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I. HISTORY OF THE PROCEEDING

On January 17, 2014, Pike County Light & Power (Pike County or respondent) filed Supplement No. 61 to Electric - PA. P.U.C. No. 8 to become effective March 18, 2014, containing proposed changes in rates, rules, and regulations calculated to produce $1.7 million (17.8%) in additional annual revenues based on the historic test year ending September 30, 2013.  Pike’s proposed general rate increase is designed to allow Pike an opportunity to earn an overall rate of return of 8.21%, including a 10.25% return on equity.

On January 23, 2014, Charles Daniel Shields, Esq., entered a Notice of Appearance on behalf of the Commission’s Bureau of Investigation and Enforcement (I&E).

On February 11, 2014, the Office of Consumer Advocate (OCA) filed a Public Statement, a Notice of Appearance on behalf of Aron J. Beatty, Esq., and Lauren M. Burge, Esq., and a formal Complaint.  The Complaint was docketed at C-2014-2405317. 

On February 24, 2014, Milford Township filed a formal Complaint.  The Complaint was docketed at C-2014-2408736.

On February 25, 2014, the Office of Small Business Advocate (OSBA) filed a Verification, Public Statement, a Notice of Appearance on behalf of Daniel G. Asmus, Esq., and a formal Complaint.  The Complaint was docketed at C-2014-2408729.



By Order entered March 6, 2014, the Pennsylvania Public Utility Commission (Commission) instituted an investigation into the lawfulness, justness, and reasonableness of the proposed rate increase.  Pursuant to Section 1308(d) of the Public Utility Code, 66 Pa.C.S.A. § 1308(d), Supplement No. 61 to Electric - Pa. P.U.C. No. 8 was suspended by operation of law until October 18, 2014, unless permitted by Commission Order to become effective at an earlier date.  In addition, the Commission ordered that the investigation include consideration of the lawfulness, justness and reasonableness of the respondent’s existing rates.  The matter was assigned to the Office of Administrative Law Judge for the prompt scheduling of hearings culminating in the issuance of a Recommended Decision.

In compliance with the Commission’s March 6, 2014 Order, on March 11, 2014, Pike filed Supplement No. 63 to its Schedule for Electric Service Pa. P.U.C. No. 8, suspending the effectiveness of rates proposed in Supplement No. 61 to Electric - Pa. P.U.C. No. 8 until October 18, 2014.


In accordance with the Commission’s March 6, 2014 Order, the matter was assigned to Administrative Law Judge Christopher P. Pell.

On March 21, 2014, Pike filed a letter with the Secretary’s Bureau advising that it was voluntarily suspending the effectiveness of rates proposed in Supplement No. 61 to Electric - Pa. P.U.C. No. 8 until October 31, 2014.



A telephonic Prehearing Conference was held on Thursday, March 27, 2014.  The presiding officer was in the Philadelphia office for the prehearing conference.  Counsel for the following parties appeared, via telephone, from Harrisburg:  John J. Gallagher, Esq., represented Pike County; Charles Daniel Shields, Esq., Senior Prosecutor, represented I&E; Aron J. Beatty, Esq. and Lauren M. Burge, Esq., represented OCA; and Daniel G. Asmus, Esq., represented OSBA.  At the prehearing conference, various procedural requirements were addressed, and a litigation and briefing schedule was established.  The actions taken at the prehearing conference were subsequently memorialized in my Prehearing Order dated April 9, 2014.

By Hearing Notice dated March 28, 2014, hearings were scheduled for June 16, 17, and 18, 2014 with all parties given notice.



The parties engaged in formal and informal discovery.



On April 29, 2014, the following testimony was submitted:  I&E submitted I&E Statement No. 1, the Direct Testimony and Exhibit of Emily Sears, I&E Statement No. 2, the Direct Testimony and Exhibit of Lisa A. Boyd, and I&E Statement No. 3, the Direct Testimony and Exhibit of Ethan H. Cline; OCA submitted OCA Statement No. 1, the Direct Testimony and Schedules of David J. Effron, OCA Statement No. 2, the Direct Testimony and Schedules of Aaron L. Rothschild, and OCA Statement No. 3, the Direct Testimony and Schedules of Scott J. Rubin; OSBA submitted OSBA Statement No. 1, the Direct Testimony and Exhibits of Robert D. Knecht.


On May 19, 2014, the following testimony was submitted:  OCA submitted OCA Statement No. 3R, the Rebuttal Testimony and Schedules of Scott J. Rubin; OSBA submitted OSBA Statement No. 2, the Rebuttal Testimony and Exhibit of Robert D. Knecht; Pike submitted Accounting Panel Statement No. 1-R, Rebuttal Testimony and Exhibit of Accounting Panel, Rate Panel Rebuttal Statement 4-R, Rebuttal Testimony and Exhibit of Electric Rate Panel, Statement No. RBH-5-R, Rebuttal Testimony and Exhibits of Robert B. Hevert, and Statement No. WAB-6-R, Rebuttal Testimony of Wayne Banker.


On June 4, 2014, the following testimony was submitted:  I&E submitted I&E Statement No. 1-SR, the Surrebuttal Testimony of Emily Sears, I&E Statement No. 2-SR, the Surrebuttal Testimony of Lisa A. Boyd, and I&E Statement No. 3-SR, the Surrebuttal Testimony and of Ethan H. Cline; OCA submitted OCA Statement 1-SR, the Surrebuttal Testimony and Schedules of David J. Effron and OCA Statement No. 2-SR, the Surrebuttal Testimony of Aaron L. Rothschild; OSBA submitted OSBA Statement No. 3, the Surrebuttal Testimony and Exhibits of Robert D. Knecht.


On June 12, 2014, Counsel for Pike County, speaking on behalf of the active parties, informed me that only one day of hearings would be necessary for both this matter and Pike County’s gas base rate case at Docket No. R-2013-2397353.  I subsequently informed the parties that we would use Wednesday, June 18, 2014 for hearings on both matters.  



On June 17, 2014, the parties informed me that they had reached a settlement in principle.  I subsequently cancelled the remaining hearing day scheduled for June 18, 2014.



On July 8, 2014, Pike County filed and served a Joint Petition For Settlement Of Rate Investigation (Joint Petition or Settlement).  Signatories to the Joint Petition included Pike County, OCA, I&E and OSBA.  The parties indicated at paragraph 18 of the Settlement that their goal is to have the agreed-upon rates become effective by September 1, 2014.  For that to occur, the Settlement must be considered by the Commission by the August 21, 2014, Public Meeting.
By letter dated July 16, 2014, I informed the non-settling complainant of record, Milford Township, (who had been served with the Settlement Petition by OCA on July 3, 2014) of the settlement agreement and requested that they indicate, by no later than Monday, July 28, 2014, if they wished to join, oppose or take no position on the proposed Settlement.  I also enclosed a signature page that the complainant’s solicitor, Douglas J. Jacobs, Esq., could sign and return to me if Milford Township wished to join in the joint settlement petition.  Mr. Jacobs did not respond to my letter.



On July 17, 2014, the settling parties filed a Joint Stipulation for Admission of Testimony and Exhibits Into the Evidentiary Record.  The settling parties requested that the company filing and the statements and exhibits listed in the Stipulation be admitted into the record of this proceeding in lieu of being required to introduce these documents at an evidentiary hearing.  By Order Granting Joint Stipulation for Admission of Testimony and Exhibits dated August 5, 2014, the Stipulation, company filing, statements and exhibits were admitted into the record of this proceeding.  



On July 18, 2014, OSBA filed a Revised Statement in Support of the Joint Petition for Settlement of Rate Investigation.



On July 22, 2014, Pike County filed a Revised Statement in Support of the Joint Petition for Settlement of Rate Investigation.



The record in this proceeding consists of the transcript of the prehearing conference, Pike County’s filing, and the statements and exhibits sponsored by the parties (and the related Stipulation) which were admitted into the record through my August 5, 2014, Order.  The Joint Petition for Settlement of Rate Investigation, with its appendices (including the revised Statements in Support filed by Pike County and OSBA), will be admitted into the record through this Recommended Decision.



The parties’ position is that the proposed settlement is in the public interest.  I agree.  The settlement terms are a fair and reasonable resolution of the various issues that appropriately balances the interests of the company and its customers.  Therefore, the Joint Petition should be approved without modification by the Commission as expeditiously as possible.  I commend the parties – and the counsel representing them – for their efforts in this proceeding.

II.
THE PROPOSED SETTLEMENT


The Joint Petition for Settlement of Rate Proceeding is a document signed by Pike County, OCA, I&E and OSBA, all of the active parties.  Appendix A is the Settlement Tariff.  Appendix B is the Proof of Revenues.  Appendix C contains Pike County’s Electric Depreciation Rates.  Appendix D is Pike County’s Statement in Support of the Settlement.  Appendix E is I&E’s Statement in Support of the Settlement.  Appendix F is OCA’s Statement in Support of the Settlement.  Appendix G is OSBA’s Statement in Support of the Settlement.



The principle terms and conditions of the proposed Settlement, contained in Paragraphs 14 through 18 (the original numbering is maintained here for ease of reference) provide that:
14. Under the terms of the settlement, Pike (Electric) will be permitted to establish rates which will produce an overall increase in annual electric distribution operating revenues of approximately $1,250,000, an increase of 31.1% over current electric distribution revenues.  

15. These rates, as determined in accordance with the attached proof of revenues (Appendix B) and tariff supplement, will be effective on one day’s notice for service rendered no sooner than September 1, 2014.

16. The increase in overall revenues (including an estimate of electric supply costs for full service and retail access customers) by class from present rates as proposed in this Settlement is as follows: 
	Customer
Class
	Present
Revenues

($000)
	Revenues per Settlement

($000)
	Revenue
Increase

($000)
	Percent
Increase

	SC-1 (Residential)
	$4,276.4
	$5,021.8 
	$ 745.4
	17.4%

	SC-2 Secondary Demand Billed (Commercial)
	3,755.9
	4,184.8
	428.9
	11.4%

	SC-2 Secondary Non-Demand Billed (Commercial)
	177.4
	197.6
	20.2
	11.4%

	SC-2 Primary (Commercial)
	1,463.0
	1484.0
	20.5
	1.4%

	SC-3 (Municipal Lighting)
	67.5
	90.7
	23.2
	34.4%

	SC-4 (Private Lighting)
	40.4
	52.3
	11.9
	29.5%

	TOTAL
	$9,781.1
	$11,031.2 
	$ 1,250.1
	12.8%


17. In addition to, and in consideration of, the agreed-upon overall increase in operating revenues, Joint Petitioners agree to various terms and conditions set forth as follows:

a. Effective Date and Stay-Out – The rates reflecting the increase set forth above will become effective no sooner than September 1, 2014.  Pike (Electric) agrees that it will not file for a new general base rate increase prior to September 1, 2016.  However, if a legislative body or administrative agency, including the Commission, orders or enacts fundamental changes in policy, regulation or statutes which directly and substantially affect Pike (Electric)’s rates, Pike (Electric) may file for a change in rates under Sections 1308(a) and (b) (governing general rate relief) before the expiration of the stay-out period and this Settlement shall not prevent the Company from filing tariff supplements to the extent necessitated by such action.  Notwithstanding the foregoing provision, Pike (Electric) is allowed to file a tariff or tariff supplement proposing changes in its State Tax Adjustment Surcharge, System Benefits Charge, or in its Default Service rates, including the Market Price for Electric Supply, Electric Supply Adjustment Charge, and any successor charges, and for recovery of costs associated with compliance with the Alternative Energy Portfolio Standards Act.  Nothing in this paragraph is intended to limit Pike (Electric)’s rights under Section 1308(e) (governing extraordinary rate relief).

b.
Rate Structure/Rate Design – Joint Petitioners agree to the distribution of revenue among customer classes in this Settlement as set forth in the attached Proof of Revenues at Appendix B.  In addition, the Customer Charges will be set at $8.50 for Service Classification No. 1 (SC- 1), $13.60 for SC-2 Secondary Demand Billed, $13.60 for SC-2 Non-Demand Billed, and $110.90 SC-2 Primary.  Also, Pike (Electric) agrees to eliminate the block rate structures for the SC- 1 (usage), SC- 2 Non-Demand Metered (usage), and SC- 2 Primary (usage and demand) classes while reallocating revenue from usage to demand charges for SC- 2 Primary.  For the SC- 2 Secondary Demand Billed class, Pike (Electric) agrees to move the current five block structure for usage rates to a three block structure (i.e., three block limits at 100 HU of billing demand, 200 HU of billing demand, and 300 HU of billing demand) and to decrease the rate differentials for usage and demand by 33 percent for the class.  In addition, in its next general base rate rate proceeding, Pike (Electric) will include a proposal for the continued phase out of the SC-2 Secondary Demand billed block rate structure.    

c.
Other Tariff Changes – Pike (Electric) will initiate a charge of $15.00 for requests for historical customer usage information more than 24 months old.  Pike (Electric) agrees to add the term “Legal Rate of Interest” to the tariff and change the interest rate applicable to non-residential customer deposits to be equal to the Legal Rate of Interest.  In addition, Pike (Electric) agrees to update the tariff to be consistent with the current regulations contained in Pa. Code Title 52, Chapter 56.  Finally, Pike (Electric) agrees to the introduction of seven new luminaires and associated charges to SC- 3, municipal street lighting.

d.
Storm Expense – Deferred storm expenses of $723,900 will be amortized over five years at the rate of $144,780 per annum.

e.
Depreciation Rates – The depreciation rate changes proposed by Pike (Electric) are contained in Appendix C and will be implemented effective on September 1, 2014.

18. The design and structure of rates for Pike (Electric) customers under this Settlement are developed based upon the customer and usage charges contained within the tariff supplement set forth in Appendix A.  Joint Petitioners agree that rates and charges set forth in Appendix A are just and reasonable and are in the public interest.  Joint Petitioners have agreed to undertake best efforts to provide this Petition and all supporting documentation as promptly as possible with the goal of having the rates become effective by September 1, 2014.

In addition, the conditions of settlement provide:  that the Joint Petition is made without any admissions against, or prejudice to, any positions which any Joint Petitioner might adopt during any subsequent litigation of this proceeding (should the Joint Petition for Settlement be rejected or modified), or in any other proceeding; that if the Commission withholds approval of the Joint Petition as to any of the terms and conditions, or alters any of the terms and conditions, any Joint Petitioner may withdraw from this Settlement upon written notice of its intent to the Commission and the remaining parties within three (3) business days of the date of entry of the Commission’s Order and may resume with the litigation of this proceeding within ten days of the entry of the Order making any such modifications; that Joint Petitioners agree that Commission approval of this Joint Petition without modification shall be considered to have the same effect as full litigation of the instant proceeding resulting in the establishment of rates that are Commission-made rates; that in the event that the Commission does not approve this Joint Petition, the Joint Petitioners reserve their respective rights to resume litigation; that if the ALJ recommends that the Commission adopt this Joint Petition as proposed, Joint Petitioners agree to waive the filing of exceptions; and that Joint Petitioners do not waive their rights to file exceptions with respect to any additional matters dealt with, or any modifications to the terms and conditions of the Joint Petition recommended by the ALJ.  
III.
DISCUSSION
A.
Applicable Legal Principles


The purpose of this investigation is to establish rates for Pike County’s electric customers that are just and reasonable pursuant to Section 1301 of the Public Utility Code, 66 Pa.C.S.A. § 1301.   


A public utility seeking a general rate increase is entitled to an opportunity to earn a fair rate of return on the value of the property dedicated to public service.  Pennsylvania Gas & Water Co. v. Pa. Pub. Util. Comm’n, 341 A.2d 239 (Pa. Cmwlth. 1975).  In determining what constitutes a fair rate of return, the Commission is guided by the criteria set forth in Bluefield Water Works & Improvement Co. v. Public Service Commission of West Virginia, 262 U.S. 679 (1923) and Federal Power Commission v. Hope Natural Gas Co., 320 U.S. 591 (1944).  In Bluefield, 262 U.S. 692-93, the United States Supreme Court stated: 
A public utility is entitled to such rates as will permit it to earn a return on the value of the property which it employs for the convenience of the public equal to that generally being made at the same time and in the same general part of the country on investments in other business undertakings which are attended by corresponding risks and uncertainties; but it has no constitutional right to profits such as are realized or anticipated in highly profitable enterprises or speculative ventures.  The return should be reasonably sufficient to assure confidence in the financial soundness of the utility and should be adequate, under efficient and economical management, to maintain and support its credit and enable it to raise the money necessary for the proper discharge of its public duties.  A rate of return may be too high or too low by changes affecting opportunities for investment, the money market and business conditions generally.



In analyzing a proposed general rate increase, the Commission determines a rate of return to be applied to a rate base measured by the aggregate value of all the utility’s property used and useful in the public service.  In determining a proper rate of return, the Commission calculates the utility’s capital structure and the cost of the different types of capital during the period in issue.  Because of its administrative expertise, the Commission has wide discretion in determining the cost of capital.  Equitable Gas Co. v. Pa. Pub. Util. Comm’n, 405 A.2d 1055 (Pa. Cmwlth. 1979).

Commission policy promotes settlements.  52 Pa. Code § 5.231.  Settlements lessen the time and expense the parties must expend litigating a case and at the same time conserve administrative hearing resources.  The Commission has indicated that settlement results are often preferable to those achieved at the conclusion of a fully litigated proceeding.  52 Pa. Code § 69.401.  Rate cases are expensive to litigate and the cost of such litigation at a reasonable level is an operating expense recovered in the rates approved by the Commission.  This means that a settlement, which allows the parties to avoid the substantial costs of preparing and serving testimony and the cross-examination of witnesses in lengthy hearings, the preparation and service of briefs, reply briefs, exceptions and reply exceptions, together with the briefs and reply briefs necessitated by any appeal of the Commission’s decision, yields significant expense savings for the company’s customers.  That is one reason why settlements are encouraged by long-standing Commission policy.



In order to accept a settlement, the Commission must determine that the proposed terms and conditions are in the public interest.  Pa. Pub. Util. Comm’n v. C S Water & Sewer Assoc., 74 Pa.PUC 767 (1991); Pa. Pub. Util. Comm’n v. Philadelphia Electric Co., 60 Pa.PUC 1 (1985).


The Joint Petition will be examined in accordance with the above principles.
B. 
Revenues


This is the first increase in delivery rates that Pike County has requested since 2008.  The company has agreed to accept a lower increase in annual revenues than it had originally requested.  See Settlement at ¶ 14.  The proposed Settlement permits Pike County to establish rates designed to produce an increase in annual base rate operating revenue of approximately $1,250,000, rather than the $1,700,000 originally requested.  If the Commission approves the Joint Petition without modification, this will result in an operating revenue increase of 12.8%.  Pike County Statement in Support at 3.


Pike County currently provides electric distribution service directly to approximately 4,600 customers in Pike County.  Under this Settlement, the average monthly distribution bill for a typical residential customer using 660 Kilowatt hours (kWh) per month will increase from $42.54 to $57.58, or by 34.4%, rather than the 50% increase originally requested by the company.  On a total bill basis, the monthly bill of a typical residential customer using 660 Kilowatt hours (kWh) per month will increase from $93.06 to $108.10, or by approximately 16.2%, rather than the 22.8% originally requested by the company.  Pike County Statement in Support at 3; OCA Statement in Support at 3.


Pike County noted that it is obligated to operate its electric distribution system in an efficient and economical manner, to maintain the system in good repair and working order, and to make all necessary and proper additions, improvements, replacements and repairs.  Pike County maintained that the Joint Petition is in the public interest because the agreed-upon rate and revenue levels provide for the necessary additional funds to meet Pike County’s obligations under the Public Utility Code to provide safe, adequate and reliable service.  Pike County Statement in Support at 2.


Pike County further noted that the agreed-upon rate and revenue levels outlined in the Joint Petition will allow it to (a) produce an adequate return on the Company’s invested capital that is dedicated to the service of the company’s customers, (b) provide sufficient operating revenues to meet operating expenses, taxes and other charges, (c) enable the company to maintain its creditworthiness at a level sufficient to raise capital necessary to perform its obligations to provide safe, adequate and proper service to its customers, and (d) provide a reasonable rate of return on the company’s investment in electric property.  Pike County Statement in Support at 3. 


Pike County initially proposed to increase residential rates by $1,032,699.  Pursuant to the terms of the Settlement, residential customers will pay an increase of $745,400 in base rates, thus sharing in the lowered revenue requirement agreed to by the parties.  OCA noted that, based on its analysis of the company’s filing, the rate increase under the proposed Settlement represents a result that would be within the range of likely outcomes in the event of full litigation of the case.  OCA further noted that its witness, David Effron, testified that Pike County calculated a revenue deficiency of $1,743,300 based on a future test year ending on September 30, 2014.  OCA St. 1 at 3.  Mr. Effron’s testimony included adjustments to the company’s rate base and operating expenses, and incorporated a lower rate of return.  OCA St. 1 at 3; OCA St. 2 at 2-5.  OCA’s analysis of the company’s revenue requirement showed a deficiency of $827,600.  The Settlement revenue deficiency of $1,250,000 represents an increase of $422,400 over the OCA’s initial position, and a reduction of $493,300 below the company’s filing.  OCA maintained that the Settlement increase is supported by the record evidence and, when accompanied by other important provisions contained in the Settlement, yields a result that is just and reasonable.  OCA Statement in Support at 4. 


Additionally, OCA indicated that, based upon its review of the cost of service study presented in this proceeding and the varying revenue allocation proposals presented by other parties, OCA views the Settlement to be within the range of reasonable outcomes from the full litigation of this case.  The agreed-upon allocation of the rate increase is included in the Proof of Revenues attached as Appendix B to the Settlement.  OCA indicated that the revenue allocation to residential customers under the Settlement represents a decrease of approximately $287,299 from Pike County’s originally proposed revenue increase for residential customers.  OCA Statement in Support at 4.  


I&E agreed that the terms and conditions of the Settlement are in the public interest in part because it provides for a level of increased annual operating revenues that it has determined is fair, reasonable and lawful.  I&E Statement in Support at 4.  For its part, OSBA indicated that it concurred with the revenue requirement reached in the Settlement.  OSBA Statement in Support at 2.
C.
Effective Date/Stay Out


The rates proposed under the Settlement will go into effect no sooner than September 1, 2014.  Unless certain specified contingencies occur, the terms of the Settlement provide that Pike County will not seek another base rate increase prior to September 1, 2016.  This means that, under normal circumstances, the earliest that new rates will become effective is June 1, 2017.  The parties concur that the agreed-upon stay-out contributes significantly to rate stability for Pike County’s customers, and is therefore in the public interest.  Pike County Statement in Support at 4; OCA Statement in Support at 3; I&E Statement in Support at 4.
D.
Rate Structure/Rate Design


The parties have agreed to customer charges that are lower than those proposed by the company in its original filing.  For Service Classification No. 1 (SC-1), the Customer Charge will be set at $8.50; for SC-2 Secondary Demand and Non-Demand Billed, the charge will be $13.60 and for SC-2 Primary, the charge will be $109.90.  Also, the parties agree to eliminate the block rate structures for the SC-1 (usage), SC-2 Non-Demand Metered (usage), and SC-2 Primary (usage and demand) classes while reallocating revenue from usage to demand charges for SC-2 Primary.  For the SC-2 Secondary Demand Billed class, the parties agree to move the current five block structure for usage rates to a three block structure (i.e., three block limits at 100 HU of billing demand, 200 HU of billing demand, and 300 HU of billing demand) and to decrease the rate differentials for usage and demand by 33% for the class.  Pike County maintained that these fixed customer charges and rate structure changes are just and reasonable.  Pike County Statement in Support at 4.


OCA noted that in its filing, Pike County proposed to increase the monthly Customer Charge by $4.10 from its current rate of $6.25 to $10.35 for residential customers, which would have been an increase of 65.6%.  Under the terms of the Settlement, Pike County agreed to limit the increase in its residential Customer Charge to $2.25, bringing the Customer Charge to $8.50 for residential customers.  The settlement would provide for an increase of approximately 36% in the customer charge, as opposed to the company’s original proposal to increase the customer charge by over 65%.  OCA noted that the Settlement adopts the OCA’s methodology for developing customer charges as detailed by its witness Scott Rubin.  OCA St. 3 at 23; OCA Statement in Support at 5.


OCA further noted that Pike County proposed to eliminate its current declining block distribution rate structure for residential customers.  Under the existing structure, all usage over 1,000 kWh was charged a reduced rate.  OCA acknowledged that the Settlement provides that the company will eliminate the block rate structures for the residential class as it initially proposed.  OCA also acknowledged that, while its witness Scott Rubin did not recommend the elimination of the declining block structure in one step, Mr. Rubin did testify that there are valid reasons to eliminate declining block rates.
  OCA indicated that it supports the rate design contained in the Settlement, which moderates the increase in the Customer Charge for residential customers.  OCA submitted that the residential rate design established through the Settlement is reasonable.  OCA Statement in Support at 5.  


OSBA indicated that its witness, in direct testimony, concluded that Pike County’s proposed revenue allocation for its rate classes was directionally correct in that it moved customer classes mostly toward cost-based rates as the Commission has directed.  The final allocation of revenues was negotiated primarily between OSBA and the OCA, and resulted in an allocation which all parties have agreed to that upheld the principle of cost-based rates while avoiding placing too large a burden on any one class of customers.  In terms of rate structure, Pike County has agreed to continue the phase-out of the SC-2 Secondary Demand billed block rate.  OSBA indicated that the resolution of this issue was of special importance to it when it concluded that the Settlement is in the best interests of Pike County’s small business customers.  OSBA Statement in Support at 3.  


I&E agreed that the terms and conditions of the Settlement are in the public interest in part because it provides for a fair and appropriate rate design that has been negotiated and agreed upon by the Joint Petitioners.  I&E Statement in Support at 4-5.
E. 
Storm Expense and Depreciation Rates


The parties agree that the company will amortize deferred storm expenses over a five year period with no carrying charges.  Pike County maintained that this provision will allow it to recover reasonable and prudently incurred costs while mitigating the rate impact on customers.  Pike County Statement in Support at 5.  I&E maintained that this provision of the Settlement is in the public interest because it provides for the specific and appropriate authorization period for incurred and deferred storm expenses.  I&E further maintained that the Settlement is in the public interest because it defines and authorizes certain important delineated changes to depreciation rates that are to be used by the company.  I&E Statement in Support at 4‑5.
F. 
Conclusion


As discussed above, the proposed Settlement is manifestly reasonable and in the public interest and therefore should be approved by the Commission without modification.  It represents a just and fair compromise of the serious issues raised in this proceeding.  The fact that all active parties joined in the proposed Settlement is significant.


It is important to emphasize that the Settlement has the support of parties with diverse interests.  This includes representatives of Pike County, residential customers (OCA), small business customers (OSBA) and the public interest (I&E).  These parties all have reached agreement on the issues, clearly demonstrating that the Settlement is in the public interest and should be approved.  These parties are to be commended for reaching a comprehensive, consensus agreement.  The moderate rate increase request, rate structure and design, and the stay-out provision represent a fair and reasonable settlement of this proceeding.  


Resolution of this proceeding by negotiated settlement removes the uncertainties of litigation.  In addition, all parties obviously benefit by the reduction in rate case expense and the conservation of resources made possible by adoption of the proposed Settlement in lieu of litigation.  Specifically, acceptance of the Settlement will negate the need for participation at in-person hearings, the filing of main and reply briefs, exceptions and reply exceptions, and potential appeals.  This savings in rate case expense serves the interests of Pike County, its ratepayers, and the statutory parties.


As to the non-settling party, Milford Township, Douglas J. Jacobs, Esq., Solicitor of the Township, was provided a copy of the Joint Petition and offered an opportunity to comment or object to its terms and demonstrate why the case should be litigated rather than settled.  Mr. Jacobs never responded.  Inasmuch as Milford Township’s due process rights have been fully protected, the respective formal Complaint can be dismissed for lack of prosecution.  See, Schneider v. Pa. Pub. Util. Comm’n, 83 Pa.Cmwlth. 306, 479 A.2d 10 (1984) (Commission is required to provide due process to the parties; when parties are afforded notice and an opportunity to be heard, Commission requirement to provide due process is satisfied).


For all of the foregoing reasons, I find that the settlement embodied in the Joint Petition is both just and reasonable and its approval is in the public interest.  I recommend that the Commission approve the Joint Petition, as submitted, as expeditiously as possible.


I further recommend that the Commission’s investigation at Docket Number R-2013-2397237 be marked closed at this time, that the associated Complaint filed by Milford Township at Docket No. C-2014-2408736 be dismissed, and that the associated Complaints filed by Tanya J. McCloskey, Consumer Advocate, at Docket No. C-2014-2405317 and John R. Evans, Small Business Advocate, at Docket No. C-2014-2408729 be deemed satisfied. 

IV.
CONCLUSIONS OF LAW



1.
The Commission has jurisdiction over the subject matter and the parties to this proceeding.



2.
To determine whether a settlement should be approved, the Commission must decide whether the settlement promotes the public interest.  Pa. Pub. Util. Comm’n v. C S Water & Sewer Assoc., 74 Pa.PUC 767 (1991); Pa. Pub. Util. Comm’n v. Philadelphia Electric Co., 60 Pa.PUC 1 (1985).



3.
The settlement rates, terms and conditions contained in the Joint Petition For Settlement Of Rate Investigation at Docket No. R-2013-2397237 submitted by Pike County Light & Power, the Bureau of Investigation and Enforcement, the Office of Consumer Advocate, and the Office of Small business Advocate are just, reasonable and in the public interest. 



4.
The Joint Petition For Settlement Of Rate Investigation at Docket No. R‑2013-2397237 submitted by Pike County Light & Power, the Bureau of Investigation and Enforcement, the Office of Consumer Advocate, and the Office of Small business Advocate promotes the public interest and therefore should be approved as submitted, without modification.

V.
ORDER


THEREFORE,



IT IS RECOMMENDED:

1. That the Joint Petition For Full Settlement of Rate Proceeding, including all appendices (as well as the revised Statements in Support filed by Pike County and OSBA), is admitted into the record of the proceeding at Docket No. R-2013-2397237; 
2. That the rates, rules and regulations contained in Supplement No. 61 to Electric-PA. P.U.C. No. 8 not be permitted to be placed in effect; 
3. That the rates, terms and conditions contained in the Joint Petition For Settlement Of Rate Investigation at Docket No. R-2013-2397237 submitted by Pike County Light & Power, the Bureau of Investigation and Enforcement, the Office of Consumer Advocate, and the Office of Small business Advocate be approved and adopted without modification;

4. That upon entry of the Commission Order approving the recommendation to adopt the Joint Petition For Settlement Of Rate Investigation, Pike County Light & Power be permitted to file a tariff supplement in substantially the same form as that attached to the Joint Petition as Appendix A to become effective upon one day’s notice for service rendered on and after September 1, 2014, with tariff supplement, inter alia, increases the Company’s rates so as to produce an increase in annual base rate revenues of $1,250,000;

5. That the Complaint filed by the Office of Consumer Advocate at Docket No. C-2014-2405317 be deemed satisfied;
6. That the Complaint filed by the Office of Small Business Advocate at Docket No. C-2014-2408729 be deemed satisfied;
7. That the Complaint filed by Milford Township at Docket No. C-2014-2408736 be dismissed; and 
8. That the Commission investigation at Docket No. R-2013-2397237 be terminated and marked closed.
Date:
  August 8, 2014  




/s/












Christopher P. Pell








Administrative Law Judge

� 	On July 23, 2014, Mr. Shields filed a Withdrawal of Appearance with the Secretary’s Bureau.  On that same date, Richard A. Kanaskie, Esq., entered his appearance on behalf of I&E.


� 	Regarding the appropriateness of eliminating the declining block rate, Mr. Rubin testified as follows:





Yes, there are good policy reasons to consider eliminating declining block rates.  While such a rate may be cost-based, it requires an analysis to determine the proper level of discount to reflect any cost difference.  Moreover, declining block rates are perceived as being contrary to public policies to encourage the efficient use of electricity and to send consumers a proper price signal to reward conservation efforts.





	OCA St. 3 at 22.





