BEFORE THE
PENNSYLVANIA PUBLIC UTILITY COMMISSION



Pennsylvania Public Utility Commission		:
							:
	v.						:			R-2012-2336662
							:
Rock Spring Water Company				:



RECOMMENDED DECISION


Before
Susan D. Colwell
Administrative Law Judge


		The purpose of this Recommended Decision is to recommend approval of the Joint Petition for Settlement (Joint Petition) filed by the litigating parties without modification.  The tariff as filed will take effect on September 1, 2013, absent action of the Commission prior to that date.  The tariff as approved would take effect two weeks after the Commission's final order in this matter.


HISTORY OF THE PROCEEDING


		On November 27, 2012, the Rock Spring Water Company (Rock Spring), filed its Supplement No. 8 to Tariff Water – Pa. P.U.C. No. 4, to become effective February 1, 2013, containing proposed changes in rates, rules and regulations calculated to produce $21,813 in additional revenues, based upon the experienced level of operations in the historic test year ending June 30, 2012.  On January 10, 2013, the Office of Consumer Advocate (OCA) filed a formal Complaint, docketed at C-2012-2342397.

		The Commission's Bureau of Investigation and Enforcement (I&E) filed a Notice of Intervention and participated in this matter.
		By Order entered January 25, 2013, the Commission suspended the filing by operation of law until September 1, 2013, unless permitted by Commission Order to become effective at an earlier date.  The Order directed that the matter be assigned to the Office of Administrative Law Judge (OALJ) for alternative dispute resolution or the scheduling of such hearings as may be necessary culminating in the issuance of a Recommended Decision.

		By Prehearing Conference/Mediation Notice issued February 11, 2013, the case was assigned to me and to Mediator Cynthia Lehman, and the prehearing conference (PHC) was set for March 14, 2013.  The PHC was held as scheduled, and following the formal PHC, the parties engaged in a mediation session.

		On March 26, 2013, the Company filed Supplement No. 9 to Tariff—Water No. 4, suspending the effective date of the filing until September 1, 2013.

		On May 8, 2013, the parties filed a Joint Petition for Settlement.  For the reasons set forth below, approval of the Joint Petition is recommended.

FINDINGS OF FACT

		1.	Rock Spring Water Company is a Pennsylvania public utility providing water service to the public in Ferguson Township, Centre County, Pennsylvania.

		2.	The Company has 460 customers, including 16 farms and 444 homes.

		3.	The Commission's Bureau of Investigation & Enforcement is an office within the Commission charged with representing the public interest in matters involving utility rates.

		4.	OCA is a statutorily created public advocate empowered to represent the interests of consumers before the Public Utility Commission pursuant to Act 161 of the General Assembly, as amended, 71 P.S. § 309-1 et seq.
TERMS AND CONDITIONS

The Terms and Conditions of the Joint Petition are repeated below.  They are taken from the Joint Petition, Paragraph 7, and the letter designation under Paragraph 7 is included here for ease of reference.

		5(a).	Upon the Commission's approval of this Settlement, Rock Spring will be permitted to charge the rates for water service set forth in the proposed Tariff attached thereto as Appendix A (Settlement Rates).  The Settlement Rates are designed to produce additional annual operating revenue of $16,800, or 14.55%, as shown on the Proof of Revenues attached thereto as Appendix B.  The tariff set forth in Appendix A complies with the terms of the Settlement.

		6(b).	The Joint Petitioners respectfully request ALJ Colwell and the Commission to act as expeditiously as possible to ensure implementation of the Settlement Rates.  Upon the entry of a Commission Order approving the Joint Petition, Rock Spring will be permitted to file a tariff in the form attached hereto as Appendix A to become effective upon one day's notice.

		7(c).	Rock Spring will not file for another general water rate increase under Section 1308(d) of the Public Utility Code prior to twelve (12) months after the entry date of the Commission Order approving the Joint Petition for Settlement.  This stay-out provision has no application to state tax adjustment surcharge filings or other filings required by the PUC.  This provision also shall not prohibit the Company from filing for extraordinary rate relief pursuant to Section 1308(e) of the Public Utility Code.

		8(d).	Rock Spring agrees to establish one credit card account that will be used only for utility expenses.

		9(e).	Rock Spring will continue to repair leaks as economically and expeditiously as possible in order to reduce lost and unaccounted-for water to reasonable limits.  Further, Rock Spring will continue to provide copies of its quarterly water loss reports required by the Pennsylvania Department of Environmental Protection to OCA and I&E.

		10(f).	Rock Spring agrees to reduce its current level of unaccounted for water (73.2%, per the Jan. 31 report to DEP) by 10% (to 63.2%) within 18 months from the effective date of the rates contained in this settlement.  Thereafter, and for a duration of 48 additional months, Rock Spring agrees that it will continue to make 10% reductions (to 53.2%, 43.2%, 33.2%, 23.2%) in its unaccounted for water losses for each 12 month period.  If Rock Spring fails to achieve the agreed upon 10% reduction in any such period, it agrees that it will plan to install two additional isolation valves in its system, not to exceed a maximum installation of 10 new isolation valves during the entire 66 month period.  Rock Spring further agrees that it will provide I&E, OCA and the Commission's Bureau of Technical Utility Services (TUS) with its unaccounted for water data at the end of each of the previously noted periods.  In its report, the Company also will describe what steps were taken to reduce major leaks during the previous period and will indicate where it intends to place the two additional isolation valves if the target reduction was not met and the reasons for that placement.  This provision is based on the Company's calculation of its unaccounted for water in accordance with PUC requirements and does not bind OCA or I&E in any future proceeding regarding the appropriate calculation of unaccounted for water or any issues in any future proceeding regarding unaccounted for water.

		11(g).	Rock Spring will make efforts to sell the Company and agrees to provide to OCA and I&E the status of any negotiations, discussions or offers related to the sale of the Company or the transfer of the assets.  These efforts could result in a proposed sale of the Company which will need to be reviewed by the Commission and other parties.  The parties have reserved all rights regarding any potential application which may be filed by Rock Spring.

		12(h).	Rock Spring agrees that it will henceforth reconcile its utility expenses in accordance with the NARUC Uniform System of Accounts.

		13(i).	The Settlement Rates set forth in Appendix A to the Joint Settlement reflect the Joint Petitioners' agreement with regard to rate structure, rate design and the distribution of the increase in revenues in this case as follows:

The average quarterly cost of water service to residential customers is currently $53.15, based on an average usage of 10,900 gallons.  Under this Joint Petition, the quarterly cost to an average residential customer would increase by $7.95, or 14.96% to $61.10.
				
DISCUSSION

		The standard for reviewing settlements is to determine whether the settlement is in the public interest.  See Pennsylvania Public Utility Commission v. C.S. Water and Sewer Associates, 74 Pa. P.U.C. 767 (1991); Pennsylvania Public Utility Commission v. Philadelphia Electric Company, 60 Pa. P.U.C. 1 (1985).

		The parties aver that the Joint Settlement is in the public interest for a number of reasons.  First, it reflects extensive scrutiny of the Company's financial and operating records and resolution of issues raised pursuant to arm's length negotiation.  Company Stmt. in Support at p. 3 at 1.  The public advocates conducted discovery and utilized experts to scrutinize the Company's books in order to ensure that the result is accurate and the terms adequate.  I&E Stmt. in Support at 3-4.

		The agreed-upon amount is adequate to allow the operation and maintenance of the facilities at a level which meets the obligations to the Pennsylvania Department of Environmental Protection (DEP) under its permit.  Company Stmt. in Support p.3 at 2.  In addition, it is in the range of likely outcomes if the case were fully litigated.  OCA Stmt. in Support p. 2.

		The Company has historically been operated frugally and rate increases occur approximately every five years.  This increase in revenues is for $16,835 or 14.6%.  Company Stmt. in Support p. 3 at 3.  The parties agree that this amount is reasonable as shown on the Proof of Revenues, attached to the Joint Petition for Settlement as Appendix B.  I&E Stmt. in Support p. 4 at (a).

		The Company agrees to work to significantly reduce its unaccounted for water losses on an established schedule.  Company Stmt. in Support p. 4  at 4; I&E Stmt. in Support p. 5 at (f); OCA Stmt. in Support p. 3 at IV.

		The agreed-upon rate increase is evenly distributed between the residential customers and the large-volume farm customers.  Company Stmt. in Support p. 4 at 4.

		The owners of the Company agree to seek a buyer in order to have a more financially sound utility.  Company Stmt. in Support p.4 at 5; OCA Stmt. in Support p. 4.

		The Company will improve its bookkeeping and accounting and establish a single dedicated credit card account to facilitate competent financial management.  Company Stmt. in Support p. 4 at 6; I&E Stmt. in Support p. 5 at (e), (g) and (h); OCA Stmt. in Support p. 4.

		Settlement without further litigation reduces overall rate costs.  Company Stmt. in Support p. 4 at 7; I&E Stmt. in Support p. 4 at (b).

		Included in the Joint Petition is a "stay-out" provision where the Company agrees to refrain from filing another base rate case for twelve months following the issuance of the final Commission Order approving the Joint Petition; I&E Stmt. in Support p. 5 at (d); OCA Stmt. in Support p. 3 at III.

		Section 523 of the Public Utility Code, 66 Pa.C.S. § 523, requires the Commission to consider the efficiency, effectiveness and adequacy of service of each utility when determining just and reasonable rates.  In exchange for customers paying rates for service, which includes the cost of utility plant in service and a rate of return, a public utility is obligated to provide safe, adequate and reasonable service.  In exchange for the utility’s provision of safe, adequate and reasonable service, the ratepayers are obligated to pay rates which cover the cost of service which includes reasonable operation and maintenance expenses, depreciation, taxes and a fair rate of return for the utility’s investors.  In return for providing safe and adequate service, the utility is entitled to recover, through rates, these enumerated costs.  Pennsylvania Pub. Util. Comm’n  v. Pennsylvania Gas & Water Co., 61 Pa. PUC 409, 415-16 (1986); 66 Pa.C.S. § 1501.

		Should the Commission find that the Company is deficient in its provision of service, the General Assembly has given the Commission discretionary authority to deny a proposed rate increase, in whole or in part, if the Commission finds “that the service rendered by the public utility is inadequate.”  66 Pa.C.S. § 526(a).  The service issues are addressed by the Joint Petition for Settlement.

		The Settlement disposes of all outstanding issues.  In addition to the Company, two public advocates are signatories to the Settlement.  The parties have worked together to address the matters important to each of them, and in doing so, have addressed all of the issues which are important in this case.  The public interest is served by the disposition of the case represented by the Settlement for the reasons set forth above, and the Joint Petition is recommended for approval without modification.

CONCLUSIONS OF LAW

1.	Every rate made, demanded, or received by any public utility, or by any two or more public utilities jointly, shall be just and reasonable, and in conformity with regulations or orders of the commission.  66 Pa.C.S. § 1301.

2.	In deciding any general rate increase case brought under Section 1308(d) of the Code, 66 Pa.C.S. § 101 et seq., certain general legal standards always apply.

3.	The burden of proof to establish the justness and reasonableness of every element of the utility’s rate increase rests solely upon the public utility.  66 Pa.C.S. § 315(a).

4.	Evidence adduced by a utility to meet this burden must be substantial.  Lower Frederick Twp. v. Pennsylvania Pub. Util. Comm’n, 409 A.2d 505, 507 (Pa. Cmwlth. 1980).

		5	The Commission's policy is to promote settlements.  52 Pa. Code § 69.401.

		6.	Section 523 of the Public Utility Code, 66 Pa.C.S. § 523, requires the Commission to consider the efficiency, effectiveness and adequacy of service of each utility when determining just and reasonable rates.  In exchange for customers paying rates for service, which include the cost of utility plant in service and a rate of return, a public utility is obligated to provide safe, adequate and reasonable service.

		7.	 In exchange for the utility’s provision of safe, adequate and reasonable service, the ratepayers are obligated to pay rates which cover the cost of service which includes reasonable operation and maintenance expenses, depreciation, taxes and a fair rate of return for the utility’s investors.  In return for providing safe and adequate service, the utility is entitled to recover, through rates, these enumerated costs.  Pennsylvania Pub. Util. Comm’n  v. Pennsylvania Gas & Water Co., 61 Pa. PUC 409, 415-16 (1986); 66 Pa.C.S. § 1501.

		8.	The General Assembly has given the Commission discretionary authority to deny a proposed rate increase, in whole or in part, if the Commission finds “that the service rendered by the public utility is inadequate.”  66 Pa.C.S. § 526(a).

		9.	The Joint Petition for Settlement is in the public interest.



[bookmark: _GoBack]ORDER


		THEREFORE,

		IT IS RECOMMENDED:

		1.	That Rock Springs Water Company shall not place into effect the rules, rates and regulations contained in Supplement No, 8 to its Tariff Water - Pa. P.U.C. No. 4, as filed.

		2.	That the Joint Petition for Settlement, signed by Rock Springs Water Company, the Commission's Bureau of Investigation and Enforcement, and the Office of Consumer Advocate,  is approved without modification.

		3.	That Rock Springs Water Company is authorized to file a revised supplement to Supplement No, 8 to its Tariff-Water Pa. P.U.C. No. 4, consistent with the proposed tariff attached to the Joint Petition for Settlement as Appendix A, to become effective for service rendered on and after fourteen days from the date of the Commission's final Order in this proceeding.

		4.	The investigation at Docket Number R-2012-2336662 is hereby terminated and shall be marked closed.

		5.	That the complaint filed by the Office of Consumer Advocate is satisfied in part and dismissed in part consistent with this Order.

	
Dated: 	May 21, 2013		/s/	
							Susan D. Colwell
							Administrative Law Judge	
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