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I. HISTORY OF THE PROCEEDING
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A.	Introduction

		Pennsylvania Power Company (Penn Power or Company) is an electric distribution company providing electric distribution service subject to the jurisdiction of the Pennsylvania Public Utility Commission (Commission) in parts of central and western Pennsylvania.
													On August 4, 2014, Penn Power filed Tariff Electric-Pa. P.U.C. No. 36 (Tariff No. 36) to become effective May 3, 2015 and requested an increase to the base rates charged to ratepayers.  Specifically, Penn Power requested the Commission approve an increase to its annual distribution revenue totaling $28.5 million (or 8.7%) of total electric operating revenue.  The Company’s proposed increase consisted of the sum of: (1) an increase in distribution base rate operating revenues of $29.557 million, including the roll-in to base rates of the smart meter revenue requirement; and (2) proposed decreases in charges under the Company’s Default Service Support and Hourly Pricing Default Service Riders totaling $1.074 million.  

Also on August 4, 2014, three related FirstEnergy Companies (the Companies) filed tariff supplements requesting increases to the base rates charged to ratepayers by the electric distribution companies.  The three companies and the amount of the requested increase to its annual distribution revenue are: 

1. Pennsylvania Electric Company – $119.8 million or 8.6% of total electric operating revenues; 

2. West Penn Power Company – $115.5 million or 8.4% of total electric operating revenues; and 

3. Metropolitan Edison Company – $151.9 million or 11.5% of total electric operating revenues.      

By Order entered October 2, 2014, the Pennsylvania Public Utility Commission suspended the filings by operation of law until May 3, 2015, and instituted an investigation to determine the lawfulness, justness and reasonableness of the proposed rates, rules, and regulations.  

In addition to the four filings, FirstEnergy filed on behalf of all four utilities separate pro-forma tariff supplements on August 1, 2014 to implement the Smart Meter Technologies Charge (SMT-C) Rider pursuant to the Smart Meter Deployment Dockets for the Companies.  These filings, referred to as “M Docket” proceedings, were made in compliance with a prior Commission Order where the Commission directed the electric distribution companies to file by August 1st of each year the SMT-C Rider Rates for the Residential, Commercial and Industrial Customer Classes for service rendered on or after January 1st and continuing through December 31st of each year.  

On September 30, 2014, Administrative Law Judge Dennis Buckley (ALJ Buckley) issued the First Prehearing Order which scheduled the Initial Prehearing Conference for October 8, 2014, and which directed the parties to submit prehearing memoranda on or before October 6, 2014.

On October 2, 2014, the Commission suspended the tariff filing (Penn Power’s Tariff No. 36) by operation of law until May 3, 2015 and directed the Office of Administrative Law Judge to hold appropriate evidentiary proceedings and to render a Recommended Decision in each proceeding.  

Notices of Appearance were filed on behalf of the Bureau of Investigation and Enforcement (BIE), the Office of Small Business Advocate (OSBA) and the Office of Consumer Advocate (OCA).  Formal complaints were filed by OSBA, OCA, Penn Power Users Group (PPUG), Pennsylvania State University (PSU), Noble Americas Energy Solutions LLC (Noble Americas), and the Environmental Defense Fund (EDF), in addition to a formal complaint filed by one individual residential customer: James F. Mrozek.  Petitions to Intervene were filed by: the Coalition for Affordable Utility Services and Energy Efficiency in Pennsylvania (CAUSE-PA); and Wal-Mart Stores East, LP and Sam’s East, Inc. (Walmart).

The Administrative Law Judges conducted a prehearing conference with the active parties on October 8, 2014 and established a litigation schedule.  As a result, twelve public input hearings were scheduled around the state in seven different locations in order to obtain the input from customers and ratepayers about the proposed increases.  The Office of Administrative Law Judge conducted those public input hearings on six different dates in November 2014 in:  Warren, New Castle, Erie, Washington, Uniontown, Reading and East Stroudsburg.  

At the prehearing conference, the parties discussed a Motion to Compel filed by OCA against the Company because the Company refused to comply with reasonable discovery requests.  After discussion at the prehearing conference, the Company agreed to voluntarily extend the suspension period from May 3, 2015 to May 19, 2015 in order to provide all parties to conduct discovery.  The parties agreed, however, the Company would be permitted to recoup through a surcharge any revenues lost at the approved rates for the period from the statutorily prescribed end of suspension (i.e., May 3, 2015) through May 19, 2015, which is the new suspension date.    

		On October 22, 2014, the presiding officers issued the Second Prehearing Order commemorating the discussions at the initial prehearing conference.  In that order, the parties were advised the evidentiary hearings would commence on Tuesday, January 13, 2015 and end on Friday, January 16, 2015.  The parties were further advised in that order that the four base rate proceedings were not consolidated with each other and should proceed separately but concurrently.  However, the presiding officers held in abeyance a final decision on consolidation until after October 31, 2014 and permitted the parties an opportunity to present a comprehensive plan.  In the same order, the presiding officers advised the parties that the four SMT-C Rider Services dockets would not be consolidated but would be considered along with the corresponding base rate proceedings.  

		On October 29, 2014, the Company filed a suspension tariff supplement extending the suspension period from May 3, 2015 to May 19, 2015.

		On October 30, 2014, ALJ Buckley issued a Prehearing Order Granting the Motion to Compel Filed by the Office of Consumer Advocate, which ordered the Companies to provide the information requested in OCA’s Interrogatories Set II.  

		On October 31, 2014, the Companies submitted a proposal in which the Companies proposed written statements “will clearly demarcate the sections specifically pertaining to each Company (i.e., on a Company-by-Company basis) that is being addressed in that statement and will provide separate exhibits or schedules, as applicable, setting forth or addressing adjustments related to each such Company.  The parties will endeavor to address common issues in a manner that avoids duplication and undue repetition.”  In addition, the Companies proposed to submit only one main brief and one reply brief for all issues in all four base rate case dockets, and would follow a common table of contents delineating substantive areas being addressed.  The other active parties authorized the Companies to indicate there was an agreement amongst the parties to use this method of proceeding forward.  The presiding officers rejected this plan by Interim Order dated November 18, 2014.  

		On November 7, 2014, ALJ Buckley issued the Order Granting Petition to Intervene of Wal-Mart Stores East, LP and Sam’s East, Inc.

		On November 18, 2014, the presiding officers issued the First Interim Order in which the requests to consolidate the four base rate proceedings into one proceeding were denied.  The presiding officers indicated the four base proceedings (with the corresponding Smart Meter Charge litigated simultaneously but separately) would be litigated side-by-side and would have separate hearing records, separate witness statements, separate exhibits, and separate briefs.  

		On November 25, 2014, in response to allegations and testimony obtained at the public input hearings in these proceedings, the presiding officers conducted a second prehearing conference with the parties, and indicated each utility would be assigned one date in January 2015 when the applicable evidence could be presented and admitted into the record.  The parties were advised the base rate evidentiary hearings, scheduled for the week of January 11, 2015, would be conducted separately for each utility in conjunction with the corresponding Smart Meter proceeding.  Specifically the parties were told the separate utilities would be handled on separate days.  Thereafter, on December 5, 2014, the presiding officers issued an order discussing various procedural and substantive issues.  The presiding officers again requested the parties present a proposal how the parties want to present evidence at the hearings (to be conducted on January 13, 2015 through January 16, 2015) including providing the presiding officers with a witness matrix in which the parties would indicate the level of anticipated cross-examination.  

		On December 5, 2014, the presiding officers issued an Order which outlined for the active parties the six specific issues raised in the public input hearings.  The presiding officers ordered the Companies to address these issues either within its rebuttal testimony due on December 18, 2014 or in a separate filing due by December 26, 2014.  The parties were given an opportunity to respond on or before January 7, 2015.  The Companies were required to provide a witness matrix for the hearings scheduled in January 2015.  Lastly, the parties were reminded the Smart Meter proceedings and the base rate proceedings were not consolidated but could be handled simultaneously as required by the Commission in the suspension order.  

		On December 9, 2014, the presiding officers issued a Third Interim Order reminding the parties that the eight dockets were not consolidated.  Specifically, the presiding officers indicated the specific dates when each utility’s evidence would be handled, starting with West Penn on Monday, January 12, 2015; Penn Power on Tuesday, January 13, 2015; Penelec on Wednesday, January 14, 2015; and Met Ed on Thursday, January 15, 2015.  Any testimony not admitted previously due to a lack of time could be moved for admission on Friday, January 16, 2015.  Accordingly, the parties were advised to ensure all written statements and exhibits are separate for each utility if the parties hope to submit the same into the hearing record in these proceedings.  No written statement and/or exhibit would be admitted into the hearing record if it lists or covers factual information for more than one utility.
		On December 10, 2014, the parties submitted a list of problems and concerns, witness availability, a witness matrix, and then proposed a process for how the evidentiary hearings would be conducted.  In brief, the parties proposed to present testimony based on subject matter and without separating the testimony between the testimony unique to one base rate proceeding versus any other base rate proceeding.  The parties made no proposal concerning the handling of the Smart Meter proceedings.  The parties also provided a list of witnesses grouped by subject or issue area.  The parties made no provision for how testimony would be solicited from two witnesses from the Industrial Customer Group who are not available all four days in January 2015.  

		On December 17, 2014, the presiding officers issued a Protective Order at the request of the Company.

		On December 29, 2014, the presiding officers issued the Fourth Interim Order which clarified the dates of the evidentiary hearings and outlines the progression of witnesses during the evidentiary hearings.  

		The active parties engaged in settlement discussions during the discovery and evidentiary phases of this proceeding.  These discussions resulted in a Partial Settlement which settled all but one issue concerning a LED lighting issue between the Company and PennFuture, which was briefed by the Company and PennFuture.  

		On January 15, 2015, the presiding officers conducted an evidentiary hearing with the four FirstEnergy companies and all active parties, at which time the parties presented evidentiary statements and exhibits for admission into the hearing record.  All parties waived cross-examination of each other’s witnesses and the presiding officers admitted the written statements and exhibits into the hearing record.  A complete list of all the written statements and exhibits are attached to the transcript from the evidentiary hearing conducted on January 15, 2015.  

		On February 4, 2015, the Company submitted a Joint Petition for Partial Settlement in which it was joined by BIE, OCA, OSBA, PSU, PPUG, Walmart, EDF, and CAUSE-PA.  The Company provided a copy of the Settlement to the formal complainant.  On February 10, 2015, ALJ Dunderdale sent a letter to all the formal complainants in all four base rate proceedings in which the formal complainants were advised as to how to communicate their acceptance of or objection to the Petition for Partial Settlement.  Formal complainants were advised that all responses, whether to accept or object, were to be postmarked by Thursday, February 19, 2015.  No response was received from the formal complainant in this proceeding.

		On February 23, 2015, ALJ Dunderdale issued the Fifth Interim Order which closed the hearing record.  

B.	Public Input Hearings

		The Commission received approximately eighteen (18) formal customer complaints in the four base rate matters.  Accordingly, the presiding officers scheduled a total of twelve public input hearings in seven different locations within the Company’s service territory as well as the service territories of the other three FirstEnergy-related companies.  These public input hearings were scheduled in order to provide customers with an opportunity to comment and testify concerning this proceeding.  

		The Company was directed to provide notice to the public through advertisements in newspapers of general circulation within the service area.  The following number of individuals appeared and testified on the record with a court reporter present at the following public input locations:

			Warren, Pennsylvania on November 5, 2014
				Afternoon session: 	0
				Evening session: 	0
			New Castle, Pennsylvania on November 7, 2014
				Afternoon session: 	2
				Evening session: 	0
			Erie, Pennsylvania on November 10, 2014
				Afternoon session: 	9
				Evening session: 	3

			Washington, Pennsylvania on November 13, 2014
				Afternoon session: 	6

			Uniontown, Pennsylvania on November 13, 2014
				Evening session: 	23

			East Stroudsburg, Pennsylvania on November 17, 2014
				Afternoon session: 	4
				Evening session: 	8

			Reading, Pennsylvania on November 18, 2014
				Afternoon session: 	0
				Evening session: 	4

Summary of Public Input Witness – Penn Power Company:

Ralph Cambro testified in New Castle, Pennsylvania and has been a customer of Penn Power for 36 years.  He testified there should be some period of time, with progress in energy discoveries, when customers, such as himself, will be granted a rebate for all the higher rates they have had to pay.  He pointed out that the Commission can give the utility company permission to increase its rates but no one is increasing his retirement income or assistance.  He says he is at the mercy of the utilities that charge higher rates and there is nothing he can do to stop it.  Mr. Cambro testified Penn Power’s customer service has always been good and calls have been timely recognized and acknowledged.



[bookmark: _Toc206476785]C.	Description of the Company	

As noted by the parties in the Partial Settlement, Penn Power is a “public utility” and “electric distribution company” (EDC) as those terms are defined in Sections 102 and 2202 of the Public Utility Code, 66 Pa.C.S.A. § 102 and § 2803.  As such, Penn Power provides electric distribution, sales, transportation, and/or supplier of last resort services to retail customers in portions of six counties of western Pennsylvania: Allegheny, Beaver, Butler, Crawford, Lawrence, and Mercer.
 
[bookmark: _Toc73927072][bookmark: _Toc73928088][bookmark: _Toc73928649][bookmark: _Toc73932041][bookmark: _Toc73936975][bookmark: _Toc74633007][bookmark: _Toc74642256][bookmark: _Toc74643066][bookmark: _Toc206476786]D.	Rate Requests	

		Penn Power’s increase request, as filed, initially proposed increased rates designed to produce an overall revenue increase of $28.5 million annually, or approximately 
8.7%, of its total electric operating revenues.  The impacts of the initial request and the Partial Settlement are described below:  

1. Residential Class

Under the Settlement Rates, the monthly residential distribution customer charge will increase $1.96 (or 22.0%) from $8.89 to $10.85.  This increase in the distribution customer charge is in lieu of the Company’s proposed monthly distribution customer charge of $12.71, which represents a $3.82 increase (or 43.0%).  In addition, under the Settlement Rates, the bill for a typical Residential customer that uses 1,000 kWh per month will increase by $7.80 per month, from $104.76 to $112.56[footnoteRef:1] (or 7.4%), including default service generation, taxes and other rider surcharges.  In comparison, in the Company’s proposed filing, the bill for a typical Residential customer that uses 1,000 kWh per month would have increased by $12.39 per month, from $104.76 to $117.15[footnoteRef:2] (or 11.8%), including default service generation, taxes, and other rider surcharges. [1:  	All calculations use riders in effect at 7-1-2014 and the price-to-compare from 9-1-14, which assures that the rates are being compared on a consistent basis.  Additionally, and also to assure consistency in the rate comparison, the Rider rates used to calculate bills under the initially proposed rates and under the Settlement Rates were adjusted to reflect the amounts recovered under the State Tax Adjustment Surcharge that will be rolled-into the Rider rates on the date that new base rates become effective.
]  [2:  	Penn Power Statement No. 1 (Direct Testimony of Charles V. Fullem), p. 10.] 


2. Commercial Class

Under the Settlement Rates, the monthly distribution customer charge for a Rate Schedule GS Medium customer will increase $19.17 from $0.00 to $19.11 (there is no customer charge under current rates).  This increase in the distribution customer charge is the same as the monthly Rate Schedule GS Medium distribution customer charge in the Company’s proposed filing.  In addition, under the Settlement Rates, the bill for a typical Rate Schedule GS Medium customer with monthly billing demand of 40 kW and 250 hours use of demand will increase by $13.99 per month, from $876.22 to $890.21 (or 1.6%), including default service generation, taxes and other rider surcharges.  In comparison, in the Company’s proposed filing, the bill for a typical Rate Schedule GS Medium customer with monthly billing demand of 40 kW and 250 hours use of demand would have increased by $22.72 per month, from $876.22 to $898.94 (or 2.6%), including default service generation, taxes, and other rider surcharges.

3. Industrial Class

Under the Settlement Rates, the monthly distribution customer charge for a Rate Schedule GT customer will increase $258.42 from $0 to $258.42 (there is no customer charge under current rates).  This increase in the distribution customer charge is in lieu of the Company’s proposed monthly distribution customer charge of $254.56, which represents a $254.56 increase.  In addition, under the Settlement Rates, the bill for a typical Rate Schedule GT customer with monthly billing demand of 20 MW and 474 hours use of demand will increase by $5,428.20 per month, from $405,825.78 to $411,253.98 (or 1.3%), including default service generation, taxes and other rider surcharges.  In comparison, in the Company’s proposed filing, the bill for a typical Rate Schedule GT customer with monthly billing demand of 20 MW and 474 hours use of demand would have decreased by $354.09 per month, from $405,825.78 to $405,471.70 (or -0.1%), including default service generation, taxes, and other rider surcharges.


[bookmark: _Toc206476787]II.	TERMS AND CONDITIONS OF SETTLEMENT	

		The Joint Petitioners agreed to a settlement covering all but one issue in the proceeding.  The issue reserved for litigation concerns Penn Future’s challenge to Penn Power’s Light Emitting Diode (LED) Street Lighting Service.  Joint Petitioners agreed to a base rate increase, to an allocation of that revenue increase to the rate classes and to rate design for the rate classes to recover the portion of the rate increase allocated to such classes.  The Joint Petitioners are in full agreement the Settlement is in the best interests of Penn Power and its customers.

		The terms and conditions of the Settlement are set forth fully in Section II Terms and Conditions to the Partial Settlement filed with the Secretary’s Bureau on February 4, 2015, incorporated herein by reference, beginning at numbered paragraph 11 through and including numbered paragraph 19.

A.	Legal/Policy Standards for Settlement Approval

		The policy of the Commission is to encourage settlements and the Commission has stated that settlement rates are often preferable to those achieved at the conclusion of a fully litigated proceeding.  52 Pa. Code §§5.231, 69.401.  A full settlement of all the issues in a proceeding eliminates the time, effort and expense that would otherwise have been used in litigating the proceeding, while a partial settlement may significantly reduce the time, effort and expense of litigating a case.  A settlement, whether whole or partial, benefits not only the named parties directly, but, indirectly, all customers of the public utility involved in the case.  

		The benchmark for determining the acceptability of a settlement or partial settlement is whether the proposed terms and conditions are in the public interest.  Warner v. GTE North, Inc., Docket No. C-00902815, Opinion and Order entered April 1, 1996; Pa. Pub. Util. Comm’n v. CS Water and Sewer Associates, 74 Pa. PUC 767 (1991).  For the following reasons, I find that the proposed settlement embodied in the Settlement Petition is in the public interest and, with the minor clarifications set forth herein, recommend that it be approved without modification.

B. 	Description and Terms of the Settlement 

		The Partial Settlement consists of the 20-page Joint Petition containing the terms and conditions of the Partial Settlement.  In addition, there are six (6) exhibits attached to the Settlement.  Exhibit 1 to the Partial Settlement sets out the new Original Tariff Electric Pa. P.U.C. No. 36.  Exhibit 2 to the Partial Settlement sets out the Summary of Distribution of Revenue for all rate classes.  Exhibit 3 to the Partial Settlement is the Revenue Allocations.  Exhibit 4 to the Partial Settlement is the Revenue Effects of the Proposed Rates.  Exhibit 5 to the Partial Settlement is the Default Service Support Charge Rider/Hourly Pricing Rider.  Exhibit 6 to the Partial Settlement is the Cost Baseline for Savings of Smart Meter Deployment. In addition there are seven Statements in Support, marked as Statement A through Statement G, submitted by Penn Power, OCA, OSBA, BIE, PPUG, EDF, and Walmart, respectively.  PSU and CAUSE-PA submitted Letters of Non-Opposition and Support.

[bookmark: _Toc410668036]		The essential terms of the Partial Settlement are contained in paragraph no. 11 which provides, as quoted below:

	A.	Revenue Requirement

The rates set forth in Exhibit 1 have been designed to produce an increase in distribution base rate operating revenues of $17 million for the twelve months ending April 30, 2016, to become effective no later than May 19, 2015, as shown in the proof of revenues provided as Exhibit 2.  As agreed upon in exchange for an extension of the statutory suspension period, the Company will recoup, through a surcharge, revenues lost at the final approved rates for the period from May 3, 2015 (the end of the statutory suspension period) through May 19, 2015, the date the Settlement Rates must become effective.[footnoteRef:3]  The Company will implement such a surcharge at the same time it begins to charge the Settlement Rates.  The surcharge will be calculated separately for residential, commercial, and industrial customer classes, with the residential and commercial classes determined consistently with the definition of those classes set forth in the Company’s Price to Compare Default Service Rider, while the industrial class shall be determined consistently with the first paragraph of the Availability section of the Company’s Hourly Pricing Default Service Rider.  The surcharge will be stated on a per-kWh basis for the residential and commercial classes and on a per kW basis for the industrial class.  The surcharge will remain in effect, for each class, until the lost revenue, determined for such class, is collected over a period not to exceed three months from the date the surcharge is initiated. [3:  	If the Commission makes the Settlement Rates effective prior to May 19, 2015, this surcharge will recoup lost revenues from May 3, 2015 through the Commission ordered Settlement Rates effective date.  ] 


The Company’s total revenue requirement includes $12.483 million associated with smart meter deployment.  Once the aggregate investment and expense revenue requirements exceed $12.483 million, the Company may begin deferring costs that are eligible for recovery under its SMT-C Rider (Rider G).  When the $12.483 million threshold is exceeded and the Company begins deferring costs in excess of that amount, the Company will file a smart meter rate under Rider G to recover all investment and expense revenue requirements in excess of the $12.483 million included in base distribution rates.

The Company’s unamortized investment associated with legacy meters will be amortized over a five-year period, beginning on the date the Settlement Rates become effective.

A Storm Reserve Account will be established and maintained on the Company’s balance sheet beginning on the date the Settlement Rates become effective.  The Company’s total revenue requirement includes $1 million to be recovered for purposes of funding this reserve, which represents a five-year average of historical expenses.  Penn Power’s historical expenses for that period did not include any expenses related to damage from extraordinary storm events which the Company received Commission approval to defer.  Expenses related to storm damage, excluding those expenses related to damage from extraordinary storm events, will be recorded in the Storm Reserve Account in order to eliminate any impact of such expenses on the Company’s income statement.  Expenses related to damage from extraordinary storm events will be accounted for separately in accordance with the current practice of petitioning the Commission for approval to defer such expenses.  Both revenues received and costs incurred by the Company in support of other regulated utilities, including other jurisdictional and non-jurisdictional affiliated companies, for assisting during storm events will be reflected in the reserve account.

On or before August 1, 2015, the Company will provide to the statutory advocates an update to Penn Power Exhibit RAD-47, which will include actual capital expenditures, plant additions, and retirements by month for the twelve months ended March 31, 2015.  On or before July 1, 2016, the Company will provide to the statutory advocates an update to Penn Power Exhibit RAD-46, which will include actual capital expenditures, plant additions, and retirements by month for the twelve months ended April 30, 2016.  In Penn Power’s next base rate proceeding, the Company will prepare a comparison of its actual expenses and rate base additions for the twelve months ended April 30, 2016 to its projections in this case.  However, it is recognized by the Joint Petitioners that this is a black box settlement that is a compromise of Joint Petitioners’ positions on various issues.

The Joint Petitioners agree and hereby stipulate that the Company shall use the rate of return on equity as calculated for electric utilities and published in the “Bureau of Technical Utility Services Report on the Quarterly Earnings of Jurisdictional Utilities” for the most recent quarter for the following purposes:
Calculating a distribution system improvement charge (DSIC) if a DSIC is hereafter proposed by the Company and approved by the Commission; and
Calculating the incremental revenue requirement associated with smart meter deployment that exceeds the smart meter revenue requirement being recovered in the Settlement Rates as described in paragraph 11(A)(2) of this Joint Petition and therefore eligible for recovery through the Company’s SMT-C Rider.

7.	Penn Power’s State Tax Adjustment Surcharge (STAS) is being rolled into the Settlement Rates.  Accordingly, as of the effective date of the Settlement Rates, Penn Power’s STAS will be reduced to zero.  Penn Power’s STAS applies to rates imposed under the following Riders set forth in its existing tariff: Universal Service Cost (USC) Rider, Phase II Energy Efficiency and Conservation Charge Rider, Price to Compare Default Service Rider, Hourly Pricing Default Service Rider, Default Service Support Rider, and Solar Photovoltaic Requirements Charge Rider.  Consequently, as a result of the roll-in of Penn Power’s STAS to base rates, the rates to be imposed under the foregoing riders, from and after the effective date of the Settlement Rates, have been adjusted, as set forth in Exhibit 1, to recover, on a grossed-up basis, the Revenue Neutral Reconciliation rate of 1.5% and the Gross Receipts Tax rate of 4.4% (in aggregate 5.9%) that are currently recovered under the STAT.

B.	Revenue Allocation and Rate Design	

1.	The revenue allocation to each rate schedule reflected in the Settlement Rates is set forth in Exhibit 3 to this Joint Petition.  Rate design for each rate schedule comprising the Settlement Rates is explained in Exhibit 4 to this Joint Petition.  The allocations and rates set forth in Exhibits 3 and 4 and incorporated in the Settlement Rates reflect the Joint Petitioners’ agreement with regard to rate structure, rate design and distribution of the increase in revenues in this case.

C.	Uncollectible Accounts Expense and Universal Service

1.	Default service-related uncollectible accounts expense has been revised and $1.031 million will be recovered, beginning on the date the Settlement Rates become effective, through the Company’s Default Service Support Rider for the residential and commercial classes, and through the Hourly Pricing Default Service Rider for industrial class customers.  The Distribution-related uncollectible account expense has been revised and $0.579 million will be recovered through the Settlement Rates.  The amounts of uncollectible accounts expense shall be those set forth in Penn Power Exhibits LWG-1 and LWG-2, copies of which are appended hereto as Exhibit 5.

2.	In the event that the average annual Customer Assistance Plan (CAP) participation in the preceding reconciliation year exceeded 5,700 participants, actual costs recovered through Penn Power’s USC Rider shall reflect CAP Credits and actual Pre-Program Arrearage Forgiveness Credits for all customers up to the 5,700 participation level.  The Company shall offset the average annual CAP Credits and Pre-Program Arrearage Forgiveness Credits by 14.3% per participant for the preceding reconciliation year for any and all CAP customers exceeding the 5,700 participation level.

D.	Customer Service and Operations

1.	Regarding call answering times, the Company agrees to achieve and maintain an annual call answer rate of at least 80% of calls answered within thirty seconds beginning with the twelve-month period ended December 31, 2016.

2.	Regarding the number of residential disputes that did not receive a response within thirty days, the Company agrees to reduce this number to no more than sixty beginning with the twelve-month period ended December 31, 2016.

3.	The Company agrees to take necessary actions to: (i) consistently meet the twelve-month performance standards established by the Commission for SAIFI, SAIDI and CAIDI by the end of the first reporting quarter of 2016 (i.e., March 31, 2016); (ii) consistently meet the three-year performance standards established by the Commission for SAIFI, SAIDI, and CAIDI by the end of the calendar year 2017; and (iii) to strive towards the achievement of reliability performance that is at or better than the performance benchmarks established by the Commission.[footnoteRef:4]   [4:  	The Company is not precluded by this provision from seeking Commission revision of its established Standard and Benchmark metrics through normal Commission procedures.] 


4.	In each calendar year until the Company files its next base rate case filing where the performance standards are not met by the Company, the Company agrees to provide a report to the statutory advocates discussing the reasons for the performance failure and outlining corrective actions the Company will take to achieve the missed performance standard.  The Company agrees to convene a collaborative to discuss the corrective actions and receive additional input if such a collaborative is requested by the statutory advocates.

5.	The Company shall continue its policies and procedures to read meters at least every month.

6.	The Company shall document the specific basis for failure to issue a bill based on an actual meter reading each month pursuant to Chapter 56 if such occurs.  The documentation shall categorize the reasons for not reading the meters every month and provide total numbers of failed readings by category.  The Company shall provide this documentation through an annual report to be submitted to the statutory advocates on or before March 31 of each year until the Company files its next base rate case.

7.	The Company shall revise its website and customer education materials within ninety days of the Final Order in this proceeding to explicitly inform its customers, in plain language, of the Company’s standard policy to issue bills based on actual meter readings every month.  The Company’s website shall also explain, in plain language, that customers may provide actual readings in months when the Company might otherwise provide an estimated monthly bill and the procedure for self-readings. 

8.	The Company shall provide its recently modified estimated billing algorithm to the statutory advocates and furnish Company personnel to answer questions about the operation of the algorithm.  The Company shall also audit the accuracy and performance of the new algorithm and provide a report of its accuracy, and any modifications if necessary, within ninety days of the conclusion of the first full year of utilizing the modified algorithm

E.	Smart Meters and Energy Efficiency

1.	For purposes of measuring savings achieved from the Company’s deployment of smart meters, a cost baseline will be set as of April 30, 2016 from which savings will be measured for the following categories: (1) meter reading; (2) meter services; (3) back-office; (4) contact center; (5) theft of service; (6) revenue enhancements; (7) distribution operations; and (8) load research.  Savings in an additional category, avoided capital costs, will be measured using March 31, 2014 as the baseline from which to calculate savings.  The cost savings baselines shall be those set forth in Penn Power Exhibit LWG-3.  A copy of Penn Power Exhibit LWG-3 is appended to the Joint Petition as Exhibit 6.
2.	The Company will add the following reporting metrics to its Annual Progress Report under its Smart Meter Technology Procurement and Installation Plan filed at Docket No. M-2013-2341993: 

•	Home area network (HAN) devices:  Number of utility AMI meters with consumer devices registered to operate with the HAN chip. 

•	AMI meter installs:  Number of smart meters installed, number of smart meters that have been installed and registered.  

•	Customer complaints:  Number of formal and informal PUC complaints related to AMI meter deployment, broken down by type of complaint and resolution.  AMI meter deployment includes installation, functioning or accuracy of the AMI meter, and HAN device registration.

•	Reduction in greenhouse gas (GHG) emissions: reduction associated with reduced truck rolls associated with meter readings and increased efficiencies.  This reporting will commence once the realization of this benefit has been determined and reflected in the smart meter operations baseline savings as of April 30, 2016.

•	Voltage and VAR controls: Number and percentage of distribution lines using sensing from an AMI meter as part of utility’s voltage regulation scheme.

3.	The Company agrees to host an informational meeting with representatives of EDF and any interested statutory parties in Akron, Ohio, with respect to the Company’s smart meter and smart grid deployment efforts, including discussion of customer data access, Volt/VAR best practices, and measuring GHG emission reductions.

F.	General
1.	Nothing contained herein is intended to limit the authority of the Commission, the Bureau of Consumer Services, the Bureau of Safety and Compliance, or other Bureaus of the Commission from performing their duties.
2.	Nothing in these terms waives or alters any party’s right to seek an audit or investigation of any of the Company’s reliability, customer service, or estimated billing issues with the Commission, as well as evaluate the impact of the reforms recently adopted by the Company and as described by Mr. Strah in his rebuttal testimony (Penn Power Statement No. 11-R).
3.	Company agrees that should it fail to consistently meet the requirements set forth in this settlement regarding reliability, customer service, or estimated meter reading, it shall not make a request for any return on equity premium award based on reliability or customer service performance in its next base rate proceeding.

4.	The terms provided for in this Settlement do not encompass all of the changes made to Chapter 14 of the Pennsylvania Public Utility Code, 66 Pa.C.S.A.A. § 1401 et seq., by Act 155 of 2014, as the Commission had not provided guidance on how to incorporate Act 155 of 2014 into tariffs at the time this Settlement was negotiated.  Nothing contained herein shall preclude the Company from proposing further tariff changes at a later date based on Commission directives or guidance relating to implementing the provisions of Act 155 of 2014, or as otherwise necessary to implement the changes contained in Act 155 of 2014.

C. 	Additional Settlement Provisions 

	In addition to the specific terms to which the parties have agreed in order to settle the rate proceeding, there are certain general, miscellaneous terms to which the parties also agreed.  These terms are included in Paragraphs Nos. 14 through and including 19, which are quoted in full below:
 
14.	The Commission’s approval of the Settlement shall not be construed as approval of any Joint Petitioner’s position on any issue, except to the extent required to effectuate the terms and agreements of the Settlement.  Accordingly, this Settlement may not be cited as precedent in any future proceeding, except to the extent required to implement this Settlement.

15.	It is understood and agreed among the Joint Petitioners that the Settlement is the result of compromise and does not necessarily represent the position(s) that would be advanced by any Joint Petitioner in this or any other proceeding, if it were fully litigated.

16.	This Settlement is being presented only in the context of this proceeding in an effort to partially resolve the issues presented in this proceeding in a manner that is fair and reasonable.  The Settlement is the product of compromise.  This Settlement is presented without prejudice to any position which any of the Joint Petitioners may have advanced and without prejudice to the position any of the Joint Petitioners may advance on the merits of the issues in future proceedings, except to the extent necessary to effectuate the terms and conditions of this Settlement. 

17.	This Settlement is conditioned upon the Commission’s approval of the terms and conditions contained herein without modification.  In reaching this Settlement, the Joint Petitioners thoroughly considered all issues, including those related to the Company’s reliability and operations, raised in the testimony and evidence presented by the parties to this proceeding and during public input hearings.  As a result of that consideration, the Joint Petitioners believe that the settlement agreement meaningfully addresses all such issues raised and therefore should be approved without modification.  If the Commission should disapprove the Settlement or modify any terms and conditions herein, this Settlement may be withdrawn upon written notice to the Commission and all active parties within five business days following entry of the Commission’s Order by any of the Joint Petitioners and, in such event, shall be of no force and effect.  In the event that the Commission disapproves the Settlement or the Company or any other Joint Petitioner elects to withdraw the Settlement as provided above, the Joint Petitioners reserve their respective rights to fully litigate this case, including, but not limited to, presentation of witnesses, cross-examination and legal argument through submission of Briefs, Exceptions and Replies to Exceptions.

18.	All Joint Petitioners shall support the Settlement and make reasonable and good faith efforts to obtain approval of the Settlement by the ALJs and the Commission without modification.  If the ALJs, in their Recommended Decision, recommend that the Commission adopt the Settlement as herein proposed without modification, the Joint Petitioners agree to waive the filing of Exceptions with respect to any issues resolved by the Settlement.  However, to the extent any terms and conditions of the Settlement are modified, or additional matters are proposed by the ALJs in their Recommended Decision, the Joint Petitioners do not waive their rights to file Exceptions in support of the Settlement.  The Joint Petitioners also reserve the right to file Replies to any Exceptions that may be filed.  The Joint Petitioners further reserve the right to file Exceptions to the compliance filing in the event that any of the exhibits therein are inconsistent with the Joint Petition and the exhibits attached thereto.

19.	Joint Petition may be executed in one or more counterparts, each of which is an original and all of which together constitute one and the same instrument.

D. 	Statements Concerning the Public Interest Requirement 

	In addition to the specific terms and additional settlement provisions specified by the parties in the Partial Settlement, the parties to the Partial Settlement provided the following statements plus individual Statements in Support.  Paragraphs Nos. 12 and 13, as quoted in full below, provide:

	12.	Penn Power, OCA, BIE, OSBA, PPUG, Walmart and EDF have attached hereto as Statements A-G, Statements in Support setting forth the bases upon which they believe that the Settlement, including the Settlement Rates, is fair, just, reasonable, non-discriminatory, lawful and in the public interest.  Additionally, letters of non-opposition and support from PSU and CAUSE-PA are appended hereto.
	13.	Joint Petitioners submit that the Settlement is in the public interest for the following additional reasons:

· The Settlement provides for an increase in annual base rate distribution revenues of $17 million, or approximately 5.2% (based on total electric operating revenue), in lieu of the $29.557 million, or 9.0% (based on total electric operating revenue), increase in annual base rate distribution revenues originally requested.

· The Settlement amicably and expeditiously resolves a number of important and potentially contentious issues.  The administrative burden and costs to litigate these matters to conclusion would be significant.

· The Settlement Rates will allocate the agreed upon revenue requirement to each customer class in a manner that is reasonable in light of the rate structure/cost of service positions of all Joint Petitioners.

· The Joint Petitioners arrived at the Settlement terms after conducting extensive discovery, submitting testimony and engaging in in-depth discussions.  The Settlement terms and conditions constitute a carefully crafted package representing reasonable negotiated compromises on the issues addressed herein.  Thus, the Settlement is consistent with the Commission’s rules and practices encouraging negotiated settlements (see 52 Pa. Code §§ 5.231, 69.391, 69.401), and is supported by a substantial record.


III.  	DISCUSSION OF PARTIAL SETTLEMENT

		It is the policy of the Commission to encourage parties to contested on-the-record proceedings to settle the dispute.  See, 52 Pa. Code §5.231.  Settlements eliminate the time, effort, and expense of litigating a matter to its ultimate conclusion, which may include review of the Commission’s decision by the appellate courts of Pennsylvania.  Such savings not only benefit the individual parties to the proceeding, but also the Commission and all ratepayers of the respondent utility.

A. 	Partial Settlement of the Rate Case

		The Partial Settlement submitted in this case represents a complete and full settlement of all but one issue which concerns Penn Power’s Light Emitting Diode (LED) Street Lighting Service and will be discussed separately.  Below are the parties’ Statements in Support, offered to support the parties’ request through the Partial Settlement that the Commission approve the Partial Settlement in its entirety and without modification.

		Penn Power, OCA, BIE and OSBA are to be commended for the preparation of the most comprehensive Statements in Support of a proposed Settlement that we have seen.  In fact, the Statements are actually a window on the negotiations that led to the proposed Settlement that provides considerable detail with respect to the reasoning of the parties and how they arrived at a negotiated Settlement.  Although some of the specifics of the proposed Settlement are a “black box,” the rationale as to why the proposed Settlement is in the public interest is very clear in what almost amounts to four non-oppositional briefs.  Replicating any of the Parties’ Statements in Support here is not necessary.  We will however, extensively paraphrase and highlight what we see as essential points that lead us to conclude that the proposed Settlement meets the public interest standard

B.	Penn Power’s Statement in Support

1.	Revenue Requirement (Joint Petition, Paragraph 11.A.)

Penn Power asserts that following the submission of multiple rounds of testimony and extensive negotiations, the Joint Petitioners agreed to the Settlement embodied in the Joint Petition.  Under the terms of the Settlement, Penn Power will be entitled to charge base rates designed to produce an increase to its annual distribution revenue totaling base rate operating revenues of $29.557 million, including the roll-in to base rates of smart meter revenue requirement, as well as proposed decreases in the Default Service Support and Hourly Pricing Default Service Riders totaling $1.074 million (see Penn Power St. No. 1, p. 8).  

Following detailed discovery, the submission of multiple rounds of testimony and extensive negotiations, the Joint Petitioners agreed to the Settlement embodied in the Joint Petition.  Under the terms of the Settlement, Penn Power will be entitled to charge base rates designed to produce an increase in distribution operating revenues of $17 million, or approximately 5.2% of total operating revenues, based on billing units for the twelve months ended April 30, 2016, to become effective no later than May 19, 2015 (Settlement Rates).  The Company will recoup, through a surcharge, revenues lost at the final approved rates for the period from the end of the statutory suspension period (May 3, 2015) through the date the Commission allows the Settlement Rates to be charged, if that date is later than May 3, 2015 (Joint Petition, Paragraph 11.A.1).[footnoteRef:5]  The Joint Petition also describes how the surcharge will be calculated and implemented.  Id. [5:  	The use of a surcharge to recover revenues lost at the Commission-approved rates between the end of the statutory suspension period and May 19, 2015, is consistent with the practice the Commission has historically employed to allow recovery of lost revenues between the end of the statutory suspension period and the approval of a compliance filing in fully litigated proceedings.  Pa. Pub. Util. Comm’n. v. Peoples Natural Gas Co., 69 Pa. PUC 427, 434 (1989).  See also Bell Tele. v. Pa. Pub. Util. Comm’n, 69 Pa.Cmwlth. 554, 452 A.2d 86 (1982), aff’d, 505 Pa. 603, 482 A.2d 1272 (1984).  The use of a surcharge as set forth in Joint Petition was part of an agreed-upon exchange among all parties for the Company’s consent to extend from May 3, 2015 to May 19, 2015 the time for the Commission to enter a final order in this case.  That agreement was approved by the Administrative Law Judges (Prehearing Conference Transcript of October 8, 2014, pp. 53-57) and was expressly set forth in the suspension tariff supplement filed by Penn Power on October 29, 2014.  The Joint Petitioners have reaffirmed the parties’ prior, approved agreement on this matter in the Joint Petition.] 


The increase in customer rates and total annual operating revenues under the Settlement must be viewed in the context of the period since the Company’s last increase in base rates became effective.  The interval between base rate increases that Penn Power customers have experienced to date has been a result of a number of factors.  However, a significant contributor to Penn Power’s ability to forestall a rate case was its aggressive management of operating and maintenance (O&M) expenses and, in particular, administrative and general (A&G) expenses.  Penn Power St. 1, p. 23.  In addition to continuous efforts to diligently control expenses on a day-to-day basis, Penn Power has benefited from various initiatives that allowed it to control all expenses and, in particular, A&G expenditures.  Some of the initiatives that have had the most significant impacts include: (1) capturing economies of scale and maximizing merger related synergies; (2) aggressive management of indirect labor-related costs; and focus on maintaining and enhancing reliability.[footnoteRef:6]  (Penn Power St. 1, pp.12-13).    [6: 	“In assessing reliability issues, we acknowledge the statement of Commissioner Cawley at the public meeting of February 26, 2015, at Docket No. D-2013-2365991.  .”
.] 


Despite Penn Power’s successful efforts to manage and contain O&M expenses, three principal factors were major contributors to the Company’s need to increase its distribution base rates: (1) growth in the Company’s distribution rate base; (2) depreciation expense associated with increased investment in plant in service; and (3) increase in depreciation expense related to retirement of legacy meters.  (Penn Power St. 1, pp 20-22).  Due in large part to these factors, Penn Power’s overall rate of return at present rates is projected to be 3.98% for the fully projected future test year and the indicated return on common equity under present rates is anticipated to be 2.56% (Penn Power Ex. CVF-1), which is inadequate by any reasonable standard.  A return at that level is not sufficient to support the substantial amounts of additional investment the Company will be required to make to maintain and enhance reliability, replace aging infrastructure, and fully implement its Smart Meter Plan while continuing to provide customers safe, reliable and high-quality service.  Accordingly, it is critically important that the Company obtain the rate relief the Settlement will provide.  (Penn Power St. 1, p. 25).

The Joint Petition also contains six additional provisions that pertain to revenue requirement and cost recovery, which consist of the following:

a. 	Recovery in base rates of smart meter revenue requirements (Joint Petition, Paragraph 11.A.2).  Penn Power proposed base rates that include the roll-in of smart meter costs currently being recovered under its SMT-C as well as smart meter revenue requirements to be incurred through the end of the fully projected future test year, and also proposed to reduce the SMT-C to zero upon the conclusion of this case (see Penn Power St. 7-R, p. 2).  Section 2807(f) of the Public Utility Code, 66 Pa.C.S.A.A. § 2807(f), provides statutory authority for an EDC to recover smart meter plan costs in base rates, as the Commission affirmed in its Opinion and Order entered August 3, 2010 in Joint Petition of Metropolitan Edison Company, Pennsylvania Electric Company and Pennsylvania Power Company for Approval of Smart Meter Technology Procurement and Installation Plan, Docket No. M-2009-2123950 (the August 3, 2010 Order) (see Penn Power St. 7, p. 9).[footnoteRef:7]  No party disagreed with the Company’s proposal and OCA endorsed the roll-in to base rates of smart meter revenue requirements (see August 3, 2010 Order, pp. 4-6).   [7:  	Additionally, in response to a request by the Administrative Law Judges, on October 10, 2014, Penn Power submitted a letter of counsel setting forth the authority to request the roll-in of smart meter costs to base rates and reduce its SMT-C to zero and provided, as an attachment, the August 3, 2010 Order.] 


b. 	Legacy meters (Joint Petition, Paragraph 11.A.3).  The Company will be retiring its legacy meters well before the end of the service lives that had previously been used to calculate annual depreciation – and recover the cost – of such meters.  Consequently, the Company proposed to recover its unrecovered investment in legacy meters by amortization over a period of five years from the date rates established in this case became effective.  Paragraph 11.A.3 of the Joint Petition provides that the Settlement Rates reflect that amortization.

c. 	Storm Reserve Account (Joint Petition, Paragraph 11.A.4).  Originally, Penn Power proposed that its base rates should recover only a normal level of storm damage expenses and that a rate adjustment mechanism (i.e., a Storm Charge Rider) be established under Section 1307 of the Public Utility Code, 66 Pa.C.S.A. § 1307, to impose a charge or credit on customers’ bills to reflect the difference, on an annual basis, between the storm damage expenses recovered in the Company’s base rates and the storm damage expenses it actually incurs (Penn Power St. 3, pp. 26-32).  Several parties opposed the Company’s proposal to establish a Storm Charge Rider and argued that, notwithstanding the Commission’s orders approving PPL’s Storm Damage Expense Rider, storm damage costs should not be recovered under a Section 1307 adjustment mechanism.  Other parties, while not opposed to the concept of a storm damage reserve account, objected to the use of a rider to adjust customer rates based on an annual reconciliation (see OCA St. 1R).

Paragraph 11.A.4 of the Joint Petition provides that the Company will establish a Storm Reserve Account that does not involve the creation of a rider to annually true-up the reserve account with the difference between storm costs included in base rates and actual storm costs.  The Storm Reserve Account will help to achieve the two goals of BIE’s initial proposal, namely, to reduce the risk that the Company would collect either too little or too much of its actual storm damage expenses and to mitigate volatility in revenue requirement and the corresponding volatility of customer rates caused by fluctuations in storm damage expenses.  The expenses related to extraordinary storm events will be subject to deferral based on the Company’s filing separate petitions to obtain Commission approval of such deferrals.  The costs thus deferred will be separately identified and claimed in subsequent base rate proceedings.  

d. 	Reporting and updating of fully projected future test year data (Joint Petition, Paragraph 11.A.5).  As previously explained, the Company has presented, and had relied upon, data for a fully projected future test year ending April 30, 2016.  As part of the Settlement, the parties agreed to specific updates to Company Exhibits RAD-47 and RAD-46, to be submitted to the statutory advocates by August 1, 2015 and July 1, 2016, respectively, to report actual capital expenditures, plant additions, and retirements.  Additionally, the Company agreed to provide in its next base rate case a comparison of projected to actual expenses and rate base additions for the fully projected future test year in this case.  With respect to these reporting provisions, the Joint Petitioners expressly agreed that they are for informational purposes only and do not suggest any agreement among the parties as to specific components of the revenue requirement that is being recovered in the Settlement Rates (except to the extent specifically stated in other provisions of the Joint Petition).

e. 	Return on equity for smart meter and DSIC revenue requirements (Joint Petition, Paragraph 11.A.6).  The revenue requirement elements of the Settlement reflect, for the most part, a matrix of compromises by the Joint Petitioners and specific ratemaking adjustments are not spelled out in the Joint Petition, subject to limited exceptions.  The Joint Petitioners recognized that, despite the “black box” nature of the Settlement regarding revenue requirement, it is important to resolve the rate of return on equity that Joint Petitioners agree should be used by the Company in computing:  (1) incremental revenue requirements associated with smart meter deployment that exceed the smart meter revenue requirements being recovered in the Settlement Rates; and (2) a DSIC, in the event such a charge is proposed by the Company and approved by the Commission.  

The Joint Petitioners agreed and stipulated in Paragraph 11.A.6 of the Joint Petition that the Company shall use the rate of return on equity as calculated for electric utilities and published in the “Bureau of Technical Utility Services Report on the Quarterly Earnings of Jurisdictional Utilities” (TUS Quarterly Earnings Report) for the most recent period prior to the time that a DSIC or SMT-C rate is calculated.[footnoteRef:8]  The TUS calculation is a recognized and accepted benchmark return on equity for use in calculating revenue requirement under the DSIC and other similar riders.  Moreover, TUS regularly updates its calculation to reflect changes in market-determined equity costs based on a clearly stated methodology and data base. [8:  	The most recent Quarterly Earnings Report was issued on January 29, 2015 at Docket No. M-2015-2460381 for the period ended September June 30, 2014.  The Presiding Officer notes that TUS does not calculate the ROE.  While the TUS quarterly earnings report provides calculations and data, it is actually the Commission that decides on an appropriate ROE.
] 


f. 	Penn Power’s State Tax Adjustment Surcharge (STAS) (Joint Petition, Paragraph 11.A.7).  The Company is rolling into base rates all of the state taxes reflected in its current STAS and reducing its STAS to zero, therefore, it is also necessary for the Company to revise various riders to reflect a similar roll-in to those charges, from and after the effective date of the Settlement Rates, to recover Gross Receipts Tax, including the Revenue Neutral Reconciliation, that are currently recovered on amounts billed under the designated riders by applying the STAS to those billed amounts.  No party objected to the Company’s proposal, and it is incorporated in Paragraph 11.A.7 of the Joint Petition.

2.	The revenue requirement provisions of the Settlement are reasonable and in the public interest.  


Penn Power points out that neither the Public Utility Code nor principles of due process require the Commission to adhere to a specific formula or methodology to determine “just and reasonable” utility rates.[footnoteRef:9]  Indeed, Pennsylvania appellate precedent[footnoteRef:10] holds, as follows:  [9:  	See Duquesne Light Co. v. Barasch, 488 U.S. 299, 315-16 (1989) (“‘the Commission was not bound to the use of any single formula or combination of formulae in determining rates’”), quoting FPC v. Hope Natural Gas Co., 320 U.S. 591, 605 (1944).
]  [10:  	Pa. Pub. Util. Comm’n v. Pennsylvania Gas and Water Co., 492 Pa. 326, 337, 424 A.2d 1213, 1219 (1989).
] 

[T]he the power to fix “just and reasonable” rates imports a flexibility in the exercise of a complicated regulatory function by a specialized decision-making body and that the term “just and reasonable” was not intended to confine the ambit of regulatory discretion to an absolute or mathematical formulation but rather to confer upon the regulatory body the power to make and apply policy concerning the appropriate balance between prices charged to utility customers and returns on capital to utility investors consonant with constitutional protections applicable to both.

In short, “just and reasonable” rates are not point values but rather “just and reasonable” rates and “fair return” exist within a “constitutional range of reasonableness.”[footnoteRef:11]  There are a variety of ways in which the parameters of the “constitutional range of reasonableness” can be determined and one important way of identifying a value within the acceptable “range” is through the settlement process.  In that way, parties with differing interests engage in an adversarial process to scrutinize the evidence supporting a rate request and, based on robust negotiations, agree to a reasonable overall outcome.  The revenue level set forth in the Settlement is reasonable, in the public interest and should be approved.  The interval since the Company’s last base rate case and the significant increase in its plant in service since that time present a compelling case for significant rate relief.   [11:  	Duquesne Light Co., supra, 488 U.S. at 312.  See also, Pennsylvania Gas and Water Co., supra.
] 


Moreover, with respect to the Bluefield, Hope, and Barasch standards, the Settlement carefully balances: (1) the right of the Company and its investors “to earn a return on the value of the property which it employs for the convenience of the public” and “to maintain and support its credit and enable it to raise the money necessary for the proper discharge of its public duties”; with (2) the right of customers to pay rates that are commensurate with “business undertakings which are attended by corresponding risks and uncertainties” without providing the utility “profits . . . realized or anticipated in highly profitable enterprises or speculative ventures.”[footnoteRef:12]  That balance is assured by the fact that parties legally obligated to protect consumers and the public interest vigorously investigated all aspects of the Company’s proposed increase and concluded that the Settlement Rates are just and reasonable.  Similarly, the Company carefully considered the proposed revenue increase in light of the obligation to its investors to secure a reasonable opportunity to earn a fair return, maintain the financial stability of its business, and obtain needed capital on reasonable terms.  The Company concluded that the Settlement Rates satisfy those criteria.   [12:  	Bluefield, supra.] 


While the Settlement Rates provide a lower overall level of distribution base rate revenues than originally proposed, the Company assessed the Settlement Rates in conjunction with other significant components of the Settlement, including provisions for amortizing legacy meter costs, the establishment of a Storm Reserve Account, and the opportunity to recover smart meter revenue requirements above the level included in base rates through its SMT-C Rider.  In each instance, those additional terms provide the Company a reasonable opportunity to recover its costs to furnish utility service while ameliorating the impact of cost recovery on customers by amortizing costs over reasonable periods (e.g., legacy meter costs) and creating an innovative mechanism – the Storm Reserve Account – for dealing, prospectively, with the highly volatile and potentially significant expenses of remediating storm damage.  Finally, as previously explained, the Settlement specifies a rate of return on equity for purposes of calculating future smart meter and DSIC revenue requirement, which avoids possible future controversies over that issue and provides a benchmark return rate based on TUS’s transparent method and well-documented data base.

Moreover, the careful balance of interests achieved by the Settlement avoids what could have been a significant expenditure of time, money and other resources by the parties and the Commission to individually resolve a number of issues and proposed adjustments that have now been subsumed by the inter-related compromises that led to the Settlement.  Those savings are in everyone’s interest and, in themselves, are another important reason why the Settlement promotes the public interest.

3.	Revenue Allocation and Rate Design (Joint Petition, Paragraph 11.B.)

The Company’s COS study followed the basic steps prescribed by the Electric Utility Cost Allocation Manual published by the National Association of Regulatory Utility Commissioners (NARUC) (NARUC Manual) for arranging accounting data into a format that facilitates allocating or assigning the total cost of service to individual rate schedules or service classifications within an electric utility’s rate structure (see Penn Power St. 5, pp. 3-4).  A number of parties took issue with one or more subsidiary elements of the Company’s COS study.  None of the revisions and refinements other Joint Petitioners proposed had a material impact on the results of the COS study for purposes of determining a reasonable revenue allocation, with the exception of OCA witness Clarence Johnson’s proposal not to employ the results of the minimum system study and, instead, to allocate all costs of poles, conduit and conductors in proportion to class demands (see OCA St. 3, pp. 9-25).  However, as Ms. Stewart and other witnesses explained, Mr. Johnson’s proposal directly conflicted with the Commission’s decision on the same issue in its Final Order (pp. 106-113) in PPL’s 2012 base rate case, where Mr. Johnson made similar arguments that were rejected by the Commission.  

4. 	Revenue Allocation (Joint Petition, Paragraph 11.B.1).  

	Although the Joint Petitioners could not agree to accept either the Company’s COS study or the alternatives proposed by other parties, they all acknowledged that a COS study should be used as a guide, that rates should be designed to move all classes closer to their indicated cost of service, and that the Commission has long recognized that the movement toward cost of service should be tempered by the concept of gradualism in order to avoid large, disruptive, one-time increases to any particular customer class.  (Penn Power St. 4, pp. 10-12).

The allocation of the revenue increase among customer classes proposed by witnesses for the various parties did not – with the possible exception of OCA’s proposal[footnoteRef:13] – differ materially from each other or from the Company’s proposed allocation (see Penn Power St. 4-R, pp. 15-16).  Nonetheless, the allocation of the revenue increase under the Settlement Rates was subject to careful consideration and detailed negotiations among the Joint Petitioners.  As a result, the Joint Petitioners were able to reach agreement on the allocation among customer classes of the revenue increase under the Settlement Rates that is depicted in Exhibit 3 to the Joint Petition.  That allocation is within the range proposed by the Joint Petitioners and provides for reasonable movement toward the system average rate of return by the various customer classes as measured by the Company’s COS study.  
 [13:  	OCA was a partial outlier because its witness proposed a revenue allocation based on his alternative COS study that, contrary to the Commission’s directives in the PPL’s 2012 base rate case, ignored the customer components of distribution infrastructure in Accounts 364-367.
] 

5. 	Rate Design (Joint Petition, Paragraph 11.B.1).  

The Joint Petitioners’ litigation positions regarding rate design differed somewhat from each other and from the Company’s proposed rates.  The principal area of disagreement related to the level of customer charges and, in particular, the customer charges for the Residential class.  The Joint Petitioners agreed the Residential customer charge should be $10.85 per month in lieu of a charge of $12.71 per month proposed by the Company.  

6. 	The revenue allocation and rate design provisions of the Settlement are reasonable 		and in the public interest.  

[bookmark: _Toc410748042]	The Company points out the Settlement provisions concerning the revenue allocation and rate design are reasonable and in the public interest.  The allocation of revenue responsibility is one of the most contentious parts of a rate proceeding because it is a “zero sum” exercise among the non-utility parties – any revenue responsibility not borne by a particular rate class must be borne by one or more other rate classes.  Establishing a reasonable revenue allocation requires a careful balancing of the countervailing interests of the non-utility parties representing the various customer classes.  Accordingly, this aspect of a rate proceeding is particularly well suited to achieving a reasonable overall outcome based on the give-and-take of the settlement process.  

That give-and-take process herein resulted in a complete settlement of all contested issues involving revenue allocation and rate design among a wide array of parties representing the interests of residential, commercial and industrial customers.  While settlement negotiations among parties representing a wide array of customer and stakeholder interests can, in itself, assure a reasonable outcome, the revenue allocation under the Settlement Rates also comports with well-accepted ratemaking principles, in that the Settlement Rates make appropriate progress in moving all classes closer to their cost of service consistent with the principle of gradualism.

With respect to rate design, the Partial Settlement reflects the need to recover the customer component of total cost of service in the customer charge, while recognizing that increases in the customer charges can impact low-usage customers.  Accordingly, the agreement provides for an increase in the Company’s residential customer charge, but in a lesser amount than the customer charge the Company originally proposed.  The residential customer charge has the agreement of parties representing residential customers (OCA) and the low-income segment of the residential class (CAUSE-PA).  For all the foregoing reasons, the proposed revenue allocation and rate design are reasonable, appropriately balance the interests of all parties, and are in the public interest.

7. 	Uncollectible Accounts Expense (Joint Petition, Paragraph 11.C.1).  

	In the proceeding on its 2011 Default Service Program, the Commission entered a Final Order requiring Penn Power to fully unbundle from its distribution rates uncollectible accounts expense related to its provision of default service for residential, commercial and industrial customers.  Since January 1, 2011, uncollectible accounts expense associated with the provision of default generation service and electric generation supplier (EGS) service that is billed by the Company has been removed from its distribution rates and recovered under its Default Service Support Rider on a non-bypassable, non-reconcilable basis (Penn Power St. 7, p. 3).  Penn Power’s most recent Default Service Program proceeding concluded with a settlement approved by the Commission’s Final Order at P-2013-2391372 entered July 24, 2014.  In that settlement, it was agreed that, effective June 1, 2015, Penn Power would recover the uncollectible accounts expense associated with providing hourly-priced default service to industrial customers through default service rates established under its Hourly Pricing Default Service Rider rather than its Default Service Support Rider.  Id. at 4.  No party opposed Penn Power’s proposal to make this change.  

8.	Universal Service (Joint Petition, Paragraph 11.C.2).  

Penn Power has in place a Customer Assistance Plan (CAP) that has been approved by the Commission.  Under the CAP, qualifying low-income customers receive credits (CAP Credits) that reduce the amount they pay for current electric service in order to make that service more affordable.  In addition, CAP customers who have unpaid arrearages that pre-date their participation in the CAP and who make full and timely payment of their current, credit-adjusted bills, have their pre-program arrearages eliminated over time by the phased application of Pre-Program Arrearage Forgiveness Credits (Forgiveness Credits).  The Company recovers its CAP costs, including CAP Credits and Forgiveness Credits, under its Commission-approved Universal Service Charge (USC) Rider.  The Joint Petitioners agreed to a resolution of this issue such that the CAP Credits and Forgiveness Credits will be offset by 14.3% for each new CAP participant above a baseline of 5,700 participants.  This provision will apply to future changes in the USC Rider rate and has no impact on the Settlement rates.

The uncollectible accounts expense and Universal Service provisions of the Settlement are reasonable and in the public interest.  The uncollectible accounts expense provisions of the Settlement implement clear directives from prior cases, were not opposed by any party and, therefore, are prima facie in the public interest.  The Universal Service provisions affirm the importance of the Company’s Universal Service programs as an efficient means of helping low-income customers deal with the cost of electric service.  The costs of the bill credits and arrearage forgiveness afforded CAP participants are borne by all the Company’s residential customers.  The Settlement provides carefully crafted provisions for an “offset” of Universal Service costs to reflect savings in uncollectible accounts expenses and cash working capital expected to occur by reason of future increases in the number of CAP participants.  Thus, the Settlement promotes the public interest by providing a reasonable means of continuing the Company’s CAP program while mitigating somewhat the costs of that program that are borne by all residential customers.
[bookmark: _Toc410748043]
9. 	Customer Service and Operations (Joint Petition, Paragraph 11.D.)

Penn Power asked the Commission to recognize, through an increment to its allowed return on equity, the Company’s efforts to control O&M expenses (which, as previously explained, helped extend the period since its last base rate case), its overall management efficiency, its focus on customer service, its dedication to maintaining and enhancing reliability, and its support of Pennsylvania’s competitive retail energy market (Penn Power St. 1, pp. 11-20, 25-26).  In that regard, Mr. Fullem catalogued the major initiatives the Company had undertaken since 2006 to improve customer service and enhance or maintain reliability,[footnoteRef:14] which consisted of the following: [14:  	The Company’s efforts to contain expenses and its significant investment in reliability-related infrastructure were explained in detail in Section II.A, supra.] 


10. 	Integration of Three Call Centers.  

In 2007, FirstEnergy integrated the technology and operations of the two call centers, which increased efficiencies and enabled a number of service enhancements including: 

· Increasing from 200 to 400 the number of agents that could take outage, move-in and move-out calls at a given time; 
· Improving call routing to reduce wait times and reduce “busy outs” that occur when the capacity of a call center has been reached or exceeded;
· Increasing business continuity/disaster recovery capabilities; 
· Adopting uniform technology for monitoring and reporting performance to ensure that call volumes, call types, service levels, agent performance, busy outs, and other metrics were calculated uniformly and could be meaningfully compared and assessed;
· Standardizing the flow of calls to decrease average handling time and improve the quality of customers’ experience.
Penn Power St. 1, pp. 13-15.

In 2011, Allegheny Energy’s merger with FirstEnergy added the call center serving West Penn and Allegheny Energy’s other utility subsidiaries and FirstEnergy integrated the technology and operations of the former Allegheny Energy call center with its two other call centers, which built upon the efficiencies and service enhancements described above.  Because of the integration of the technology and operations of multiple call centers, Penn Power was able to answer 80% of all the calls it received within 30 seconds in three of the last four years.  Id. at 16. Comparable improvements were achieved by other FirstEnergy Pennsylvania subsidiaries as a result of the integration.  Id. 

11. 	Enhanced Communication During Major Storms.  

The Company materially enhanced communication with customers, local governments, emergency service providers and first responders during major storm events by adopting and effectively using social media and internet-based access to storm and restoration-related information.  For the second year in a row, FirstEnergy’s mobile-optimized website and smart phone “app” have been recognized among the top performers in a customer satisfaction survey conducted by J.D. Power.  FirstEnergy also was among the top three performers for mobile websites in J.D. Power’s 2013 study.  In 2013, the number of customers visiting the FirstEnergy website(s) via a smart phone or tablet tripled over the previous year, which is why FirstEnergy is continuing to make it easier to manage electric accounts and report power outages using mobile tools.  Id. at 16-17.

12. 	Recognition for Customer Service.  

The Company, as part of the FirstEnergy family of utilities, was recognized by the Edison Electric Institute’s National Key Accounts Customer Advisory Group for providing outstanding customer service in 2014.  Penn Power has on average seen a five percent increase in overall customer satisfaction between 2010 and 2014 as measured by the J.D. Power 2014 Electric Utility Residential Customer Satisfaction Study released July 16, 2014 when compared to the same study in 2010.  The Company earned a score that was above its segment average in the J.D. Power 2014 Electric Utility Residential Customer Satisfaction Study.  Id. at 17. 

13. 	Customer Referral Programs.  

The Company, in conjunction with its affiliated utilities in Pennsylvania, has successfully implemented a customer referral program that, since its implementation in August 2013, has enrolled over 100,000 residential and small commercial customers with competitive retail suppliers.  Id. at 17-18.

14. 	Portable CAP Benefits.  

	The Company has offered fully portable CAP benefits since generation rate caps have expired, which has enabled its low income customers to access competitive retail electric markets while preserving their ability to take full advantage of the benefits available under the Company’s Universal Service programs, regardless of their shopping status.

15. 	Maintaining Reliable Electric Service.  

	The Company made system enhancements and implemented specific initiatives designed to enhance reliability and provide customers high-quality, dependable service.  Over the last five years, the Company’s reliability metrics have been better than the Commission’s twelve-month standard in 94% of the comparisons and better than the Commission’s Benchmark in 32% of the comparisons.  Id.  Through the course of settlement negotiations, the Company and OCA reached agreement on the following series of carefully crafted provisions that address customer service and operations in a meaningful way to the benefit of customers concerning: call center performance; residential disputes; reliability metrics and reporting; meter reading and estimated bills.  

16. 	Smart Meters And Energy Efficiency (Joint Petition, Paragraph 11.E).  

	In an earlier proceeding related to the Company’s Smart Meter Deployment Plan, the Commission directed Penn Power to provide information on cost savings measures achieved from the deployment of smart meters and an explanation of how cost savings will be calculated in future SMT-C rate filings.  See Docket No. M-2013-2341993.  The Company requested that cost savings measures be addressed in the Company’s next base rate proceeding, instead of its August 1, 2014, annual SMT-C filing.  The Company’s August 1, 2014 annual SMT-C filing was approved by the Commission’s Secretarial Letter issued on December 5, 2014, and its revised SMT-C rate became effective on January 1, 2015 (Penn Power St. 7-R, p. 4).[footnoteRef:15]  Accordingly, as part of its August 4, 2014 base rate filing, Penn Power proposed a baseline for purposes of measuring savings achieved from the deployment of smart meters as well as the means for determining how cost savings resulting from smart meter deployment will be identified and flowed through to customers.  [15:  	As previously explained, when the Settlement is approved and the Settlement Rates become effective, the SMT-C will be reduced to zero, in light of the roll-in to base rates of Smart Meter revenue requirement, subject to a possible future implementation of an SMT-C rate, pursuant to the terms of the Settlement (Joint Petition Paragraph 11.A.2).  See Penn Power St. 7-R, pp. 3-4.] 


The Company submitted cost baselines for calculating savings from smart meter deployment.  The baselines were provided as Penn Power Exhibit LWG-3.  No party submitted any testimony regarding the baselines proposed by the Company, and all of the Joint Petitioners are in agreement that the Company’s proposed baselines should be approved without modification.  Accordingly, for purposes of measuring savings achieved from the Company’s deployment of smart meters, a cost baseline will be set as of April 30, 2016 from which savings will be measured for the following categories: (1) meter reading; (2) meter services; (3) back-office; (4) contact center; (5) theft of service; (6) revenue enhancements; (7) distribution operations; and (8) load research.  Savings in an additional category, “avoided capital costs,” will be measured using March 31, 2014 as the baseline from which to calculate savings.  The cost savings baselines shall be those set forth in Penn Power Exhibit LWG-3, which is appended to the Joint Petition as Exhibit 7.

As part of the Settlement, the Company agreed to add the following reporting metrics to its Annual Progress Report under its Smart Meter Technology Procurement and Installation Plan filed at Docket No. M-2013-2341990: 

•	Home area network (HAN) devices:  Number of utility AMI meters with consumer devices registered to operate with the HAN chip. 
•	AMI meter installs:  Number of smart meters installed, number of smart meters that have been installed and registered.  
•	Customer complaints:  Number of formal and informal PUC complaints related to AMI meter deployment, broken down by type of complaint and resolution.  AMI meter deployment includes installation, functioning or accuracy of the AMI meter, and HAN device registration.
•	Reduction in greenhouse gas (GHG) emissions: reduction associated with reduced truck rolls associated with meter readings and increased efficiencies.  This reporting will commence once the realization of this benefit has been determined and reflected in the smart meter baseline savings as of April 30, 2016.
•	Voltage and VAR controls: Number and percentage of distribution lines using sensing from an AMI meter as part of utility’s voltage regulation scheme.

Additionally, with respect to the matters discussed by both Mr. Munson and Mr. Sandoval, the Company agreed to host an informational meeting with representatives of EDF with respect to the Company’s smart meter and smart grid deployment efforts, including discussion of customer data access, Volt/VAR best practices and measuring GHG emission reductions.

The smart meter and energy efficiency provisions of the Settlement are reasonable and in the public interest.  The smart meter issues the Commission transferred to this case relate to setting reasonable baselines for calculating savings from smart meter deployment.  Those savings are to be flowed through to customers in the future through the SMT-C Rider.  Because the “baselines” involve costs that are recovered in the Company’s base rates, referring the baseline issue to this proceeding was the most efficient way to reach a reasonable conclusion and avoid the possibility of inconsistent results between this case and a separate proceeding dealing solely with the smart meter baselines.  Each of those goals is consistent with, and promotes, the public interest.  No party took issue with them and all Joint Petitioners have expressly agreed to their adoption.

The Company will add reporting metrics to its Annual Progress Report for its Smart Meter Technology Procurement and Installation Plan filed at Docket No. M-2013-2341993.  The Company will host an information meeting with EDF and interested statutory parties on energy efficiency, conservation and related environmental issues.  Accordingly, the Settlement efficiently and expeditiously identified a means of satisfying all parties’ interests in a way that continued litigation was unlikely to achieve.  For that reason, and because of the inherent merits of the provisions agreed to, these provisions promote the public interest.

[bookmark: _Toc410748045]17. 	The Settlement is reasonable and in the public interest.  

The Settlement expressly preserves the rights of the Commission, its applicable bureaus and the Joint Petitioners with respect to the areas of responsibility and possible future enforcement actions set forth therein.  It also specifically identifies a limitation on the Company’s ability to request to augment its return on equity in its next base rate case if it does not consistently meet the requirements set forth in the Settlement regarding reliability, customer service or estimated meter readings.  The Settlement provides the Company can make necessary filings to implement the changes contained in Act 155 of 2014 should that become necessary.

The Settlement is reasonable, supported by record evidence, and is in the public interest for, among others, the following principal reasons:

· The revenue requirement provisions provide for Settlement Rates that are within the “constitutional range of reasonableness”[footnoteRef:16] and are consistent with the legal standards articulated in the Bluefield, Hope and Duquesne Light decisions, as interpreted and applied by the Pennsylvania Supreme Court in Pennsylvania Gas and Water.  The Settlement Rates reflect a careful balance of the interests of customers with those of the Company and its investors.  As such, the Settlement Rates protect customers from paying excessive rates while allowing the Company and its investors a reasonable opportunity to earn a fair return on their investment in property devoted to public service and to obtain additional capital needed to meet the Company’s service obligations.  See Section II.E., supra. [16:  	See Duquesne Light, supra.] 


· The rate structure and rate design provisions of the Settlement resolve a number of contentious issues in a manner that is acceptable to parties representing every major customer class and service classification.  While the parties could not agree to a single, specific cost of service methodology, they are in general agreement that the Settlement Rates provide for reasonable progress in moving all major customer classes closer to their cost of service consistent with the Commission-approved principle of gradualism.  See Section II.F., supra.

· The Settlement resolves a contested issue pertaining to Universal Service in a manner that helps to ameliorate the impact on residential customers of the costs of the Company’s Universal Service programs.  See Section II.G., supra.

· The Settlement reaches agreement among the Joint Petitioners – and, in particular, between OCA and the Company – with regard to objective metrics for measuring customer service and reliability performance and contains commitments for implementing policies and procedures designed to enhance customer service and reliability.  Among these provisions are specific commitments dealing with meter reading, estimated bills, estimation procedures and customer education related to those matters.  See Section II.H., supra.

· The Settlement addresses and resolves the smart meter baseline issue that the Commission referred to this proceeding.  See Section II.I, supra.

· The Settlement adds reporting metrics intended to provide information that may help to better assess smart meter, energy efficiency, conservation and various environmental matters.  See Section II.E, supra.

· In reaching this Settlement, the Joint Petitioners thoroughly considered all issues, including those related to the Company’s reliability and operations, raised in the testimony and evidence presented by the parties to this proceeding and during public input hearings.  As a result of that consideration, the Joint Petitioners believe that the Settlement meaningfully addresses all such issues raised and, therefore, should be approved without modification.

· All of the foregoing benefits are achieved while also conserving the time, resources and money that would otherwise have to be expended if this case were to be fully litigated.  Customers are direct beneficiaries of these savings.

C.	OCA’s Statement in Support

	OCA submits the Settlement is in the public interest and the best interest of Penn Power’s ratepayers, and should be approved by the Commission without modification.  The Company will be permitted an increase in annual operating revenues of $17 million, which amount is $12.6 million less than the amount originally requested by the Company.  On a total revenue basis (distribution, transmission, and generation), the increase is 5.2% as compared to the original request of 8.7%.[footnoteRef:17]  The increase includes revenue related to distribution and smart meters, as well as a storm reserve account that will be created under the Settlement and which is discussed in detail below in Section IV.   [17:  	On a distribution revenue only basis, the Company’s requested $29.6 million increase represents a 37.39% increase in distribution revenue.  The Settlement increase on a distribution only basis is 21.5%.] 


The Settlement represents a “black box” approach to all individual revenue requirement and return on equity issues, with the limited exceptions contained in the Settlement relating to smart meter and distribution system improvement charge (DSIC) matters.  See Settlement ¶ 11(A)(7).   OCA submits that it is unlikely that the parties would have been able to reach a consensus on each of the disputed accounting and ratemaking issues raised in this matter, as policy and legal positions can differ widely.  However, where it is necessary to reference an ROE for smart meter purposes, the method of establishing an ROE has been agreed upon and is reflected in the Settlement at ¶ 11(A)(7).  Under the Settlement, the most recent Commission Bureau of Technical Utility Services Report on the Quarterly Earnings of Jurisdictional Utilities, Electric Distribution Companies’ Market Based Return on Common Equity (based on DCF methodology), Distribution System Improvement Charge Return will be used to set the ROE for smart meter surcharge purposes.

OCA points out the revenue increase under the Settlement represents a result that would be within the range of likely outcomes in the event of full litigation of the case, is reasonable, and yields a result that is in the public interest, particularly when accompanied by other important conditions contained in the Settlement such as Tariff modifications and the customer service, estimated billing, and reliability terms discussed in detail below in Sections VI and VII.  The increase agreed to in the Settlement provides adequate funding to allow the Company to improve its customer service and reliability metrics and maintain the safety and adequacy of its distribution system.  As such, OCA submits that the increase agreed to in this Settlement is in the public interest and in the interest of Penn Power’s ratepayers, and should be approved by the Commission.

The Settlement provides that Penn Power can increase base rates by amounts designed to produce a $17 million increase in annual operating revenues, in lieu of the increase of $29.6 million originally proposed by the Company.  Under the Settlement, the residential customer class will receive an overall increase in distribution revenue of $9.28 million per year or an 18.93% increase.[footnoteRef:18]  A residential customer using 1000 kWh per month will see their average total bill rise by $7.80 per month, from $104.76 to $112.56 rather than the $13.54 per month increase proposed by the Company.  This increase is $5.74 less per month than the increase originally proposed by the Company.  On a total monthly bill basis, a customer using 1,000 kWh would see a 7.45% increase rather than the 12.93% increase proposed by the Company. [18:  	On a total revenue basis (distribution, generation, and transmission), this represents a 7.51% increase.] 


Based on OCA’s review of the cost of service studies 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 that would result from the full litigation of this case.  The Settlement allocation is consistent with moving all classes toward the system average rate of return and is, therefore, in the public interest.  That is, the Settlement balances the need to allocate costs according to cost of service with the need to adhere to the ratemaking principle of gradualism.  The Settlement allocation represents a compromise of the parties that moves all classes closer to the system average without providing any one class with an allocation that would cause rate shock.  The Settlement is therefore reasonable, and when accompanied by other important conditions contained in the proposed Settlement, yields a result that is just and reasonable, in the public interest, and should be approved. 
	
The Settlement provides that Penn Power’s monthly residential customer charge will increase from $8.89 to $10.85, or 22.05%.  OCA submits that eliminating most of the customer charge increase will benefit residential customers.  By providing a customer charge $1.86 lower than the Company’s proposed charge and recovering the remaining revenue through the energy charges, the energy charges can provide necessary signals to customers regarding conservation. See OCA St. No. 3 at 34.   Therefore, OCA submits that the residential rate design established through the Settlement is reasonable and consistent with sound ratemaking principles. Combined with a $12.6 million lower revenue increase than the Company sought, these rate design changes result in rates that are significantly below the rates originally proposed by the Company and within the range of the likely outcomes in the event of full litigation of the case.
 	


Storm Damage Reserve Account

In its filing, the Company proposed to adopt a new Storm Damage Charge Rider (Storm Rider) to recover storm damage expenses.  OCA opposed the creation of a Storm Rider for a number of reasons, as explained by OCA witnesses Alexander and Smith.  See OCA St. No. 5 at 66-73; OCA St. No. 1R.  The Settlement provides for the creation of a storm reserve account that is structured in the way that OCA witness Smith described in his Rebuttal Testimony.  Settlement ¶ 11(A)(4).  This provision addresses the concerns raised by OCA in that it maintains the checks and balances provided by Commission oversight that would have been removed with the use of the Storm Damage Charge Rider, and this method allows the Company to account for storm expenses based on a five-year average of historical storm damage expenses, while continuing to require the Company to petition the Commission for approval for deferral accounting of extraordinary storm damage expenses.  For these reasons, the creation of a storm reserve account in the Settlement is in the public interest and should be approved.

 	Universal Service and Customer Assistance Programs 

The Settlement addresses some of the key concerns raised by OCA witness Colton regarding the Company’s proposed cost recovery mechanism for its universal service program.  OCA submits that this Settlement adequately addresses OCA’s concerns regarding the need for offsets to avoid double-recovery of CAP Credits and arrearage forgiveness credits for purposes of this Settlement.  The Settlement provisions are reasonable and in the public interest.

 	Tariff 

In its filing, the Company proposed to re-write its Tariff as presented by Company witness Bortz.  See Penn Power St. No. 3.  OCA identified four high-level concerns with the proposed re-write, as follows: 1) the Company sought to eliminate some consumer protections that were more liberal than those under Chapter 56 of the Commission’s regulations, 52 Pa. Code § 56.1, et seq.; 2) the proposed Tariff was not entirely clear as to whether certain language complies with Chapter 56; 3) the Company’s use of the phrase “sole discretion” throughout the proposed Tariff; and 4) the proposed Tariff did not explicitly explain the Company’s billing policies relating to estimated billing.  See OCA St. No. 5 at 75-76.  OCA’s recommendations were as follows: 1) the Company’s historic consumer protections should continue; 2) the Chapter 56 references should be more detailed; 3) the phrase “sole discretion” should be removed from the Tariff; and 4) estimated billing policies should be more clearly explained.  See OCA St. No. 5 at 75-76. 

OCA notes certain changes were made to Penn Power’s Tariff and the agreed upon clarifications provide residential customers with clear information that permits them to understand the Company’s meter reading and estimated billing policies and assurances that those policies comply with the Commission’s consumer protections under Chapter 56.  OCA submits that the modifications to Penn Power’s Tariff will aid customers in understanding the Company’s Rules and policies, while lessening potential confusion. The Tariff modifications will also allow customers to be more informed about their rights and is therefore in the public interest.   

 	Customer Service and Reliability 

The Settlement provides for a number of customer service, estimated billing, and reliability provisions designed to ensure that the Company’s customers receive adequate and reliable service and customer service performance at reasonable levels.

 	Customer Service and Estimated Billing

The Settlement provides the Company will improve, then maintain a call answering rate of at least 80% within thirty seconds beginning with the twelve-month period ending December 31, 2016. Additionally, the Company will reduce the number of residential customer disputes not receiving a response within thirty days to no more than sixty beginning with the twelve-month period ending December 31, 2016.  Furthermore, the Settlement includes a number of provisions designed to address the issues related to estimated billing, based in part on Ms. Alexander’s testimony and the public input testimony on this issue.  See Public Input Hearing Transcript at 168-183 (Erie, PA on Nov. 10, 2014).  First, the Company committed to continue reading residential meters on a monthly basis.  Settlement ¶ 11(D)(5).  Second, the Company will document the specific basis for failing to read residential meters monthly, if such a situation arises, and will categorize the reasons for non-reading.  The Company will submit this documentation in an annual report to the statutory advocates.  Settlement ¶ 11(D)(6).  Third, the Company will revise its website and consumer education materials to explain that the Company’s standard practice is to issue bills on actual meter reads monthly and the procedure for self-reading in the event an actual read is not taken by the Company.  Settlement ¶ 11(D)(7).  Fourth, the Company will provide its estimated billing algorithm to OCA and other statutory advocates and will provide Company personnel to answer questions about the algorithm. The Company will also audit the accuracy and performance of the algorithm and provide a report and proposed modifications (if necessary) after the first year of use.  Settlement ¶ 11(D)(8).  

These Settlement provisions provide the Company’s customers with clear information about how the Company bills its residential customers.  Additionally, the terms put in place mechanisms for the parties to review the performance of the Company’s meter reading and estimated billing policies to better ensure compliance with Chapter 56 and the issuance of reasonable bills to customers.  As such, OCA submits that these provisions are in the public interest.

	Reliability

The Settlement also provides that the Company will consistently meet the Commission’s measurement and performance standards[footnoteRef:19] and strive to achieve reliability performance at or better than the Commission’s performance benchmarks.  The Company will provide a report to OCA and other interested parties in the event that the Company does not meet any of the performance standards and the corrective actions the Company plans to take to rectify the failure.  Finally, the Settlement includes a term that precludes the Company from requesting any return on equity premium based on estimated meter reading, customer service, or reliability performance in its next base rate proceeding if the Company fails to consistently meet the requirements of this Settlement with regard to the customer service, reliability, or estimated billing terms. Settlement ¶ 11(F)(3). [19:  	These three measurements are defined by the Commission in its regulations, 52 Pa. Code Section 57.191-197, and are used to measure all Pennsylvania electric distribution companies’ performance for non-major storm outages or interruptions.  Therefore, these measurements exclude the outages associated with “major events” and are designed to reflect the “normal” operation of the distribution system under routine weather conditions and events.] 


OCA submits the reliability provisions provide affirmative benefits and are in the public interest.  These initiatives could add to and enhance the commitments that were the focus of OCA’s concerns.  The reliability benefits in the Settlement are designed to help the Company achieve and maintain an adequate and reliable level of service and are therefore in the public interest. 

 	Conclusion

		OCA submits that the terms and conditions of the proposed Settlement of this rate investigation, taken as a whole, represent a fair and reasonable resolution of the issues raised by OCA in this matter.  Therefore, OCA submits that the Settlement should be approved by the Commission without modification as being in the public interest.

D.	OSBA’s Statement in Support

OSBA deemed small business customers were generally represented in the GSS and GSM rate classes.  Originally, OSBA was concerned that the filed cost allocation study contained certain modest methodological errors, but that, to the extent these errors could be corrected, the overall results of Penn Power’s filed cost allocation study changed only modestly.

Regarding revenue allocation to small business customers, OSBA concluded the Company’s revenue allocation proposal was not consistent with either its own cost allocation study or OSBA’s cost allocation study.  Consistent with OSBA’s principled position regarding aligning rates with costs, and in light of the Lloyd decision, OSBA recommended the increase for the Rate GSS class be somewhat higher than that proposed by the Company, and the increase for Rate GSM be somewhat lower than that proposed by the company.  Relative to a scaleback of Penn Power’s filed position, the Partial Settlement follows these recommendations.  For the two combined classes, the revenue allocation is approximately equal to a scaleback of the Company’s filed position, but it assigns more revenues to GSS and lower revenues to GSM, consistent with the results of the cost allocation study.   OSBA notes further the settlement revenue requirements for both Rate GSS and Rate GSM lie within the range of litigation positions of the various parties (appropriately scaled back).  Thus, OSBA concludes that small business customers are treated fairly in the settlement.

With respect to rate design for the Rate GSS class, OSBA generally agreed with Penn Power’s proposed approach of adopting a customer charge and flat energy charge, suggesting that changes to the company’s filed position increase the emphasis on the energy charge.  This proposal is reflected in the settlement rate design, in that the increase to Rate GSS is applied entirely to the energy charge relative to the filed position.

Regarding rate design for the Rate GSM class, OSBA generally agreed with the Company’s proposed approach of adopting a customer charge/demand charge tariff structure, and had no specific concerns with the relative magnitude of the charges.  The tariff structure as filed is retained in the settlement.  The Partial Settlement applies the scaleback primarily to the demand charge, which OSBA deems to be reasonable as the proposed customer charge as filed for Rate GSM was actually slightly below the customer charge for Rate GSS.

		In conclusion, the Partial Settlement avoids the litigation of many of the complex, competing proposals and saves the possibly significant costs of further and more extended administrative proceedings.  Such costs are borne not only by the Joint Petitioners, but ultimately by the Company’s customers as well.  Avoiding extended litigation of this matter has served judicial efficiency, and allows OSBA to more efficiently employ its resources in other areas.

E. 	BIE’s Statement in Support

	1. 	Revenue Requirement 

BIE analyzed the ratemaking claims contained in the Company’s filing including, but not limited to, operating and maintenance expenses, taxes, rate base, and the cost of common equity.  After negotiation, Joint Petitioners agreed to an increase in base rates to allow the Company the opportunity to recover an increase of $17,000,000, which includes distribution revenue, smart meters and storm reserves, in lieu of the $28,483,000 originally requested, which represents a $11,483,000 savings for customers.  BIE fully supports the revenue level compromised upon in the Settlement.  

Due to the “black box” nature of the Settlement, the Settlement does not reflect agreement upon individual issues; rather, the parties have agreed to an overall increase to base rates that is substantially less than what was requested by the Company.  Line-by-line identification and ultimate resolution of every issue raised in the proceeding is not necessary to find that the Settlement is in the public interest nor could such a result be achieved as part of a settlement.  Black box settlements benefit ratepayers because they allow for the resolution of a contested proceeding at a level of increase that is below the amount requested by the regulated entity and in a manner that avoids the significant expenditure of time and resources related to further litigation.  BIE avers the Partial Settlement in this proceeding promotes the public interest because a review of the testimony submitted by all parties demonstrates that the Joint Petition reflects a compromise of the litigated positions held by those parties.  Therefore, BIE submits that the Partial Settlement balances the interests of Penn Power and its customers in a fair and equitable manner and presents a resolution for the Commission’s adoption that best serves the public interest.  

		Public utility regulation allows for the recovery of prudently incurred expenses as well as the opportunity to earn a reasonable return on the value of assets used and useful in public service.  The increase proposed in this Partial Settlement respects this principle.  Ratepayers will continue to receive safe and reliable service at just and reasonable rates while allowing the Company sufficient additional revenues to meet its operating and capital expenses and providing the opportunity to earn a reasonable return on its investment.  The Partial Settlement rates significantly moderate the increase initially proposed by the Company and, BIE believes, properly balances the interests of all parties.  Accordingly, BIE submits that the proposed Partial Settlement is in the public interest and requests that it be approved by the ALJs and the Commission without modification.  

	2.	Overall Rate of Return and Return on Equity 

The ALJs’ concern about obtaining this information appears to stem from an issue raised at the Uniontown public input hearing.  It is important to note that no witness in Penn Power’s service territory testified that the Company was purposely increasing capital expenditures.  The streetlight issue the ALJs expressed concerned about at the November 25, 2014 prehearing conference was raised by a West Penn employee at the Uniontown public input hearing, and no similar allegation was raised in the Met-Ed, Penelec or Penn Power service territories.  Because of this West Penn employee’s testimony, the ALJs have directed the parties to present the overall rate of return and ROE in the four FirstEnergy Settlements.  

However, ALJ Dunderdale recognized that whether capital structure is an issue depends “on how FirstEnergy responds to some of the allegations that came out of the public input.”[footnoteRef:20]  The Company fully addressed the concerns raised at the public input hearing; therefore, identifying an overall rate of return and specific return on equity (ROE) in the Settlement is unnecessary.  In general, the Company explained that it applies several criteria when determining whether to make a repair or a capital replacement:  [20:  	Further Prehearing Conference Tr. at 572 (November 25, 2014). 
] 


Whether to replace property constituting one or more retirement units or to make a non-capital repair is based on a number of factors including, among others, infrastructure needs, regulatory requirements, historic failure rates, and related cost-efficiency factors.  Applying those criteria, there are many instances where it is more cost effective to replace units of property than try to repair existing property.[footnoteRef:21]  [21:  	West Penn Statement No. 11-S, p. 7. 
] 



These types of operational decisions are generally left to the discretion of the Company and BIE has not made any alternative recommendations in this proceeding.  It is well settled that the Commission may not interfere with or micromanage utility management decisions unless there is a manifest abuse of discretion or some showing of arbitrary utility action.[footnoteRef:22]  The Company’s testimony demonstrates that no such abuse or arbitrary action has occurred.        [22:  	Pa. Pub. Util. Comm’n v. Philadelphia Electric Co., 522 Pa. 338 (1989).
] 


It is appropriate and in the public interest to utilize the same cost of common equity for the four Companies.  Although BIE’s overall rate of return recommendation for the four Companies differed due to different capital structures and debt cost rates, BIE recommended the same 8.84% cost of common equity for all four Companies.[footnoteRef:23]  The determination of an appropriate return on common equity in this proceeding entailed a market-based recommendation predicated upon a group of companies with publicly traded common stock and investment risk similar to the Company.   [23:  	BIE’s overall rate of return recommendation was 7.03% for Met-Ed, 7.28% for Penelec, 7.48% for Penn Power and 7.11% for West Penn.] 


The Commission must determine whether the proposed Penn Power revenue increase of $17,000,000 contained in the Settlement, in lieu of the $28,483,000 requested in the Company’s filing, is in the public interest.  For the reasons provided above, BIE submits that the proposed increase negotiated by the parties is in the public interest and that the Commission can make this determination despite the fact that the return on equity and overall rate of return is not explicitly provided in the Settlement.     

	3. 	Roll Smart Meter Costs into Distribution Rates (Joint Petition ¶ 11.A.2)

The Joint Petition notes that in an earlier proceeding related to the Company’s Smart Meter Deployment Plan, the Commission directed Penn Power to provide information on cost savings measures achieved from the deployment of smart meters and an explanation of how cost savings will be calculated in future SMT-C rate filings.[footnoteRef:24]    The Company requested that cost savings measures be addressed in the Company's rate proceeding, instead of its August 1, 2014, annual SMT-C filing.  Accordingly, as part of its August 4, 2014 base rate filing, Penn Power proposed a baseline for purposes of measuring savings achieved from the deployment of smart meters as well as the means for determining how cost savings resulting from smart meter deployment will be identified and flowed through to customers.[footnoteRef:25]  BIE did not oppose the Company’s request to roll smart meter costs into base rates; however, BIE wanted to ensure that the Company did not over-recover such costs through base rates and the SMT-C Rider.[footnoteRef:26]  Therefore, BIE asserted that the SMT-C Rider should allow full recovery of actual costs, no more and no less, ensuring that customers are paying only costs that the Company incurs.[footnoteRef:27]    [24:  	Joint Petition, pp. 2-3. See Docket No. M-2013-2341993.
]  [25:  	Joint Petition, p. 3. 
]  [26:  	BIE St. No. 3, p. 17 at Docket No. R-2014-2428744.  See also, BIE St. No. 1, p. 5 at Docket No. M-2013-2341993.  
]  [27:  	BIE St. No. 3, p. 17 at Docket No. R-2014-2428744.  See also, BIE St. No. 1, p. 5 at Docket No. M-2013-2341993.   
] 


		After a full analysis of the Company’s representation of its smart meter costs and lengthy settlement negotiations, the Joint Petitioners have agreed that the Company’s total revenue requirement includes $12.483 million associated with smart meter deployment.[footnoteRef:28]  BIE fully supports the settled upon smart meter cost recovery methodology as set forth in the Joint Petition.  BIE believes that the settled upon smart meter cost recovery methodology is consistent with prior Commission decisions,[footnoteRef:29] provides stability to Penn Power, and provides protection from volatility; all of which are consistent with protecting the public interest.   [28:  	Joint Petition, p. 7. 
]  [29:  	BIE St. No. 3, pp. 15-16 at Docket No. R-2014-2428744.  See also, BIE St. No. 1, p. 3 at Docket No. M-2013-2341993.  
] 


	4. 	Amortization of Legacy Meters (Joint Petition ¶ 11.A.3)

The Joint Petitioners agree the Company’s unamortized investment associated with the legacy meters will be amortized over a five-year period, beginning on the date the Settlement Rates become effective.[footnoteRef:30]   BIE did not oppose and now supports the settled upon legacy meter amortization methodology as set forth in the Joint Petition.  BIE believes that the settled upon legacy meter amortization methodology is consistent with prior Commission decisions,[footnoteRef:31] provides stability to Penn Power, and provides protection from volatility; all of which are consistent with protecting the public interest.   [30:  	Joint Petition, p. 7.  
]  [31:  	BIE St. No. 3, p. 20-21 at Docket No. R-2014-2428744.  
] 


	5. 	Storm Reserve Account (Joint Petition ¶ 11.A.4)
	
BIE opposed the Company’s Storm Damage Rider.  The Settlement provides that the Company will not establish Rider B as proposed, but instead will establish a Storm Reserve Account.  The $17,000,000 revenue requirement includes $1,000,000 to be recovered for the purposes of funding the Storm Reserve Account.  This $1,000,000 represents a five-year average of storm damage expense, excluding expenses associated with extraordinary storms.  The Company will continue to be able to account for extraordinary storm expense through the current practice of petitioning the Commission for approval to defer such expense  

The Storm Reserve Account proposed in the Settlement is in the public interest as it helps self-insure the Company for distribution system storm damage expenses.  It protects ratepayers from the potential volatility of an annually variable rider as originally proposed by the Company.  Additionally, the Storm Reserve Account is in the Company’s interest because the reserve will be properly funded based on a five year average of experienced storms, which will potentially avoid an unfavorable impact on the Company’s financial statement that could result from year-to-year fluctuations in actual storm costs.  Accordingly, BIE maintains that the $1,000,000 Storm Reserve Account should be approved in this proceeding without modification.   

	6. 	Fully Projected Future Test Year Reporting Requirements (Joint Petition 				¶ 11.A.5)

		In this base rate filing, Penn Power elected to use a Fully Projected Future Test Year (FPFTY) consisting of the twelve months ended April 30, 2016 as permitted under Act 11 of 2012.  The FPFTY is a dramatic change from the standard ratemaking process.  Although previously allowing for use of a Future Test Year, Section 315 of the Public Utility Code, 66 Pa.C.S.A. § 315, traditionally required that utility investment be used and useful in the provision of service before the investment was reflected in rates.  However, as amended under Act 11, Section 315 now allows a utility to project investment and include it in the claimed revenue requirement through the twelve-month period beginning with the first month that the new rates will be placed in effect.  By allowing this extended projection, the FPFTY essentially allows a utility to require ratepayers to pay a return on its projected investment in future facilities that are not in place and providing service at the time the new rates take effect and that are not subject to any guarantee of being completed and placed into service.  BIE fully supports the Settlement because this condition achieves BIE’s goal of timely receiving data sufficient to allow for the evaluation and confirmation of the accuracy of Penn Power’s projections in its next base rate filing.

	7. 	DSIC and Smart Meter ROE (Joint Petition ¶ 11.A.6)
	
The parties agree that for the purpose of calculating a distribution system improvement charge (DSIC), if a DSIC is hereafter approved by the Commission, and calculating the incremental revenue requirement associated with smart meter deployment that is eligible for recovery through the SMT-C Rider, the Company shall use the return on equity calculated for electric utilities by the Commission’s Bureau of Technical Utility Services (TUS) in its quarterly earnings report.  In this Settlement, the parties have elected to utilize the TUS quarterly earnings report for DSIC ROE purposes.  Similarly, the Company’s Smart Meter Implementation Order states that, “To the extent that the subsequent base rate case is settled, the parties are to establish the applicable ROE to apply for the purposes of the Plan recovery mechanism in that proceeding.”[footnoteRef:32]  As with the DSIC ROE stipulation, it is similarly appropriate to rely on the TUS quarterly earnings report to establish the applicable ROE for smart meter purposes. [32:  	Joint Petition of Metropolitan Edison Company, Pennsylvania Electric Company and Pennsylvania Power Company for Approval of Smart Meter Technology Procurement and Installation Plan, Docket No. M-2009-2123950, p. 30 (Order entered June 9, 2010). 
] 


8.	Revenue Allocation and Rate Design (Joint Petition ¶ 11.B)

Pursuant to the Settlement, and as stated in the Joint Petition, the agreed to increase in base rates will allow the Company the opportunity to recover an increase of $17,000,000 in revenue.  After a full and complete analysis of the Company’s base rate case filing, including a full analysis of the cost of service studies, and the extensive settlement negotiations among the parties; BIE fully supports the revenue allocations and rate design as set forth on Exhibits 2, 3 and 4 attached to the Joint Petition.[footnoteRef:33]   [33:  	Joint Petition Exhibits 2, 3 and 4. 
] 

	
BIE notes the Settlement results in a monthly residential distribution customer charge that will increase by $1.96 (or 22.0%) from $8.89 to $10.85.  This increase is in lieu of the Company’s proposed monthly residential distribution customer charge contained in its filing of $12.71, which represented a $3.82 increase (or 43.0%).  BIE believes the settled upon revenue allocations and rate design are consistent with prior Commission decisions; provide stability to Penn Power; represent a fair and reasonable rate increase to Penn Power customers; and provide protection from volatility; all of which are consistent with protecting the public interest.    

	9. 	The Partial Settlement Satisfies the Public Interest

BIE represents all issues raised in testimony have been satisfactorily resolved through discovery and discussions with the Company or are incorporated or considered in the resolution proposed in the Settlement.  The very nature of a settlement requires compromise on the part of all parties.  This Settlement exemplifies the benefits to be derived from a negotiated approach to resolving what can appear at first blush to be irreconcilable regulatory differences.  Joint Petitioners have carefully discussed and negotiated all issues raised in this proceeding, and specifically those addressed and resolved in this Settlement.  Further line-by-line identification of the ultimate resolution of the disputed issues beyond those presented in the Settlement is not necessary as BIE represents that the Settlement maintains the proper balance of the interests of all parties. BIE is satisfied that no further action is necessary and considers its investigation of this rate filing complete.

Based upon BIE’s analysis of the filing, acceptance of this proposed Settlement is in the public interest.  Resolution of this case by settlement rather than litigation will avoid the substantial time and effort involved in continuing to formally pursue all issues in this proceeding at the risk of accumulating excessive expense.  BIE further submits that the acceptance of this Settlement will negate the need for evidentiary hearings, which would compel the extensive devotion of time and expense for the preparation, presentation, and cross-examination of multiple witnesses, the preparation of Main and Reply Briefs, the preparation of Exceptions and Replies, and the potential of filed appeals, all yielding substantial savings for all parties, and ultimately all customers, as well as certainty on the regulatory disposition of issues.  

F. 	Pennsylvania Power Users Group Statement in Support

		PPUG submits the Joint Petition for Partial Settlement reflects a settlement among the Joint Petitioners with respect to Penn Power’s filing of Tariff Electric – Pa. P.U.C. No. 36, which sought to increase Penn Power's total annual operating revenues by $28.5 million.  As a result of settlement discussions, the Joint Petitioners agreed upon the terms embodied in the Joint Petition.  PPUG offers this Statement in Support to further demonstrate the Settlement is in the public interest and should be approved without modification.

		The Joint Petitioners agree approval of the proposed Settlement is in the best interest of the parties involved and that the Company should be authorized to file a tariff supplement containing the rates set forth in the Joint Petition.  The Joint Petitioners agree that the $17 million rate increase achieved in the Joint Petition is just, reasonable, and in the public interest and that this resulting rate increase should be allocated pursuant to the terms of the Settlement.  The Joint Petition is in the public interest for the following reasons: 

a. As a result of the Joint Petition, expenses incurred by the Joint Petitioners and the Commission for completing this proceeding will be less than they would have been if the proceeding had been fully litigated.

b. Uncertainties regarding further expenses associated with possible appeals from the Final Order of the Commission are avoided as a result of the Joint Petition.

c. The Joint Petition results in an increase in Penn Power's rates by $17 million, which is approximately 59.6% of the Company's original request of $28.5 million.

d. While the Joint Petition reflects a "black box settlement," which often is the means used to achieve settlement among parties with respect to Rate of Return and Return on Equity issues in a rate proceeding, the Joint Petition addresses concerns about the absence of a stated rate of return on equity by affirmatively establishing a reasonable approach to determine a rate of return on equity for Penn Power if a distribution system improvement charge is hereafter proposed by Penn Power and approved by the Commission as well as the means by which to  calculate the incremental revenue requirement associated with smart meter deployment that exceeds the smart meter revenue requirement being recovered through settlement rates and is therefore eligible for recovery through the Company's Smart Meter Technologies Charge. 

e. The Joint Petition provides an appropriate means by which to allocate the resulting increase among the Penn Power customer classes.

f. The Joint Petition provides a just and reasonable manner of resolving the Company's claim for deferred storm damage expenses and future storm expenses.

g. The Joint Petition reflects compromises on all sides presented without prejudice to any position any Joint Petitioner may have advanced so far in this proceeding.  Similarly, the Joint Petition is presented without prejudice to any position any party may advance in future proceedings involving the Company. 

In addition, the Joint Petition specifically satisfies the concerns of PPUG by:  (1) lowering the revenue increase amount by approximately 40.4%; (2) appropriately allocating the proposed increase among the customer classes; and (3) eliminating the proposed Storm Rider.  PPUG supports the foregoing Joint Petition because it is in the public interest and adheres to Commission policies promoting negotiated settlements.  The Settlement was achieved after numerous settlement discussions.  Although Joint Petitioners have invested time and resources in the negotiation of the Joint Petition, this process has allowed the parties, and the Commission, to avoid expending the substantial resources that would have been required to fully litigate this proceeding while still reaching a just, reasonable, and non-discriminatory result.  Joint Petitioners have thus reached an amicable solution to this dispute as embodied in the Settlement.  Approval of the Settlement will permit the Commission and Joint Petitioners to avoid incurring the additional time, expense, and uncertainty of further litigation of a number of major issues in this proceeding.  See 52 Pa. Code § 69.391.

G.	Pennsylvania State University’s Statement in Support

		PSU did not sign the Partial Settlement because it did not present evidence.  However, it did file a letter which indicated PSU did not oppose the Settlement and supported it as being in the public interest for the reasons stated in the Joint Petition.

H. 	CAUSE-PA’s Statement in Support

		CAUSE-PA did not sign the Partial Settlement because it did not present evidence.  However, it did file a letter which indicated PSU did not oppose the Settlement and supported it as being in the public interest for the reasons stated in the Joint Petition.

I. 	EDF’s Statement in Support

		EDF avers the Partial Settlement contains a number of conditions which are intended to address the concerns raised by EDF throughout the course of this proceeding. The following identified issues are those of principal interest to EDF and in the public interest.  Therefore, EDF respectfully requests the Commission approve the Settlement as presented, without modification, and with all due haste.



J. 	Walmart’s Statement in Support

	As an Intervenor, Walmart recommended the Commission consider the impact on customers thoroughly and carefully to ensure that any increase in the Company’s rates are only the minimum amount necessary for the utilities to provide adequate and reliable service.  Walmart recommended that the Commission closely examine the Company’s proposed revenue requirement increase, especially when viewed in light of the proposed use of a fully projected future test year.  With respect to rate design, Walmart advocated that distribution rates be set based on the utility’s cost of service, which has the effect of producing equitable rates that reflect cost causation, sending proper price signals to customers and minimizing price distortions.  In general, the revenue allocations and rates as set forth in the Joint Petition reflect a reasonable compromise among competing interests to move towards cost of service.

The Partial Settlement is in the public interest because Settlements conserve administrative resources and reduce the uncertainty, time and considerable expense associated with fully litigating the issues in a proceeding.  Plus the results achieved from a negotiated settlement in which the interested parties have had an opportunity to participate are often preferable to those achieved at the conclusion of a fully litigated proceeding.  A settlement provides for an increase in annual base rate distribution revenues of $17 million, or approximately 5.2% (based on total electric operating revenue), in lieu of the $29.557 million, or approximately 9.0% (based on total electric operating revenue) increase originally requested by the Company.

		Walmart’s support of the Joint Petition and the Partial Settlement does not imply Walmart’s agreement with each and every aspect of the Partial Settlement on an individual term-by-term basis.  Rather, Walmart’s support of the Joint Petition and the Partial Settlement, taken as a whole, is based on the premise that the Partial Settlement represents a reasonable compromise amongst numerous competing interests and positions in the Distribution Base Rate Filing.  Settlement of the numerous complex issues by the parties avoids the uncertainty involved in litigation and the necessity of further costly administrative, and possibly appellate, proceedings regarding the issues resolved the Partial Settlement.

K. 	ALJs’ Recommendation on Partial Settlement

		The Partial Settlement of this consolidated proceeding constitutes a significant reduction in the revenue increase originally requested by Penn Power.  Upon consideration of the terms and conditions of the Settlement, and the statements of the parties in support thereof, it is our opinion the Settlement is an equitable, fair, and reasonable resolution of this consolidated proceeding, and the Commission should approve the Settlement submitted in this matter.

		Upon consideration of the terms and conditions of the Partial Settlement, and the statements of the parties in support thereof, it is our opinion the Partial Settlement is an equitable, fair, and reasonable resolution, and benefits the public interest by permitting the Company to recover all reasonable costs incurred in its provision of electric service to ratepayers, with a reasonable rate of return, and also provides for the deployment of Smart Meters to all ratepayers in the Company’s territory.  The presiding officers recommend the Commission should approve the Partial Settlement submitted in this matter

L. 	ALJs’ Recommendation Concerning Smart Meter Charge

		The Smart Meter surcharge (SMT-C) filing on August 1, 2015 at Docket No. M‑2013-2341991 was handled concurrent with the base rate proceeding herein, pursuant to the Commission’s Suspension Order on October 2, 2014.  Through the Partial Settlement, the parties propose the Company should subsume the current Smart Meter surcharge (SMT-C) into the base rate, “zero out” the SMT-C  from the monthly billing statements until deployment costs expended exceed $12.483 million and then establish a procedure to determine baseline costs as of April 30, 2016.  There are two elements to this proposal.  

First, major portion of the total revenue requirement in this proposed base rate ($12.483 million out of $17 million) is associated with the Smart Meter deployment because ratepayers need to pay for the cost of the utility doing business, which includes the cost of deployment.  Because the cost of deployment is so high ($12.483 million), the parties propose the Company should “zero out” the current SMT-C Rider (Rider G) from monthly bills and remove it from current billing statements.  The Company will not begin to recover costs through Rider G again until the aggregate investment and expense revenue requirements for Smart Meter deployment exceeds $12.483 million, which is the same amount the parties propose should be recovered through this base rate increase.  Until that amount is exceeded, the Rider G will disappear from monthly billing statements and will only return if additional deployment costs are incurred before the Company returns in another base rate proceeding.

Second, the Company is required by the Commission to develop a baseline for the costs of deployment in order that the Commission can determine the cost savings, if any, in the future from the use of Smart Meters.  The Company resolves to create cost baselines as of April 30, 2016 and has eight categories of measurements it will track starting with the approval of this base rate.  In addition, the Company will track one more measurement (avoided capital costs) but will use March 31, 2014 date as a baseline.  The baselines are detailed in the Company’s exhibit (ME, Penelec, PP, WP Exhibit LWG-3) and also in Exhibit 6 to the Partial Settlement.  The Company will also add five reporting metric to its Annual Progress Report to be filed in its Smart Meter Technology and Installation Plan, docketed at No. M-2013-2341991. 

This utility must finish rolling out as many Smart Meters to its ratepayers as it can as quickly as it can.  This proposed approach – to incorporate the costs of deployment into the base rate and, therefore, recover those costs as incurred going forward – allows the utility to recover costs, as permitted by statute, but avoids “double-dipping” because the Company will stop collecting money monthly through the use of the Rider G on the monthly bills.  In essence, the customers will pay for the deployment but will no longer see that surcharge on their bills because the surcharge will be folded into the base rate in this proceeding.  

In addition to requiring the Company to deploy Smart Meters across its territory, the Commission also has required the Company to develop a cost baseline for savings.  Over the next few years, the Commission wants to see how the deployment of Smart Meters has impacted various costs, positive or negative.  In order to be meaningful statistics, however, there must be a baseline to which all future statistics after that date (April 30, 2016) will be compared.  The
[bookmark: _GoBack]metrics the parties propose should be captured and tracked by the Company are reasonable and will provide the Commission, as well as the public-at-large and the ratepayers, will valuable information.

These proposed approaches are reasonable and rational approaches to solving two problems: (1) how to get the deployment costs paid quickly and at the time costs are incurred; and (2) how to develop a meaningful cost baseline.  These proposals, as specified in the Partial Settlement, are in the public interest because they further Commission-approved directives in a reasonable and adequate manner and, therefore, should be approved.

[bookmark: _Toc206476820]IV.	DISCUSSION – LITIGATED ISSUES	

		As noted previously, the remaining issue for litigation concerns the Company’s LED Street Lighting Service.  

[bookmark: _Toc206476821]A.	Burden of Proof	

		Typically in proceedings before the Commission, the public utility has the burden to establish the justness and reasonableness of every element of its rate increase in all proceedings conducted under Section 1308(d) of the Public Utility Code.  The standard of proof, which a public utility must meet, is set forth in Section 315(a) of the Public Utility Code (Code), 66 Pa.C.S.A. §315(a), which specifies that, “[i]n any proceeding upon the motion of the Commission, involving any proposed or existing rate of any public utility, or in any proceeding upon complaint involving any proposed increase in rates, the burden of proof to show that the rate involved is just and reasonable shall be upon the public utility.”  

		Pennsylvania’s Commonwealth Court has upheld this standard of proof[footnoteRef:34] and has applied it in base rate proceedings, even when the question concerning an element of the base rate increase request was raised by a party instead of the public utility.[footnoteRef:35]   [34:  	Lower Frederick Twp. v. Pa. Pub. Util. Comm’n, 48 Pa.Cmwlth. 222, 226-227, 409 A.2d 505, 507 (1980).  See also, Brockway Glass v. Pa. Pub. Util. Comm’n, 63 Pa.Cmwlth. 238, 437 A.2d 1067 (1981). 
]  [35:  	See Pa. Pub. Util. Comm’n v. National Fuel Gas Distribution Corp., 1994 Pa. PUC LEXIS 134 *5 (1994); Pa. Pub. Util. Comm’n v. Breezewood Telephone Company, 74 Pa. PUC 431 (1991); and Pa. Pub. Util. Comm’n v. Equitable Gas Co., 57 Pa. PUC 423, 471 (1983).  
] 


		In this proceeding, the burden of proof lies squarely with Penn Power.  Penn Power is the public utility seeking permission from the Commission to increase its base rate and seeking permission to implement a program.  The burden of proof did not shift to a statutory party or to individual party (such as PennFuture) which challenged the requested program.  Instead, the utility’s burden, to establish the justness and reasonableness of every component of its rate request, is an affirmative one and remains with the public utility throughout the course of the rate proceeding.[footnoteRef:36]   [36:  	See also, 66 Pa.C.S.A. §1501, requiring a utility to have reasonable rules governing service.  There is no similar burden placed on parties which challenge a proposed rate component.  See, Berner v. Pa. Pub. Util. Comm’n, 382 Pa. 622, 631, 116 A.2d 738, 744 (1955).
] 


Under the Public Utility Code, rates charged by public utilities must be just and reasonable and cannot result in unreasonable rate discrimination.  66 Pa.C.S.A. §§ 1301 and 1304.  A public utility seeking a general rate increase has the burden of proof to establish the justness and reasonableness of every element of the rate increase request.  66 Pa.C.S.A. § 315(a); Pa. Pub.Util.Comm’n. v. Aqua Pennsylvania, Inc., Docket No. R-00038805, 236 PUR 4th 218, 2004 Pa. PUC LEXIS 39 (August 5, 2004).  

As the Commonwealth Court explained:  “While it is axiomatic that a utility has the burden of proving the justness and reasonableness of its proposed rates, it cannot be called upon to account for every action absent prior notice that such action is to be challenged.”[footnoteRef:37]  Therefore, while the ultimate burden of proof does not shift from the utility, a party proposing an adjustment to a ratemaking claim bears the burden of presenting some evidence or analysis tending to demonstrate the reasonableness of the adjustment.[footnoteRef:38]     [37:  	Allegheny Center Assocs. v. Pa. Pub. Util. Comm’n, 570 A.2d 149, 153 (Pa.Cmwlth. 1990). 
]  [38:  	See, e.g., Pa. Pub. Util. Comm’n v. PECO, Docket No. R-891364, et al.., 1990 Pa. PUC LEXIS 155 (May 16, 1990); Pa. Pub. Util. Comm’n v. Breezewood Telephone Company, Docket No. R-901666, 1991 Pa. PUC LEXIS 45 (January 31, 1991).
] 


B. 	Proposed LED Street Lighting Service Offering

		Penn Power proposed to offer LED street lighting to interested customers who wished to obtain LED street lighting service from Company-owned and maintained LED street lighting facilities.  Penn Power developed the service offering in response to expressions of interest from existing street lighting customers who expressed interest in exploring LED street lighting options.  Penn Power embodied the offering in a detailed rate schedule which it asserts conforms to the Commission’s tariff and tariff filing requirements.  

		Penn Power would offer the new service to existing customers who currently receive service under one of the six street lighting services available[footnoteRef:39] and would like to update the service in order to take advantage of new lighting technology.  The new service would also be offered to new customers.  The initial term of the contracts would last ten (10) years and could be renewed for successive one-year terms.  Distribution costs for the new service would be recovered through a fixed monthly charge for each LED fixture and the street lighting customers would have an unhindered ability to obtain electric generation service from either a competitive electric generation supplier or through default service from Penn Power.   [39:  	Under Street Lighting Service – Schedule 51; Street and Area Lighting – Schedule 53; Street Lighting Service – Schedule 54; Street Lighting Service – Customer-Owned Equipment – Schedule 56; Outdoor Lighting Equipment and Maintenance Service – Schedule 57; or Mercury Vapor Street Highway Lighting Service – Schedule 71.  ] 


		Penn Power proposed a separate cost of service analysis to develop a fixed charge for LED service levelized over the entire projected fifteen-year service life of the LED fixtures which it would install.  Penn Power proposed this separate analysis and approach in order to avoid the relatively higher rate which would result over the first several years of the contract term if Penn Power had used the traditional approach to develop a cost-based rate.  Otherwise, the initially higher rate might have impeded customer acceptance of the new service.  



C. 	Penn Power’s Position Concerning Program	

	1. 	Proposal

Penn Power’s proposed LED street lighting offering would provide interested customers the opportunity to obtain LED street lighting service from Company-owned and maintained LED street lighting facilities.  That service offering was developed in response to existing street lighting customers’ expressions of interest in exploring LED street lighting options.  Past experience has shown that customer preference tends towards Company ownership of fixtures, with only 631 of the total 10,281 fixtures installed across Penn Power’s system being customer-owned.

The new service offering will be open to both new customers and any customer currently receiving service under a street lighting schedule interested in updating their Street Lighting Service (Sodium Vapor), Street Lighting Service (Sodium Vapor – Divided Ownership), or Street Lighting Service (Mercury Vapor).  The initial term for all contracts will be ten years, which may be renewed for successive one-year terms.  See Penn Power Statement No. 8, pp. 2-4.  The Company proposes to recover the distribution (i.e., “wires”) cost of the new service through a fixed monthly charge for each LED fixture.[footnoteRef:40]  Street lighting customers, like all customers, can obtain electric generation service from competitive electric generation suppliers (EGSs) or, if they choose not to “shop,” may obtain default service from the Company.  Consequently, the cost of electric generation service for LED service – or any other form of service – is not at issue.   [40:  	The hours of operation and the load imposed by each street lighting fixture are known and fixed. Therefore, the rate for distribution service, which is based on customer-related and demand-related costs, can properly be stated as a fixed charge per fixture calculated to recover the cost of service based on those two rate determinants. ] 


The Company recognized that, as a new service, LED lighting would, at least initially, be adopted by a small number of customers and would require the Company to invest in, and install, new LED-related equipment dedicated solely to providing LED service to those customers.  As a consequence, the traditional approach to developing a cost-based rate would produce a relatively higher rate in the first several years of the contract term.  And, while the rate would likely decline over time as LED-related property is depreciated, the initially higher rate might impede customer acceptance of the new service.  To address that concern, Penn Power prepared a separate cost of service analysis to develop a fixed charge for LED service that is levelized over the entire projected fifteen-year service life of the LED fixtures to be installed.

The proposed levelized charge would recover less than the Company’s full cost of providing LED lighting service in the early years of the newly-initiated LED service and, indeed, the total cost to the Company of providing the service would not be fully recovered over the initial ten-year contract term.  In fact, the levelized charge amounts to a discount in the first year of a ten-year contract of 32%.  See Penn Power Statement No. 8-R, p. 10.  Those losses would be recovered over time when, in subsequent years, the levelized rate will recover somewhat more than the LED cost of service determined in the traditional (non-levelized) manner.  Thus, while lowering the rate for LED service at the front end of the initial contract term, the levelized approach would recover the full cost of service from the LED class, on a net present value basis, over the expected useful life of the LED property being installed.  Notably, no party other than PennFuture took issue with any aspect of the Company’s LED service offering.  Additionally, no potential customers, specifically municipalities, intervened in this case to challenge the Company’s LED service offering nor did they voice any informal opposition.

PennFuture criticized certain elements of the Company’s proposal, namely:  (1) the LED fixture selection, cost, sizes and useful life; (2) the non-fixture – principally, installation – costs; (3) the Company’s class cost of service study with respect to the costs allocated to the street lighting class; and (4) as the culmination of all of the foregoing, the per-fixture distribution rate proposed by the Company.  Those arguments were advanced in the direct testimony of two witnesses, Patrick Gormley and George Woodbury, neither of whom are employees of PennFuture or of its joint intervenor, EDF.  In contrast, EDF’s witnesses, Messrs. Munson and Sandoval, are senior level employees of EDF.[footnoteRef:41]  Rather, Mr. Gormley[footnoteRef:42] and Mr. Woodbury[footnoteRef:43] are both entrepreneurs engaged in the competitive businesses of selling, installing and financing LED products and service to customers.[footnoteRef:44]  See PennFuture/EDF Statement No. 1 - Gormley, p. 2; PennFuture/EDF Statement No. 1 - Woodbury, p. 3.  As explained in detail in the rebuttal testimony of Christopher D. Ciccone and Hillary E. Stewart (Penn Power Statement Nos. 8-R and 5-R, respectively), the Company’s proposed fixture selection, cost estimates, and distribution rates are fully supported by record evidence and, therefore, the Company’s proposed LED lighting service offering should be approved.   [41:  	Mr. Munson is EDF’s Midwest Director for Clean Energy, and Mr. Sandoval is EDF’s Senior Manager for Grid Modernization.  EDF is a settling party and a Joint Petitioner.
]  [42:  	Mr. Gormley is the President of Gormley-Farrington.
]  [43:  	Mr. Woodbury is the Executive Vice President of SolLux Technologies.
]  [44:  	Gormley-Farrington also represents manufacturers and works on commission-based product sales.  See PennFuture/EDF Statement No. 1 - Gormley, p. 1.  Mr. Gormley represents Cree, Inc., a large LED light supplier, and states in his direct testimony that Cree recently “broke the $100 barrier for commercial LED light fixtures.” Id. at p. 8.  Significantly, Mr. Woodbury’s testimony strongly promotes Cree’s product line as an allegedly lower cost alternative to the General Electric (GE) fixtures that Penn Power selected, based on a competitive bidding process, for use in providing its proposed LED service.
] 
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2. 	Fixture Selection, Cost, Sizes And Useful Life.

PennFuture asserts the LED lighting fixtures the Company will use to supply LED service under its proposed LED service offering are not the least expensive on the market.  Of course, there is no reason to believe that price should be the sole determinant of the equipment a utility purchases to provide service to its customers.  Rather, there are many factors in addition to price that weigh on such decisions.  And, for equipment selection, as in other areas of utility management, a utility is entitled to exercise its reasonable judgment in choosing how it will meet its obligation to furnish safe, reliable and efficient service to its customers.  Indeed, this concept is enshrined in Commission and appellate court precedent, which expressly recognizes that utility regulators are not a “super board” of directors[footnoteRef:45] and the Commission is not authorized to micromanage the day-to-day operations of the utilities under their jurisdiction.[footnoteRef:46]   [45:  	See Bell Tel. Co. of Penna. v. Driscoll, 343 Pa. 109, 118 A.2d 912, 916 (1941) (PUC is not a super board of directors for public utilities). 
]  [46:  	See Joint Application of Verizon Commc’ns, Inc. and MCI, Inc. For Approval of Agreement and Plan of Merger, Docket No. A-310580F0009 (Final Order entered January 11, 2006), 2006 Pa. PUC LEXIS 22 at 218, aff’d, Popowsky v. Pa. Pub.Util.Comm’n.,  594 Pa. 583; 937 A.2d 1040 (2007):
Joint Applicants are correct that the Commission is restrained from acting as a super board of directors. Metropolitan Edison Co. v. Pa. Pub.Util.Comm’n., 437 A.2d 76, 62 Pa. Commw. 460 (1981).  Absent a showing of abuse of discretion or arbitrary action by the public utility, the Commission lacks authority to interfere with the general management decisions of the public utility. Id.; Pa. Pub.Util.Comm’n. v. Philadelphia Electric Company, 460 A.2d 734, 501 Pa. 153 (1983).  The Commission was created to ensure that public utilities furnish and maintain adequate, efficient, safe, and reasonable service and facilities at just and reasonable rates. 66 Pa.C.S.A. §§ 1301, 1501.  The management decisions required to achieve reasonable rates and service are generally left to the public utility.] 


Moreover, the Company used a reasonable and prudent method to make its equipment choice.  Specifically, the Company selected the GE Evolve series lighting as a result of a rigorous competitive procurement process conducted in May-June of 2014.  The Company developed certain minimum specifications for the products for which bids were solicited (see Exhibit CDC-3), and the bid submitted for the GE Evolve series of lighting was the least expensive and only lighting that met Company standards and specifications.  See Penn Power Statement No. 8-R, p. 2.  Moreover, the GE Evolve series is used throughout the utility industry and, clearly, is provided by a well-known and reputable manufacturer. 

Additionally, PennFuture’s assertions that the Company’s proposed fixture sizes are unavailable and inappropriate (see PennFuture/EDF Statement No. 1 - Gormley, p. 6; PennFuture/EDF Statement No. 1 - Woodbury, p. 9) are simply incorrect.  The Company’s proposed fixture sizes are available as part of the GE Evolve series and were selected based on the input of potential customers as well as an analysis of the LED offerings of Baltimore Gas & Electric, Duquesne Light, and Progress Energy.  Moreover, the wattage of the LED lights that would be installed under the proposed offering will be entirely within the discretion of the customer.  See Penn Power Statement No. 8-R, pp. 4-5.

Although PennFuture contends that the Company’s use of a fifteen-year useful life for the LED streetlights is too conservative, its witness candidly admitted that it is within the range of service life estimates used by the utility industry of between 15-35 years.  See PennFuture/EDF Statement No. 2 - Woodbury, p. 6.  Moreover, utility estimates of useful lives differ based on variables that are specific to individual companies, the type of service they offer and the products they use.  With regard to this point, the Company’s witness, Christopher D. Ciccone, explained that the Company, in determining a reasonable useful life, considered not just the LED fixture itself but, in addition, the “driver,” which converts AC voltages to DC voltages for use in the LED fixture.  When the driver fails, as a practical matter, the fixture must be replaced.  In short, the life of the LED streetlight unit will be limited by whichever component fails first.  

The Company engineers carefully considered the potential average life of the components of the LED streetlight in addition to the average life of the LEDs themselves and determined, based on reasonable engineering judgment applied to the available evidence, that a fifteen-year average service life is reasonable for its LED street lighting offering.  See Penn Power Statement No. 8-R, pp. 3-4.  Furthermore, if any significant portion of the installed LED equipment actually experiences a useful life longer than the fifteen years used to establish the initial LED rate, then any reduction in revenue requirement that those longer experienced lives would produce would be directly taken into account in developing rates for subsequent periods.  In that way, the benefit of LED lighting surviving longer than the projected useful life, should that occur, will flow to LED customers in the future.  The Company’s bottom line is not augmented by its useful life decision because it receives a return on or a return of only its actual investment – neither more nor less.

Finally, the use of a levelizing approach to calculate LED rates significantly reduces the sensitivity of the rates to changes in useful life estimates – a factor that PennFuture’s witnesses did not acknowledge let alone address.  As previously explained, the use of a levelized rate provides a 32% reduction relative to traditional cost of service and rate design methods.  Tinkering with the useful life as PennFuture suggests would not have a meaningful impact on customer costs in the early years of an LED contract in light of the innovative levelizing approach the Company adopted for the express purpose of providing favorable price signals to prospective customers.
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3. 	Non-Fixture Costs

PennFuture also makes the hyperbolic contention that several categories of the Company’s non-fixture costs (e.g., equipment costs, engineering costs and installation time) are “significantly inflated” or unnecessary.  It also makes other general and largely unsupported statements about the cost and productivity of private contractors to try to bolster that contention.  PennFuture/EDF Statement No. 1 - Woodbury, pp. 9-10.  The Company has, in fact, adequately supported its cost estimates.  In addition to describing what each category of cost that its proposal encompasses, the Company explained that its estimates were based on the use of utility employees and utility installation equipment (e.g., bucket trucks) to install the LED lights, not private contractors.  See Penn Power Statement No. 8-R, pp. 6-7.  That estimate was used for the simple reason that it reflects how the work will actually be done.  The Company will use its own employee and existing installation equipment – not private contractors – to do this work.  

Despite PennFuture’s protestations, it is reasonable for the Company to use its existing, well-trained and proficient union work force to install LED street lights, just as the same work force is currently used to install and maintain the Company’s other forms of street lighting.  Once again, the manner in which this work is performed is within the reasonable management discretion of the Company and is not subject to second-guessing or micromanaging either by the Commission or by witnesses whose business affiliations would likely create a bias against the use of a utility’s own employees to do this work.   

In addition, as explained by Mr. Ciccone and as shown in Exhibit CDC-7, the Company’s cost estimates for each category of work such as, for example, engineering, properly reflect economies of scale that would be realized by installing not less than twelve LEDs (the minimum number that may be contracted for under the proposed LED service offering) instead of one LED at a time.  Id. at 8.  
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4.	The Company’s Cost Of Service Study

PennFuture also criticized the manner in which general distribution-related costs (e.g., poles, conductors, and transformers) were allocated among customer classes in the Company’s class cost of service study.  Specifically, PennFuture contends that using non-coincidental peak (NCP) demands to allocate demand-related costs overstates the cost of service for the street lighting class because such an allocation method does not reflect the “marginal cost” of delivering electricity to street lights that, according to PennFuture, have stable load and operate primarily off-peak.  PennFuture/EDF Statement No. 1 - Woodbury, pp. 4-6.  

PennFuture did not present an alternative analysis of the cost of service for the street lighting class but, instead, stated that “for street lighting it makes more sense to ‘apply considerable judgment’ and use a coincidental peak approach or a coincidental peak approach with some percentage allocation based on non-coincidental peak.”  Id. at 6.  However, as explained by the Company’s cost of service expert, Hillary E. Stewart, an NCP allocation is a universally accepted method for allocating distribution demand costs, as evidenced by its endorsement by the National Association of Regulatory Utility Commission’s (NARUC) Electric Utility Cost Allocation Manual.  Moreover, the NCP method of allocating distribution demand costs was explicitly approved by this Commission as recently as the last fully litigated electric rate case before it.[footnoteRef:47]  There is no basis for using a coincident peak allocation for distribution plant, which is inconsistent with the NARUC Manual’s recommendation and has never been approved for that purpose in Pennsylvania.  See Penn Power Statement No. 5-R, pp. 18-19. [47:  	Pa. Pub.Util. Comm’n v. PPL Elec. Utils. Corp., Docket No. R-2012-2290597 (Final Order entered December 28, 2012), p. 106 (“According to PPL, the filed COSS in this proceeding is virtually identical to the methodology adopted by the Commission in its 2010 base rate proceeding using the class maximum non-coincident peak (NCP) demand method, which is based on the highest demand imposed by each class on its distribution system, to allocate its demand-related distribution costs. PPL St. 8 at 19.”)  See Id. at 112 approving and adopting PPL’s proposed cost of service study.] 


PennFuture makes additional unsupported allegations regarding particular cost allocations to street lighting, such as office equipment and call center expense, which should be rejected.  PennFuture/EDF Statement No. 1 - Woodbury, pp. 6-7.  The Company has used accepted, well-established procedures to allocate street lighting costs, and its proposed allocation should not be altered based on PennFuture’s unsubstantiated allegations.  Furthermore, there is no evidence to suggest that the changes in the allocation of those costs that PennFuture talked about, but never quantified, would have any material impact on either the overall results of the Company’s cost of service study or on the design of the proposed LED rate.
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5. 	Per Fixture Distribution Rate

PennFuture contends that the per-fixture distribution rate proposed for the LED street lighting offering (e.g., $5.25 for a 50 Watt Cobra Head fixture) is unreasonably high because:  (1) it does not reflect the maintenance cost savings expected with LED lights; and (2) it is higher than West Penn’s existing customer-owned HPS street lighting distribution rate and the Northeast Utilities LED rate.  See PennFuture/EDF Statement No. 1 - Gormley, p. 7; PennFuture/EDF Statement No. 1 - Woodbury, pp. 11-12.  Neither contention presents a valid criticism warranting any change to the Company’s proposed rates for LED street lighting.

First, the Company properly accounted for associated cost savings by not including maintenance costs that are otherwise typically part of the existing HPS lighting distribution rate calculation.  See Penn Power Statement No. 8-R, p. 9.  Second, PennFuture’s comparison of the proposed LED rate to other utility rates is inapposite.  The cited West Penn rate was developed over twenty years ago and, in any event, is a customer-owned HPS street lighting offering, meaning that the fixture cost and maintenance cost are not included in the rate.  The Company’s proposed LED street lighting rate is for Company-owned lights and, as such, includes fixture costs, which is the primary reason it is higher than the existing West Penn HPS rates cited by PennFuture.  Northeast Utilities’ LED rate is also a rate for service provided through customer-owned fixtures and, therefore, does not include fixture and maintenance costs.  The rate is also structured differently from the Company’s proposed rate in significant ways.  See Penn Power Statement No. 8-R, pp. 9-10.  In short, with respect to both the West Penn and Northeast Utilities rates, PennFuture made a classic “apples-to-oranges” comparison that it should have known mischaracterizes the rates it was trying to compare.



D. 	PennFuture’s Position Concerning Program	

	1. 	Contrary Position

             	PennFuture presented the testimony of George Woodbury and Patrick Gormley in support of its arguments regarding the scope and pricing of the LED street light offering.  Mr. Woodbury is the executive vice president of SolLux Technologies, which is a company specializing in street lighting and street lighting  technologies as well as matters related to streetlight tariffs, acquisition of utility assets from the utility, and  street lighting legislation.  Woodbury Direct at p. 2.  Mr. Gormley has twenty-five years of experience selling electrical 
and lighting products in West Virginia and Pennsylvania for major manufacturers such as Berko, 
Reese Controls, Spaulding and Cree.  His company, originally founded as Gormley Electric, currently operates in western Pennsylvania as Gormley-Farrington and operates in West Virginia as Gormley-Rowsey.  Gormley Direct at 1.
	
In his review of the tariff and accompanying testimony, Mr. Gormley concluded the Company has not recently or adequately developed their LED options and the rates did not reflect true market actualities.  In summing up these conclusions, he testified:

First, their estimated cost of acquisition is not consistent with current competitive pricing. When they actually go into the market their costs are likely to be 15% to 25% lower. If the rates are set based on these higher estimates, these costs savings will accrue to the benefit of the utility, and not be enjoyed by the municipality and their citizens. Second, the cost of LED lighting has been declining since its inception and is likely to continue to decline. Again, these market benefits will only go to the utility, not the municipal customer.  Third, the four sizes of LED lights proposed by the utility (50 watt, 90 watt, 130 watt and 260 watt) are not even available in the specifications provided by the utility in their rate proposal. They have failed to provide an adequate description of what they would provide under this program.  Fourth, the utility’s estimated useful life of an LED street light is overly conservative. The industry’s standard for the end of life for an LED is when it has lost 30% of its original illumination (known as L70). Most competitive LED fixture manufacturers have lifetimes exceeding 100,000 hours and in some cases significantly higher values, exceeding 150,000 hours. 100,000 hours of life translates to around 25 years. These values are calculated at average temperatures that are typically higher than we experience in Pennsylvania. Since LEDs last longer in cooler environments, Pennsylvania’s experience should be even longer life. Also, it is unlikely that many municipalities will choose to replace their LEDs when they have lost 30% of the light. Today, they are using many older high pressure sodium bulbs that have dissipated far more than 30% but haven’t burned out and they do not choose to replace them. If they make similar decisions with LEDs, they will not change them until they have lost 40%, 50% or 60% of their original light. This would extend their effective useful life by many, many years. It is not unreasonable to expect LED street lights to still be in service 40 or 50 years after installation. 50 years of useful life is probably an overly aggressive estimate, but 15 years is unnecessarily conservative. 25 years is probably a safer estimate to make.  Fifth, the utility does not appear to make any calculation for the maintenance savings with LED street lights. The cost of changing light bulbs is virtually eliminated. This is a significant savings and must be part of the rate calculation.  Sixth, the utility should be responsible for indicating which LED street light is appropriate for changing out each size of existing street lights. The commission cannot adequately evaluate their offering and municipalities cannot do cost benefit analysis if there is no direct comparison. It should also be incumbent on the utility to demonstrate that they are choosing an appropriate offering for at least the most common sizes.  Seventh, the utility has not offered a sufficiently low wattage option for very common residential street lights. A 70 or 100 watt high pressure sodium light can be replaced today with a 25 watt LED. The lowest watt option offered by the utility is 50 watts.  The 25 watt LED light would cost less than the 50 watt version and obviously use half the energy. This difference greatly impacts the factors considered by the municipality in consideration of the request to transition to LED technology. 
Id. at 6-7.  

In summation, Mr. Gormley testified the Company’s proposed distribution rate 
for installation costs for LED fixtures for 12 50 watt LED fixtures is $1254.57 or $104.54 per 
light.  However, this does not accurately reflect installation costs associated with LED fixtures.  
In 2011, the City of Pittsburgh received competitive bids from contractors to replace high-
pressure sodium cobra heads with LED street lights.  The winning bid was less than half of that 
proposed by the Company at $45 per light.  Id. at 10.

 Mr. Woodbury similarly testified as to issues he saw when reviewing the Company’s proposed tariff.  He also testified as to the underlying cost of service study (COSS) and some of the shortcomings of the approach taken relative to street lighting.  The first issue he noticed is that the Company used a non-coincidental peak method for their allocation of costs.   The purpose of these COSS is to determine a causality link between costs and customer classes so these costs can be fairly allocated and the utility can realize an appropriate return on their investment.  The principal shortfall of using a non-coincidental peak method of allocating costs is that it essentially does not account for the marginal cost of delivery.  Woodbury Direct at 4. 

Using the non-coincidental peak method essentially ignores the Company’s marginal cost of distribution as being nearly zero.  For street lighting it makes more sense to “apply considerable judgment” and use a coincidental peak approach or a coincidental peak approach with some percentage allocation based on non-coincidental peak.  Id. at 6.  

Converting street lighting systems to LED technology has an enormous impact on municipalities.  The major impact is that the higher relative costs of A & G and other overhead are dramatically reduced.  Virtually all LED manufacturers now offer minimum ten year warranties and based on independent test lab results the anticipated life expectancy of the LED is over 20 years.  Los Angeles has installed over 140,000 LED lights and to date their experienced failure rate is below .8%.  As a result the number of customer calls, work orders, repair parts storage, accounting and other overhead is dramatically reduced.  The cost of operating an LED system is much lower and the reliability of an LED system is much higher.  Id. at 8.
	
Mr. Woodbury observed a number of errors in the Company’s analysis.
The fixture they used was the GE Evolve series, which is an older model.  Its efficacy is on the order of 66 lumens per watt, when the current family of fixtures from other manufacturers are producing over 90 lumens per watt with many over 110 lumens per watt. Cree XSP1 HE for example.  This fixture is large and weighs over 27 lbs whereas the Cree XSP1 weighs in at 18 lbs and if you use the Cree XSPR it weighs 13.9 lbs.  The cost of the GE fixture selected to replace a 50w HPS lamp is $215.  The cost of a LED fixture for that application today is under $133.  They list costs for LED fixtures beginning with 50watts and going up to 260w.  This makes no sense as it implies you would replace a 50 watt HPS lamp with a 50 watt LED which is not true.  The DOE Caliper 7 test results indicate that the fixture losses of an HPS fixture are on the order of 35%.  When you additionally account for average mean lumens over life and the much higher efficiency of the LED fixture to put foot-candles on the roadway, the 50w HPS fixture can typically be replaced with an LED drawing less than 24 watts.  In fact based on the improved response of the human eye to the higher color rendering source I have very satisfactorily replaced a 50 watt HPS lamp with an LED using as little as 19 watts.  

Id. at 8-9.

Mr. Woodbury also noted the Company had underestimated the life expectancy of an LED fixture.  The Company indicated that a fixture has a 5-year limited system warranty.  However, independent testing has established that a reasonable life expectancy is 20 years, and a current standard warranty is 10 years with some manufacturers considering 15 years.  Thus, the Company begins its analysis with faulty assumptions to arrive at a tariff rate completely out of line with market conditions.

2. 	Public Benefit

Penn Power maintains over 974,000 individual streetlights of varying applications and sizes.  If you replaced these lighting units with LED lighting technology, the energy savings that can be achieved would be about 433 Gigawatt Hours (433,000,000 kWh) per year.  In addition to this conservation that could be achieved, LEDs offer many other benefits to both the public and the utility itself.  These benefits should be encouraged through adoption of a tariff rate in line with market conditions.  

LED fixtures offer significant cost savings to municipalities. The cost of electricity, and particularly electricity used to light streets, is a major operational cost for municipalities. LED fixtures can reduce energy usage by 50 to 80%.  Additionally, the estimated life of an LED fixture is about five times that of a high pressure sodium fixture.  This means that the fixture will not need to be maintenanced as frequently, which will also result in cost savings. In addition, the warranty on an LED fixture is ten years. This provides significant cost savings to the municipality which affords them the opportunity to offset rising cost of services elsewhere and to lower municipal taxes.  Gormley Direct at 2.

		There are other public benefits of using LED lighting.  LED is a white light as compared to the yellow light thrown from high pressure sodium.  LED’s white light allows for better visual acuity, which means that drivers and pedestrians can see better under LED lighting.  


With the same number of foot candles landing on the street, a person would, for example, be able to more easily identify the color of a car under LED light as compared to traditional high pressure sodium. 
             	
In addition to the quality of light, LED provides a better distribution than traditional lighting.  LED can be aimed.  LED spreads light out, which provides better uniformity. This improves a person’s ability to see, which in turn improves safety. Also, LED lights can be aimed so that it targets only the road, in contrast to traditional street lights that shine everywhere.  LED lights enables municipalities to eliminate a number of nuisance complaints associated with traditional lights shining where they are not wanted, such as into homes and apartments.

	Finally, of course, it is not in the traditional interest of utilities to sell less power.  However, LED lights benefit utilities by reducing their load.  LED lights consumes 50-80% less energy than traditional lights, which reduces KW demand.  When lights are on during peak demand periods, LED lights will reduce the cost of electricity because it will save the utilities from having to buy as much power on the spot market.  Gormley Direct at 9.  Finally, LED lights 
enable utilities to reduce maintenance costs.  Given the great benefits afforded by use of LED lights, it is respectfully requested that the approved tariff should be consistent with market actualities.

[bookmark: _Toc206476824][bookmark: _Toc206476827]E. 	ALJs’ 		Recommendation Concerning LED Street Lighting Service Offering 	

Penn Power’s proposals for the LED Street Lighting Service Offering are just and reasonable.  The Company set forth a reasonable proposal and suggests an innovative levelized rate approach to reduce up-front rates for the initial contract term.  With this proposal, Penn Power can create price signals designed to increase customer acceptance of the new service.  This offering can make efficient lighting available to customers, and to the benefit of the public in general, who benefit from better night-time lighting with a lower consumption rate.  The approach Penn Power selected allows the average customer (some of whom are individuals) to benefit from a light source that uses less electricity and lasts longer than the conventional lighting, and to make the new lighting affordable, the cost is spread out over fifteen years.  

Penn Power has the burden of proof and we are not persuaded by PennFuture’s arguments, especially absent any specified suggested alternatives, that the proposed offering is not the least expensive to procure, uses unavailable and inappropriate fixture sizes, utilizes a conservative useful life.  We conclude Penn Power did meet its burden of proof, based upon this record and, consequently, we recommend the proposed change – to implement the proposed LED Street Lighting Service Offering – be approved at this time.  

[bookmark: _Toc206476828]V.	CONCLUSIONS OF LAW	

		1.	The Commission has jurisdiction over the parties and subject matter in this proceeding.  66 Pa.C.S.A. §§ 501, 1301, 1308(d).

		2.	The benchmark for determining the acceptability of a settlement is whether the proposed terms and conditions are in the public interest.  Warner v. GTE North, Inc., Docket No. C-00902815, Opinion and Order entered April 1, 1996; Pa. Pub. Util. Comm’n. v. CS Water and Sewer Associates, 74 Pa. PUC 767 (1991).

		3.	The Joint Petition For Partial Settlement submitted by Pennsylvania Power Company, the Office of Consumer Advocate, the Office of Small Business Advocate, the Bureau of Investigations and Enforcement, Pennsylvania Power Users Group, Environmental Defense Fund, and Wal-Mart Stores East, LP, is just and reasonable and in the public interest.

		4.	The proposed base rate revenue increase of $17 million, as shown in the Proof of Revenue at Exhibit 2 to the Joint Petition For Partial Settlement, is just and reasonable, as required by 66 Pa.C.S.A. § 1301, and has been fully supported by the parties to the Joint Petition For Partial Settlement.

		5.	The revenue allocations to the various customer classes, provided in the Joint Petition For Partial Settlement, produce just and reasonable rates, as required by 66 Pa.C.S.A. § 1301.

		6.	The LED Street Lighting Service Offering, proposed in the filing on August 4, 2014, is just and reasonable, as required by 66 Pa.C.S.A. §1301. 
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		THEREFORE,

		IT IS RECOMMENDED:

		1.	That Pennsylvania Power Company, having agreed not to do so, shall not place into effect the rates, rules, and regulations contained in its Original Tariff Electric-Pa. P.U.C. No. 36, filed on August 4, 2015, the same having been found to be unjust, unreasonable, and therefore unlawful.

		2.	That the Joint Petition for Partial Settlement submitted by Pennsylvania Power Company, the Office of Consumer Advocate, the Office of Small Business Advocate, the Bureau of Investigations and Enforcement, Pennsylvania Power Users Group, Environmental Defense Fund, and Wal-Mart Stores East, LP, on February 4, 2015, at Docket No. R-2014-2428744, including all terms and conditions as clarified, is approved, with the modifications listed in Ordering Paragraph No. 3.

		3. 	That Pennsylvania Power Company shall provide to the Public Utility Commission’s Bureau of Technical Utility Services the same information provided to the statutory parties, as specified in the Joint Petition for Partial Settlement at Paragraph Nos. 11(A)(5); 11(D)(4); 11(D)(6); 11(D)(8); and 11(E)(3).

		4.	That Pennsylvania Power Company shall comply with all directives, agreements and conclusions in the Joint Petition for Partial Settlement that are not the subject of individual ordering paragraphs as fully as if they were the subject of specific ordering paragraphs.    

		5.	That Pennsylvania Power Company shall allocate the authorized increase in operating revenue to each customer class and shall implement the rate design as set forth in Exhibit 3 to the Joint Petition For Partial Settlement.

		6.	That Pennsylvania Power Company is hereby authorized to file a tariff supplement incorporating the terms of the settlement and changes to its rates, rules, and regulations as set forth in Exhibit 2 of the Joint Petition for Partial Settlement, to become effective on at least one day’s notice after entry of the Commission’s order approving the settlement, for service rendered on and after May 19, 2015, which tariff supplement increases Pennsylvania Power Company’s rates so as to produce an increase in annual operating revenues of not more than $17,000,000.

		7. 	That Pennsylvania Power Company shall be permitted to recoup, through a surcharge, revenues lost at the final approved rates for the period from May 3, 2015 through May 19, 2015 (or through the Commission-ordered Settlement Rates’ effective date), until such time as the lost revenue is collected over a period not to exceed three months from the date the surcharge is initiated.  Pennsylvania Power Company shall implement a surcharge at the same time it begins to charge the Settlement rates which will be calculated separately for residential and commercial customer classes consistent with the definitions set forth in Pennsylvania Power Company’s Price to Compare Default Service Rider, while the industrial class shall be determined consistently with the first paragraph of the Availability section of the Pennsylvania Power Company’s Hourly Pricing Default Service Rider.  

		8. 	That the Formal Complaints filed against the base rate proceeding at R‑2014-2428744 by the Office of Consumer Advocate at C-2014-2441653; Office of Small Business Advocate at C-2014-2443484; Pennsylvania Power Users Group at C-2014-2442538; and Pennsylvania State University at C-2014-2445716, are marked as Satisfied and closed, consistent with the Joint Petition For Partial Settlement.

		9.	That Pennsylvania Power Company shall be permitted to implement the LED Lighting Service as proposed in the August 4, 2014 filing.

		10.	That the Formal Complaint of James F. Mrozek at C-2014-2441286 is dismissed.

		11.	That after acceptance and approval by the Commission of the tariff revisions filed by Pennsylvania Power Company, the investigation at Docket No. R‑2014-2428744 shall be terminated and the record shall be marked closed.
									
		/s/			
								Dennis J. Buckley
								Administrative Law Judge


				
Date:  March 10, 2015								/s/			
								Katrina L. Dunderdale
								Administrative Law Judge
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