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I.	HISTORY OF THE PROCEEDING

	A water company filed a general rate increase request seeking $89,155 (27.25%) in additional annual revenues to become effective on August 1, 2015.  The Parties to this proceeding submitted for Commission approval an Amended Joint Petition for Settlement pursuant to which the water company’s overall annual revenue would increase by $52,000.  Under the Settlement the monthly water costs for residential customers would increase by approximately $5.53 (16.3%) and for commercial customers by approximately $15.20 (16.3%).  This decision recommends approval of the Amended Joint Petition for Settlement of Rate Investigation submitted in this proceeding by the Parties.

A.	The Filings

		By Secretarial Letter dated May 11, 2015, the Pennsylvania Public Utility Commission (Commission) granted Corner Water Supply & Service Corporation (Respondent or Corner Water or Company) an extension of time to May 31, 2015, for filing its general rate increase request.  On May 27, 2015, Corner Water, utility code 210610, filed Supplement No. 63 to Tariff Water-Pa. P.U.C. No. 1 to become effective August 1, 2015, containing proposed changes in rates, rules, and regulations calculated to produce $89,155 (27.25%) in additional annual revenues based on a historic test year ending December 31, 2014.  

		On July 8, 2015, the Office of Consumer Advocate (OCA) filed a Formal Complaint against the general rate increase request at Docket No. C-2015-2491641.  On July 24, 2015, the Commission’s Bureau of Investigation and Enforcement (I&E) filed a Notice of Appearance to participate in this rate proceeding.[footnoteRef:1]  On August 6, 2015, the Office of Small Business Advocate (OSBA) filed a Formal Complaint against the general rate increase request at Docket No. C-2015-2496760.  On August 7, 2015, the Company filed separate Answers to OCA’s and OSBA’s Formal Complaints.   [1:  	I&E is the prosecutory and investigating bureau of the Commission responsible for representing the public  interest in rate proceedings.  66 Pa.C.S. § 308.2(a)(11).] 


By Order entered July 30, 2015, the Commission noted the suspension of the effective date of Supplement No. 63 by operation of law pursuant to 66 Pa.C.S. § 1308(d), seven months, or until March 1, 2016, unless permitted by Commission Order to become effective at an earlier date.  Under the July 30, 2015 Order, the Commission instituted an investigation to determine the lawfulness, justness and reasonableness of the existing and proposed rates, and regulations and assigned the case to the Office of Administrative Law Judge for prompt scheduling of such hearings, as may be necessary, culminating in the issuance of a Recommended Decision.  The proceeding was assigned to me as the presiding Administrative Law Judge (ALJ).

In compliance with the Commission’s July 30, 2015 Order, Respondent filed Supplement No. 64 to Water-Pa. P.U.C. No. 1, on August 7, 2015, thereby suspending and voluntarily postponing until March 1, 2016 the rates proposed to become effective in Supplement No. 63 to Water-Pa. P.U.C. No. 1.  Thereafter Respondent consented to utilizing the Commission’s mediation services, pursuant to 52 Pa.Code §§ 69.391-69.397, and agreed to the required sixty (60) day extension of the March 1, 2016 suspension date.  In accordance with 52 Pa.Code § 69.393(d)(2), Respondent was required to file another supplement which would further extend the March 1, 2016 suspension date to May 1, 2016.

		On August 3, 2015, a Prehearing Conference Notice was issued to Corner Water, I&E, OCA and OSBA (the Parties) informing them that a prehearing conference would be conducted telephonically on August 10, 2015, at 10:00 a.m., by the ALJ sitting in Pittsburgh and the Parties calling into the conference.  Also on August 3, 2015, I issued a Prehearing Conference Order, outlining applicable procedural matters and reminding the Parties of the date, time and manner of the telephonic prehearing conference and directing them, inter alia, to file prehearing memoranda at least three (3) calendar days before the conference.  The Parties timely filed their respective prehearing memoranda.

		The conference proceeded as scheduled on August 10, 2015.  The Parties participated in the conference.  The Commission’s Mediation Unit was also present for the conference.  
		On August 11, 2015, I issued a Prehearing Order consolidating the formal complaints with the rate proceeding and setting the dates for the filing of written testimony, holding the evidentiary hearings and submitting briefs.  In accordance with the Prehearing Order, the Parties were ordered to file their respective written testimonies by November 17, 2015.  The evidentiary hearings were scheduled to convene in Harrisburg on November 19 and 20, 2015.  Main briefs and reply briefs were due by December 15, 2015, and January 12, 2016, respectively.
 
		On August 20, 2015, Corner Water filed at Docket No. R-2015-2479962 Supplement No. 65 to Tariff Water-PA P.U.C. 1, thereby suspending the effective date of Supplement No. 64 to Tariff Water-Pa. P.U.C. No.1 to become effective March 1, 2016 until May 1, 2016.

B.	Mediation

On August 14, 2015, a Mediation Notice was issued to the Parties outlining the procedural rules for mediation and informing them that Mediator Tiffany A. Hunt would conduct mediation on September 8, 2015, at 10:00 a.m. in Harrisburg in the Commission’s Hearing Room 2.  On September 8, 2015, the Parties participated in mediation, and thereafter achieved an amicable resolution of the case.  On November 13, 2015, the Report of the Mediator was filed.

C.	Settlement

		On September 30, 2015, via electronic mail, counsel for OCA, Christine Maloni Hoover, Esquire, (Attorney Hoover) represented that the Parties had reached an agreement in principle resolving all issues in this proceeding.  Accordingly, Attorney Hoover represented that the Parties ask that the procedural schedule be suspended to allow them to focus on drafting a settlement petition, along with a number of attachments, including the proof of revenues and the proposed tariff.  Attorney Hoover also represented that the Parties were requesting permission to file the settlement petition and all attachments, including statements in support, no later than October 30, 2015. 
		I informed the Parties on September 30, 2015, via electronic mail, that their request for suspension of the procedural schedule would be granted by interim order, which would issue shortly. 

		Accordingly, by First Interim Order entered on October 7, 2015, the procedural schedule set forth in the August 11, 2015 Prehearing Order was suspended as to the due dates for the filing of prepared written testimony and briefs, and thereby avoided the convening of evidentiary hearings on November 18 and 19, 2015.  The Parties were directed to file and serve their Joint Petition for Settlement executed by representatives of all Parties together with all Parties’ Statements In Support of the Joint Petition for Settlement by 4:00 p.m. on October 30, 2015.

		On October 28, 2015, via electronic mail, Attorney Hoover represented as follows:

Dear Judge Johnson:

I am writing on behalf of all of the parties because we are finding that we need some additional time to finalize the settlement documents.  In addition, the Commission is not accepting efilings on October 30, the filing deadline that we requested.

With your permission, we would ask for additional time, or until no later than November 10 to file the settlement petition and all accompanying documents, including statements in support.

		I treated Attorney Hoover’s email as a joint request of the Parties and informed them on October 28, 2015, via electronic mail, that their request for an extension of time to file the settlement petition would be granted in an interim order, which would issue shortly. 

		By Second Interim Order entered on October 29, 2015, the filing time for the settlement petition as set forth in the October 7, 2015 First Interim Order was extended from October 30, 2015 to November 10, 2015.  Accordingly, the Parties were directed to file and serve their settlement petition executed by representatives of all Parties together with all Parties’ statements in support of the settlement petition by 4:00 p.m. on November 10, 2015.
On November 10, 2015, the Parties (or Joint Petitioners) filed their Joint Petition for Settlement of Rate Investigation together with attached Appendices and their respective Statements in Support of the Joint Petition for Settlement of Rate Investigation (Joint Petition for Settlement or Settlement Petition).

Upon review of the Settlement Petition, there appeared to be errors and/or omissions.  Therefore, via electronic mail on November 16, 2015, I requested that the Parties provide me clarification as to the apparent errors and omissions.  On November 23, 2015, in response to my request, Corner Water filed an Errata Sheet correcting typographical errors and attaching Exhibits A and B to Appendix C of the Settlement Petition.

On December 1, 2015, I issued a Third Interim Order, which admitted the Joint Petition for Settlement, as amended by the Errata Sheet, into the record subject to any Party filing timely objections to the amendments.  In accordance with the Third Interim Order, any objections were to be filed by December 8, 2015.  If no objections were filed, the record would close as of December 9, 2015.  No objections were filed.  Thus, the record closed on December 9, 2015.

D.	The Record

		The record in this proceeding consists of the transcript of the prehearing conference, orders issued herein, the Amended Joint Petition for Settlement of Rate Investigation, together with Appendix A – Proposed Tariff Supplement; Appendix B – Proof of Revenue; Appendix C ‒ Affiliated Interest Agreement (undated and unsigned); Appendices D, E, F, and G  ‒ Corner Water’s, I&E’s, OSBA’s and OCA’s Statements in Support of Settlement and Errata Sheet (Amended Joint Petition for Settlement), which were admitted into the record by the December 1, 2015 Third Interim Order, and the Formal Complaints filed by OCA and OSBA.  




II.	TERMS OF SETTLEMENT

		The 11-page Amended Joint Petition for Settlement includes sixteen numbered paragraphs, a request for relief, and the above mentioned Appendices and Errata Sheet.  The principal terms of the Amended Settlement Petition, are set forth in Paragraphs 9 through 11 and state as follows:

Terms and Conditions of Settlement

	9.	Joint Petitioners agree that this rate proceeding can be settled without the need for further formal litigation.  The terms and conditions comprising this Joint Petition, to which Joint Petitioners agree, are as follows:

	(a)	Revenue Increase and Allocation

	Joint Petitioners request that the Commission act as soon as possible to approve this Joint Petition and grant Corner Water’s special permission to file a tariff supplement in the form attached hereto as Appendix A, to become effective for service on one day’s notice, following the entry of a Commission Order approving this Settlement.  The tariff supplement is designed to produce an increase in annual revenue of $52,000, in lieu of the proposed $89,155 increase contained in Supplement No. 63.  A proof of revenue is attached hereto as Appendix B.

	(b)	Tariff

	The Joint Petitioners also agree to the changes made to the Company’s tariff, attached as Appendix A, including the following:  the addition of a usage allowance for non-mobile home park customers, the addition of monthly rates for private fire customers, the addition of quarterly rates for public fire customers, and the expanded description of rates for mobile home park customers.  The changes to tariff pages 3, 3A and 3B are intended to reflect the actual billing practices of Corner Water.  Corner Water agrees to provide a copy of a bill sent to a customer in each customer class from the first billing period after the effective date of new rates to each signatory party.

	(c)	Affiliated Interest Agreement

	Within 30 days of the issuance of a Final Order in this matter, Corner Water will file the Affiliated Interest Agreement (“AIA”), attached hereto as Appendix C.  It is agreed that the filing will be submitted pursuant to Chapter 21 of the Public Utility Code and that, consistent with submissions under Chapter 21, the amended AIA is not being proposed as a determination that the associated costs or expenses are reasonable or prudent for the purposes of determining just and reasonable rates.

	(d)	Stay Out

	The Joint Petitioners also agree to the changes made to the Company’s tariff, attached as Appendix A, including the following:  the addition of a usage allowance for non-mobile home park customers, the addition of monthly rates for private fire customers, the addition of quarterly rates for public fire customers, and the expanded description of rates for mobile home park customers.  The changes to tariff pages 3, 3A and 3B are intended to reflect the actual billing practices of Corner Water.  Corner Water agrees to provide a copy of a bill sent to a customer in each customer class from the first billing period after the effective date of new rates to each signatory party.

	(e)	Corner Water’s Next Rate Filing

	Corner Water agrees to file direct testimony and a proof of revenues as part of its next general rate increase request filing.

	(f)	Other Commitments

	Corner Water agrees that it will have its two storage tanks inspected by a non-affiliated tank inspection company.  The Commodore tank will be inspected, inside and out, before Corner Water files its next general rate increase request.  Corner Water agrees that it will provide a copy of the inspection report when completed to the signatory parties.  Tank # 1 (or the Office tank) will be inspected, inside and out, before Corner Water files its second general rate increase request following this proceeding.  Corner Water agrees that it will provide a copy of the inspection report when completed to the signatory parties.

Other Provisions

	10.	Under the presently suspended Supplement No. 63, the monthly cost of water service to a typical residential customer using 2,990 gallons of water per month would have increased by approximately $9.27, or 27.2%, from $34.05 to $43.33.  Under the Joint Petition, the monthly 
cost of water service to such residential customer would increase by approximately $5.53, or 16.3%, from $34.05 to $39.58.

	11.	Under the presently suspended Supplement No. 63, the monthly cost of water service to a commercial customer with a 5/8 inch meter, using 9,000 gallons of water per month, would have increased by approximately $25.51, or 27.3%, from $93.55 to $119.06.  Under the Joint Petition, the monthly cost of water service to such a commercial customer would increase by approximately $15.20, or 16.3%, from $93.55 to $108.75.

		The Parties maintain the Settlement is in the public interest because it (a) minimizes cost-prohibitive litigation and administrative burden; (b) recognizes ratepayers’ concerns; and (c) provides Corner Water with additional and necessary cash flow.  Amended Settlement Petition ¶13.  Additionally, the Settlement contains the standard provisions that the Settlement is made without prejudice to each Party’s litigation position; that it is conditioned upon the Commission’s approval of the Settlement without modification; that the Parties agree to waive the filing of exceptions, if it is recommended that the Commission adopt the Settlement without modification; that if the Commission fails to grant approval of the Settlement or modifies any material term or condition of the Settlement, in such event, any Party may elect to withdraw from the Settlement upon written notice to the Commission and the other Parties within three business days, and the Settlement will be of no force and effect.  Id. ¶14.

		As relief, the Parties request the following:  (a) Corner Water be granted special permission to file a tariff supplement in the form attached hereto as Appendix A to become effective for service on one day’s notice, following entry of a Commission Order; and (b)	the Commission’s investigation at R-2015-2479962 be terminated and marked closed; and (c) the Complaint of the Office of Consumer Advocate at C-2015-2491641 and the Complaint of the Office of Small Business Advocate at C-2015-2496760 be marked closed consistent with the Settlement.  Id. ¶16.



III.	DISCUSSION

A.	Legal Standards

		While the courts recognize a public utility is entitled to an opportunity to earn a fair rate of return on its property dedicated to public service, Pa. Pub. Util. Comm’n v. Pa. Gas & Water Co., 492 Pa. 326, 333, 424 A.2d 1213, 1217 (1980), the utility company has the concomitant burden of proving it is entitled to the rate increase it seeks.  Equitable Gas Co. v. Pa. Pub. Util. Comm’n, 45 Pa.Cmwlth. 610, 405 A.2d 1055 (1979); and Barasch v. Pa. Pub. Util. Comm’n, 516 Pa. 142, 532 A.2d 325 (1987).

		In order to assess what constitutes a fair rate of return for the utility company, the Commission is guided by the criteria set forth in Bluefield Water Works & Improvement Co. v. Public Service Commission of West Virginia, 262 U.S. 679 (1923); and Federal Power Commission v. Hope Natural Gas Co., 320 U.S. 591 (1944).  In Bluefield, 262 U.S. 692-93, the United States Supreme Court stated:

A public utility is entitled to such rates as will permit it to earn a return on the value of the property which it employs for the convenience of the public equal to that generally being made at the same time and in the same general part of the country on investments in other business undertakings which are attended by corresponding risks and uncertainties; but it has no constitutional right to profits such as are realized or anticipated in highly profitable enterprises or speculative ventures.  The return should be reasonably sufficient to assure confidence in the financial soundness of the utility and should be adequate, under efficient and economical management, to maintain and support its credit and enable it to raise the money necessary for the proper discharge of its public duties.  A rate of return may be too high or too low by changes affecting opportunities for investment, the money market and business conditions generally.
		
		In examining a proposed rate increase, the Commission is bound by Section 1301 of the Public Utility Code (Code), 66 Pa.C.S. § 1301, which requires that any rate increase be just and reasonable.  Thus, the Commission must establish a reasonable rate that balances the public interest and the utility’s entitlement to a fair return on the value of its property used and useful in the public service.  Bluefield, supra.
	
		To set a fair rate of return, the Commission assesses the utility’s rate base.  Section 102 of the Code, 66 Pa.C.S.A § 102, defines rate base as “[t]he value of the whole or any part of the property of a public utility which is used and useful in the public service.”  

And in order to ascertain that value, the original cost of construction, the amount expended in permanent improvements, the amount and market value of its bonds and stock, the present as compared with the original cost of construction, the probable earning capacity of the property under particular rates prescribed by statute, and the sum required to meet operating expenses, are all matters for consideration, and are to be given such weight as may be just and right in each case.  We do not say that there may not be other matters to be regarded in estimating the value of the property. What the company is entitled to ask is a fair return upon the value of that which it employs for the public convenience.  Smyth v. Ames, 169 U.S. 466, 546-547 (1898). 
 
Calculating the value of a public utility’s property which is used and useful in public service “… is basically a matter of judgment which should be left to the regulatory agency and which should not be disturbed except for a manifest abuse of discretion.”  Lower Paxton Township v. Pa. Pub. Util. Comm’n, 13 Pa.Cmwlth Ct. 135, 317 A.2d 917 (Pa. Cmwlth. 1974); Equitable Gas Co. v. Pa. Pub. Util. Comm’n, 45 Pa.Cmwlth. 61, 405 A.2d 1055 (Pa. Cmwlth. 1979).

 		While the Commission has wide discretion in establishing a fair rate of return for a utility, the Commission also encourages parties in contested on-the-record proceedings to settle cases.  See, 52 Pa.Code § 5.231(a).  Settlements eliminate or significantly reduce the time, effort, and expense of litigating a proceeding to its final conclusion, which might include review of the Commission’s decision by the Pennsylvania appellate courts.  Such savings directly benefit the individual parties to a proceeding, however, these savings also benefit the Commission and all ratepayers of the utility, who otherwise may have to bear the financial burden such litigation necessarily entails.
		The Commission’s policy to encourage settlements mirrors the Pennsylvania courts’ policy: 

Not only does the settlement spare the parties the expense and risks of continuing litigation, it accords with the strong judicial policy in Pennsylvania favoring voluntary settlements.  See e.g., Muhammad v. Strassburger, 526 Pa. 541, 548, 587 A.2d 1346, 1349 (1991), cert. denied, 502 U.S. 867 (1991) (“A long-standing principle of our courts has been to encourage settlements.”).  But cf. McMahon v. Shea, 547 Pa. 124, 688 A.2d 1179 (1997) (limiting Muhammad to its facts).  See also, Rothman v. Fillett, 503 Pa. 259, 266, 469 A.2d 543, 546 (1983) (“There is a strong judicial policy in favor of parties voluntarily settling lawsuits.”). …. In addition, settlements help reduce overcrowded courts, thereby shortening a litigant’s wait for a trial date.  They also reduce the burdens and expenses in maintaining court systems.  Muhammad, supra 526 Pa. at 548-49, 587 A. 2d at 1350.  See also, Rothman v. Fillett, supra, 503 Pa. at 267, 469 A.2d at 546.  Not surprisingly, the Pennsylvania Supreme Court observed, the astute lawyer Abraham Lincoln advised:  “Persuade your neighbors to compromise whenever you can.  Point out to them how the nominal winner is often a real loser -- in fees, expenses and waste of time.” 

Commonwealth v. Philip Morris, Inc., 40 Pa. D. & C.4th 225 (1999).

		Once the Parties have submitted their joint settlement petition for approval, the principal issue for Commission consideration is whether the agreement serves the public interest.  Pa. Pub. Util. Comm’n v. Philadelphia Electric Company, 60 Pa. PUC 1, 21 (1985); Pa. Pub. Util. Comm’n v. C S Water and Sewer Associates, 74 Pa. PUC 767, 771 (1991). 

B.	The Parties’ Respective Positions on the Issues

	1.	The Rate Increase

		Corner Water is a Pennsylvania public utility that provides water service principally in Paint Township, with 11 units in Elk Township, all of which are in Clarion County, Pennsylvania.

		The central issue in this proceeding is whether the proposed rate increase of $52,000.00 in annual revenues is reasonable and an appropriate resolution of this rate proceeding, and therefore in the public interest.  As the proponent in this matter, Corner Water submits the increase is reasonable and appropriate for several reasons:

	(a)	Substantial increases have occurred in health care insurance 	expenses that are beyond the control of Corner Water.  	However, as Corner Water explained during the mediation 	process, it followed certain procedures to reduce and 	minimize these expenses.

	(b)	Corner Waters argues the requested increase is validated 	by:

	1.	the loss of significant commercial and industrial 	clients usages;

		2.	rising costs of maintenance and of doing business;

		3.	matching competitive rates within the industry;

		4.	the need to remain compliant with the needs of the 						Pennsylvania Department of Environmental 							Protection;

		5.	the absence of any client-based complaint despite 						receiving due and proper notice; and


		6.	the proposed settlement is in harmony with the 						Commission’s policy to encourage settlements.  52 						Pa.Code § 5.231(a).[footnoteRef:2]  [2:  	Corner Water’s Statement in Support of Settlement - Appendix D (Appx. D) at 3-4.
] 


		In support of its agreement to the proposed rate increase, I&E acknowledges that the additional revenue was agreed upon in the context of a “Black Box” settlement.  “A ‘Black Box’ agreement does not specifically identify the resolution of any disputed issues.  Instead, an 


overall increase to base rates is agreed to and parties retain all rights to further challenge all issues in subsequent proceedings.”[footnoteRef:3]  I&E submits that the “Black Box” settlement benefits Corner Water’s ratepayers because it facilitates the resolution of the rate proceeding in a timely manner while avoiding additional litigation expenses.  As further support for its position, I&E relies on Commissioner Powelson’s statement on “Black Box” settlements.  [3:  	I&E’s Statement in Support of Settlement - Appendix E (Appx. E) at 3.
] 

		 
[The d]etermination of a company’s revenue requirement is a calculation that involves many complex and interrelated adjustments affecting revenue, expenses, rate base and the company’s cost of capital.  To reach an agreement on each component of a rate increase is an undertaking that in many cases would be difficult, time-consuming, expensive and perhaps impossible.  Black box settlements are an integral component of the process of delivering timely and cost-effective regulation.[footnoteRef:4] [4:  	See, Statement of Commissioner Robert F. Powelson, Pa. Pub. Util. Comm’n v. Wellsboro Electric Company, Docket No. R-2010-2172662 (Public Meeting held January 13, 2011).  See also, Statement of Commissioner Robert F. Powelson, Pa. Pub. Util. Comm’n v. Citizens’ Electric Company of Lewisburg, PA, Docket No. R-2010-2172665 (Public Meeting held January 13, 2011).

	Id. at 4.	
] 

		
		The interests of the ratepayers and the Company are adequately balanced under the increased level of the “Black Box” revenue, according to I&E:

The distribution of this increase between classes of customers is fleshed out in the proof of revenues in Appendix B to this Joint Petition.  Corner Water shall receive sufficient operating funds in order to provide safe and adequate service while ratepayers are protected as the resulting increase minimizes the impact of the initial proposal.  The negotiated compromise represents approximately 58% of the filed request.  Mitigation of the level of the rate increase benefits ratepayers and results in rates that satisfy the regulatory standard.[footnoteRef:5] [5: 	Appx. E at 4. 
] 


Thus, I&E argues that the proposed rate increase can be deemed just and reasonable consistent with the Public Utility Code and case law.

		Turning to OSBA’s position on the rate increase issue, OSBA submits the following:

In the Company’s May 2015 filing, Corner Water requested an overall increase in revenue of $89,155.  Although that dollar figure may be small compared to the amount requested by the larger utilities across the Commonwealth, the Company’s request would have resulted in 27.25% increase in the water rates charged to the Company’s small business customers.

	The Joint Petition proposes to reduce the Company’s requested increase of $89,155 to $52,000.  This will result in a 16.25% increase in the water rates paid by Corner Water’s small business customers.  Furthermore, this is an “across the board increase,” so that all customer classes receive the same percentage increase.  This is a fair result, as no customer class will receive preferential treatment by the Joint Petition.

	Furthermore, the OSBA submits that the increase proposed by the Joint Petition, while not de minimis, fairly balances the financial needs of Corner Water while significantly reducing the rate impact upon the small business customers served by the Company.  Therefore, the OSBA supports the overall revenue increase proposed by the Joint Petition.[footnoteRef:6] [6:  	OSBA’s Statement in Support of Settlement - Appendix F (Appx. F) at 2.
] 


		As a Party to the Amended Joint Petition for Settlement, OCA’s reasons for supporting the rate increase are as follows:

The proposed Settlement provides for an overall annual revenue increase of $52,000, or 15.89%,[footnoteRef:7] in lieu of the proposed $89,155 increase contained in Supplement No. 63.  See Settlement ¶ 9(a); see also Appendix B.  This compromise represents a 42% reduction from Corner Water’s original rate increase request.  Based on the OCA’s analysis of the Company’s filing, and discovery responses, the rate increase under the proposed Settlement represents a result that would  [7:  	OCA’s increase rate of 15.89% differs from OSBA’s 16.25%, which only includes metered and unmetered sales.  OCA’s 15.89% rate increases includes overall revenues from metered and unmetered sales, penalties and forfeitures and revenue from residential turn-on fees.  See Appx. B at 1.
] 


be within the range of likely outcomes in the event of full litigation of the case.[footnoteRef:8] [8:  	OCA’s Statement in Support of Settlement - Appendix G (Appx. G) at 2.
] 

	
	2.	Other Tariff Changes		

		Corner Water’s rate filing proposed other changes to its tariff, which included 
the addition of a usage allowance for non-mobile home park customers, the addition of monthly rates for private fire customers, the addition of quarterly rates for public fire customers, and the expanded description of rates for mobile home park customers.  Amended Settlement ¶ 9(b).  The Parties agreed to these changes.  Id.  However, only I&E and OCA articulated reasons for their respective positions in support of these tariff changes.

		I&E reasoned as follows:

This settlement makes significant progress in updating Corner Water’s tariff to accurately codify the practices and billing currently taking place and ensuring compliance with the tariff as modified through this settlement by requiring Corner Water to provide the advocates with copies of a bill from each customer class after the rates go into effect.  This will allow the advocates to verify the accuracy of the billing practices and confirm their compliance with Corner Water’s tariff as filed.[footnoteRef:9]  [9:  	Appx. E at 5.
] 

		
		OCA offered the following reasons:

The changes to tariff pages 3, 3A and 3B are intended to reflect the actual billing practices of Corner Water.  Corner Water agrees to provide a copy of a bill sent to a customer in each customer class from the first billing period after the effective date of new rates to the Office of Consumer Advocate and other signatory parties. Settlement ¶ 9(b).  This provision will allow the OCA to confirm that the billing is in conformance with the tariff approved as part of the settlement.[footnoteRef:10] [10:  	Appx. G at 3.
] 


	3.	Affiliated Interest Agreement 

		The Affiliated Interest Agreement (AIA) is the proposed agreement that Corner Water will file within 30 days of the Commission’s Final Order in this proceeding.  The AIA is between Corner Water and Baupat Enterprises, Inc., a Pennsylvania Corporation.  Baupat is a real estate and equipment holding company separate and distinct from Corner Water.  However, the two companies, in an effort to operate successfully, exchange services for payment from time to time.”[footnoteRef:11]  The AIA provides in part as follows: [11: 	Appendix C – AIA at 1. 
] 


	Terms of Agreement
	
. . . 
	Services

	2.	Corner Water agrees to preform services related to payroll preparation documents which are necessary to be submitted during the terms of this Agreement.  Baupat agrees to offer maintenance services to Corner Water as needed, if ever.

	3.	Corner Water is permitted to use, if available, any of the equipment owned by Baupat for business purposes.  Baupat shall maintain proper insurance coverage customary to ownership during the term of this Agreement.[footnoteRef:12]	 [12: 	Id. Exhibit A at 1. 
] 


The Parties’ inclusion of the proposed AIA in the Amended Settlement Petition is not intended as a conclusion or agreement that the associated costs or expenses are reasonable or prudent for the purposes of determining just and reasonable rates.[footnoteRef:13]  Only I&E offered a specific reason for its position on the AIA issue.  I&E notes the filing of the AIA will ensure that the relationship between affiliated parties and interests in this proceeding will be documented and publicly available for scrutiny and monitoring, thereby protecting the public interest.[footnoteRef:14] [13:  	Settlement ¶ 9(c).
]  [14: 	Appx. E. at 5. 
] 


4.	Stay Out Provision

		Under the terms of the Amended Settlement Petition, Corner Water agrees not to file a general rate increase prior to two years after the Commission’s entry of an order approving the Amended Settlement Petition, absent any significant governmental regulatory changes significantly impacting the Company’s rates.  Only I&E offered a specific reason for its position on the Stay Out Provision issue.  According to I&E, “[t]his “stay-out” provision will benefit ratepayers by providing a level of stability in their rates, which is a benefit to all impacted parties.  Corner Water can make operational plans based on certain rates while customers can budget their activities knowing that the cost of their services will not fluctuate until years in the future.”[footnoteRef:15] [15: 	Id. at 6. 
] 


	5.	Direct Testimony and Proof of Revenue

OSBA explains that Corner Water’s May 2015 rate filing did not include direct testimony of any Company witnesses or proof of revenue.  Under the terms of the Amended Settlement Petition, Corner Water is required to file direct testimony and proof of revenue with its next rate filing.  OSBA fully supports these requirements because direct testimony helps the OSBA and its witnesses to understand the issues underlying a rate filing, and proof of revenue provides a fundamental starting point from which an expert witness can begin his or her analysis.  Accordingly, OSBA strongly supports the Amended Settlement Petition on these issues.[footnoteRef:16] [16: 	Appx. F. at 2-3. 
] 


On these two issues and similar to OSBA, I&E notes, “This will ensure that a more efficient and streamlined process for all parties involved and will allow a more fruitful and complete analysis of further issues immediately.”[footnoteRef:17]  Also OCA briefly comments that this additional information will assist it in reviewing the Company’s future filing by providing information that is an integral part of the review.[footnoteRef:18] [17:  	Appx. E. at 5.]  [18: 
	Appx. G at 4. 
] 

6.	Other Commitments – Storage Tanks

	OCA was the only signatory to Amended Settlement Petition to express a position on the storage tank inspection provisions agreed to by the parties.  OCA submits the following:

Corner Water agrees that it will have its two storage tanks (Commodore Tank and Tank #1, or Office Tank) inspected by a non-affiliated tank inspection company.  Settlement ¶ 9(f).  The Commodore tank will be inspected, inside and out, before Corner Water files its next general rate increase request.  Corner Water agrees that it will provide a copy of the inspection report when completed to the signatory parties.  Tank # 1 (or the Office tank) will be inspected, inside and out, before Corner Water files its second general rate increase request following this proceeding.  Corner Water agrees that it will provide a copy of the inspection report when completed to the Office of Consumer Advocate and other signatory parties.  These inspections are important to ensure that the tanks are operating properly and can be used to determine what maintenance, if any is necessary for each tank.[footnoteRef:19]  [19: 	Id. at 3. ] 


C. 	Analysis

The Parties have engaged in mediation.  They have analyzed Corner Water’s filing and determined that the stipulated overall annual revenue increase of $52,000.00, rather than the initially requested $89,155.00 increase, is in the public interest and represents a result that would be within the range of likely outcomes in the event of full litigation of the case.  The undersigned agrees. 
 
Ratepayers benefit from the agreed upon stay-out provision.  Corner Water will not file a general rate increase prior to two years after the entry date of the Commission’s Order approving the Amended Settlement Petition, absent fundamental changes in regulatory policies or federal or state tax policies affecting Corner Water’s rates.  Based upon representations by Corner Water,  I&E, OSBA and OCA the agreed-upon increase balances the interests of Corner Water’s customers along with Corner Water’s need to remain financially healthy, and also provides customers with levels of stability that might not otherwise have been obtainable had this proceeding been fully litigated.

Accordingly, the amount of the proposed rate increase is in the public interest because ratepayers will continue to receive safe and reliable service at reasonable rates while allowing sufficient additional revenues to meet Corner Water’s operating expenses.  Thus, the proposed Amended Settlement Petition is reasonable and in the public interest and therefore should be approved without modification by the Commission.  It represents a just and fair compromise of the issues contested in this proceeding.  

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

		In view of the above reasoning, a conclusion is required that the proposed Amended Settlement Petition is just and reasonable.  Approval of same is in the public interest.  Therefore, the undersigned recommends that the Commission approve the Amended Joint Petition for Settlement of Rate Investigation, as submitted by the Parties, as expeditiously as possible.

		It is also recommended that the Complaints of OCA and OSBA at Docket Nos. C‑2015-2491641 and C-2015-2496760, respectively, be deemed satisfied.



IV.	CONCLUSIONS OF LAW

1.	The Commission has jurisdiction over the subject matter and the parties to this proceeding.  66 Pa.C.S.A. § 501, et seq.
2.	In deciding whether the parties’ settlement should be approved, the Commission must determine whether the settlement promotes the public interest.  Pa. Pub. Util. Comm’n v. Philadelphia Electric Company, 60 Pa. PUC 1, 22 (August 29, 1985); Pa. Pub. Util. Comm’n v. C S Water and Sewer Associates, 74 Pa. PUC 767, 771 (July 21, 1991). 

3.	The settlement rates, terms and conditions contained in the Amended Joint Petition for Settlement of Rate Investigation at Docket No. R-2015-2479962 submitted by Corner Water Supply and Service Corporation, the Bureau of Investigation and Enforcement of the Pennsylvania Public Utility Commission, the Office of Small Business Advocate and the Office of Consumer Advocate are just, reasonable and in the public interest.

		4.	The Amended Joint Petition for Settlement of Rate Investigation at Docket No. R‑2015-2479962 submitted by Corner Water Supply and Service Corporation, the Bureau of Investigation and Enforcement of the Pennsylvania Public Utility Commission, the Office of Small Business Advocate and the Office of Consumer Advocate should be approved as submitted, without modification.

5.	The Complaint of the Office of Consumer Advocate at Docket No.
C- 2015-2491641 should be deemed satisfied.

6.	The Complaint of the Office of Small Business Advocate at Docket No. C-2015-2496760 should be deemed satisfied.
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V.	ORDER

		THEREFORE,

		IT IS RECOMMENDED:

		1.	That the Amended Joint Petition for Settlement of Rate Investigation filed by Corner Water Supply and Service Corporation and Bureau of Investigation and Enforcement of the Pennsylvania Public Utility Commission, the Office of Small Business Advocate and the Office of Consumer Advocate  be approved in its entirety and without modification.

		2.	That Corner Water Supply and Service Corporation be permitted to file a tariff supplement incorporating the terms of the settlement and changes to its rates, rules and regulations as set forth in Appendix A of the Amended Joint Petition for Settlement of Rate Investigation, to become effective on at least one day’s notice after entry of the Commission’s Order approving the settlement, with tariff supplement increases to Corner Water Supply and Service Corporation’s rates so as to produce an increase in annual operating revenues of not more than $52,000.00.

3.	That the Complaint of the Office of Consumer Advocate at Docket No. 
C-2015-2491641 be deemed satisfied.

4.	That the Complaint of the Office of Small Business Advocate at Docket No. C-2015-2496760 be deemed satisfied.

		5.	That upon acceptance and approval by the Commission of the tariff supplement filed by Corner Water Supply and Service Corporation and consistent with this Order, the docket in this proceeding shall be marked closed.

[bookmark: _GoBack]

Date:	December 11, 2015						/s/											Conrad A. Johnson
							Administrative Law Judge
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