kwh in 1935

25 to 2.0 cents in 1975. Of course, we all know we cannot spend 1967 value

26 dollars any more, but this comparison clearly -shows the present cost of

27 electricity 1s still lagging far behind the genera1 inflation rate
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finance future needs.

ments of the Company and its customers.

inadequate?

The test period is the calendar year 1976.

Page 10WITNESS: MR. McCARDELL

What rate of return do you request in this proceeding and how much does

this require in annual rate increases?

Wha~ is the test period for the present case?

manner consistent with principles established by the Commission it was

annual review which measured Potomac Edison's financial performance for

our most recent rate case of 8.75%. Even more important is the fact

Our rate of return and earnings level were last established by the

Virginia of 8.01%. This contrasts to the rate of return authorized in

the twelve months ended September 30, 1976. Adjusting book figures in a

determined that the Company.earned a jurisdictional rate of return in

that the allowed rate of return in our previous case which included

Financing costs remain at relatively high levels compared to our

a more current test year basis if we are to meet the present-day require-

an unrealistic base for rates today. Our rates must be reestablished on

Commission for a test period ending September 30, 1974. That period is

of fixed income capital causing an erosion of earnings. That erosion is

that necessary financing steadily increases the Company's embedded cost

heightened by inflation which continues ,in almost all areas of our costs.

present embedded"cost of fixed income capital. The "inevitable result is

Yes. A clear illustration of this fact are the results of the Company's

only a 12.0% return of equity is simply insufficient to attract capital to

Is it your position that the rates authorized in your last rate case are

as reflected in the declining value of the dollar.

Line
No.

1

2 Q.

3

4 A.

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19
20

21

22

23

24 Q.

25 A.

26 Q.

27
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1 A. We seek an overall rate of return of 9.75% on our terminal rate base during

2 1976. The request is near the bottom of any present day zone of reasonable-

3 ness for such returns. In fact, Mr. Hanley recommends 9.9% as a fair rate

4 of return.
5 The rates we have filed will produce an annual increase of $3.8 million.

6 Percentage-T,olise,this amounts to an increase of about 13% over the total

7 revenues from Virginia customers during the test year.

8 Q. What are the reasons for the Company's repetitive requests for rate relief

9 since 19701
10 A. The principal causes continue to be the same as those which have plagued us

11 since the beginning of this decade. The chief culprit is inflation. Another

12 significant cause is the many new government regulations which require us to

13 spend dollars on items not previously necessary.

14 There have been inflationary increases in costs of materials and

15 supplies used in the daily operation of our 'business. There have been

16 inflationary increases in construction. The increases did not cease in 1974
17 at the end of the test period in our prior case. They have continued,

18 practically unabated, since that test period. As a result, our average cost

19 of constructing a mile of 7200 volt line in Virginia in 1974 was $5,565 and

20 it hai risen to $7,274 this year. In 1970 it was $3,367.

21 Numerous other examples could be given but I am sure that the Commission

22 and our customers are aware of the impact of inflation. We have detailed

23 many of the aspects of inflation in previous cases before the Commission. I

24 would like to note, however, that the impact of inflation has been magnified

25 in capital intensive industries such as ours as a result of long-term

26 inflationary trends. When the 30-year-old bond issue with 3% interest

27 cost came due in 1974, ,andwas replaced by a new bond issue at 11%, the
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1 interest cost almost quadrupled. Likewise, every time a 30-year-old pole

2 that may have cost $10 is replaced by a new pole which may cost $50, the

3 rate base and the financial needs increase. These increases are related

4 not to the inflation rate in anyone year, but to the long-range inflation

5 rate.
6 Page 5 of "Exhibit JMM-l" shows the increase in cost per kilowatt of

7 capacity of our most recent generating stations as well as our most recent

8 estimates of the cost for the Pleasants Station now under construction in

9 West Virginia. This station will cost over 2-1/2 times more per kilowatt

10 than our last station, Harrison. As new and more expensive facilities are

11 continually brought on line at higher unit costs, our previously authorized

12 rates based on lower unit costs simply will not cover the cost associated

13 with such new investment. Unlike many businesses, we can't immediately
14 increase our prices to reflect increased prices. As a regulated b~siness,

15 we must seek Commission approval of price increases and this has resulted

16 in our repeated requests for increases to this and other Commissions .

..17 Q. Have environmental protection requirements affected costs?

18 A. Certainly. They are a prime example of the new requirements I mentioned.

19 The high cost of compliance is particularly significant in construction of

20 generation stations. In addition major expenditures are necessary to make

21 older plants comply with changing pollution requirements. Through December

22 1976, Allegheny Power System had made capital expenditures of approximately

23 $206 million for environmental facilities. Potomac's share of this was

24 approximately $54 million. Details including estimates for future expendi-

25 tures are shown on page 6 of "Exhibit .]MM-l." This does not take into

26 consideration the cost of operating such facilities after they are placed

L7 in service. Likewise, it does not take into consideration the increased
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1 expenses associateG with purchases of different fuels to meet pollution

2 regulations.
3 Q. Are you implying such pollution control equipment should not be required?

4 A. No. Reasonable protection of our environment is a necessary part of our

5 everyday life. I do believe, however, that our customers should be aware of

6 the enormous costs involved and that such costs do not increase Kwh sales to

7 Potomac Edisoo's customers. Rather, environmental facilities frequently use

8 substantial amounts of energy themselves, thereby increasing our costs because

9 an increased portion of our generation must be used to operate such devices.

10 Also, such devices involve extra operating and maintenance costs. Even in

11 the absence of further inflation, requirements for new expeditures such as

12 these and similar ones for non-revenue producing facilities necessary to meet

13 modern standards of reliability and beautification would result in large

14 construction programs.
15 Q. Are there any major factors other than inflation and requirements for non-

16 revenue producing facilities .that have led to the necessity of further rate

18 A. I have previously mentioned the growth in customers' power demand. I also

19 mentioned briefly the cost of capital but I would now like to highlight a few

20 aspects of capital costs.

21 Q • Please do so.
22 A. While there has been some reduction in the cost of money since the testimony

23 in our last rate case, the cost of senior securities remains at a very high

24 level as shewn by our financing since that case. In June 1976 we sold $25

25 million of first mortgage bonds at competitive bidding at an annual interst

26 rate of 9~%. We also sold 150,000 shares of cumulative preferred stock at a

27 dividend rate of $9.64. In September 1975 we sold $30 million of first
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1 mortgage bonds at an annual interest rate of 11%. These sales indicate that

2 our current cost or capital remains high--considerably above our embedded

3 cost for senior securities. The embedded cost is likely to increase for

4 some years ahead because maturing issues of bonds with low interest rates

5 will have to be replaced by substantially higher cost securitie~. Part of

6 the proceeds from the bond financing in September 1975 were used to

7 permanently refinance $17 million of 3% bonds maturing the previous year.

8 In the next five years we will have to refinance at the current interest

9 rates three issues of maturing bonds bearing interest rates ranging from

10 3-1/8% to 3-3/8%. These refinancings and the financing of our construction

11 program will force us to seek long-term capital at a time when many other

12 sectors of the economy will also be seeking increased amounts of such

13 capital. Competition for the available capital funds will be keen.

14 Investor~, anticipating further inflation, will continue to demand a high

15 rate of return on fixed income securities, such as bonds and preferred stock,

16 in order to protect the value of their investment. For these reasons we

17 expect that for the foreseeable future the embedded cost for senior

18 securities will continue to be considerably higher than present embedded

19 costs.
20 Common stock capital for Potomac is actually raised by our parent,

21 Allegheny Power System, which issues offerings of its own common shares to

22 the public. Allegheny Power System has invested large amounts of common

23 stock capital in our Company during recent years. This common stock financing

24 was absolutely necessary to maintain a capitalization ratio proportional to

25 the ever increasing debt represented by senior securities. Our Company's rate

26 of earnings for this equity capital must increase so that we bear our propor-

27 tionate share in the return on equity which Allegheny Power must earn if its

28 shares are to be attractive investments ror the general public. Mr. Hanley
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1 will supply further details on the increasing cost of equity.

2 In the years ahead our Company and the other utilities operating in this

3 state need hundreds of millions of dollars of new capital money for construc-

4 tion benefiting Virginia customers. But the individuals who must supply

5 these millions of dollars are not missionaries. They are people just like

6 you and me from all over America, indeed from all over the world, who have

7 thousands of choices of places to invest their hard-earned savings. It is

8 sheer folly to expect that they will continue to risk their savings in any

9 regulated business unless the regulators allow them an adequate rate of

10 return. In this regard the Commission's responsibilities to the people of

11 the State of Virginia are as great as ours.

12 Q. Mr. McCardell, are you convinced that your Company is operating efficiently

13 and that your costs are under effective control?

14 A. Yes. We have continued the many stringent cost control procedures detailed

15 in testimony in our last several rate cases. In 1972 we hired Arthur

16 Andersen and Company to conduct a study of our utility operations. The

17 firm made a comprehensive study and as a result made three significant

18 suggestions, all of which involved the utilization of computers in improving

19 our management system. We are in the process. of implementing these recom-

20 mendations which will require substantial time, effort, and expenditure.

21 For example, we have installed a uniform customer accounting system for

.22 computer application in our Southern Division which serves our Virginia

23 customers. The system will enabie us to more quickly and efficiently

24 manage our customers' accounts resulting in better service at lower cost.

25 An indication of the effectiveness of our continuing cost control efforts

26 described in the audit by Arthur Andersen and Company as "control by scarcity"

~7 is shown by the productivity gains detailed on Schedule 7 of Mr. Nicol's exhibit.
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1 In the efficiency of its use of fuel in generating electricity, Potomac

2 Edison and its associated companies in the Allegheny Power System ranked near

3 the top in a comparison prepared by Electric Light and Power magazine in 1975.

4 Out of 100 utilities, Allegheny Power System, of which Potomac Edison is a

5 part, was rated number 8.

6 Q. What is the most significant problem now facing your company?

7 A. Our most serious problem is the large gap between the forecasted cost of

8, electric facilities that should be constructed to meet future demands of

9 customers on the one hand and the costs we can foresee the possibility of

10 financing from regulatory decisions in recent rate cases. Rate increases

11 have simply not been large enough to-cope with increasing costs.

12 The question is whether we can build the facilities needed by our

13 customers. The estimated cost of such facilities simply cannot be financed

14 by present rates. We will not have enough money unless there is a significant

15 movement toward more adequate rate relief very soon. While I dislike the

16 role of a prophet of doom and gloom, I think our Company and the Commission

17 have a mutu~l obligation to our customers that must be recognized clearly

18 and met head.on now. Our problem as a company is that we have the awesome

19 responsibility of providing electric service now, five years from now, and

20 ten years from now. The Commission has the responsibility to provide a

21 regulatory climate in which it is possible for us to finance the physical

22 facilities necessary to provide that electric service. Short-term palliatives

23 such as deferring construction on the Pleasants Station will not help either

24 of us to meet our responsibilities.

25 We must begin providing facilities to meet the rising electrical demand

26 now. We need six to ten years' time between the time when the need for a

7 power plant is forecast and when it actually begins producing power. The
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1 Commission must begin providing rates which will enable us to finance the

2 rising construction costs for those facilities now. As I stated previously,

3 we foresee the need for a construction program costing an estimated $1.33

4 billion in the ten years following the test period to provide service to our

5 customers. We cannot finance those facilities on mere hope of obtaining

6 adequate rate relief after they are completed. The large financial commit-

7 ments that must be made now cannot be made without reasonable expectation of

8 our being able to honor those commitments. For us to do otherwise would be

9 irresponsible and unrealistic.
10 From now on, we are going to estimate what rate levels we can reasonably

11 expect in the future based on this and previous cases. By projecting the

12 funds we can then reasonably expect to have, we will match those funds with

13 the best construction program we believe they can finance. If this program

14 falls short of customers' demand, curtailment programs will become necessary.

15 Not only the public, but also the Company and the Commission must live five

16 or ten years from now with the way we discharge our mutual responsibilities

17 now. We believe prompt approval of our proposed rates by the Commission is

18 essential for both of us to meet our responsiblities successfully.

19

20

21

22

23

24

25

26

27

NOTE: Thus concludes the prefiled

direct testimony of John M. McCardell.



1

-208-

McCardell - Cross 78.

2 is the way I look at it.

3 Q This Company was noted in opening statements

4 by various counsel was granted rate relief under annual

5 review effective May 1 which was approximately five months

6 ago.

7 Can you state why the Company is requesting

8 additional rate relief at this time?

9 A Yes. Well, first of all, we were never able

10 to achieve the rate of return allowed in our case two years

11 ago. That was the reason that it was allowed to be adjusted

12 by surcharge. In addition, the.rate of return allowed under

13

14

15

16

17

18

conditions in 1974 is not an adequate rate of return for

1977.

And looking to the year a..head,1978, the cost

of money, the cost of our bonds embedded, and the cost of

common capital have all contributed to a need for a higher

rate of return now than was required two years ago.

19 Q I guess my question really goes to tee

20

21

24

requested rate relief under annual review, and I believe

~~at was filed in January. Why at that time didn't you just

request permanent rate relief rather than requesting annual

review then, and now in the same year requesting permanent

rate relief?

SUE TRAYLOR • COURT REPORTER



MR. RIELY: I suggest Mr. Nicol's --

.WITNESS McCARDELL: I think Mr. Nicol

could answer that question.

MR. RIELY: It's a figure question.

WITNESS McCARDELL: It should be the

figure, whatever the figure is; that's right.

MR. OWENS: Okay. Thank you. very much.

CHAI~ SHANNON: Mr. Smith.

MR. ROGERS: May I suggest the Commission

take just a few minutes break. now and take it

do operate in three states. We have a limited staff. We

thought that this would tide us over until we could have

the time to prepare a full case, which it takes quite a bit

of time as you know. And for that reaSon we were not

prepared to go through the entire process that early.

Q Also, the rate relief that was granted

effective May I is outside of the test year for this case.

So, can you tell me if it's in the Company(s testimony any-

where as to what the effect of the rate relief granted under

annual review was upon the Company's operations?

A I think

But I think one of the problems was we
1

2

3

4

5

6

7

8

9

10

11

1.2

13

14

15

16

17

18

19

20

21

22

24

A

McCardell - cross 79 •.
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of Senior Internal Auditor at West Penn Power Company, an affiliate

Line
No.

1 Q.
2 A.
3

4 Q.
5 A.
6 Q.
7 A.

8

9

10

11

12

13

14

15

16

17

18

19
20

21 Q.
22

23 A.
24

25

WITNESS: MR. NICOL

Please state your name and address.

My name is James W. Nicol. I live at 212 Mealey Parkway,

Hagerstown, Maryland.

By whom are you employed and in what capacity?

I am Comptroller of The Potomac Edison Company.

What is your education and business experience?

I am a graduate of the University of Pittsburgh, having received

a Bachelor of Science degree in Business Administration in 1949.

After graduation, I was employed by the W. T. Royston Company, a

Certified Public Accounting firm in Pittsburgh, Pennsylvania,

and in 1953, I became a Certified Public Accountant in the

Commonwealth of Pennsylvania. In 1955, I accepted the position

of The Potomac Edison Company within the Allegheny Power System.

During my employment at West Penn, I subsequently held positions

as Consolidation Accountant in the Accounting Department and

Senior Industrial Development Representative in the Marketing

Department. In 1967, I was elected Assistant Comptroller of The

Potomac Edison Company and on March 1, 1972, assumed my present

position.

What are your principal duties and responsibilities with The

Potomac Edison Company?

As Comptroller, I have the overall responsibility for maintain-

ing the accounts of the Company in accordance with the Uniform

System of Accounts for Class A and B electric utilities as

Page 1
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1

2

3

4

5

6

7

8

9

10

11

12

13

14

15
16

17
18

19
20

21

22

23

24

25

27

Q.
A.

Q.

A.
Q.

A.

specified by the Coamissions under whose jurisdiction the company

operates, and the preparation and interpretation of reports and

statements derived from such accounts. I am also responsible for

the preparation of tax returns and the insurance and safeguarding

of assets. In addition, I am responsible for counseling and

advising general management on accounting and financial matters.

Please outline the testimony you plan to give today.

I will summarize the Company's position concerning rate base, revenues

and expenses and revenue deficiencies. In connection with this phase

of my testimony, I will describe certain additional adjustments which

are necessary to make financial information a meaningful guide con-

cerning the results of the Company's operation during.the test year

ending December 31, 1976. ! will also present te'stimony concerning

the projection of certain test year figures to December 31, 1977, as

required by the Commission's Regulations.

Mr. Nicol, have you prepared an exhibit which will illustrate the

matters which you intend to discuss in the course of your testimony?
Yes, I have prepared an exhibit marked JWN-2.

Would you please explain the first Schedule of the exhibit just

identified.
This Schedule is a Balartce Sheet '",hichshows the financial condi tion

of the entire Potomac Edison Company as of December 31, 1976.
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rate base of West Virginia and the Federal Power Commission jurisdiction.

On November 1, 1975, the Company in its Virginia and Maryland jurisdiction

the allowance for Pennsylvania, the remainder of CWIP not included in the

statements.

3PageWITNESS: MR.. NICOL

twelve months ending December 31, 19761

return from the Company's Virginia jurisdictional operations for the

Mr. Nicol, does your exhibit contain a'statement showing the rate of

Virginia jurisdictional service. That is, that part of service which

Schedule 3 of my exhibit shows this calculation on the basis of the

Yes, it has. Mr. Gibson, who will testify later as to its detail, has

remainder of the Company's investment, revenues and expenses?

Has a separation been made between the Virginia jurisdictional and the
advantages of discontinuing AFUDC.

comes under the jurisdiction of this Commission.

made such a separation and I have used it as a basis for my remaining

national firm of independent public accountants, will testify to the

in rate base. The AFUDC on Schedule 2 amounting to $900,321 represents

its West Virginia jurisdiction on Construction Work in Progress included

quent to that date the Company also has discontinued this practice in

Construction (AFUDC) to Construction Work in Progress (CWIP). Subse-

Would you please point out any figures on this Schedule which you think

Mr. Donald V. Kane, a partner in Arthur Anderson & Company, an inter-

for the year ending December 31, 1976.

are of particular Unportance.

discontinued the practice of adding Allowance for Funds Used During

Schedule 2 of my exhibit is an Income Statement for the entire Company

Mr. Nicol, does your exhibit include a Statement of Income?

Line
No.

1 Q.
2 A.
3

4 Q.
5

6 A.
7

8

9

10

11

12

13

14

15

16

17 Q.
18

19 A.
20

21

22 Q.
23

24

25 A.
~6

27



December 31, 1976, on its net original cost rate base of that date. The

statement is divided into three sections; namely, operating income, rate

Line
No.

1 'Q.

2 A.
3

4

-213-
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Would you please explain?

Schedule 3 shows the rate of return for the twelve months ending

92.

Page 4

5

6

7

8

9

10
11

12

13

14

15
16

17

18

19

20

21

22

23

24

25

27

Q.

A.

Q.

A.

Q.

A.

base, and rate of return.

Mr. Nicol, would you please discuss the significance of these calcu-

lations for the Commission?

As may be seen from Column 2 of this Schedule, the Company's rate of
return per books, attributable to Virginia jurisdictional business

for the period ending December 31, 1976, was 7.72%.

Have you calculated a rate of return for the year ending December 31,

1976, computed on the basis of the rates in effect before May 1, 1977,

adjusted for known and anticipated changes in expenses?

Yes, in column 3 of Schedule 3, I have shown a summary of adjustments for

known and anticipated changes in income which I will explain later.

Column 4 of Schedule 3 shows figures under our rates as they existed

prior to the surcharge which was effective May 1, 1977, pro formed for

adjustments in column 3. As may be seen, our rate of return on this

adjusted basis calculates out to ,7.23 percent. Column 5 shows the

adjustments necessary to reflect the full effect of the proposed increase

which includes the May 1 surcharge. Column 6 shows pro forma test period

revenue, expenses, rate base and rate of return after giving affect to

our proposed new rates and the rate of return calculates out to 9.75 percent.

Mr. Nicol, what do you mean that adjustments'were made to the actual

December 31, 1976 book figures to reflect a full year's operations

under the conditions being experienced as of that date?

We made certain adjustments to annualize the effects of known and anticipated
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at this time?

should occur in the future.

expenses.

this proceeding?

Page 5WITNESS: MR. NICOL

0pp0J:.tunity to make. economy energy sales. We, therefore, have included

Second, we recognize that absent the sale to GPU, we would have had more

an amount to reflect our projection of such economy sales and associated

$736,869 consisting of two parts. First, expenses have been decreased

Adjustment No. 2 is a net reduction to jurisdictional expenses of

to remove those expenses associated with the revenues in Adjustment No.1.

short period of time. Moreover, this situation will not occur again

of the amount of capacity requested by other utilities within such a

outages of two nuclear generating units. This sale was abnormal because

Public Utilities System (GPU) for the purpose of covering the consecutive

transaction for the period of January to April 1976 with the General

because APS will not have the capacity to meet such a request if it

Adjustment No.1 eliminates $894,998 in jurisdictional revenues attri-

butable to the abno~l sale representing a single short term sales

Since Adjustments No. 1 and 2 are related will you please explain them

these numbered adjustments, I will now run through them and give a brief

explanation of each.

Would you please explain the various adjustments which you have made in

and a Virginia jurisdictional basis. If the Commission will just follow

just mentioned. Details of these adjustments are shown on Schedule 4.

It should be noted that I have shown these adjustments on a total company

Column 3 of Schedule 3 of my exhibit shows a s~ary of the adjustments

changes in our operating income.

Line
No.
1

2 Q.
3

4 A.
5

6

7

8

9

10 Q.
11

12 A.
13

14

15

16

17

18

19

20

21

22

23

24

25

26

27
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1 Mr. Gibson will supply addi..tionaldetail on these two adjustments
2 in his testimony and exhibits.

3 Adjustment 3 is made to annualize wage increases granted during the

4 test year and to reflect the level of wages for the twelve months ending
5 December 31, 1977.

6 Adjustment 4 annualizes the reduction in expenses associated with
7 the reduction in personnel during the test year.

8 Adjustment 5 annualizes changes in labor expense distribution due
9

10

to an engineering time study. In the early part of 1976 it became

apparent that an inordinate amount of the engineering payroll was being

11 charged to construction projects. A time study was initiated in May, 1976
12

13

to develop an equitable basis of charging the engineering payroll. As a

result of the study, effective August 1, 1976 changes were made in the

14 payroll distribution. This adjustment reflects the change from January 1,
15 1976 to July 31, 1976.

16 Adjustment 6 is made to pro form the -capacity charges under the
17' present Power Supply Agreement to the level expected to be applied for
18

19

20

the twelve months ended December 31, 1977. The capacity charge under

the Power Supply Agreement is determined each year by formula set out

in the Agreement based on production investment. For my adjustment, I

21 applied the difference between the amount per kilowatt of capacity charge

22 billed and that which will be billed during the twelve months ending

23 December 31, 1977, to the kilowatts actually billed for the tw~Jve months
24 ending December 31, 1976.

25 Adjustment 7 also concerns the capacity charge under the Power
26

!7
Supply Agreement. On July 14, 1977 the Federal Power Commission approved

Amendment No. 3 to the Power Supply Agreement. The Amendment became
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1

2

3

4

5

6

.7

8

9

Q.

effective July 1, 1977 and provided for some minot clarifications in

language, increases the rates, after provision for federal and state

income taxes, so as to provide an overall rate of return of9~ rather

than the 8% factor formerly included in the Power Supply Agreement.

this adjustment reprices 1976 capacity charges from the level

established in adjustment 6 to those generated by the change to a

9~ return level •

Please briefly describe the Power Supply Agreement for which you have

made adjustments 6 and 7.

10 A. .The Power Supply Agreement is an agreement among The Potomac Edison

11

12

13

14

15
16

17
18

19

20

21

22

23

24

25
26

1.7

Q.

A.

Company, Monongahela Power Company and West Penn Power Company. In

the investment area, it provides for the equalization settlements

necessary to adjust the participants' ownership to that portion of

the Allegheny Power System generating facilities and bulk transmission

facilities related to the peaks of the respective companies. A similar

adjustment is provided to insure that each party to the Agreement

supplies its proportionate 'share of spinning reserve capacity.

Another important aspect of the Agreement deals with the pricing

oi those energy interchanges necessary to insure that customers of

participating companies are always supplied by the lowest cost gen-

erating capacity available in the System. This Agreement is subject

to the jurisdiction of the Federal Power Commission.

Please discuss the rest of your adjustments?

Adjustment 8 amortizes the estimated cost of this case over a

two year period. Two years was used because lapsed time between

Virginia cases has been about two years.

Adjustments 9 and 10 reflect adjustments 1 through 8's net effect



96.-217-

8.

December 31, 1977?

Adjustment 11 decreased cash working capital to reflect the changes

Have you prepared a projected rate of return for the twelve months ended

Page 8WITNESS: MR. NICOL

in operation and maintenance expense resulting from adjustments 2 through

on income taxes.

Line
No.

1

2

3

4

5 Q.
6

7 A. Yes, I have shown this on Schedule 5 of my exhibit.

8 Q. Would you comment on this Schedule of your exhibit?

9 A. This Schedule shows the projected revenues and expenses for the total

10 Company and the Virginia jurisdictional operation for the twelve months

11 ended December 31, 1977 .in columns 1 and 2. Column 3 shows the full

12 effect of the rate increase requested in these proceedings. Column 4

13 is the pro forma Virginia operations after reflecting column 3. It

14 will be seen that, on this basis, rate of return for the period is

15 estimated at 6.74% with no rate increase and 8.73% with the full effect

16 of the rate increase.
17 Q. Do you have any other comments concerning Schedule 51

18 A. On January 1, 1977 the Company transferred to West Penn Power Company,

19 an affiliate, its Pennsylvania operation in exchange for 149,000 kilo-

20 watts of additional capacity in the jointly owned Harrison Power Station.

21 The Company's share of Harrison increased from 25% to 32.76% or an in-

22 crease of 7.76%. Becaus~ the Company is deficient in capacity, the

23 transfer reduces the Company's load requirements and increases its

24 capacity without the necessity of expending new capital. This will

25 decrease the Company's future capital requirements a~d thereby reduce

26 the amount of common equity and senior capital it must raise to con-

27 struct the facilities necessary to meet the projected requirements of



and the continuance of those gains is reflected in the projections that

I have presented.

employee increased by 40 percent, that miles of transmission line per

the Company pas experienced productivity gains over a two-year period

97.

Page 9
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direct testimony of James W. Nicol.

NOTE: Thus concludes the prefiled

its customers.

existed on December 31, 1976 and as it is projected for December 31, 1977.

Have you prepared a Schedule showing the capital structure of the Company?

Have you prepared an exhibit in connection with productivity gains?

shows that the number of customers per employee increased from 179 to 199

gains between 1974, as shown in our last rate case, and 1976. This table

Mr. Hanley will testify with regard to the capital costs of the Company.

I have shown on Schedule 7 of my exhibit a table indicating productivity

employee increased by 9 percent. These are, in my opinion, evidence that

Schedule 6 shows the capital structure of the Company as it actually

or 11 percent over this two-year period, that kilowatt-hours of sales per

employee increased by 7 percent, and that miles of distribution line per

Line
No.
1

2 Q.
3 A.
4

5

6 Q.
7 A.
8

9

10

11

12

13

14

15

16
17 .

18

19
20

21

22

23

24

25

26

27
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testimony presented by Colonel Leis for the Staff?

Q Since the preparation of your ~estimony

has there been a redetermination that would cause you to

make a further adjustment to the going-level of operations

for the Company that was not made by Colonel Leis?
A Yes. Under the Power Supply Agreement, as

amended, which has been approved by the Federal Power
)

Commission subject to reconsideration on rehearing, we

included a billing of two dollars and twenty-one cents

per kw and that adjustment is my Adjustment 7.

In fact, the billing will be two dollars

point four four five cents per kw, and I have supplied the

Staff a worksheet showing the development of this' figure.

The change frpmtwo point two one to two

point four four five, which was developed after I prepared

my testimony, will result in a further substantial adjustment

to my figures .
Q Have you prepared an exhibit that shows the

effect that this change

Now, Mr. Nicol, have you reviewed the

100.

Yes, I have.

Nicol - Direct

A

Q

1

2

3

4:

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

A Yes, I have.

24
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~. RIELY: May it please the Commis-
sion, I offer Exhibit JWN-2, Schedule 8.

CKAIRMAN SHANNON: This will be received

as Schedule 8, Exhibit JWN-2.

BY MR. RIELY: (Continuing)

Q Would you please explain this exhibit?
A On Page 17 of his prepared testimony, Colonel

Leis includes a statement showing the gross revenue

deficiency of the Company on the basis of nine point one
eight percent rate of return and nine point four three
percent rate of return found by Doctor Weaver to be maximum

and minimum appropriate rates of return.
Schedule 8, which I have just introduced,

is a restatement of that table pr.esentedby Colonel Leis

to show the effect of the change in the charge under the
Power Supply Agreement to which I have just referred. As
will be seen from this schedule, adjustments will be

required in both cash working capital and operating
expenses.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

-220-
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22

~3

24

The result is to increase the revenue

requirements proposed by Colonel Leis to three million one

SUE TRAYLOR. COURT REPORTER
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2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

24

-221-

Nicol - Direct 102.

hundred forty-five thousand two hundred fifty-nine

dollars at a nine point one eight percent rate of return

and three million five hundred twenty-one thousand eight

hundred fifty dollars at a nine point four three percent

rate of return ..

The column at the right shows that, at

the nine point seven five percent rate of return, which

is the rate of return sought by the Company, the revenue

deficiency is four million dollars or one hundred seventy-

five thousand more than will be produced.by the rates

sought by the Company.

MR. RIELY: I offer Mr. Nicol for

cross-examination.

CHAIRMAN SHANNON: Mr. Smith.

MR. SMITH: Thank you, Your Honor.

SUE TRAYLOR. COURT REPORTER
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1 Q. Please state your name, occupation and business address.

2 A. My name is Frank J. Hanley, and I am Senior Vice President of Asso-

3 ciated Utility Services, Inc. My business address is 510 Kings

4 Highway, North, Cherry Hill, New Jersey 08034.

5 Q. Have you prepared a summary of your educational background and pro-

6 fessional experience?

7 A. Yes, and that information is set forth in Appendix A supplementing

8 this testimony.

9 Q. What is the purpose of your testimony in this case?

10 A. My assignment has been to prepare a study of the cost of capital and

11 fair rate of return and to testify to the findings of that study.

12 Q. What general principles have you considered in your determination of

13 the cost of capital and fair rate of return?

14 A. As a rule, the operating environment of utility companies is not con-

15 ducive to competition. In order to avoid the chaos that would occur

16 as the result of competitive service lines. a monopoly is an economic

17 necessity. In unregulated industries, competiti~n in the marketplace

18 is a principal determinant in establishing the price of a product or

19 service. In the absence of such competition, regulation must act as

20 a substitute for the competition of the marketplace. therefore, in

21 my determination of a fair rate of return, I have made every effort

22 to evaluate data gathered from the marketplace for similar-risk en-

23 terprises. My definition of a fair rate of return can be found in

24 the Glossary supplementing this testimony designated as Appendix B.

25 Also. the definition of many other terms used subsequent hereto can

26 be found in AppendiX B.

27 In my opinion, a fair rate of return should never be less than
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1 the cost of capital expected to be experienced during a reasonable

2 period of time in the future when any new service rates would be in

3 effect. It is essential that,the cost of capital be earned if an

4 enterprise is to compete successfully with others in the capital

5 markets on a reasonable basis. Therefore, I believe the cost of

6 capital normally is the most important single element in the de-

7 termination of a fair rate of return. However, the final conclusion

8 as to a fair rate of return is the result of informed judgment after

9 consideration of other factors such as attrition and regulatory lag.

10 Q. Have you reviewed PEls rate request and supporting exhibits filed in

11 this proceeding?

12 A. Yes, I have.

13 Q. Have you made a study as to the cost of capital and fair rate of re-

14 turn for PE?

15 A. Yes. In so doing, I reviewed PEls historical financial statements for

16 the most recent five calendar years including 1976, the test year. r

17 also reviewed the capital requirements in the near-term future. I be-

18 1ieve a view of the capital structure and fixed capital cost rates at

19 a point in the near-term future is conservatively appropriate for cost

20 of capital purposes since new rates are always set for the future.

21 Therefore, r consider the expected capital structure ratios at

22 year end December 31, 1977 appropriate for use in my cost of capital

23 and fair rate of return determination. In order to ascertain that the

24 level of net operating income which is indicated by application of my

25 fair rate of return conclusion is not excessive, I employ a number of

26 techniques, rather than rely upon any single technique, in order to

27 attain a balanced view.
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Q. Have you prepared material supporting your testimony?

A. Yes, I have prepared an Exhibit labeled FJH-6. I have also prepared

Appendices A through D supplementing my testimony.

Q. Please explain the approach you employ in your determination of the

cost of capital and fair rate of return.

A. ! observe the past, present and test year end as guides as well as how

PE will be financed in the near-term future viewed as a going concern

seeking capital in the marketplace on a reasonable basis commensurate

with its business and financial risk. New rates are always set to be

in effect for a period of time in the future. An opportunity, not a

guarantee, is afforded a company to earn a fair return. Consequently,

rate making is prospective.

During that prospective period of time, as rate base increases

over that used in the rate proceedings, the likelihood of earning a

fair rate of return thereon diminishes.

Q. ~Vhat capital structure ratios are appropriate for use in your cost of

capital and fair rate of return determination?

A. The capital structure ratios expected at December 31, 1977 are more

indicative of the near-term future, the period of time any new rates

would be in effect. On page 1 of Schedule 1 of my Exhibit, I have

shown the actual capital structure ratios at December 31, 1976 and

those expected at December 31, 1977 based upon investor-provided capital.

As can be seen, the exp£cted ratios include the Hatfield Pollution Con-

trol Note actually issued January 31, 1977 as well as the planned is-

suance of $35 million First Mortgage Bonds and $25 million of com-
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man stock prior to December 31, 1977. Those expected ratios based

only on investor-provided capital, are quite similar to the average

permanent capital structure ratios employed by Moody's 24 Public

Utilities and a barometer group of eight electric utilities which
I studied.

On page 2 of Schedule 1, I have shown the investor-provided cap-

ital, actual and expected, at December 31, 1976 and 1977, respectively,

and have included the unamortized job development credit in common

equity. That indicated common equity is for rate making purposes

only and is in keeping with the intent of Congress, the IRS, and the

practice of this Commission. I have also reflected cost-free capital

resulting from the old investment tax credit, liberalized depreciation

and accelerated amortizacion. Reflecting the foregoing, the expected

capital structure ratios at December 31, 1977 are 50.6% debt, 10.4%

preferred stock, 35.7% common equity, and 3.3% cost-free capital.

They are the ratios I will use in my fair rate of return determination.

Q. Have you made a five-year study of capitalization and financial sta-
tistics for PE?

A. Yes, that data is shown on Schedule 2. Shown at the upper part of the

Schedule is the actual capital employed at December 31, 1972 through

1976, inclusive. Below that are the capital structure ratios based

upon permanent capital as well as total capital employed.. Total cap-

ital employed increased by about 31% during the period while the cap-

ital structure ratios averaged quite close to the prospective ratios

at December 31, 1977 based on investor-provided capital from tvhich

the rate making ratios I adopt were derived.

During the period, the embedded cost of long-term debt capital
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1 increased substantially. It is going to increase additionally before

2 the end of 1977 as a result of the planned sale of $35 million new

3 First ~furtgageBonds and the December 1977 and January 1978 maturity

4 of $9.5 million low-cost First Mortgage bonds.

5 The average achieved return on book common equity was only 10.3%

6 which was barely similar to the returns available by investment in

7 many utility bonds during the same period. Comparison of that per-

8 formance with companies whose stocks are traded confirm that achieved

9 returns on book ~ommon equity during the period were not acceptable

10 to investors in the marketplace.

11 There is a correlation between adequate achieved returns on book

12 common equity and adequate coverage of fixed charges. The utility

13 industry has haa a problem maintaining adequate coverage. PE was no

14 exception as its five-year average coverage of interest charges was

15 only 2.5 times before income taxes. Inadequate earnings levels have

16 led to the downgrading of many bond ratings and the integrity of cap-

17 ital invested by those bondholders has not been maintained. Conse-

18 quently, investors recognize that utilities are no longer much better

19 business risks than unregulated enterprises.

20 Q. vfuat do you mean by business risk?

21 A. Business risk is the risk of an enterprise measured by the volatility

22 of earnings. A more detailed explanation can be found in Appendix B.

23 Because of a dramatic increase in business risk, together with

24 their greater financial risk, utilities have lost considerable favor

25 of investors in the marketplace.

26 Q. Please describe what you mean by financial risk.

27 A. Financial risk is the risk created by the types and amounts of capital



64 -227- Hanley 6 266

1 employed. See Appendix B for a more detailed explanation.

2 Utilities used to be lesser business risks than unregulated com-

3 panies. Thus, they were able to employ a greater proportion of fixed

4 capital than unregulated companies and they did. That practice was

5 a result of the business risk of the past. Inflation and other ele-

6 ments have changed the economics of the utility business. During

7 that past period, inflation was of little concern to businesses and

8 investors alike. It was that era which created the magnitude of fi-

9 nancial risk still employed by utilities. Simply stated, there is

10 an imbalance, today, between the current and prospective business

11 and financial risk of utilities. Employment of historical levels

12 of fL~ed capital can result in lower bond and preferred stock ratings

13 and loss of integrity of that capital if achieved returns on book

14 common equity are insufficient to result in competitive levels of

15 coverage for fixed chaFges.

16 Q. iihatcost rate will you adopt relative to a debt ratio of 50.6% in

17 your cost of capital and fair rate of return determination?

18 A. For the reasons previouslY mentioned, I will base my cost rate on

19 the debt capital expected to be outstanding at December 31, 1977.

20 The expected total debt ratio on that date is 30.6%, as shown on

21 page 2 of Schedule 1. On page 1 of Schedule 3, I have computed the

22 weighted cost of debt. It is expected to be 7.75% on the debt to be

23 outstanding at December 31, 1977 and it is the rate I will adopt.

24 As can be seen, the actual December 31, 1976 debt cost rate was 7.48%.

23 The bases of the cost rates for PE's Long-Term Lease Obligations at

26 both dates are explained in the designated footnotes on page 2 of

27 Schedule 3. The details of the weighted cost rate for First ~furtgage
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1 Bonds are ShOl~ on Page 3 of Schedule 3, while the details of the

2 effective cost rate of the new Pollution Control Bonds are shown

3 on page 4 of Schedule 3.

4 Q. I notice that in your development of the debt cost rate you include

5 annualization of interest charges and amortization of premium, is-

6 suance and selling expenses over the lives of the various issues.

7 Please explain.

8 A. The interest cost represents the greatest portion of the total cost

9 of such capital. However, there are other costs involved in con-

10 nection with borrowing such funds. They are necessary and unavoid-

11 able. They consist of issuance and selling expenses incurred in the

12 placement of the securities. If these costs are not permitted to be

13 recovered, except at the expense of the common shareholder, they

14 would then be reflected in a higher cost of equity capital. I have

15 taken these expenses into account.in the development of the debt

16 cost rates on pages 3 and 40f Schedule J and, also, reflect similar

17 appropriate costs with regard to PEls preferred stock issues.

18 Q. What cost rate will you adopt as proper relative to PEls preferred

19 stock ratio of 10.4% in your cost of capital and fair rate of return

20 determination?

21 A. Following the approach previously described, I calculate the embedded

22 cost of preferred stock .capital to be 7.58% at December 31, 1977 as

23 shown on page 2 of Schedule 4. The December 31, 1976 composite cost

24 .rate is 7.57% as shown on page 1 of Schedule 4. I will adopt the

25 7.58%.

26 Q. How did you arrive at a cost rate relative to PEls 35.7% rate making

27 common equity ratio in your cost of capital and fair rate of return
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determination?

In my opinion, a market-determined cost rate is the most significant

indicator in arriving at a cost rate for common equity when properly

interpreted. However, there is no single method through which a

proper cost rate for common equity capital can be precisely deter-

mined. I believe that the proper cost rate is the result of in-

formed judgment after all possible criteria hav.e been evaluated.

Since PE's stock is not publicly traded, I have chosen to ob-

serve several groups of utility companies whose stocks are publicly

traded. I will use them as guides to a proper cost rate related to

the common equity capital-financed portion of its Virginia juris-

dictional rate base.

What periods of time have you observed in your analyses of these

barometer groups of cQmpanies?

I have evaluated the data for all companies studied during the most

recent five calendar years, i.e., 1972 through 1976, inclusive, and,

also, the most recent interim data available. Data at any partic-

ular point in time may be distorted for many reasons. For instance,

the price of a company's stock in one year may be higher than earn-

ings irtthat year could justify because of investor anticipation of

prospective rate relief. After rate relief, the price often declines

as attrition erodes the level of earnings allowed by the Commission,

much less the level which had been anticipated by investors. In the

final analysis, the cost of common equity must not be measured solely

by spot conditions.

Did you review and consider comparable earnings in your efforts to

27 determine a proper cost rate relative to a 35.7% common equity ratio?
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1 A. Yes, and in conj.unctionwith my definition of comparable earnings

2 as shown in Appendix B, it is circular reasoning to adopt carte

3 blanche comparable earnings of other similar-risk utilities. Reg-

4 ulation is a substitute for the competition of the marketplace. It

5 is, therefore, most indicative to look at unregulated enterprises

6 operating freely in the marketplace for judgment of the propriety

7 of comparable earnings.

8 Standard & Poor's 400 Industrials represent a group which is

9 nationally recognized and representative of unregulated enterprises

10 operating freely in the marketplace. They are not hampered by an

11 obligation to serve as are utilities. As they are unregulated,

12 they are free to make instant price adjustments, production cut-

13 backs or whatever else is deemed necessary to increase the level of

14 earnings. Therefore, this group provides a proper starting point

15 for a comparable earnings-determined cost rate. That earnings rate

16 must then be adjusted for b~siness and financial risk differences

17 which may exist in contrast to the utility. I will use this approach

18 to a comparable earnings-determined cost rate as a secondary form of

19 evidence later in this testimony.

20 Q. \fhatstudies have you made to evaluate and contrast the marketplace's

21 judgment of the financial performance of utilities versus unregulated

22 enterprises?

23 A. ! have prepared Appendix'C which shows that investor confidence in

24 the common stocks of utilities has deteriorated more dramatically than

25 that of unregulated enterprises. I believe that this analysis demon-

26 strates that the competitive position of utilities in the marketplace

~7 has been weakened and reinforces the fact that comparable earnings of
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1 similar-risk utilities are indicative only when viewed in conjunction

2 with the marketplace.

3 Q. {{hatare some other factors which affect the cost rate of common equity

4 capital?

5 A. Some other factors are a.company's size, common equity ratio and cov-

6 erage. A discussion of coverage is contained in Appendix D.

7 Q. How does a company's size affect the cost rate of its common equity

8 capital?

9 A. Larger companies generally tend to e~~erience lower cost rates for cap-

10 ital than do smaller companies. The principal reason is greater mar-

11 ketability, or liquidity, for securities of larger companies because

12 of a greater degree of investor recognition. Also, larger companies

13 generally have a greater dispersion of revenues, expenses ~nd earnings

14 which tends to make them less susceptible to sudden dramatic changes

15 in the economy or their own service territory.

16 Q. How does a company's common equity ratio affect the cost of its common

17 equity capital?

18 A. As a rule, companies with lower common equity ratios experience-a

19 higher cost of common equity capital than those with higher common

20 equity ratios. This is generally true because those with lower com-

21 mon equity ratios have more claimants on assets and earnings ahead

22 of them, thereby making the investment more risky.

23 Q. Have you made a study which demonstrates the veracity of that proposition

24 with a high degree of statistical correlation?

25 A. Yes, and the results of that study are graphically portrayed on page 1

26 of Schedule 5. In order to measure such a relationship, it is im-

27 portant to select a utility of national stature such as American Tel-
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1 ephone & Telegraph Company which has not been influenced by abnormal

2 investor speculation because of mergers and so forth. Also, the

3 price of AT&T stock is indicative of the long-term growth rate in

4 earnings per share expected of utilities by investors. Also, during

5 the last eleven years, AT&T's common equity ratio declined signif-

6 icantly from 66% in 1965 to 47% in 1976. Most utilities, whose

7 stocks are actively traded, have not experienced a significant change

8 in common equity ratio which is essential to such an analysis.

9 A study of at least ten years is essential as it takes a long

10 time to implement a significant change in common equity ratio for a

11 company the size of AT&T.

12 The grap~ on page 1 of Schedule 5 shows there exists a high de-

13 gree of correlation between the change in common equity ratio and

14 earnings/price ra~io. Linear regression analysis produces a Coef-

15 ficient of Determination of 0.93 and indicates that for each per-

16 centage point change in the common equity ratio (e.g., 50% down to

17 49%), there is an inverse movement in cost rate of 0.235%.

18 Obviously there were other factors which also influenced the

19 change such as inflation and unwarranted investor optimism or pes-

20 simism. Use of at least a ten-year period levels these factors.

21 With the exception of 1974, the annual rate of inflation moved up-

22 ward in a relatively narrow band which causes me to believe the

23 results of this simple regression analysis are indicative. Also,

24 it is important to recognize that I have not attempted to establish

25 a new theory. Any risk between AT&T and PE other than that caused by

26 capital structure ratio differences, is business risk and is ~ot di-

27 rectly reflected by this graph or inherent capital structure ratio dif-
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1 ferences. I have merely quantified, through statistical te~hniques,

2 a common sense principle which the financial world recognizes as a

3 fact. Analysis of the bond markets further reinforces the principle.

4 Q. Please explain how analysis of the bond markets further reinforces

5 the principle that there is an inverse relationship in movement of

6 common equity ratio and cost of cornmanequity.

7 A. As can be seen on pages 2 and 3 of Schedule 5, I studied the sales

8 of long-term debt issued by electric utilities during the years 1975

9 and 1976. Analysis of bond sales at similar points in time of com-

10 panies with different ratings is useful. Generally, the companies

11 with higher bond ratings have higher equity ratios, while lower-rated

12 companies have lower equity ratios. It can be discerned that the av-

13 erage cost rate movement factor of the two years is 0.212%, or quite

14 similar to the 0.235% result of the linear regression analysis on

15 page 1. In 1975, a tight-money year, the average cost rate movement

16 factor was 0.30%, while it declined to 0.124% in 1976 during a looser

17 money period.

18 The most important aspect to be recognized of the data in Schedule

19 5 is that there is an inverse change in cost rate as the common equity

20 ratio changes. As the cost of money changes from time to time, the

21 factor may vary. It may be 0.235% at one time and 0.124% at another,

22 but there is an inverse cost rate change.

23 Q. What other techniques have you considered to determine a cost rate for

24 common equity capital?

25 A. In the absence of a contractual agreement with common shareholders, it

26 is necessary to utilize expert informed judgment as to cost rate after

27 analyzing a number of techniques. Other techniques I consider are
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1 earnings/price ratios, ea~nings/net proceeds ratios, and, to a lesser

2 extent, DCF or discounted cash flow. These techniques are defined

3 in Appendix B.

4 Q. Does the use of earnings/price ratios indicate the cost of common

5 equity at any given point in time?

6 A. Not necessarily. Earnings/price ratios, even when adjusted to reflect

7 costs of issuance, do not usually represent the full cost of common

8 equity capital since there is no way to determine precisely the level

9 of future earnings anticipated by investors. Thus, there is often an

10 imbalance in the relationship between actual reported earnings and

11 the price of the stock which reflects anticipation of future earnings.

12 However, earnings/price ratios when properly used become useful tools

13 in the exercise of informed judgment in determining the cost of common

14 equity capital.

15 Q. Will you adopt an average of the more current earnings/price ratios

16 for a group-or groups of similar-r~sk operating electric companies?

17 A. No. I do not believe any technique is so'precise as to be fully in-

18 ,dicativeof a cost rate. I do believe, however, that the more recent

19 earnings/price ratios, reviewed with those experienced during the en-

20 tire period I studied, are useful in determining a trend.

21 It seems obvious that the upward movement in earnings/price ratios

22 in the last several years indicates a waning of investor confidence that

23 future earnings growth rates of utilities will equal those of the past.

24 Common sense dictates that investors expect future growth in earnings

25 whenever the price paid for a stock results in a dividend yield which

26 is less than the yield available from a bond of the same company.- Under

27 those circumstances, an earnings/price ratio based cost rate is not ex-
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1 pressive of the full cost rate.

2 Q. From the foregoing, is it proper to assume that the earnings growth

3 rate of an enterprise affects its cost of common equity capital?

4 A. If all other things were equal between two companies, the answer

5 would be no. Investors look for a total expected return. If a high

6 earnings growth rate is anticipated, they will accept more readily a

7 lower current dividend yield. Conversely, if an inadequate earnings

8 growth rate is anticipated, a higher current dividend yield will be

9 demanded. That is why it is the sum of dividend yield plus growth,

10 or the total expected return, which is important. An uninformed, or

11 strictly mathematical, approach to the nCF technique often leads to

12 an indicated total return which is ludicrous when either the dividend

13 yield or growth rate used in the computation is not indicative of

14 future econdmic.factors such as inflation. Investors are aware that

15 utilities are more susceptible to the ravages of inflation than are

16 unregulated enterprises. Consequently, the 1976 and early 1977 bull

17 market has not effected a dramatic enough improvement for mostutil-

18 ities to result in market/book ratios of 1.25 times or more.

19 Q. Will you now please describe the data shown on Schedule 6?

20 A. The~1oody's 24 Public Utilities Group (electric and combination gas

21 and electric companies) represents a nationally-recognized barometer.

22 The average company is considerably larger than PE. At the top of

23 page 1, it can be seen that the average amount of investor-provided

24 capital increased by 44% to $2.221 billion in 1976, and at that time

25 was about 5 times larger than PE by that measure much less its Vir-

26 ginia jurisdictional portion.

27 The average composite cost of debt and preferred stock increased
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1 for interest charges, both before and after income taxes, are higher

2 for companies which have higher ratings. The same is also true with

3 regard to overall interest and preferred stock dividend coverage. Cap-

4 ital cost rates paid by a company with bonds rated Baa vs. higher

5 rated bonds can be as much as 100 to 200 basis points higher. It

6 can be seen that the dividend yield for companies whose bonds are

7 rated A is now 9.6 percentage points higher than Aa-rated companies

8 while that for Baa-rated companies is 0.8 percentage points more than

9 Aa-rated companies. In tight money periods as in 1975, the spread in

10, dividend yield over Aa-rated companies was 1.6% for A-rated and 2.5%

11 for Baa-rated companies. It should be noted that, as a result of many

12 downgradings (refer to page 4 of Schedule 6), only one of the Group is

13 now rated Aaa. Thus, comparisons betveen Aaa and the 1es~er rated

14 groups should be made with discretion.

15 The foregoing demonstrates the importance of manintaining a quality,

16 investment grade bond rating such as the A rating held by PR. Mainten-

17 ance of an investment grade quality is most important as it insures

18 access to the capital markets at all times. Utilities have an ob1i-

19 gation to serve at all times and provide the facilities required. They

20 do not have "the luxury of waiting for only the good times. Also, in

21 the long run, maintaining an investment grade rating costs the consumer

22 less. Downgrading means higher debt costs which also mean a higher cost

23 of equity.
24 Investors have become aware of the importance of quality of earn-

25 ings in the last few years. They have observed that dividends and

26 other expenses can be paid only from cash earnings, i.e., those de-

27 rived from revenues. Accordingly, when non-cash earnings such as
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1 those from AFC 0Allowance For Funds Used During Construction) become

2 a significant part of total earnings, investors demand greater pre-

3 miums for risk. The data also indicate a relationship between the

4 effective income tax rate and the indicated cost rate for common

5 equity capital, i.e., the lower the effective rate, the higher is

6 the apparent cost rate for common equity capital. This is lo~ical

7 because companies with greater income tax provisions are better able

8 to withstand increases in costs and/or revenue declines as approx-

9 imately one-half of the amount of change will be absorbed by the de-

10 cline in income taxes.

11 Q. Please explain Schedule 7.

12 A. This schedule contains five-year financial data or eight other oper-

13 ating electric companies whose financial profile is similar to PEls.

14 The basis of selecting the eight barometer operating electric com-

15 panies, in addition to bonds rated A by ~!oody's Investors Service,

15 Inc., is set forth on page.2 of Schedule 7 as are the names of the

17 eight companies. All of the companies' common stocks are actively

18 traded. Analysis of market data is essential in order to form a

19 rational opinion of an appropriate cost rate for common equity cap-

20 ital exposed to the risk of an operating electric company.

21 Q. Please continue.

22 A. At the top of page 1, it is shown that total investor-provided 'cap-

23 ital increased 68% to $841.9 million in 1976 and the average composite

24 cost of long-term debt and preferred stock increased 22% and 14% re-

25 spectively, between 1972 and 1976.

26 The average earnings/book ratio was only 11.9% for the five years

27 ended 1976. That performance, together with changing market conditions,
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1 _ resulted in a decline in market/book ratio from about 131% in 1972 to

2 95% in 1976 after a low of 78% in 1975. The adjusted earnings/price

3 ratio increased from 10.9% to 14.1% in 1976 after a high of 17.9% in

4 1975 while the dividend/market price yield increased from 5.9% to

5 8.6% in 1976 after a high of 10.3% in 1975. The five-year average of

6 year to year change in earnings per share was 7.4%. The 1976 dividend

7 yield of 8.6% plus sensibly expected growth equal to inflation of 6%

8 indicates a DCF-based cost rate of 14.6%.

9 The average spread between earnings/book ratios and the composite

10 debt cost rate was 5.5%.

11 All coverages declined between 1972 and 1976 and fluctuated sig-

12 'nificantly, reflecting the combined impact of the higher composite

13 cost of fixed capital, the failure of the achieved return on common

14 equity measured at book value to increase sufficiently, and the impact

15 of rate relief. The average achieved interest coverage before income

16 taxes was 2.6 times, while after income,taxes, the figures were 2.3

17 times for interest and 1.8 times for all interest and preferred div-

18 idends. That performance resulted in the downgrading of the bonds of

19 several of these companies during the five-year period.

20 Q. Since PE is a wholly-owned.subsidiary of Allegheny Power System, Inc.

21 (APS), have you studied the cost of common equity to APS?

22 A. Yes. However, I must emphasize that such data must be reviewed with

23 caution. APS is comprised of three operating electric utilities. One

24 of those has bonds rated Aa while the other two, including PE, operate

25 in different regulatory climates and have A-rated bonds. There is no

26 technique of which I am aware whereby one can conclude unequivocally that

27 the common equity investment in PE's Virginia jurisdictional rate base is



77 -240- Hanley 19 279

1 precisely similar or not in risk to common equity investment in PE as

2 a corporation and/or APS as a whole. With that caveat in mind. I have

3 made an analysis of APS on a consolidated basis for the period 1972-

4 1976, inclusive, as shown on Schedule 8.

5 Q. Please explain Schedule 8.

6 A. Schedule 8 is a summary of the historical financial performance of

7 the system for the five calendar years ended 1976. It is seen that

8 the total capital employed increased by 27% during the period and

~ that the fixed capital cost rates also increased during the same time.

10 The market/book ratio declined from about 129% in 1972 to 97% in 1976

11 after a low of 82% in 1975 while the adjusted earnings/price ratio

12 increased from 11.7% in 1972 to 14.8% in 1976 after a high of 17.6%

13 in 1975. Likewise, the dividend/market price yield increased from 6.3%

14 to 8.3% in 1976 after a high of 9.7% in 1975. The five-year average

15 annual change in earnings per share amounted to 6.0%. That growth

16 rate is reasonable in view of prospective inflation. That rate plus.

17 the 1976 dividend yield of 8.3% indicates a DCF-based cost rate of

18 14.3%. The average capital structure ratios employed are quite sim-

19 ilar to those of PE based only on investor-provided capital. The

20 average achieved earnings/book ratio was'12.6% and even though it was

21 13.5% in 1976, the markee/book ratio was only 97.3%. The average cov-

22 erage of interest charges during the period was 3.0 times before income

23 taxes, 2.3 times after income taxes, and the overall coverage of in-

24 terest charges and preferred dividends was 1.9 times.

25 Q. Have you made an analysis of recent sales of common stock by APS for

26 additional insight into the cost of common equity capital?

27A. Yes. That data is shown on Schedule 9 and covers the two most recent
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1 offerings of common stock, namely in February 1974 and February 1976.

2 Data shot~ on the schedule was derived from each prospectus. The pro

3 forma capital structure ratios, based on investor-provided capital

4 only, were quite similar to the ratios anticipated by PE at December

5 31, 1977. As can be seen, APS experienced a 12.1% earnings/net pro-

6 ceeds ratio in 1974. The earnings of $2.33 per share were the actual

7 earnings for 1973. Information pertaining to the Rate Matters section

8 of the prospectus convince me that investors anticipated earnings in

9 excess of $2.33 per share, although there is no way to precisely quan-

10 tify how much more was expected. I believe that the early 1976 earn-

11 ings/net proceeds ratio of 13.3% is more representative of the near-

12 term future. At that time the Company netted proceeds equal to only

13 95.9% of book value. An indicated cost rate which would possibly

14 have resulted in net proceeds equal to b~ok value would have been

15 13.8%. That indicated cost rate was based upon conditions at that

16 point in time and does not reflect investor expectation of additional

17 future earnings as a result of rate relief which had been requested,

18 but not yet granted or fully reflected. In addition, the embedded

19 costs of fixed capital at that point in time were less than those

20 currently or prospectively.

21 Q. Have you prepared a five-year comparative summary of two principal

22 quality of earnings factors, namely APC and effective income tax

23 rates, for PE and the barometer groups?

24 A. Yes, and it is shown on Schedule 10. TIleCompany had a five-year

25 average of APC as a percentage of net income available for common

26 equity of 16.5% somewhat lower than the barometer groups and about

27 the same as Allegheny Power Systeo, Inc. and Subsidiaries. From a
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1 prospective viewpoint, PE's AFC as a percentage of net to common

2 will be more similar to 1975 and 1976 which is much lower than its

3 own five-year average or that of the barometer groups, including

4 APS and Subsidiaries. A lower average is favorable from a quality

5 of earnings standpoint. In contrast, PE had a lower average ef-

6 fective income tax rate than the other groups. PE's five-year

7 average effective income tax rate was 17.0%. It, too, should be

8 higher in the future than its 'five-year historical average. All

9 things.considered, PE's prospective quality of earnings is good.

10 However, the rate of achieved earnings on common equity needs to

11 be ~igher.

12 Q. Please describe Schedule 11.

13 A. On this Schedule is shown July 1977 money market evidence of the risk

14 ~ate for common equity capital of similar-risk electric utilities.

15 As can be seen, the adjusted earnings/price ratio for APS is 13.8%.

16 Its current dividend/market price yield is 7.8%. That yield plus a

17 growth rate equal to its recent achieved five-year growth rate of

18 6.0% in EPS (Schedule 8), also about equal to prospective inflation,

19 indicates a DCF-based cost rate of 13.8%.

20 The current adjusted earnings/price ratio is 12.9% 'for the.

21 Moody's Group and 12.1% for the eight barometer electric companies.

22 The latest earnings/book ratio is 11.9% for the ~wody's Group and

23 12.1% for the eight electrics, and the dividend/market price yield

24 for both is 7.7%. Sensible DCF-based cost rates are in the 14% area

25 for both groups based on their current, or average of the very recent

26 past, dividend yields and a conservative estimate or growth equal to

27 an average prospective rate or inflation of at least 6%.
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1 Use of the OCF theory assumes that the return rate be achieved.

2, AccordinglYt cost rates which include investor recognition of at-

3 trition and lag must be viewed in the context of the lesser rate

4 likely to be achieved.

5 Q. Have you reached a conclusion as to the cost rate applicable to

6 Potomac Edison's prospective rate making common equity ratio of

7 35.7%?
8 A. Yes, I have. Based on the fore~oing testimony and data contained on

9 Schedules 1 through 9, inclusive, I conclude that the cost rate at

10 this time and in the near future is in the area of 14 1/2% relative

11 to a common equity ratio of 35.7%. The rate would be higher iF the

12 common equity ratio were much less and the rate would be lower if the

13 equity ratio were much greater, all other things being equal.

14 In arriving at my conclusion, I have given greatest emphasis to

15 market-determined data which I studied and the techniques which I have

16 discussed.

17 Q. Is there a correlation between the cost of common equity capital of

18 public utilities and changes in the rate of inflation which causes

19 you to believe that your conclusion of common equity cost rate is

20 reasonable?

21 A. Yes. The cost of common equity can be said to consist of three parts,

22 the first of which is the bare rent rate (see Appendix B) for the use

23 of capital such as Aa-rated public utility bonds.

24 The second part is an increment above the bare rent r,aterepre-

25 senting compensation for the reduced future purchasing power of the

26 dollar. This is so because common stock bears the risk of attrition,

27 regulatory lag, prospective volatility in earnings related to the
•
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1 uniqueness of the company, the area served, customer mix, and sa

2 forth.

3 The third part is the additional return required by investors

4 to reflect the extra degree of risk between being a secured bond-

S holder and an unsecured common stockholder.

6 Investors often measure the rate of inflation by changes in the

7 consumer Price Index as compiled by the United States Bureau of Labor

8 Statistics. The cost of capital, both debt and equity, has proved to

9 be sensitive to the rate of inflation. {fhenthe expected rate of in-

10 flation increases, so does the cost of debt as demonstrated on Schedule

11 12. The cost of common equity then also increases as investors hope

12 to preserve their margin of protection vis-a-vis secured bondholders.

13 The sum of the.bare rent rate and investors' expectation of the rate

14 of inflation is highly indicative of the prospective cost of invest-

15 ment grade quality debt, such as .~-rated bonds, attracted in the

16 marketplace.

17 The increment above the bare rent rate will vary from time to

18 time as the expected rate of inflation changes and is keyed to quality

19 long-term debt, such as Aa-rated utility bonds. Investors seem to

20 believe that prospective inflation will be at least 6% as confirmed

21 by the bond markets, the Budget of the U. S. Government, and the con-

22 sensus of many economists. With a prospective rate of inflation of 6%.

23 the cost of equity for an A-rated company would likely approximate 15%

24 (3% bare rent + 6% inflation = 9% +5% premium for risk at Aa rating

25 = 14% + up to 1% additional premium for additional risk below Aa).

26 My analysis of recent studies by Professors Ibbotson and Sin-

27 quefield of the University of Chicago indicates that there is a
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1 4% - 5% spread between the prospective cost of long-term debt and

2 the cost of common equity for companies employing significantly less

3 financial leverage than many public utilities. Thus, a higher risk

4 premium is indicated for utilities when they =mploy a common equity

5 ratio significantly lower than that maintained by the companies used

6 in their studies which were largely unregulated.

7 There is no necessary spontaneous change in the cost of common

8 equity every time there is an announcement of a new annualized rate

9 of inflation. However, I do believe that investors observe inflation,

10 particularly as to the trend they believe will occur, and their beliefs

11 result in similar, though not precise, movements in the cost of debt and

12 common equity capital.

13 It is obvious to me that investors have become much more cognizant

14 of safety and have demanded a larger premium in recent years for lower-

15 rated utility bonds versus similarly-raced industrials as shown by

16 Schedule 13.

17 Q. What is necessary, in your opinion, for utilities to regain the respect

18 of investors that they once apparently had?

19 A. I believe each utility must receive an opportunity to earn a return on

20' common equity commensurate with its business and financial risks if it

21 is to be viewed as stable by investors rather than more volatile than

22 the typical industrial as has been the case recently. I believe in-

23 vestors are demanding higher earnings/book ratios for many utilities

24 than they do for industrials.

2S Therefore, the earnings/book ratios of many utilities should be

26 greater than those ot industrials if the utilities' stocks are to

27 have an opportunity to sell at a proper market/book ratio in an orderly



83 -246- Hanley 25 285

1 market.

2 Q. What should such a market/book ratio be?

3 A. I believe it.should be 1.25 times in an orderly market. The common

4 stock of an enterprise should not sell below book value if it is to

5 remain healthy and assure the integrity of invested capital. If the

6 opportunity to maintain the integrity of existing capital through

7 bull and bear markets alike is to be provided, I believe that a

8 market/book ratio of about 1.25 times is required so that in a bear

9 market the stock will, hopefully, not sell below book value. The

10 ratio may go to 1.5 times or higher in a bull market. Hopefully,

11 however, the long-term average representing an orderly, or normal,

12 market would be in the 1.25 times area and provide a reasonable op-

13 portunity for access to the capital markets at all times.because of

14 the continuous obligation to serve•.

l5Q. Have you employed any statistical techniqu~s which measure the current

16 business risk of utilities compared to that of unregulated enter-

17 prises?

18 A. Yes. As I stated earlier, I believe volatility in earnings is highly

19 indicative of business risk. Thus, a comparison of the volatility in

20 earnings per share between regulated and unregulated enterprises over

21 at least a ten-year period are indicative of the difference in busi-

22 ness risk. Standard & Poor's 400 Industrials is a very diversified

23 unregulated group. It consists o.fmany different companies and the

24 performance of the group is not biased by the performance of only a

25 few companies within the group. That group has maintained a much

26 higher average common equity ratio than most utilities, 69%.

27 As can be seen on page 1 of Schedule 14, the Coefficient of
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1 ~riation of per~ent change in earnings per share for the Industrials

2 was 175.6% compared to 172.4% for Moody's 24. However, when quality

3 of earnings is considered, i.e., non-cash ArC earnings are excluded,

4 the Coefficient of Variation for the Moody's Group is 3033.3%, in-

S dicating a much higher degree of business risk. Similarly computed

6 Coefficients of Variation for the eight company barometer groups are

7 251.2% and 1513.3%, respectively. I have also shown similar Coef-

a ficients of Variation for APS because the parent's stock is traded

9 while Potomac Edison's is not. The Coefficients are 281.4% and

10 322.7%, respectively. I believe, as a matter of judgment, that in-

11 vestors consider the long-term prospective business risk of operating

12 electric utilities to be about 75% or that of industrials even though

13 quantitative analysis indicates a higher risk level.

14 On page 2, it is shown that the industraals achieved earnings/

15 book ratio for the ten years ended 1976 was 13.1%. It was earned

16 relative to'a 69% common equity ratio. Adjusted for about 75% of

17 the industrials' business risk, a 9.8% earnings/book ratio is indi-

18 cated if the degree of financial risk was the same. However, the

19 Company's prospective rate making common equity ratio is 35.7%, not

20 69%. Adjustment for the financial risk difference indicates that an

21 additional 5.0% should be achieved using my conservative judgment of

22 a beta factor of 0.15% as opposed to the indicated 0.235% or 0.212%

23 as indicated by Schedule 5 (69% less 36% : a 33 percentage point dif-

24 rerence x 0.15%). Therefore, the indicated required earnings/book

25 ratio related to an approximate 36% common equity ratio, in a manner

26 which avoids circular reasoning, is 14.8% (9.8% + 3.0%). As indicated

27 on Schedule 15, however, the 1~ke1y achieved return on common equity
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1 based on my fair"rate of return conclusion would be only 13.14%.

2 Q. Have you summarized your conclusion as to the cost of capital and

3 fair rate of return relative to PE's Virginia jurisdictional rate

4 base at the present time and the near-term future?

5 A. Yes, I have concluded that the bare cost of capital and fair rate

6 of return is 9.9%. I have summarized my conclusion on Schedule 15.

7 The capital structure ratios adopted are those of PE expected

8 at December 31, 1977 for rate making purposes as shown on page 2 of

9 Schedule 1. The bases of the debt and preferred stock cost rates

10 are shown in Schedules 3 and 4. The common equity cost rate is a

11 conclusion based upon my studies and is applicable to a 35.7% com-

12 man equity financed portion of PE's Virginia jurisdictional rate

13 base. The overall weighted cost of capital is 9.89% which I have

14 rounded to 9.9%. I have made no specific allowance in recognition of

15 attrition or regulatory lag since my conclusion is primarily marketplace

16 determined and investors recognize that these elements exist. In effect,

17 my common equity cost rate is an opportunity (before attrition) rate as

18 opposed to an achieved rate which reflects the impact of attrition.

19 It is my judgment that attrition equivalent to as much as 1/2 of

20 1% of an original cost rate base can reasonably be expected by in-

2lvestors on an annual basis. On the Schedule are shown the maximum

22 likely achieved financial ratios based upon an allowed 9.9% and an

23 achieved 9.4% overall fair rate of return. As can be seen, the likely

24 achieved return on common equity would be 13.14% versus my 14 1/2%

25 opportunity co~t rate which includes recognition of attrition and lag.

26 The indicated coverages are 3.69 and 2.40 times before and after income

27 taxes, respectively, for interest charges and 2.00 times overall cov-
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1 erage of interest charges and preferred dividends. The before-income

2 tax interest coverage is based upon allassumed effective income tax

3 rate of 48%.

4 Q. PE has not requested a 9.9% overall rate of return which you have con-

S eluded is fair. What are the likely maximum achieved key.financial

6 indicators based upon its requested 9.75% rate of return? '

7 A. I have prepared Schedule 16 which shows the maximum likely achieved

.8 financial ratios related to PE's claimed rate base if PE's full rate

9 request were granted. I have used the capital structure ratios and

10 fixed capital cost rates of PE at December 31, 1977 to test the pro-

11 priety of the requested rate increase. Accordingly, I have based my

12 calculations, and made adjustments as required, in accordance with the

13 capital structure ratios and fixed capital cost rates as shown on

14 Schedule 15.

15 Assuming that PE's rate request was granted in fu~l, it is seen

16 on Schedule 16 that the maximum opportunity for return on common equity

17 is 14.12%. I then reflected a reasonable estimate of attrition likely

18 to occur in the future of 1/2 of 1% of the rate base after income taxes.

19 As is shown, the indicated coverages are 3.61 times and 2.36 times in-

2C terest charges before and after income taxes and 1.96 times overall

21 coverage of interest charges and preferred dividends. The likely

22 achieved return on the common equity financed portion of the claimed

23 rate base is only 12.72%. The degree of attrition reflected is real-

24 istic in view of prospective inflation and PE's Virginia jurisdictional

25 attrition experienced since the last rate case. In the las~ Rate Order, a

26 rate of return of 8.75% was authorized on test year end 9/30/74 rate base.

27 ~rr. Nicol's Schedule 3 indicates an earned rate ot return at 7.23% on
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1 12/31/76 rate base at present rates, pro forma. Thus, attrition of

2 1.52% has occurred during the 27 months between test years which is

3 0.68%, after income taxes, on an annual basis.
4 Mr. Nicol's Schedule 5 indicates that PE will likely achieve

5 only an 8.73% rate of return on its expected 12/31/77 rate base

6 based on expected operating results for 1977 even if the entire amount

7 of requested rate relief is granted. Nonetheless, my assumptions have

8 been to reflect attrition at a rate less than that which has occurred.

9 I have in no way considered the impact reflected on Mr. Nicol's Schedule

10 5.
11 In view of the foregoing and the need to maintain a competitive

12 level of coverage in order to preserve its A bond rating, the Company's

13 requested rate of return is, in my opinion, not excessive.

14 Q. Does that conclude your direct testimony at this time?

15 A. Yes.
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Mr. Hanley?
A The purpose of my testimony in this

proceeding is to offer my opinion of the overall cost
of capital and fair rate of return which this Company

should be afforded an opportunity to earn in the near-

term future.
I utilize the cost of capital approach.

New rates are always put into effect relative to a
period of time in the future. Therefore, a fair rate
of return based upon a cost of capital approach should
be applicable to that future period of time. The cost
of capital approach is utilized by applying the cost
rate to the relative proportion of each type of capital
expected to be employed and arrive at a weighted cost

for each type of capital.
The sum of the weighted cost components

is equal to the cost of capital. Regulation acts as
a substitute for the competition of the market place
which does not exist for regulated utilities. The
managements of unregulated utilities have the wherewithal
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BY MR. RIELY
Q Will you please summarize your testimony,

GARRET! J. WALSH. JR•• COURT REPORTER
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to make price adjustments on unregulated companies
pardon me -- have the wherewithal to make price
adjustments, cut back on production, or do whatever
else may be necessary to attempt to earn a fair return
on.their investment.

Since they compete in the market place
for which regulation is a substitute, the most meaningful
determination of the cost rate for common equity capital
is determined by analysis of market place transactions
of similar risk enterprises, Appropriate 9apital structure
and fixed capital cost rates are readily determined.

However, since there can be m
contractural agreements setting returns on common stock,
the exercise of informed judgment is required in order
to arrive at a cost rate for common equity capital and
a cost of capital determination. I do not believe that
any single technique available for use in determining the
cost of common equity capital is so precise as to be
completely indicative of cost rate.

Consequently, I employ a number of
techniques to arrive at my judgment of the cost of common
equity capital. As my primary technique, I employ earning
price ratios and earnings net proceed ratios. I believe

GARREIT J. WALSH, JR. - COURT REPORTER
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105 Hanley - Direct

it is essential to study this historical past in.'order
to observe the direction of trends.

I do not believe that either primary tools
at any given point in time or over relatively short
spans of time is necessarily indicative of the cost

rate for common equity capital. I also utilized to a
lesser extent OCF or discounted cash flow techniques
as a tool in arriving at the exercise ot my informed
judgment of a common equity cost rate.

After observing trends of my primary
tools, and to a lesser extent looking at DCF indicated
cost rates, I arriye at my judgment of a common equity
cost rate. At that point, I utilize as a secondary
technique the use of comparable earnings in a manner
which avoids circular reasoning.

For reasons explained in detail in my
testimony, I believe that the source of a comparable
earnings base cost rate in the form of a secondary check
must be derived from the achieved result of unregulated
companies. I conclude that the expected capital
structure ratios at December 31, 1977 are the most
indicative for use in my overall cost of capital
determination.

GARREll J. WALSH. JR .• COURT REPORTER
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I "have computed the cost rates for debt
and preferred stock capital to employed at that date.
Based upon the results of my st~dy, and the exercise
of informed judgment, I arrive at a cost of common
equity capital. The resultant overall weighted cost of
capital, after income taxes, is summarized on Schedule
N). 15 of Exhibit FJH-6.

It is nine point nine percent. The
cost rate for common. equity capital, which I believe
this Company should be afforded an opportunity to earn,
is fourteen and one half percent.

Past experience and common sense tells
us that attrition will occur, and that the allowed cost
rate for common equity capital will not be achieved, since
all of the impact of attrition is absorbed by the common
shareholder.

Thus, any allowed return on common equity
capital must be viewed in the context of the likely
lesser achieved return. As a further check on the
propriety of my overall cost of capital determination,
I employ coverage tests of interest charges and also the

overall coverage of interest charges and preferred
dividends.

GARRETI J. WALSH. JR .• COURT REPORTER
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Coverages are not coverages unless they
are earned. Whatever is earned reflects the impact of
attrition which has occurred.

On Schedule 15 of Exhibit FJH-6, I
reflect the maximum likely achieved return on common
equity, and coverages of fixed charges based on the
Company's requested rate of return.

The mdicated opportunity cost of
common equity capital is only fourteen point one two
percent, which will be reduced to only t\-lelvepoint
seven-two percent after recognition of a conservatively
realistic degree of attrition.

The maximum likely ac;hieved coverages
are in line with those required of other similar
risk competitors for investors capital in the market
place.

That concludes my summary.
MR. RIELY: I tender Mr. Hanley for

Cross Examination.

GARRETT J. WALSH, JR. • COURT REPORTER
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The Staff's adjustment (No. 11) proforms t~~s change
which was L~advertently omitted by the Company.

CONSTRUCTION WORK IN PROGRESS

615

Staff adjustment No. 9 provides the full ar~ual effect of
air pollution control facilities which will be in ser~rice by the
end of 1977. Adjustment 16 increases construction work L~ progress
by the projected amount of pollution control equipment being placed
at existL~g stations in 1977, thus allowing a return on the cost
associated with this non-revenue producL~g investment.

SUMMARY .~~ CONCLUSION
In summary the Company is requestL"lg $2,865,380 in rate

relief over existing tariff levels ~~d authority to make pe~nent
the prior temporarJ surcharge increase of $960,000 for a total
perma...~entrate' Ll'lcreaseof $3,825,380. This request amotL.'1.tsto
a 13.1% increase in revenues or about 6.3% increase per year since
the Company's last rate increase.

The Company contends the increase in rates is necessarJ
to generate ~'1 earnings level sufficient for a fair return on the
common equity L~vestment L~ the Compar.y and to attract additional
capital from investors necessary to finance this const~~ct1on pro-
gram •.

Dr. Carl Weaver, the Staff's cost of money expert, has
dete~ined the Company's cost of capital to be withL~ a range of
9.18 to 9.43 pe.rcent based. on a pro fOr=la.capi tal stz-~cture.

3y applying the foregoing costs to the Staff's rate base,
the Company's range of revenue requirements are computed as follows:
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Cost of Capital
Range

irginia Jurisdictional
Yea.r-End Rate Base - From
Staff Schedule A to
Statement I-Col. (4)
Rate of Return (Weaver
Statement 18)Net Revenue Requirements
Less~ Net Operating Income
(Adjusted)-Frcm Statement I~
Co.!.. (4)

Net Revenue Deficiency
Gross Revenue Deficienc

ased on let ~ncome
Convers~on ~a.ctor 0 .4995)

Low

$73,218,671

9.18%
$ b,9o?,o14

3, 4lq, 215

:$ 1,457,859

$ 2,918,637

High

$75,218,671

9.43%
$ 1,093,121

5, 41J.7,215
$ 1,645,906

.$ 3,295,107

Q. Does this conclude your testimony?
A. Yes, it does.
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The second number under Proposed
Increase should be changed to seven hundred and thirty-
five thousand, nine hundred and sixteen dollars, and the
percentage increase would change from 15.97 to 15.12.
This then makes a change necessary in the total. That

numbers being picked up in typing, and an error made
in the calculation of the minimum provision in Schedule Ra,
there are several changes that have to be made.

Q Will you please go through them slowly?
A ~ll right. On Table 1 of Exhibit No.

CSM-4, the first number under the column headed: Proposed
Increase, should be one million, one hundred thirty-six
thousand, seven hundred and forty-five dollars. That
changes the percentage then from 12.66 percent to 12.65
percent.

corrections in your Exhibits?

CHAIRMAN SHANNON: All right. This

supplemental Exhibit will be -- do you want
to make it --

MR. RIELY: CS~4, Schedule 5.

643

Now, Mr. Mullett, do you have any

Yes, I do. Because of some incorrect

Mullett - Direct

Q"

A

BY MR. RIELY

1421

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

~

21

GARRETT J. WALSH, JR.-COURT REPORTER



BY MR. RIELY

Q All right, sir. Page 2 of that Table?
A Yes. Page 2 under Schedule PE, this

same error came in. The 966 under ~he proposed with
fuel column on Schedule TE should be 9.20, and the last
value should be .0233.

Q Instead of the .02319?

should read three million, seven hundred and eighty-four
thousand, five hundred and sixty-six dollars. And
the~rcentage on the total column should be 13.68.

Q All right, sir. Schedule 2, page 1 of 3.
A On Table 2, page 1 of 3, under the

Proposed with Fuel column for Schedule RA, the value

should be nine dollars and twenty cents for the minimum.
.0292, .0259, and .0233.

CHAIRMAN SHANNON: .0232?
WITNESS MULLETT: .0233, sir.

Those changes make the percentage increase
column change as follows: First value should
m 10.71, the second value is 14.55, the third

value is 15.16, and the fourth value is 22.70.
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24
A That is correct. The percentages then

GARRETT J. WALSH, JR. - COURT REPORTER



A On page 3, there is a typographical error

under the Present with fuel column, under Schedule W,

at the bottom of the page. It should be three dollars

instead of three dollars and sixty cents.

And that makes the percentage 20 percent.

Q All right, Mr. Mullett, will you now

summarize your testimony?

A MY testimony consists of an explanation

of the changes proposed in Potomac Edison's rates,

and fuel clause. At the present time the Company has

15 rate schedules under which it provides service to

about 49,000 customers in Virginia. Under the tariff

filed in this proceeding, we are proposing to eliminate

three of these schedules; Schedule A, PE, and CA. We

will restrict the application of one Schedule,

Schedule W, and move closer toward the eventual

elimination of two others, Schedule RA and Schedule CSH.

become 37.72 percent, and 50.42 percent.

CHAIRMAN SHANNON: 50.--

WITNESS MULLETT: 50.42.

And finally, I believe on page 3 of that
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In addition to the foregoing, the
Company has also filed a revised fuel clause in this
case to bring the Company's clause into compliance
with the Commission's requirements. As a part of
this change, we are in9reasing the amount of fuel

costs included in the base rates of the Company.
And that concludes my summary.
CHAI~AN SHANNON: What figure are

you including in your base rates in the

This is in keeping with the directives of the Commission
in the Company's last two cases, and the Company's
desire to consolidate and simplify its tariffs.

The increases proposed by the Company
are generally across-the-board as to classes of
customers. However, in order to accomplish the
consolidation and simplification mentioned, it was
necessary to have various -- variations within a class
for special rates such as those for space heating and
water heating. As a general rule, we have increased
the last blocks of energy rates more than the earlier
blocks. In the case of demand and energy type rates,
most of the increase has been assigned to the .demand
prices.
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revised clause, Mr. Mullett?

WITNESS MULLETT: It is .8 cents per

kilowatt hour.

CHAI~Ulli SHANNON: .8?

WITNESS MULLETT: That is right.

COMMISSIONER BRADSHAW: Eighty percent

of last year's test year's cost. What percentage

of your cost is currently in the clause?

W~TNESS MULLETT: At the present time,

the clause has a base of .265 cents, which would

be about twenty-five percent.

COMMISSIONER BRADSHAW: What do you

anticipa~e that will do to the fuel adjustment

clause for the average consumer if he had

eighty percent

WITNESS MULLETT: It is going to reduce

the amount shown in the fuel adjustment clause

of the customer.

COMMISSIONER BRADSHAW: I realize that,

but will it be a debit or a credit, do you

think?

WITNESS MULLETT: He is still going to

have an adjustment. He will still have a charge

GARRETT J. WALSH, JR. - COURT REPORTER



WITNESS MULLETT: That is riqht.

COMMISSIONER BRADSHAW: Well--

COMMISSIONER HARWOOD: I remember reading

somewhere in your testimony -- I thought it was

about one-half of one percent -- of one cent.

MR. RIELY: That is the increase from

on his bill.
MR. RIELY: That is why you made it

.8 instead of percent. I think his testimony

shows -- we thought it would be confusing

to have it go up and below ..

COMMISSIONER BRADSHAW: You think it

would even it out more. Less fluctuations?

WITNESS MULLETT: Well, there are

still going to be fluctuations, but it won't

be debits and credits. We were concerned about

the confusion tha~ miqht exist if you have

debits one month, credits next month.

CHAIRMAN SHANNON: But you will have

.8 of a cent per kilowatt hour in the base rate?

WITNESS MULLETT: That's right, sir.

COMMISSIONER HARWOOD: Eight-tenths

of a cent?
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percent?
WITNESS MULLETT: That is right.

COMMISSIONER BRADSF-AW: Did you get an

over-recovery or under-recovery of fuel costs

the present amount of the fuel clause.

~ COMMISSIONER HARWOOD: This produced

a factor .00549, which we have factored into

each kilowatt hour price.

WITNESS MULLETT: That is the additional

amount added to the present base, that is right.

COMMISSIONER BRADSP~W: When was your

last rate case in West Virginia?

WITNESS MULLETT: The last rate case

in West Virginia? That case was concluded

COMMISSIONER aRADSHAW: Let me put it

to you this way: What -- they don't have a

fuel adjustment clause any more.

WITNESS MULLETT: No, they do not.

COMMISSIONER BRADSHAW: What percentage

of your fuel costs is built into the base rate

out there?

WITNESS MULLETT: One hundred percent.

CO}!MISSIONER BRADSHAW: One hundred
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Mr. Mullett, have you reviewed the

651

5 testimony given by Mr. Wittine?
6

1

A

Q

Yes,. I have.
Mr. Wittine has testified that he would

8

9

10

11

12

recommend that Schedule W be eliminated one year from
the effective date of the proposed rates, and that
this deferment would reduce revenues by approximately
two hundred and thirty-three thousand dollars. Are
you familiar with that testimony?

13

14

15

A

Q

A

Yes, I am.
~ave you proposed to eliminate Schedule W.

\No. We have proposed to eliminate

16

17

18

19

Schedule W as it applies to residential customers, but
not commercial customers. Mr. wittine proposes to
eliminate Schedule W one year from the effective date
for all customers.

20 Q Can you conceive of a customer receiving

21

22

residential service who is now served under Schedule W,
and not at the same time served under Schedule R?

A There should be no such customer. If

24
there.is a customer who receives service under W, he
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should, if he is a residential customer, receive service
under Schedule R also.

Q Mr. Wittine says that the twenty-seven
point eight percent increase for Schedule W customers
is too much. Will you conunent on this?

consider that percentage increase by itself, because
as I have stated, customers receiving service on
Schedule W, also receive service on<'Schedule R. The
effective increase is the amount of the combined
bill. I have prepared an exhibit on this matter.

Q If it please the Conunission, I would
like to offer CSM, Table 4. Would you please discuss
this table?

A This table shows the increase to be
received by residential customers now receiving service
under Schedule W, at various levels of consumption.

For example, a residential customer
who uses 150 kilowatt hours for his residential service
and 200 kilowatt hours for his water heater service,
would receive, as shown on line 2, an overall 14.57
percent increase over the rate that he is presently
paying, including the surcharge. The average water
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It is unrealistic, in my view, to
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These increases are substantially less
than the 27.8 percent increase found by Mr. Wittine,
and shown on page 11 of his prepared testimony.

Q 1his exhibit does include the present
existing surcharge, doesn't it?

Schedule W, as it applies to residential customers,
will not result in an undo increase to our residential
customers, but will, in fact, produce increases that
are substantially in line with the overall increase that
the Company proposes to all of its customers.

heater customer uses about 285 kilowatt hours per month.
It will be seen that if he uses 250 water heater kilowatt
hours, and 150 kilowatt hours to 1,250 kilowatt hours
for his regular residential service, his overall
increase would range between 15.62 percent and 10.56

percent; whereas if he uses 300 water heater kilowatt
hours, and 150 to 1,250 kilowatt hours for his residential
service, his increase would range from 16.69 percent to
11.01 percent.

My conclusion is that elimination of

653Mullett - Direct

Yes, it does.
Now, what conclusion do you draw from

A

Q

152

this exhibit?
A
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(3 :10 p.m.)

(Prepared testimony follows.)

Accordingly, I think that Mr. Wittine's
suggestion for Schedule Wcan be disregarded without
untoward effect upon any customer.

Q If it please the Commission, I ask that
Mr. Mullett's testimony' be copied into the record, and
his exhibits be received in evidence, subject to cross
examination, and I tender him for cross examination.

CHAIRMAN SH&~NON: It will be so done,
and his exhibit will be received, together with
Exhibit CSM, Schedule 5 -- Table 4, and we will
take a short recess.
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1 Q. Rave you testified before other regulatory commissions?

2 A. Yes. ;I have testified before the Public Service Commission of West

3 Virginia and the Public Utilities Commission of Ohio.

4 Q. Please explain your responsibilities in this proceeding.

5 A. I was responsible for developing the rate schedules to recover the

6 revenue deficiency determined by Mr. Nicol and for making the changes

7 proposed in the tariff rules and regulations.

8 Q. Please outline the testimony you plan to give today.

9 A. My testimony will consist of an explanation of the changes proposed in

10 Potomac Edison's rates and tariff rules, and will include exhibits

11 which will show comparisons at present and proposed rates of various

12 usage levels for different classes of customers.

13 Q. Briefly define your present rates.

14 A. Schedule "R" is the basie rate available for residential service,

15 under which 33,600 customers are served. Schedule "R-A" is the rate

16 available for residential service where customers use electric space

17 heating. This schedule has been restricted to locations connected

18 prior to February 1, 1975.

19 .Schedule "c" is the rate available for small general service

20 customers. Schedule "pt" is the rate available for medium-size

21 general service customers with loads in excess of 50 kilowatts.

22 Schedule "PH" is the rate available for medium-size general service

23 customers who have better load factors than customers served on

24 Schedule "PH".

25 Schedule "PP" is the schedule available for large industrial

26 customers having loads in excess of 5,000 kilowatts. Schedule ''W''
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1 is a schedule available for water heating where the service to the

2 water heater is separately metered. This schedule has been restricted

3 to present customers at locations served since December 1, 1972.

4 Schedule "OL" is an outdoor lighting service and Schedule "AL"

5 is an area lighting service, both of which are available throughout

6 the service area. Schedule "MSL" is a street and highway lighting

7 service which is available for lighting public areas. Schedule "SL"

8 is a street lighting service using incandescent lights, which has been

9 restricted to the facilities in service as of December 1, 1972.

10 Schedule "C-A" is a rate under which service was provided to

11 general service customers using electric heating for their establish-

12 ments. This schedule has been restricted to locations served as of

13 December 1, 1972.

14 Potomac Edison also serves an area in Highland County identified

15 as Monterey. At the time this property was transferred from Mononga-

16 hela Power Company, Potomac Edison adopted the rates then in effect

17 and these rates have been carried as separate rates since that time.

18 Schedule "A" is the rate available for basic residential service in

19 this area and is restricted to this area. Schedule "TE" is the rate

20 available for all-electric residential customers in this Monterey

21 area. It is also restricted to this area.

22 Q. What were the basic objectives followed in the development of ~le

23 rate changes?

24 A. There were several basic objectives iuvolved in the development of our

25 rate program. One, of course, was to develop rates which would pro-

~6 duce the dollars needed to cover the revenue deficiency calculated by
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1 Mr. Nicol. Another was to modify the fuel clause to conform to the

2 Commission's rules in Case No. 19526, while at the same time including

3 a larger part of the fuel costs in the base rates for service. In

4 addition, we also wanted to eliminate Schedules "A" and "TE", presently

5 restricted to the territory previously served by Monterey Utilities.

6 Corporation, and we wanted to continue our efforts toward the eventual

7 elimination of Special Schedules "R-A", "C-A" and ''W'',as directed by

8 the Commission in Case No. 19139. Finally, we wanted to accomplish

9 the foregoing without causing an undue disruption in billing to cus-

10 tomers.

11 Q. Mr. Mullett, you mentioned the fact that your proposed rates reflect

12 the effect of including more of the fuel costs in the base rates.

13 Would you please explain this?

14 A. At the present time, the Company's base rates contain a portion of

15 the cost of fuel. This.amount is $.00265 per kilowatt-hour of net

16 generation. this value is based on the December 1970 cost of fuel.

17 In order to put the fuel cost in the base rates on a more current

18 basis, we will include in our base rates approximately 80% of our

19 test year fuel costs determined in accordance with the fuel cost

20 adjustment clause proposed in this case.

21 Q•. Why did you include only 80% of test year costs in the base rates?

22 A. We wanted to increase the amount in the base to a level more nearly

23 equal to present costs, but we wanted to avoid a situation whereby

24 the fuel cost adjustment would be a debit one month and a credit

25 the next because we felt this could cause some confusion in the minds

26 of the customers. By not rolling the complete fuel cost into the base
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1 rates, we believe we will avoid this situation while, at the same time,

2 substantially reducing the amount of fuel costs being recovered through

3 the fuel cost adjustment provision.

4 Q. How did you determine the fuel increment to be added to the base .price

5 of each kilowatt-hour?

6 A. The total fuel clause revenue actually received during the test year

7 was $6,807,988. From this we deducted the amount of fuel clause rev-

8 enue which we calculated would be collected under the new clause

9 (approximately $1,580,000) and the balance, which was the amount of

10 revenue being shifted from fuel clause to base rates, was then divided

11 by the total kilowatt-hour sales in Virginia during the test year.

12 This produced the factor of $.00549 which we have factored into each

13 kilowatt-hour price.

14 Q. Now, would you please generally describe the changes you are proposing

15 to make in each schedule.
16 A. As a general principle, we have tried to increase the end blocks of

17 energy on each schedule by a greater percentage than the first blocks.

18 By doing this, we have tended to flatten the rates. On the larger

19 demand and energy type schedules, we have increased energy prices by

20 the approximate amount by w~ich production costs, exclusive of fuel,

21 have increased since the last rate case. The balance of the increase

22 required from these schedules is assigned to the demand charges. A

23 provision covering late payment charges has been added to each schedule.

24 Q. Have you made any changes in the blocks of the rate schedules?

25 A. No.. The blocking will remain the same under our proposed rates.
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1 Q. What schedules are you proposing to eltminate?

2 A. Under our proposal, we will eliminate Schedules "A", "TE" and "C-A"

3 and Schedule "W" will no longer be available for use by residential

4 customers. The church and school space heating provision under

5 Schedule "C-A" will be retained as a part of Schedule "C".

6 Q. Have you prepared an exhibit comparing present and proposed rates

7 and their effect on customers?

8 A. Yes, I have prepared an exhibit marked "CSM-4".

9 Q. Please describe Tables 1 and 2.

10 A. Table 1 shows a comparison of the proposed increase to present

11 total revenue under each schedule, as filed in this proceeding.

12 Table 2 of Exhibit No. CSM~4 shows the present price per block

13 compared to the proposed price after adding the fuel increment to

14 the base price to reflect the higher rolled in fuel cost.

15 Q. Please describe the manner in which you have specifically modified

16 each schedule, beginning with Schedules "R", "w" and "A".
17 A. In keeping with Commission directives in earlier cases that Special

18 Schedules be eltminated, and our desire to meld the old Monterey

19 rates into Potomac's standard rates, we are proposing to transfer

20 Schedule "A" customers and residential water heating users on

21 Schedule "w" over to the .proposed Schedule "R". This results in

22 a significantly higher increase for the transferred customers, but

23 it is the only way to eltminate the schedules now restricted and

24 put all customers on the same schedule for basic residential use.
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1 Q. What is the magnitude of the increase on Schedule "R"?

2 A. Overall, the changes proposed for Schedules "R", "A" and "W" will

3 produce an increase of 12.66% as may be seen from Exhibit No. CSM-4, Table 1.

4 Q. Are any changes necessary in Schedule "R" as a result of occurrences

5 subsequent to the filing of the rates proposed?

6 A. Yes. Subsequent to the filing, a review of the statistical infonnation

7 used revealed that the kilowatt-hour spread among the billing blocks .

8 as orig;f..nallyused was incorrect due to the inclusion of Schedule "W"

9 on Schedule "R". Correcting the spread changes revenue by only $21

10 because the differences in blocking were offset by differences ~n pricing.

11 However, it does require that the pricing proposed for Schedule "R" be

12 reduced as follows: the minimum will be'reduced from $3.37 to $3.35.

13 The first block of 50 kilowatt-hours will be reduced from 8.239~ per

~4 kilowatt-hour to 7.820c per kilowatt, the second block of 100 kilowatt-

15 hours from 5.49~ per kilowatt-hour"to 5.232C per kilowatt-hour and all

16 consumption in excess of 150 kilowatt-hours from 3.438~ per kilowatt-

17 hour to 3.338C per kilowatt-hour.

18 Q. Have any changes been proposed in the blocking on Schedule fiR"?

19 A. No. The blocking at present ,consists of only three steps and, as

20 mentioned earlier, it is proposed to leave those as they are. We

21 have flattened the schedule somewhat by increasing the last block

22 price at a higher percentage than the earlier blocks.

23 Q. Please give us specific details of how the proposed changes for this

24 schedule were developed.

5 A. First of all, we repriced present Schedule fiR". To these prices, we

26 then added the fuel increment previously described of $.00549 per
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1 kilowatt-hour. The rates so determined were then applied to the

2 Schedule "R" and "A" billing determinants. The Schedule ''W'' usage

3 had previously been combined with Schedule "R" data, by computer, to

4 categorize it into the proper billing block. Total revenue produced

5 by such pricing was then compared to book revenue to arrive at the
6 increase.

7 Q. Does Exhibit No. CSM-4, Table 1, show the revenue increase for all
8 schedules?

9 A. Yes, this exhibit shows the actual base rate revenue, the revenue

10 obtained in the test year from the fuel clause, and the total com-

11 bined revenue, by schedule. It also shows the proposed increase under

12 the proposed rates.

13 Q. What is the effect of the rate increase proposed on "R", "A" and "w"
14 customers at various levels of use?

15 A. A customer on Schedule "R" or Schedule "A" using 500 kilowatt-houl:'S

16 per month, which is close to the average use for.these schedules,

17 would experience a monthly increase of $2.45 and $5.20, respectively,

18 which is a 12.09% increase on Schedule "R" and a 29.68% increase on

19 Schedule "A". A customer presently served on "R" using 350 kilowatt-

20 hours for water heating which is separately metered, would be billed

21 $18.17 for 500 kilowatt-hours, whereas, on Schedule "R" as prop~sed,

22 he would be billed $22.72 for an increase of $4.55 or 25.04%.

23 Q. How does the increase proposed for residential customers compare

24 with the other schedules?

25 A. Generally, the non-heating residential customers on Schedule "R"

26 will experience a lesser increase than the other classes of customers,



Line
No.

163 -276-

WITNESS: MR. MULLETT Page 10
664

1 while customers on Schedules "A" and ''W'' will be increased at a

2 greater rate than average. The increase sought for this class of

3 customers is less than the overall average increase which the Company

4 is seeking.

5 Q. You mentioned earlier that Schedule ''W'' customers were combined with

6 Schedule "R" customers for billing. Will you please explain this?

7 A. At the present time, some residential water heating is served through

8 a separate meter and the usage recorded is billed a flat rate on

9 Schedule ''W''. This schedule is restricted, as explained previously.

10 For purposes of calculating revenue on proposed "R", the metered

11 water heating kilowatt-hours were combined with the main meter con-

12 sumption and the total was billed as though they had all been use4

13 on the customer's main meter.

14 Q. Describe the changes proposed for Schedules "R-A" and "'l'!".

15 A. These are the residential heating schedules which the Commission has

16 directed that we eliminate. However, because of the.magnitude of

17 the difference between these schedules and the non-heating residen-

18 tial schedules, it was not deemed advisable to eliminate them at

19 this time. We have, however. combined "R-A" and "'l'!" into one

20 schedule and we have reduced the differential between "R-A" and "R".

21 Q. What is the overall impact of the increase on residential heating

22 customers?

23 A. In an effort to move closer to the total elimination of this schedule,

24 we have proposed increases for the residential heating customers

25 greater than the average proposed for the Company. As may be seen

26 from Exhibit No. CSM-4, Table 1, the overall increased proposed for
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1 "R-A" and "TE" customers is 15.97%. We have tried.to keep "TE"at a

2 reasonable level of increase while, at the same time, increasing

3 "R-A" in such a way as to facilitate combining "R-A" with "R" as soon

4 as practicable. We believe we have accomplished this, although we

5 recognize that "TE" customers will receive a substantial increase.

6 Q.

7 A.
Are you proposing any block changes in Schedule "R-A"?

No. It is our intent to keep the same blocking as presently exists.

8 We have increased the tail block price of the schedule at a higher

9 percentage than the first block prices, which tends to flatten the

10 rate and also bring it more into line with Schedule "R", with the

11 goal of making the transition to a single residential rate easier

12 to accomplish in the future.

13 Q. Do the rates proposed for Schedule "R-A" act to reduce the difference

14 between its rates and those on Schedule "R"?

15 A. Yes, they do. At the present time, the difference in Qilling on

16 Schedule "R" and Schedule "R-A" at 500 kilowatt-hours is $1.90 in

17 favor of "R-A" compared to a proposed difference of $1.41. At

18 3,000 kilowatt-hours, the present difference is $25.36 compared to

19 a proposed difference of $22.23. The reducing difference is the

20

21 Q.

22

23 A.

result of our increasing "R-A" more substantially than "R".

What changes are proposed for Schedule "e", available for small

general service customers?

Here too, each block has been increased. We are not proposing to !

24 make any changes in blocking. We are proposing to combine Schedule

25 "e-A" with "e" in complying with the Commission's directive.
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1 Q.

2 A.
How have you increased "c" and "C-A" relative to the other schedules?

Schedule "c" has been increased an average of 15.17%, as is shown on

3 Exhibit No. CSM-4, Table 1. Of course, it was necessary to increase

4 the customers now served on old Schedule "C-A" considerably more

5 than the average in order to be able to accomplish the e1~ination
.6 of Schedule "C-A".

7 Q. How have you handled the church and school provision for space heat-

8 ing that is now included in old Schedule "C-A"? .
9 A. The church and school provision (eSH) was put into Schedule "c"

10 because the increase for such customers would otherwise have been

11 substantially out of proportion with increases being proposed for

12 other customers. As a result, the flat rate applicable to the 73

13 such customers now served under old Schedule "C-A" has been in-

14 creased from 2.249~ per kilowatt-hour (including the new fuel base)

15 to 2.909~ per kilowatt-hour, or about 29%. This is higher than the

16 overall average increase being sought but is considerably lower than

17 serving them under the proposed rates for other Schedule "e" custo-
18 mers.

19 Q. Explain the specific changes proposed for Schedule "PL", available

20 for medium-use general service customers.

21 A. Increases have been proposed for all energy and demand prices. No

22 changes are being proposed in the rate schedule blocking, nor are

23 any changes being proposed in the Rkva charge or the voltage dis-

24 count. It is estimated that "?t" revenue will increase 13.84%
25 under our proposed rates.
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1 Q. Please describe the changes being proposed for Schedule "PH", which

2 is also available for medium-sized general service customers.

3 A. It is proposed to increase the energy prices of this schedule slightly,

4 in addition to the factor of 0.549~ per kilowatt-hour which increases

5 the amount of fuel recovered in the base. The increase in energy cost

6 approximates amount by which incremental production costs, excluding

7 fuel, increased sinc~ the company's last rate case in Virginia. The

8 balance of the increase sought from this schedule is proposed to be

9 obtained by increasing all demand prices by $1.30 per kilowatt, and

10 by increasing the minimum charge per kilowatt from $1.60 to $2.17.

11 No other changes in price are being proposed. "PH" revenue will in-

12 crease 12.90% under our proposal.

13 Q. What do you propose for Schedule "PP"?
14 A. Here, too, we propose to increase the demand charge by a substantial

15 amount relative to the increase in the energy price. Demand prices

16 will be increased by $1.11 per kilowatt. As may be seen from Exhibit

17 No. CSM-4, Table 1, the changes proposed for this schedule will pro-

18 duce an increase in revenues of 11.63% over the present rates.

19 Q. How will the non-residential water heating customers served on

20 Schedule ''W''be handled under your proposal?

21 A. Since there are 161 non-residential water heating customers who have

22 no other service, it has been necessary to retain Schedule ''W''.It

23 has been restricted to existing installations for some time, and

24 will now only apply to non-residential customers. The flat,rate

25 under this schedule will be increased from 2.449~ per kilowatt-hour

26 (including the new fuel base) to 2.909c per kilowatt-hour, or about

27 17.64% under our proposal.



Line
No.

167
-280-

WI TNESS : MR. MULLETT Page 14 668

1 Q. Now, would you please explain the changes proposed for the lighting

2 schedules.

3 A. Generally, the lighting schedules have been increased by approximately

4 the amount of the overall average increase after adjus~ent for the

5 fuel rolled into the base rate.

6 Q. Now, Mr. Mullett, would you please explain the changes you are pro-

7 posing in the Company's rules and regUlations.

8 A. The following rule changes are being proposed:

9
10
11

12
13
14
15
16
17
18
19
20
21
22

23
24
25
26
27
28
29

1. Rule 4(a) - a language change is proposed to clarify
the company's obligation to obtain permits and ease-
ments.

2. Rule 4(f) - the charge for.mobile home poles has been
increased from $1.35 to $1.54 per month and'language
has been added to state that: the facilities charges
and mobile home pole charges are subject to the late
payment charge.

3. Schedule "E" - Extension of company's Facilities -
Plan "B", paragraph 4, has been modified to change '
references to a three-year period to the contract
period in recognition that contracts with terms
longer than three years are provided for in para-
graph 2 of this Plan.

4. Schedule "E" - Extension of Company's Facilities -
Plan "c" has been modified (a) to delete paragraph
1.6 since this 'is covered in Rule 2(c) and new
paragraph 2 of Plan "C", and (b) to delete present
paragraph 2 and replace it with a new paragraph 2
which we believe will simplify the administration
of this provision.

30 Q. Has potomac Edison complied with the Commission's Order governing

31 fuel clauses, as set forth in Case No. 19526?

32 A. No, we have not. We have been granted permission by the Commis-

33 sion to bring the clause into compliance in this rate case.

34 Q. Does the fuel cost adjustment clause which Potomac Ed~son has

35 filed in this case conform to the Commission's rules governing fuel

36 'clauses?
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2 Q. Would you please explain how it complies?

3 A. Rule 1 requires that the clause be in a form that provides for an

4 adjustment per kilowatt-hour of sales equal to the difference between

5 the cost of fuel in the base and the cost during the current period.

6 Potomac's clause states that the adjustment will be effective when

7 the cost in the current period exceeds or falls below the stated

8. base amount of 0.8~ per kilowatt.hour.

9 Rule 2 provides that the adjustment factor may be modified to

10 recover state and local gross receipts taxes. Potomac's proposed

11

12
13

clause provides for the exercise of this option by including a tax
1factor multiplier of r:r where T equals the gross receipts tax rate

in effect during the billing month.

14 Q. How was the new base of O.8~ per kilowatt.hour calculated?

15 A. The costs on which the base was determined, a~d the final calculation,

16 are shown on Table 3 of Exhibit No. CSM-4. As may be seen, total

17 Potomac Edison costs and sales data were used since the costs asso-

18 ciated with. service to Virginia customers are not readily available

19 for such a development.

20 Q. Please continue with your explanation of the Company's compliance

21 with the fuel clause rule.

22 A. Rule 3 states that we may include, in our calculation of the fuel

23 costs, those items recorded in Items 1, 2 and 3 of Account 151 trans-

24 ferred to Accounts 501 and 547, exclusive of demurrage charges.

25 Potomac I s proposed adjustment: clause provides that "all fuel costs

26 will be those charged to Account 501, cleared through Account 151,
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1 and Account 547, as allowed by the Coumission's rules."

2 Rule 4 provides for the inclusion of purchased power when such

3 purchases are made on an economic dispatch basis, and it further

4 provides for the exclusion of fuel recovered through intersystem

5 sales. Potomac Edison~s fuel clause provides for the inclusion

6 and exclusion of such ~osts as may be seen in the definition of the
I

7 Fm factor.

8 Q. Does Potomac Edison presently purchase any fuel from an affiliated

9 company, as is anticipated in Rule No. 51

10 A. No, it does not. Potomac Edison and the other companies of the

11 Allegheny Power System do have an interest in coal lands through

12 a subsidiary company (the AP Coal Company). However, at the present

13 time, no coal is being produced by this subsidiary.

14 Q. Will the company's fuel clause automatically comply with the require-

15 ments of Rule 6?

16 A. Yes. Through the operation of the fuel clause and the accounting

17 for the fuel costs, any refunds or other recoveries or adjustments

18 will be passed on to ratepayers through the fuel clause.

19 Q. Do you have any further comments with regard to the fuel cost adjust-

20 ment?

21 A. Yes. I want to point out that the unit cost of fuel used in com-

22 puting the monthly adjustment factor will be estimated, as provided

23 for in the clause as set out on Page No. 6-1 of the tariff. The

24 clause further provides that the adjustme?t will be corrected in

25 the second succeeding month as the actual cost is found to vary

26 from the estimated cost. The Company has been estimating the cost
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1 of fuel under its present fuel clause in Virginia since June 1975,

2 and we believe that our experience supports the fact that we can

3 make the estimates with a good degree of accuracy. During the

4 period that we have been making these estimates, the average error

5 has been only 3.9%.
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2 for this proceeding?

3

4

A

Q

I have.
Do you have any additions or corrections

5 to make to your testimony and exhibits?

6

1

A None.
CHAIRMAN Sa~NON: Let's identify Mr.

8

9

10

11

12

14

15

16

17

18

19

20

21

Wittine's attachments collectively as Exhibit
JRW-10, I believe.

WITNESS WITTINE:. Mr. Chairman, with
your permission, I made a mistake. I do have
two additions~ my testimony in the form of

additional attachments.
CHAIRMAN SHANNON: All right. They

will be received as Attachments 9 and 10.
MR. RIELY: Rate Schedule is 9, and

Table is 10?
CHAIRMAN SHANNON: I think tha):is

correct.

BY MR. SMITH

22
Q Mr. Wittine, will you please briefly

23
summarize your testimony, and explain these two exhibits

you have also handed out.

GARRETT J. WALSH. JR .• COURT REPORTER



Attachment JRW-10 was prepared by me
in response to the additional exhibit which Mr. Mullett
presented today, and it is basically the same exhibit
except the percentage increases which are shown were

A Yes. I will start by explaining the

two exhibits I just handed out. Attachment JRW-9 was
submitted merely for clarity purposes, so that the
Commission has a better understanding of what, in

fact, the Company is proposing to do.
Onder the second column, entitled,

Present Schedule, the Company has five rate schedules
under which it provides electric service to its
customers. They are designated RAW -- RA and TE.
On the far right hand side, under the Proposed Schedule
it can be shown, or is shown, that the Company proposes
to combine RA and Wand just maintain Schedule R. It
also proposes to combine Schedule RA customers and TE

customers, and maintain Schedule RA.
As far as general services is concerned,

the Company proposes to combine customers on Schedule CA
with Schedule C, and retain Schedule C. And those
commercial customers presently on Schedule W will remain

on Schedule W.

1
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J.3

14

15

16

17

18

19

20

21

22

23

188

-285-

Wittine- Direct 689

GARRETI J. WALSH, JR .• COURT REPORTER



computed by excluding the present rate surcharge from
the existing total charge.

Now, the next -- the next to the last
column on the right hand side will show that by excluding
the surcharge which is currently applied to customers
bills, the customers will experience increases anywhere
in the neighborhood of approximately fourteen percent to
a high of approximately twenty-one point nine percent,
vs. the testimony presented by Mr. Mullett indicating
the percentage increases were in the neighborhood of
approximately eleven percent to about fifteen percent.

The far right hand column demonstrates
the percentage increase the customer would experience
if the proposal which I suggested for Schedule W
customers was accepted. Those percentage increases
would range anywhere from approximately fourteen point
seven percent to a low of about eleven percent. Now,
I will proceed with the summary of my testimony.

The purpose of my prefiled testimony
was threefold: First, I reviewed the Company's present
rate schedules and the Commission's staff position
during the hearings on the Company's application for a
rate surcharge.
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Secondly, a number of attachments to
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3

4:

5

6

,.,

8

9

10

11
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.•.3

14

15

16

17

18

19

20

21

22

23

my testimony were prepared so as to assist the Commission
in assessing the impact the Company's application: would
have on the various service classifications and
customers.

Thirdly, I offer specific recommendations
concerning the Company's proposed tariff and future
rate proceedings. During the public hearings of
March 28, 1977, I testified that the Company has,
and continues to have, special rate schedules under
which it provides electric service. These rate schedules
which have been closed and/or restricted to specific
service areas, have the following designations: RA,
A, W, TE, and CA. The Staff's position during the
March 28, 1977 hearing was that specific action should
be taken which would reduce and/or eliminate the
disparities between the aforementioned special rates
and the Company's open schedules Rand C. My testimony
demonstrates that the Company, through its application,
proposes to eliminate three of the special rates for
residential service. These rates are Schedules A, W,
and TE.

To accomplish this, the Company proposes

GARRETT J. WALSH, JR•• COURT RE;PORTER
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to transfer present A and W customers to Schedule R,

3 and TE customers to Schedule RA. .Upon reviewing the

4,

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

24

customer impact to the Company's proposal to eliminate
Schedule A, W, and TE, it is the Staff's position that

.
the proposed increase would be too severe, and should
not be permitted.

Our Attachment JRW-l reveals that the
increases would be, if the Company's application --
would~ too severe if the Company's application w~re
accepted. Specifically, a customer presently receiving
service under Schedule A, would experience an increase
of approximately twenty-seven percent, and Schedule TE
customers would receive an increase of approximately
forty-one percent.

As an.alternative to the Company's
proposal, I have recommended that Schedules A and TE
be phased out over a period of one to two years.

Attachment JRW-3 and 5 contain the
Staff's proposed~hedules and rate comparison. As can
be seen from Attachment JRW-3, the Staff proposal for
Schedule A customers would li~t the increase to
approximately ten percent, or about one-half of the
proposal by the Company. The Staff's proposed rate

GARRETt' J. WALSH, JR .• COURT REPORTER



would remain in effect for one year, after which time
it will be elinnated and the customers transferred to

Sched ule R.
With reference to Attachment JRW-S,

customers served under Schedules TE would receive
approximately twelve percent increase, or less than one-
half of that proposed by the Company.

Furthermore, I recommend that the
Staff's proposed rates be inceased by ten percent one
year from the effective date, and that the rate be
eliminated one year from then, and the customers

transferred to Schedule RA •
with reference to Schedule W, I

recommend that the residential customers be retained
on the Company's proposed schedule w, and that this
schedule be eliminated for all customers one year from
the effective date of the proposed rates.

I have also recommended a phasing out
of Schedule CE rather than its proposed elimination.
With refere~ce to the Company's open schedules, I do
not take issue with the proposed apportionment of

increases.
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24
Finally, I recommend that the following

GARRETT J. WALSH, JR .• COURT REPORTER



(Prepared testimony follows.)

MR. SMITH: Thank you, Mr. Wittine.
Mr. Wittine is ready for cross examination •

CHAIRMlu'lSHANNON: Mr. Wi ttine 's
prepared testimony will be copied into the
record as if the questions were asked and
the answers were given.

be considered as each relates to future rate design.
Specifically, the Company should perform a cost of
service study for its Virginia jurisdictional service
classification. Upon completion of this study, it
should consider the desirability of the establishment
of a separate customer charge for residential service,
the elimination of Schedule RA, the establishment of
separate customer demand and energy charges for
Schedule C, and the combining of Schedules PL and
PH.
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A. During the public hearing of March 28, 1977 the Commission

Staff testified that ~~e Company has, over the last

several years, been providing service ~,der special rate

schedules. These rate schedules have the following

designations:

Schedule

"R-A1
'"w"

"A"
"TE"
"C-A"

Description.

Residential S~rvice - All Electric
Water Heating Serlice
Residential Service

Residential Se~lice All Electric
General Serlice - All Electric

Date Closed

E'eb. 1, 1975
Dec. 1, 1972
Open/
Restricted
Feb. 1,1975
Dec. 1, 1972

Schedules "W" and "C-A" THere closed by Commission Order

dated October 31, 1972 in Case No. 19139, and Schedule R-A

was closed by Order dated July 31, 1974 in Case No. 19416.
In keeping with ~~e Commission's decision to eliminate

special rates, when Monterey Utilities Corporation was

acquired by the Company, Monterey Schedules "A" and "TEn

were retained wi~~ the understanding that service ~,der

these schedules ~Hould be restricted. Schedule "TE" was

closed and Schedule "A" 'Has restricted to te=ritory forr.1erly

served by Monterey Utilities Corporation.

The position taka, by ~~e Staff during ~~eMarch 28,

1977 hearing was ~~at specific steps should be conside=ed

which would reduce and/or eliminate the disparities be-

tween ~~e aforementioned special rates and ~~e Company's

open Schedules "R" and "C".
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Q.

10. Q.

11. Q.

9. Have you reviewed the Company's application in this
proceeding?

A. Yes. The Company, through its application is seeking
approximately $3.8 M of additional permanent annual rate
relief of which approxL~ately $980,000 is, on an annual
basis, presently being recovered ~~rough the Rate Surcharge
which became effective May 1, 1977. As such, the attach-
ments which I have prepa=ed demonstrates the increase in
charges ~~at customers would experience above the cu=rent
basic rates as well as the increases above total present
charges including the Rate Su=charge.
Would you first discuss the affect of the proposed rates
on Residential Customers?

A. Yes, the Residen~ial Customers, of which ~~ere are approx-
imately 42,950, are currently served under five (5) rate
schedules. Attachment JRW-l has been prepared to detail
each of these schedules.
Has the Company proposed to eliminate any of the special
residential rates?

A. Yes. The Company has proposed to elL~inate t~ee (3) of ~~e
special rates for Residential Customers. The rates which
would be eliminated a=e Schedules "A", "TE" and "W".
This would be accomplished by transferring ~~ose customers
presently billed on Schedules "A" and "~'l" to Schedule "R"
and those custamers billed on Schedul.e IITE" "..,ouldbe
transferred to Schedule "R-A". By so doing only one
(1) of ~~e four (4) special residential rates, Schedule



199 '-6- -293-
700

"R-A", would remain in effect.
Q. Have you analyzed the L1!tpactof these proposals on the

Company's customers?
A. Yes, and I have prepared several attacr~ents to demonstrate

the effect of the proposed rates.
Attachment JRW-2 demonstrates, for various levels

of monthly KWH consumption, the impact of the proposed
rates on those customers presently served under Schedules
"R" and "A". Colu.~s (e) and (f) show the dollar increase
above present rates, including tb.eRate Surcharge, which
Schedule "R" and "A" customers rl'louldreceive and Columns
(g) and (h) demonstrate the percentage increases. It
must be remembered that these increases are above ~~d
beyond ~~ose already L~posed through the Rate Surcharge.

Attachment JRW-l shows the average monthly ~~ con-
sumption under each of the various rate schedules. As
can be seen ~~e average monthly cons~~ption for Schedule
"R" is 595 l<WH and should the Company's application be
accepted as filed this would result in a 10.3% increase
or approximately 7.3% above the present charge including
the Rate Surcharge. The average monthly cons~~ption for
Schedule "A" customers is 463 ~l1n and based upon the
Company I s proposal the charge for this le~lelof consu.~p-
tion would increase by 27.2% or approxL~ately 19% above
~~e present charge including the Rate Surcharge.

Q. Do you have any corr~ents concerning the impact of the
Company's proposal on Schedule "A" customers?
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A. Yes, it is my opinion that ~~e impact is too severe and

that the Company's proposal should not be accepted as
filed.

14. Q. Do you have any recommendations to make with respect to
Schedule "A"?

A. Yes. It is my opinion that the Schedule should be elimi-
nated however, as I indicated, a one step attainment of
this goal is too severe. Therefore, I have prepared a
Schedule 'N'hichis designed to phase Schedule "A" out.

The Staff's proposed Schedule is shown on Attachment
JRW-3 ',oThichalso includes a rate comparison demonstrating
~~e customer L~pact. The percentage increase which a
customer would experience under the Staff Proposal is
shown in Column (e) while ~~e ?ercentage increase the
customer would experience u...,derthe Company I s Proposal
is shown in Column (f). Excluding the minL~um charge
the percentage increase experienced by. ~~e customer ~,der
the Staff's proposed rate would be limited to approximately
10% or about one half of that proposed by the Company.

Should ~~e Staff's proposed rate be accepted, ! would
also recommend that it remain effective for one year
after which time shall be eliminated and the customers

15. Q.

on this Schedule shall be transferred to Schedule "R".
liill the Staff's proposed rate for Schec.ule f1 A" customers
produce less revenues ~~an the Company's proposal?

A. Yes, but only for one year. The Staff's proposal will
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16. Q.

A.

17. Q.

generate approximately S~3,300 less annual revenue during
the first year from this customer group than the Company's
proposal.

Do you have any comments concerning proposed Schedule "R"?
No. I do not take issue with the manner in which the
Company has apportioned the increased revenue re~~ira~ent.
Would you please discuss Schedules "R-An and nTEn,?

A. Yes, Attachment J~W-4 demonstra~es for various levels of
monthly ~~ cons~~ption, the impact of ~~e proposed rates
on those customers presently served under Schedules "R-A"
and "TE". Columns (e) and (f) show the dollar increase
above present rates, including ~~e Rate Surcharge, which
Schedule "R-A,'tand If TEn customers 'Nould recei~le and Columns
(g) and (h) demonst=ate the percentage increases. Agai~
it must be ra~embered that ~~ese increases are above and
beyond those already L.'"ttposedthrough the Rate Surcharge.

Referring back to Attachment JRW-l one can see ~~at
the average monthly consumption for Schedule 'fR_A'f is
1,702 ~AH and should the Company's application be accepted
as filed, this would result in a 15.7% increase or approx-
imately 9.2% above the presen~ charge including ~~e Rate
Surcharge. The average monthly consumption for Schedule
IfTE'f customers is 1,838 K"t'lH and based upon t.~e Company I s
proposal, the charge for this level of consumption would
increase by 41.4% or approximately 34% above ~~e ~resent
charge including t.~e Rate Surcharge.
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A.

19. Q.

18. Q. Do you have any comments concerning ~~e L~pact of the
Company's proposal on Schedule "TE" customers?
Yes.,again it is my opinion that the L'Tlpactis too severe
and that the Company's proposal should not be accepted as
filed.
Do you have any recommendations to make with respect to
Schedule "'!E"?

.;,. Yes. It is my opinion that ~~e Schedule should be .eliminated
however, a one step attainment is undesirable. Therefore,
I have prepared a Schedule which is designed to phase
Schedule "TE" out over a t...,o(2) year period.

The Staff's proposed Schedule is shown on Attachment
JRW-S which also L~cludes a rate comparison demonstrating
the customer impact. The percentage inc=ease which a
customer would experience ~~der the Staff proposal is
shown in Col'~ (e) while the percentage increase the
customer would experience under ~~e Company's proposal is
shown in Column (f). The percentage increase experienced
by the customer ~~der the.Staff's proposed rate would be
l~~ited to approxL~ately 12% or less t~an half of ~~at
proposed by ~~e Comp~~y.

Should ~~e Staff's proposed rate be accepted, r would
recommend that theMon~~ly Rate be increased by 10% one
year after ~~e effective date of proposed rate ~~d that
one year later the rate shall be elL'ninated ~~d ~~e c~st-
omers on ~~is Schedule shall be transferred to Schedule
"R-A".
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20. Q. Will the Staff's proposed rate for Schedule "TE" customers
produce less revenues than the Company's proposal?

A. Yes, but only temporarily. The Staff's proposal will

21.' Q.

generate approximately $18,800 less revenue during the
first year than the Company's proposal ~~d approxL~ately
$10,000 less the second year.
Do you have any comments concerning Schedule "Wit?

22. Q.

A. Yes, the Company proposes to elL~inate the special rate
for residential customers and bill these customers on
Schedule "R". The present charge for SChedule "W" is a flat
charge of 1.9~/~~ plus ~~e fuel adjus~~ent charge. If
~~e Company's proposal were accepted this would result in
an approxL~ate 36% increase in the present charge ex-
cluding the Rate Su=charge or a 27.8% inc::ease in the
present charge including ~~e Rate Surcharge.

An increase of the magnitude stated above is drastic
and should be avoided. Therefore, I reco~~end that the
Company I s proposal for thos.e residential customers re-
ceiving water heati!lg service under Schedule "r~" not be
accepted as filed.
Do you have any specific recommendations to make concerning
Schedule "~'11t7

A. Yes. The Company has proposed to retai;l Schedule "N"
for commercial customers and ! recommend ~~at ~~e resi-
dential. customers presently served under Schedule "~Nn

not be transfer:=ed to Schedule "R".



204 -11- -298-
705

23. Q.

If this proposal were accepted the residential
customers would experience an approximate 11~4% increase
in the present charge including the Rate Surcharge ~ersus
the Company's proposed 27.8% increase. I would further
reconunend t..."atSchedule "W" be eliminated one year from
the effective date of the proposed rates and t..."atthe
customers served under this Schedule be transferred to
the appropriate rate Schedules, either "R" or "C".
Will your proposal relating to Schedule "W" customers
res~lt in less revenues than that requested by the Company?

A. Yes, on a temporary basis this is correct. If the Staff's
proposal is accepted the rate will produce approx~~ately
$233,000 less than t..."eCompany's proposal during ~~e first
year the ra~e is in effect.

24. Q. Do you have ~~y comments concerning General and Commercial
Service; Schedules "C" and "C-A"?

A~ Yes, the Company proposes to el~l1inate Schedule "C-A" and
transfer these customers to Schedule "C".

Attachment JR~q-6has been prepared to demonst=ate
the impact of t..~eCompany I s proposed Schedule "c" on those
customers currently receiving serJice under Schedule
and "C-A". Columns (e) and (f) show the dollar increase
a customer would experience for various levels of mon~"ly
KWH consumption and Columns (g) and (h) show the per-
centage increase above t."epresent char;e. including the
Rate Surcharge.
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25. Q.

A.

26. Q.

A.

"'7. Q.

A.

00 you have any suggestions concerning Schedule "C-A"?
Yes, the percentage increase above ~~e present charge
excluding ~~e Rate Surcharge which this customer class
would receive on an annual basis is approximately 36% •.

An increase of this magnitude in my opinion is too
dramatic and should not be approved.
What would you recommend?
I 'N'ouldrecommend that Schedule "C-A" be phased out in
two steps. The first step would be the implementation of
an interi.'Urate which would remain in effect for one year
at the end of which time Schedule "C-A" would be eliminated
and the customers on this Schedule transferred to Schedule
IIC fl .•

Have you prep~ed such ~~ interim rate and if so what is
the customer i~pact?
Yes, I would recommend ~hat ~~e monthly rate for Schedule
"C-A" customers be t.:"1esame as Schedule "C" customers
for the first ~1.ree blocks. oft.."1emonthly rate. The last
step of the monthly rate for Schedule "C-A" customers
would be set at an interim level of 2.40~/m~ for a period
of one year following ~~e effective date of t..~eproposed
rates. At the end of one year Schedule "C_A..t would be
eliminated and t.."esecustomers would be transferred to
Schedule "e". By so doing I t:."'einitial increase to Sche-
dule "C-A" c..lstomers'N'ouldbe limited toapprox.i!nately
U~ above t..~epresent charge including t.."-leaate Surcharge.
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A.

A.

28. Q.

30. Q.

Will your proposal relating to Schedule IIC-AIIresult in
less revenues than that requested by the Company?
Yes, on a temporary basis. If the Staff's proposal is
accepted ~~e rate will produce approximately $97,900 less
than that requested by the Company from ~loJ.isservice
classification during the first year the rate is in effect.
Have you reviewed the Company's tight ~~d Power Service,
Schedules IIPt"and IIPH~?
Yes and I have prepar'ed two (2) A,ttachments, JRN-7 and 8
'N'hichdemonstrate the impact of t."eproposed. rates on these
customers.

As can be seen from Attachment JRW-7, the percentage
increase above the present charge, including the Rate
Surcharge, for Schedule IIPL"customers will be approxi..•.nately
13%. Schedule "PH" is for those customers with high load
factors and agai.nAttachment JRW-8 reveals that the per-
centage increase in the present charge, including the
Rate Surcharge, will be wi~~in the range of 12.5 to 13.0%.
Do you have.any comments concerning Schedule "PP", Power
Se~lice -'Large Primary?

A. The Company presently serves two customers under t.~is
Schedule. Rat.loJ.er~~~~ prepare a rate comparison for vari-
ous levels of load and load factor I have reviewed a bil-

29. Q.

ling analysis for these specific customers. The ~~alysis
reveals t.~atfor the test year the proposed rates would
have produced ~~ increase of approxi~ately $153,800 or
10.2% above the present rate including t.~eRate Surcharge.
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31 Q. Have you reviewed the Company's proposed rates concerning
lighting; Schedules "OL" I "AL" I "MSL" and "SL"'?

A. Yes. In this instance the Company proposes a fairly
uniform increase to each Schedule which will result in an
approximate 13% increase above the present rate including
t.."1eRate Surchazoge.

32. Q. Do you have any general comments to make concerning any
of the Company's proposed Schedules?

A. Yes, however the suggestions which follow pertain to futuzoe
rate design and can only be implemented once a cost of
service study for each service classification and sub
class has been accomplished. Such a study, to date, has
not been performed by the Company for its Virginia juris-
dictional business.

..>3. Q. Please proceed with you=- suggestions .
A. Assuming that a cost of se~l'ice study is performed before

the Company would make an application for additional rate
relief, I would suggest that the Company study the desir-
ability of the following:

a. The establishment of a separate customer
charge for Residential Service.

b. The elimination of Schedule "R-A".
c. The establis~~ent of separate charges

for; customezo, demand and energy related
costs for Schedule "C"

d. The combination into one rate of Sche-
dules "pL" and "PH".

34. Q. Do you have any comments rega.=ding tb.eCCr.',panyI s proposed
Te~s and Conditions?
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REBUTTAL TESTIMONY OF MR. HANLEY

Hanley - Direct,

FRANK J. HANLEY,

718

4

5

6

7

8

a witness having previously been sworn, resumes the

stand and testifies as follows:

DIRECT E~1INATION

BY MR. RIELY

9 o Mr. Hanley, will you please comment

10

11

on Doctor Weaver's utilization of the discounted cash

flow, DCF, technique?

12 A Doctor Weaver's approach to DCF assumes

.•.3

14

15

16

17

18

19

20

21

22

24

the growth rate in dividends and market price appreciatio
need be constant, only for an interval between rate cases,
such as two years. There is no evidence to support the
proposition that investors who utilize the DCF approach
in making their decision do so for such a period.

Even if such a period were appropriate,
the predicted total return ~ould not be achieved because

of wide variation of price earning multiples.
Use of the DCF technique implies that

the price earnings multiple upon which a stock is
purchased will remain constant so that capital
appreciation will occur upon sale, enabling the total

GARRETT J. WALSH, JR .• COURT REPORTER
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MR. RIELY: If it please the Commission,
Exhibit FJH-ll.

CHAI~~ SHANNON: We will call it
Exhibit 11.

BY MR. RIELY

Just for three years, the ave'rage
declined sharply, and it has recovered steadily over

the past three years. This means that there has been
a wide swing ~n stock prices and consequently in price
earning multiples.

Q Have you prepared an exhibit to suppo~t
your rebuttal testimony?

218 Hanley - Direct 719
expected return to be achieved. This has just not

been the case. An indication of the way utility
stock prices have fluctuated during the past few years
as indicated by the Dow Jones Utility Index Average,

in 1971 this average was 112.22. It then declined to
58.60 in 1974, and only in 1977 has it recovered to the

112 level.
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A

Q

exhibit.
A

Yes; here it is.

Please explain Schedule 1 of this

This Schedule demonstrates how the

GARRETT J. WALSH. JR. - COURT REPORTER
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219 Hanley - Direct 720

anticipated total return at the time that an investment

is made is affected by actual market values and the
price earnings multiple.

Let us assume that a share of stock is
bought at nine and five-eights, at a pri ce earnings
multiple of eight times, with an expected growth"rate

of six point two percent ,and an expected total return
of 14.5 percent. Over the three years following the
expected growth is in fact achieved and dividends paid
are raised from eighty cents to ninety-six cents per
share, at the end of the three years the share is sold.
Here two different assumptions are made on the exhibit •

First, that the sales pri6~ is fourteen
and three-eights, a price earning multiple of 10.1 times
per share ,-and the second is that the sales price is
eight and five-eights a share, with a price earning
mUltiple of six times. It will be seen from the bottom
of the table that on the first basis, the total return
realized per annum is twenty-one point one percent
compared to the expected return of fourteen and a half

percent. While in the second example, the total realized
return is only five point six percent. There is,
therefore, a great variance between expected and achieved

GARREIT J. WALSH, JR .• COURT REPORTER
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721

Please comment t;)onDoctor Weaver t s useQ

of historical and current growth estimates in his DCF
approach?

A Doctor Weaver attempted to adjust for
differences in inflation between the two periods that
he utilized, namely 1971 and 1977. His methodology
infers that there is a precise correlation between
stock price movements and inflation rates. The price
an investor pays takes into account to some extent
his expectation of future developments.

However, there is no way to quantify
how much of a price paid at a given time relates to
inflation, oil embargo, watergate, or whatever.

Indeed the price an investor paid in
1971 tndoubtedly reflected to some extent expectation,
among other things, of future inflation. Not just 1971

inflation.

cannot be placed on this formula. It is obvious,
however, that Doctor Weaver places considerable reliance

on it.

220 Hanley ~ Direct
results in the use of the DCF formula.

Because of this fact, primary reliance

.L3
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Doctor Weaver has deduced no evidence
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221 Hanley - Direct 722

to support his inflation adjustments. The market price

dividend yield in 1971, for the eight company barometer
group is five point eight percent. He implies that a
growth rate of three percent was appropriate, by
multiplying 1971 average return on book common equity
of ten point eight percent by the average earnings
retention ratio of twenty-seven point four percent.

At that point in time, an indicated
DCF total expected return of eight point eight percent
would =- the resultant, namely five point eight percent
dividend yield an~ a three percent growth rate -- which
is totally unrealistic. On Statement 6 of his exhibit,
it is shown that A rated companies in 1971 had an
average bond yield of eight point one-six percent. An
eight point eight percent DCF base cost rate allows
virtually no recognition for the risk of being a last
in line common shareholder.

It is obvious that investors expected

a growth of much more than three percent. Otherwise,
there -- they would not have been compensated adequately

for their risk.

Q Please comment on Doctor Weaver's

criticism of your suggestion of using the expected

GARRETT J. WALSH, JR .• COURT REPORTER



inflation rate of about six percent as a proxy for the
growth rate.

A An investor looks toward a total expected
return in the context of all tentative investment
opportunities and difficulties facing" a company or
industry. The price an investor pays refects a number

of things, including some recognition of attrition and
inflation. Neither I nor Doctor Weaver know precisely
at any given time how much of the price paid by an
investor is reflective of anyone of the various elements
which may have been considered.

However, one thing is certain; no
investor will accept a market price dividend yield which
is less than the return available from purchase of a
secured bond of the same enterprise unless e~ected
growth, when added to the dividend yield, provides a
total return indicative of his risk. Common sense tells
us that a common equity investor is exposed to considerablv
more risk than secured bond investors.

With dividend yields in the eight
percent area~ and expected growth rate of six percent,
the indicated DCF base cost rate would be fourteen
percent. This is a rate that an investor expects to
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achieve. It is important to note that the cost of common

equity capital is not what hindsight proves was achieved,
but rather what investors think it is during the particula-
span of time for which the analysis is pertinent.

It should be noted that my eight company
barometer group also used by Doctor Weaver actually
experienced, on average, the compound growth rate of
four point eight percent in earnings per share during
the five years ending 1976. That period comprised several
of the leanest years in history. Thus, growth was less
than demanded by investors, and they discounted market
prices to well below book values. Thus, a growth rate
of about six percent is reasonable under orderly
economic conditions. Such a growth rate is predicted
and material widely dissiminated among investors.
Value Line Investmentservice is predicting a growth
rate in earnings per share for the Allegheny Power
System, whose stock is traded, of six and one-half
percent, and five and one half percent growth in
dividends per share over the next five years.

COMMISSIONER BRADSHAW: Who is doing
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Hanley-- Direct 724

23 that?
WITNESS HANLEY: Value Line Investment

Service.
GARRETT J. WALSH, JR .. COURT REPORTER
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Hanley - Direct 725
COMMISSIONER BRADSHAW: What method do

they use to get there?
WITNESS HANLEY: I am not sure, Your

Honor.

MR. RIELY: They don't tell you.
WITNESS HANLEY: All they tell us,

Your Honor, is that they have a number of
sophisticated analysts, and they do a lot
of in-depth analysis. One thing I do believe,
however, notwithstanding what hindsight will
tell us about how accurate their prediction
is, is my belief that a lot of people take
some credence of it in making their investment
decisions.

COMMISSIONER BRADSHAW: Have you got
their report with you of Value Line?

~ITNESS HANLEY: That I do, Your Honor.
COMMISSIONER BRADSHAW: Do they say

anything about AFUDC, what the Commissions might
do with it or anything? Or saying how great
things are going to be?

WITNESS HANLEY: Not in that particular
one, Your Honor.

GARRETT J. WALSH, JR .• COURT REPORTER
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equity flotation cost and market pressure multiplier
as shown on Statement 16 of his exhibit logical?

A No. He professes to advocate a
one point one to one factor to allow for such costs.
Implicit in that ratio is that such costs normally
amount to ten percent, which I believe is an appropriate
recognition. However, his formula results in a multiplier
of one point zero six. Common sense mandate~ that if
such costs are expected to be ten percent, and an ,allowance

726Han'ley - Direct225

BY MR. RIELY

Q Continue, please.

A An indicated fourteen percent DCF base
cost of common equity capital, less a prospective A

rated bond cost of about eight point six percent, a
rate Doctor Weaver obviously agrees with, indicates
a spread over prospective bond yields of five point
two percent to compensate for added risks of being the
last in line common shareholder. That spread is
reasonable based on my studies, and is supported by

a study of Professor Edwardson & Sinclair Field at
the University of Chicago, as I explained in my
direct testimony.

Q Is Doctor Weaver's allowance for new
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is made equal to only six percent, the hope of receiving

net proceeds in an amount not less than book value
diminishes. That virtually a$ures built-in dilution

in earnings and book value.
I believe a rate of earnings on book

common eqmty should be high enough to afford an
opportunity for amarket-to-book value ratio of o~e
point two-five times L~ an orderly market. Great swings
in market conditions in recent years have resulted in
dilution and loss of financial integrity to common
shareholders of many electric companies when new common

stock was required to be sold.
Thus, I believe that Doctor Weaver's

allowance is inadequate.

16 Q Please comment on the comparable earnings

17 technique employed by Doctor Weaver and Mr. Parcell?

18 A Doctor Weaver removed from context the

19

20

21

')l')....

24

significance of my comparable earnings study. Page 9
of my direct testimony, I said, and I quote: I will
use this approach as a secondary form of evidence. With
regard to financial risk differences which exist between
utilities and unregulated companies, I said on page
12, and I quote again: I have merely quantified ....

GARREn J.WALSH, JR .. COURT REPORTER
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a common sense princi~le which ~he financial world
recognizes as a fact.

Doctor Weaver and I do agree on one
thing~ circular reasoning must be avoided by deriving

such a cost rate from analysis of a group of unregulated
companies.

At page 44 of his testimony, Doctor
Weaver indicates that the result of his study indicates
that electric utility companies are somewhat more risky
than the Dow Jones Industrial average group of companies.
Doctor Weave~ and Mr. Parcell totally disregard or
refuse to recognize financial risk differences, common
equity ratio differences, between unregulated companies
and electric utilities. There is very basic college
financial textbook support for the notion that' financial
risk is the additional riskiness which is induced by the
use of financial leverage.

Analyses of before income tax overall
rates of return relative to total capital employed
levels out any financial risk differences between companie;
because the impact of interest charges from employment
of debt is disregarded as is the income tax effect of ~~e
interest charges.

GARRETT J. WALSH, JR. • COURT REPORTER
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228 Hanley - Direct 729
Doctor Weaver concluded that electric

utility companies are somewhat more risky than the Dow

Jones Industrial average group of ,companies. I analyzed
the pre-tax overall rates of return for the Dow Jones
Industrial group for the same ten year period used by
Doctor Weaver in his ~udy, namely 1967 through 1976.
As can be seen on page 1 of Schedule 2 of Exhibit now
designated FJH-11, the ten year average pre-tax overall
rate of return for the Dow Jones Industrial group was
seventeen point seven zero percent. I assume that --

for this analysis' -_. more conservatively than Doctor
Weaver that the Dow Jones Group and electric utilities
are equal in risk.

On page 3 of Schedule 2, I have shown
what the indicated achieved return on common equity
after income taxes would be for the company had it earned
a similar pre-tax overall rate of return as industrials.
If the Company had been financed in the same manner as
used by Doctor Weaver in his cost of capital conclusion,
and with the same cost rates for,debt and preferred stock
capital, return on common equity after income taxes would
have t2en seventeen point nine per cent.

Such a rate is higher than the fourteen

GARRETI J. WALSH, JR .• COURT REPORTER
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I developed in my direct 'testimony.

Hanley - Direct

Yes. The zero point one five percent

Does your study of the DJI group provideQ

A

229 730
point eight percent comparable earnings cost rate that

any additional support for the bata adjustment of zero
point one five percent, which you employed in development
of your comparable earnings cost rate?

was a factor that I employed as a result of informed
judgment to recognize the greater financial risk of
electric utilities. My studies indicated that it
could range between zero point one two percent and
zero point three zero percent. As shown on page 2
of Schedule 2, the average common equity ratio employ~d
by the Dow Jones Industrial group was seventy percent.
The Company's prospective' common equity ratio adopted
by Doctor.Weaver is thirty-five point seven percent.
On page 44 of his testimony, Doctor Weaver indicates that
the DoW Jones I ndustrials earned an average of twelve
point one percent after income taxes on common equity.

As shown on page 2 of Schedule 3, that
return would have been seventeen point nine percent --

MR. RIELY: I believe that is page 3
of Schedule 2, isn't it?

24
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BY MR. RIELY

-315-

WITNESS HANLEY:
731

Thank you, ~~. Riely.

point nine percent if the Company's capital structure
-- if fixed capital cost rates and effective income
tax rate had been employed. The difference in the two
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Q

A

Please continue.
That return would have been seventeen
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common equity returns, namely seventeen point nine
percent, had the company earned a similar pre-tax
overall rate of return as the Dow Jones group vs.

the twelve point one percent actually earned by the
Dow Jo nes group after income taxes, is five point
eight percent.

That difference, divided by the thirty-
four point three percentage point difference in the
common equity ratio, namely the seventy percent actually
maintained by the Industrials, vs. the thirty-five poin~
seven percent perspectively for Potomac Edison as adopted
by Doctor Weaver, indicates a cost rate movement of
zero point one seven percent for each percentage point
decrease in common equity ratio in recognition of the
increased financial risk.

GARRETI' J. WALSH, JR .• COURT REPORTER
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732

Please comment on the use of DoctorQ

231 Hanley - Direct
This supports as conservative the

judgment I made of zero point one five percent change
for~chpercentage point movement to a common equity
ratio in the development of my comparable earnings
figure.

Weaver's earnings price ratio technique.

A I cannot believe that Doctor Weaver
seriously used his earnings price ratio as the basis
for his conclusion. He determined earning price
ratios of his barome~er group only for three days~
as~own on his Statement 13. And even his three days
showed that earnings price ratios are going up.

In fact, if he had taken his eight
comparison companies as of September 27, 1977, his raw
earnings price ratio would have increased to eleven
point six percent, a substantial increase in view
of the fact the period of only slightly less than three
weeks had elapsed.

Earni ~s price ratios maybe used
appropriately in assisting to reach a determination
of the cost of common equity capital. But only when
they are considered over a substantial period of time

24
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for purposes of observing trends under existing and
prospective market conditions.

The use of spot earnings price ratios,
which is essentially what Doctor Weaver did, is
dangerous, and can only lead to misleading results.

It is obvious that so long as investors
are accepting dividend yields in the eight percent
area, they still expect future earnings growth. If
they did not, it would simply not -- they would simply
not purchase a bond ...They simply would purchase a
bond. Future earnings growth acts as a hedge against
inflation. The highly respected Value Line Investment

.Service, as I mentioned a short ti me ago, is predicting
a growth rate in earnings per share for the Allegheny
Power System of six and one half percent, and a growth
rate of five and one half percent in dividends per share
over a five year point in the future.

. The price investors paid today reflects
some anticipation of f~ure growth in earnings per share.
Even if it has growth of only five percent the indicated
earnings price ratio, based upon the most recent raw
earnings price ratio that I have mentioned .as of
September 27, adjusted to reflect market pressure and
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selling expenses as defined by -me in the glossery of
my testimony, and reflecting growth of five percent
anticipated by investors, would result in an earnings

price ratio based cost rate of thirteen and five-eights
percent, which is far above Doctor Weaver's conclusion.
And I might add that such a rate is not a rate that
is appropriate directly relative to a book common
equity.

10 Q Please comment with regard to Doctor
11 Weaver's and Mr. Parcell's position regarding coverage.

12 A Both gentlemen, obviously, had mistaken
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ideas of the significance of indenture and preferred
stock agreement requirements concerning coverage.

I explained the significance of coverage
in Appendix D accompanying my direct testimony. Coverage
tests are protective devices which give comfort to
existing fixed capital security holders. They are in
.no way reflective of the levels of coverage necessary
to attract capital on a reasonable basis in competition
in the marketplace, with all other enterprises seeking
investors capital.

•Neither gentleman has ever negotiated
the sale of fixed capital securities of utilities with

GARRETT J. WALSH, JR .• COURT REPORTER



that?

sophisticated investors.

COMMISSIONER BRADSHAW: Have you done

BY MR. RIELY
Q What conclusion have you reached with

regard to the testimony presented by Doctor Weaver and
Mr. Parcell?

A First, to Mr. Parcell. His approach
is based essentially on capital earnings of other
utilities and he gives no recognition to the circular
reasoning inherent in that approach. As a result,
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his conclusions appear to be deficient because they
are based on faulty premises.

Doctor WeaverJs chief reliance is on
the discounted cash flow technique. I agree that the
technique is a useful tool, but it should not be the
principle basis in a cost of common equity determination.
The record in a pending proceeding, RM 771, before the
Federal Power Commission, is replete of testimony
and quantitative evidence to the effect that ,anticipated
returns computed by the use of the discounted cash flow
technique have departed widely from returns actually
achieved •

That evidence, together with my study,
such as Schedule 1 herein, makes it clear that discounted
cash flow projections have not been predictive of results
achieved. On this basis I conclude that the discounted
cash flow determinations should not be the chief guide
to the cost of common equity. As I stated at the beginnin~
of my direct testimony, the cost of common equity
determination is a matter of judgment, and judgment must
be assisted by consideration of all the available facts
and techniques.

This has been my approach in this case.
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236 Hanley - Direct 737
! remain of the conclusion that my determination is a

proper one.

MR. RIELY: I tender Mr. Hanley for

cross examination.

COMMISSIONER BRADSHAW: Suppose their

recommendation had been higher than yours?

Would you have had the same criticism of the

technique?

WITNESS HANLEY: I can honestly answer

as a primary tool.

COMMISSIONER BRADSF~W: All right.

CO~~ISSIONER HARWOOD: Have you seen

any studies or anything written on how many

existing stockholders of electric utilities

are buying the stock when issues come out

that are below book value?

WITNESS mu~LEY: I have not, Your

Honor.

COMMISSIONER HARWOOD: If many existing

GARRETT J. WALSH, JR.• COURT REPORTER
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