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I. INTRODUCTION 

  Pike County Light & Power Company (Pike, or the Company) is engaged in the business 

of furnishing electric service to approximately 4,800 residential and commercial customers in 

Westfall Township, Milford Borough and Township, Dingmans Township, and Matamoras 

Borough, in Pike County, Pennsylvania.  On October 26, 2020, Pike Electric filed with the Public 

Utility Commission (Commission) Supplement No. 82 to Tariff Electric – Pa. P.U.C. No. 8, at 

Docket No. R-2020-3022135.  The Office of Consumer Advocate (OCA) files this Main Brief 

pursuant to the procedural schedule established by Administrative Law Judge (ALJ) Mary D. 

Long.  

In its initial filing, Pike Electric proposed to increase rates by $1,919,923 in annual 

operating revenues.  On a distribution revenue only basis (excluding default generation sales), the 

proposal represented a 36.9% increase in annual revenue.  On a total revenue basis, the increase 

represented a 24.7% increase.1  Of the proposed increase, the Company proposed to increase 

residential distribution revenues by $829,658, or by 30.9%.  See, Pike Exh. E-8 at 30. 

 On November 3, 2020, the Bureau of Investigation and Enforcement (I&E) filed a Notice 

of Appearance.  On November 16, 2020, the OCA filed a Formal Complaint, Public Statement and 

Notice of Appearance. The Office of Small Business Advocate (OSBA) filed a Notice of 

Appearance on November 13, 2020.  In addition to the statutory advocates, multiple consumers 

filed Formal Complaints in this proceeding.  Public Input Hearings were held on February 8, 2021 

at 1:00 P.M. and 6:00 P.M.  A total of twenty five customers testified at the Public Input hearings.  

                                                 
1   Under the Company’s initial proposal, a residential customer using 674kWh would see an increase 
from $104.90 to $121.90 per month on a total bill basis, a 17.3% increase. 
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In its Order entered December 17, 2020, the Commission suspended the Company’s 

proposed Tariff until July 28, 2021, pursuant to Section 1308(d) of the Public Utility Code, 66 Pa. 

C.S. § 1308(d), and initiated an investigation into the lawfulness, justness, and reasonableness of 

the rates, rules, and regulations contained therein.  Subsequently, this matter was assigned to 

Administrative Law Judge (ALJ) Mary D. Long and a procedural schedule was established for the 

filing of testimony and the submission of briefs.  Throughout the proceeding, the parties actively 

engaged in settlement negotiations.  A settlement in principle was reached between the statutory 

advocates and the Company regarding all issues except the revenue allocation of increased electric 

distribution revenues.  In accordance with the ALJ’s guidance, the parties will submit the 

settlement materials including the proposed revenue increase on April 9, 2021.  The OCA files this 

brief regarding the single issue of revenue allocation between rate classes.  
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II. SUMMARY OF ARGUMENT 

 In this proceeding, Pike County Light & Power, I&E, OSBA, and the OCA were able to 

agree and enter into a partial settlement regarding this case.  The partial settlement addresses all 

issues, but for, revenue allocation.  As discussed in the testimony of OCA witness Karl R. Pavlovic, 

the OCA recommends revisions to the Electric Cost of Service Study (ECOS) and recommends 

that the allocation methodology adopted by Mr. Pavlovic be accepted by this Commission.2 

 Based on the facts of this case, OCA witness Pavlovic recommended reasonable and 

appropriate modifications to the Company’s ECOS for the electric operations of Pike.  As 

modified, the OCA recommends that the electric revenue allocation of the approved increase be 

based on the ECOS results, which should be used as a guide for setting rates in this proceeding.  

Based on this ECOS as well as the principles of gradualism and basic fairness during this 

economically challenging period, .OCA witness Pavlovic proposed a reasonable allocation of the 

revenue increase that should be adopted by the Commission.  Mr. Pavlovic’s proposed distribution 

of the revenue increase is consistent with traditional rate making principles and cost causations.  

The OCA submits that the Commission should adopt the OCA’s proposed revenue allocation 

proposal, proportionally adjusted to the revenue increase approved in this proceeding. 

  

                                                 
2   Mr. Pavlovic is Managing Director of and a Senior Consultant with PCMG and Associates LLC 
(“PCMG”). PCMG is an association of experts in economics, accounting, finance, and utility regulation 
and policy, with over 75 years of collective experience providing assistance to counsel and expert 
testimony regarding the regulation of electric, gas, water, and wastewater utilities.  Mr. Pavlovic has 
performed analyses and submitted testimony regarding electric, gas and water utility operations, 
cost of service, rate design, and matters of regulatory policy for over 35 years.  Exhibit KRP-1 
contains a complete list of Mr. Pavlovic’s engagements as an expert and/or expert witness in 
matters before state and federal regulatory agencies.   
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III. ARGUMENT 

 A. Legal Standard 

 PCLP bears the burden of proof to establish the justness and reasonableness of every 

element of its requested rate increase.  In this regard, Section 315(a) of the Public Utility Code,  

66 Pa. C.S. § 315(a), provides as follows: 

Reasonableness of rates – In any proceeding upon the motion of the 
Commission, involving any proposed or existing rate of any public 
utility, or in any proceedings upon the 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. 

 
66 Pa. C.S. § 315(a).  The Commonwealth Court has interpreted this principle in stating that: 
 

Section 315(a) of the Public Utility Code, 66 Pa. C.S. § 315(a), 
places the burden of proving the justness and reasonableness of a 
proposed rate hike squarely on the utility.  It is well-established that 
the evidence adduced by a utility to meet this burden must be 
substantial.  

 
Lower Frederick Twp. v. Pa. P.U.C., 226-27, 409 A.2d 505, 507 (1980) (citations omitted) 

(emphasis added); see also Brockway Glass v. Pa. P.U.C., 437 A.2d 1067 (1981). 

 The Pennsylvania Supreme Court has stated that the party with the burden of proof has a 

formidable task to show that the Commission may lawfully adopt its position.  Even where a party 

has established a prima facie case, the party with the burden must establish that “the elements of 

that cause of action are proven with substantial evidence which enables the party asserting the 

cause of action to prevail, precluding all reasonable inferences to the contrary.”  Burleson v. Pa. 

P.U.C., 461 A.2d 1234, 1236 (Pa. 1983) (Burleson).  Thus, a utility has an affirmative burden to 

establish the justness and reasonableness of every component of its rate request. 

 Therefore, PCLP Electric must affirmatively establish the reasonableness of every element 

of its claims and demonstrate that its proposed rates are just, reasonable, and in the public interest.  
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In this Main Brief, the OCA will show that Pike’s allocation methodology is reasonable, however 

the cost of service study that it has used as a guide for setting rates should be modified to more 

accurately reflect cost causation. 

 B. Cost of Service Study  

1. Introduction 

In this proceeding, Pike County Electric is proposing to allocate the revenue increase in a 

manner that the Company alleges is consistent with cost causation.  Pike St. 1 at 7.  The Company 

relied on the ECOS presented by the Company Electric Rate Panel to make this determination.  

See, Pike St. 1 at 8-11. 

 OCA witness Pavlovic relied on Pikes’ ECOS for analysis of the proposed revenue 

allocation.   I&E Witness Sakaya relied on a slightly modified version of Pike’s ECOS in analyzing 

the Company’s proposed revenue allocation, an ECOSS submitted in response to I&E-RS-II-D.  

See, OSBA St. 1R at 1.  OSBA witness Robert Knecht rejected the Company’s ECOSS based on 

technical errors and critiques of the Company’s methodology in computing the ECOS, and instead 

developed two alternative versions of the cost allocation study.  OSBA St. 1 at 2.  The ECOS relied 

upon by the Commission provides the guide by which rate increases are allocated and care must 

be taken to ensure that it is conducted properly when setting rates. 

Upon conducting his review, OCA witness Pavlovic noted errors contained in the 

Company’s Electric Rate Panel’s study.  Upon correcting the classification errors presented by the 

Company, Dr. Pavlovic presented his results for use in guiding the allocation of revenues in this 

case.  OCA St. 2 at 21, Exh. KRP-10.  Specifically, as Mr. Pavlovic testified: 

Q. HAVE YOU EXAMINED AND ANALYZED PIKE 
COUNTY’S ELECTRIC CLASS COST OF SERVICE 
STUDY? 
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A. Yes.  PCLP’s ECOS model is an Excel spreadsheet linked to 
a number of ancillary Excel spreadsheets.  The ECOS model itself 
follows the standard cost of service procedure of first 
functionalizing costs, second classifying the functionalized costs as 
directly assignable to certain classes or as demand-related, 
customer-related or energy-related, and third allocating to customer 
classes those functionalized costs that are classified as demand-, 
customer-, or energy-related. 
 

OCA St. 2 at 13 (footnotes omitted).  While Mr. Pavlovic did not find any errors in the ECOS’ 

functionalization of PLCP’s electric costs, he noted errors in the Company’s classification of 

functionalized electric costs. OCA St. 2 at 13.  As detailed further in the OCA’s testimony and 

further below, Mr. Pavlovic disagrees with Pike’s ECOS clarification of FERC Accounts 360-362 

and 364-368; Mr. Pavlovic instead recommends that PCLP’s FERC Accounts 364-368 be 

classified as wholly demand-related with no customer-related component, consistent with the 

ECOS’ classification of FERC Accounts 360-362 as only demand-related. OCA St. 2 at 13-17.  

Essentially, the issue identified by OCA’s witness Mr. Pavlovic equates to costs in Accounts 364-

368 do not vary or fluctuate with the number of customers on Pike’s system:  

Q. WHAT IS THE COST CAUSATION THAT DEFINES 
THE CLASSIFICATION OF ELECTRIC DISTRIBUTION 
ACCOUNTS AS DEMAND-RELATED? 
 
A. As Bonbright explains, it is theoretically impossible for the 
capital costs in Accounts 364-368 to vary with the number of 
customers connected to those facilities because the connection of a 
new customer (or disconnection of an existing customer) has no 
measurable impact on the costs in FERC Accounts 360-368.  Since 
the cost of the distribution system in accounts 360-368 do not and 
cannot vary with the number of customers connected to the 
distribution system, for the purposes of embedded cost analysis, the 
costs in FERC Accounts 360-368 are properly classified as demand-
related, because those costs “vary continuously (and, perhaps, even 
more or less directly) with the maximum demand imposed on this 
system as measured by peak load.” 
 

OCA St. 2 at 14-15 (footnotes omitted). 
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Dr. Pavlovic presented further testimony correcting these flaws with the following results for the 

major rate classes: 

Table 1A: Residential and Commercial Comparison of PCLP ECOS Results With 

OCA Revised ECOS Results 

ECOS 
Results 
 

Residential Small Commercial Large Commercial 

PCLP 
ECOS 

OCA 
Revised 
ECOS 

PCLP 
ECOS 

OCA 
Revised 
ECOS 

PCLP 
ECOS 

OCA 
Revised 
ECOS 

Operating 
Revenue 

$2,743,586 $2,743,586 $2,103,307 $2,116,851 $362,066 $367,788 

Operating 
Expenses 

$2,098,006 $1,951,265 $1,831,201 $1,967,347 $305,710 $364,846 

Operating 
Income 

$645,577 $777,984 $272,106 $149,504 $56,356 $2,941 

Rate Base  $10,840,783 $9,166,382 $8,851,285 $10,379,818 $1,351,381 $2,048,095 

Rate of 
Return 

5.96% 8.49% 3.07% 1.44% 4..17% 0.14% 

Index Rate 
of Return 

1.29 1.84 0.66 0.31 0.90 0.03 

   

OCA St. 1 at 21; Exh. KRP-10. 

The OCA submits that Dr. Pavlovic’s modified ECOS, as detailed below, more closely 

adheres to cost causation.  As a result, the OCA further submits that the Commission must consider 

the OCA’s alternative study as a guide when setting rates in this proceeding. 

2. The Company’s ECOS Improperly Classified FERC Accounts 364-368 as 
Customer-Related. 

 
The Company has classified FERC Accounts 364 (poles, towers & fixtures), 365 (overhead 

conductors & devices), 366 (underground conduit), 367 (underground conductors & devices) and 

368 (line transformers) as both customer-related and demand-related.  OCA St. 2 at 14.  OCA 
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Witness Pavlovic established that customer-related costs are those costs that vary with the number 

of customers.  OCA St. 2 at 14; See Also Bonbright et al, Principles of Public Utility Rates, 1988.  

Demand-related costs are “those costs that vary directly with maximum demand measured by peak 

load or demand.”  OCA. St. 2SR at 4.  Mr. Pavlovic cites the NARUC Electric Manual in noting: 

The capital costs incurred in connecting a customer to those parts 
of the electric distribution system that service more than a single 
customer (FERC Accounts 360-368). . . are the capital costs of 
services (FERC Account 369), meters (FERC Account 370), 
installations on customer premises (FERC Account 371) and street 
lighting and signal systems (373).   
 

OCA St. 2 at 14-15 Because it is theoretically impossible for the capital costs in Accounts 

364-368 to vary with the number of customers connected to those facilities, these Accounts are 

properly classified as demand-related.  OCA St. 2 at 15.   

Dr. Pavlovic testified that Pike “erroneously classified as both demand-related and 

customer-related” the costs in FERC Accounts 364-368.  OCA St. 2 at 16.  Because classifying 

FERC Accounts 364-368 as customer-related “contradicts the fundamental basic cost-causation 

definitions about which there is no dispute” these accounts should not be classified as customer-

related.  OCA St. 2-SR at 4. 

The OCA submits that FERC Accounts 364-368 are demand-related investments, and as 

such, the Company’s classification of these costs as partially customer-related is not reasonable.  

Additionally, the Company’s method of determining customer-related primary and secondary 

distribution plan costs is flawed. The Company’s ACCOSS utilized a “Minimum-Size Method” 

approach, which hypothetically reconstructs the distribution system with the smallest size poles 

and conductors possible.  OCA St. 2 at 14.  Under this approach, the costs of the hypothetical 

system are deemed to be customer-related, and the remaining actual cost of the distribution system 

is deemed to be demand related.  OCA St. 4 at 15.  The Company Electric Rate Panel’s minimum 
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system approach resulted in the following customer/demand split of primary and secondary 

distribution plant: 

Account Primary (High 

Tension) 

Secondary (Low 

Tension) Demand-

Related 

Secondary (Low 

Tension) Customer-

Related 

Total 

360 100%   100% 

361 100%   100% 

361 100%   100% 

362 100%   100% 

364 65.50% 4.05% 30.45% 100% 

365 65.50% 4.05% 30.45% 100% 

366 2.72% 22.17% 75.12% 100% 

367 2.72% 22.17% 75.12% 100% 

368  23.70% 76.30% 100% 

 

See, Pike St. 1 at 13-14. As the above table makes clear, the allocation of secondary 

distribution plant on a customer-related basis has a substantial impact on accounts 364-368.   

OCA Witness Pavlovic evaluated the Company’s classification of costs and found that it 

did not reflect actual cost causation of Pike’s distribution system. Dr. Pavlovic explained: 

Since the cost of the distribution system in accounts 360-368 do not 
and cannot vary with the number of customers connected to the 
distribution system, for the purposes of embedded cost analysis, the 
costs in FERC Accounts 360-368 are properly classified as demand-
related, because those costs vary continuously (and, perhaps, even 
more or less directly) with the maximum demand imposed on this 
system as measured by peak load. 
 

OCA St. 2 at 15 (internal quotation marks omitted). The Company correctly classified 

FERC Accounts 360-362 as demand-related. Dr. Pavlovic testified, “Only the costs in FERC 
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Accounts 364-368 are erroneously classified as both demand-related and customer-related.”  OCA 

St. 2 at 16.  

The OSBA argued in rebuttal that the classification of FERC Accounts 364-368 as 

exclusively demand-related is wrong because “it does not recognize (a) that the distribution system 

expands to new areas to service new customers; and (b) that it is less costly to service large 

commercial and industrial customers that are located in narrow geographic zones than to service 

geographically dispersed residential customers.”  OCA St. 2SR at 11; See Also OSBA St. 1R at 4.   

Regarding distribution system expansion, OCA witness Pavlovic explained that the design 

and construction of an extension will vary with regard to the number of poles and the length of the 

lines required, however, the design capacity of the extension is determined by the expected 

maximum demand of the customers on the extension, irrespective of the number of customers, the 

length of the lines, or the number of poles and transformers.  OCA St. 2SR at 11-12.  

Regarding OSBA’s density argument, OCA witness Pavlovic testified: 

[T]he design capacity of the joint use distribution equipment is here 
also determined by the maximum demand on the equipment, 
irrespective of the number of customers that produce that maximum 
demand.  Again, the fact that there are variations in both the local 
density of and number of customers on and electric system does not 
demonstrate that there is a measureable customer-related component 
to the joint-use distribution equipment costs or that the number of 
customers is a basis for quantified allocation of those costs. 
 

OCA St. 2-SR at 12.  As Dr. Pavlovic explained, “the fact that electrical systems grow over time 

does not demonstrate that there is a measureable customer-related component to the join-use 

distribution equipment costs or that number of customers is a basis for quantified allocations of 

those costs.”  OCA St. 2SR as 12.  
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3. The Company’s ECOS Should Allocate Demand-Related Costs On A Coincident 
Peak Basis.  

In addition to concerns regarding the allocation of demand-related costs as customer-

related, OCA witness Pavlovic identified errors in Pike’s allocation of demand-related costs on a 

non-coincident peak basis.  OCA St. 2 at 18.  In its cost study, the Company uses non-coincident 

peak (NCP) demands of each rate class to determine cost responsibility.  However, as OCA witness 

Pavlovic explained, Pikes distribution facilities consist of a single distribution substation designed 

to meet maximum loads.  OCA St. 2 at 18.  These maximum loads occur at a single Coincident 

Peak (CP).  As Mr. Pavlovic further explained, “[NCP] class demand allocators do not measure 

individual class demands at the maximum demand on the facilities being allocated and, thus, do 

not allocate the costs to classes consistent with the principle of cost causation.”  OCA St. 2 at 18-

19.   

 Pike and OSBA argued in rebuttal testimony that demand-related costs should be allocated 

on an NCP basis.  Pike St. 1-R at 11; OSBA St. 1-R at 6-7.  The main argument in favor of 

continuing with NCP allocations of demand-related costs is that the use of NCP allocations capture 

diversity of demands across an entire utility system.  This argument is not supported in Pike’s 

service territory, however, where there is a single substation system designed to meet total system 

peak loads.  As a result, the OCA recommends that Pike’s demand-related costs (FERC accounts 

360-368) be allocated on the basis of coincident peak demands.  

The OCA submits that the classification of FERC Accounts 364-368 as demand-related 

better reflects cost causation than the approach offered by OSBA, and should therefore be used to 

guide the allocation of the rate increase.  OCA witness Pavlovic presented his ECOS results are 

provided in Exhibit KRP-10 and are attached to this Main Brief as Attachment A.   
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 C. Revenue Allocation. 

  1. The Commission Should Adopt The OCA’s Revenue Allocation. 

In determining revenue allocation of the approved rate increase, it is important to recognize 

that cost of service studies provide a guide for setting rates, but do not establish with precision an 

appropriate allocation of revenue increases.  On this point, the OCA agrees with the Company’s 

witnesses, where they explain: 

Q.  Do you agree that there is judgment involved in the preparation 
of an allocated cost study for a Local Distribution Company 
(“LDC”)? 
A.  Yes.  It is necessary to apply expert judgment that reflects a 
number of factors including the nature of services being provided, 
the demographics of its customers, the design of the distribution 
facilities and guidance from the regulatory commission concerning 
class revenue targets and allocation approaches.  Appropriate cost 
allocation methods, such as we have utilized, take into account the 
factors noted above and yield a range of results that are within 
reasonable bounds to be used as a guide for rate design. 
 

Pike St. 1-R at 7 (emphasis added).  The OCA submits that the Commission must consider the 

reasonable bounds of increases for residential customers, particularly at the present time as the 

Covid-19 pandemic has impacted residential customers.  See, OCA St. 2 at 2-13. 

In this proceeding, OCA witness Pavlovic found PCLP’s method of distributing the 

revenue increase to the tariff rate classes to be generally consistent with traditional rate making 

principles and cost causations, provided that the corrected cost study presented by the OCA is 

utilized in this proceeding.  OSBA, however, proposes two class revenue allocations: one under 

the presumption that the Commission approves PCLP’s ECOS as corrected for purported technical 

errors in RDK WP2, and another under the presumption that the Commission accepts all of 

OSBA’s corrections of purported classification/allocation errors as incorporated into RDK WP3.  

As detailed more below, both of OSBA’s revenue increase allocations are based on cost studies 
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that incorporate Minimum-Size classification/allocation of distribution accounts, which is 

inconsistent with the principle of cost causation.  Additionally, the OSBA alternative allocations 

place massive increases on Pike’s residential customers, in some cases substantially more than the 

increases contained in the Company initial filing and public notices.  

The OCA submits that the revenue allocation proposed by the OCA meets the legal 

requirements for determination of revenue allocation.  The Commonwealth Court of Pennsylvania 

provided that the “polestar” for determining the level of revenue for the different rate cases should 

be the cost of providing service to those different rate classes. Lloyd v. Pa. PUC, 904 A.2d 1010, 

at 1020 (Pa. Commw. Ct. 2004) (Lloyd).  “Polestar” is a literary reference meaning “directing 

principle” or a “guide.”3  As the Commission has found, a COSS is to serve as a guide in setting 

rates.  Pa. PUC v. Pennsylvania Gas & Water Co., 1993 Pa. PUC LEXIS 61, *161 (1993). 

The Commission has long regarded cost of service studies as more of an art form and a 

guide rather than as a source of actual data.  Application of Metropolitan Edison Company for 

Approval of Restructuring Plan Under Section 2806 of the Public Utility Code, 1998 Pa. PUC 

LEXIS 160, *159 (1998); Pa. PUC v. Pa. Power & Light, 55 P.U.R. 4th 185, 249 (Pa. PUC 1983); 

Pa. PUC v. Aqua Pa, Inc., Docket No. R-00072711, Order (July 31, 2008).  Similarly, the 

Recommended Decision from Peoples’ 2010 base rate proceeding stated that “[t]he Commission 

has concluded further that there is no single absolutely correct method for preparing cost of service 

studies.”  Pa. PUC v. Peoples Natural Gas Company, Docket No. R-2010-220172, R.D. at 26 

(Order adopting R.D. entered June 9, 2011).   

                                                 
3  The American Heritage Dictionary, Houghton Mifflin Co. (1985). 
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Cost of service studies are often disputed, making it an area of compromise within the 

decision making process.  Other factors such as gradualism, rate shock, rate continuity, competitive 

concerns, and principles of fundamental fairness must also weigh in the determination.  Lloyd at 

1020-1021.  Mr. Pavlovic has included these important considerations in developing his COSS 

and his recommendations concerning allocation.  OCA St. 2 at 20.  

The OCA submits that while cost of service should guide the Commission when setting 

rates in this proceeding, other ratemaking principles such as gradualism, avoidance of rate shock 

and basic fairness must not be abandoned.  The Commission must consider the reasonable cost of 

service evidence presented in this proceeding as a guide for achieving the goal of the Lloyd 

settlement to move classes “at or near” cost of service while respecting principles of gradualism. 

 2. Summary of OSBA’s Proposed Revenue Allocation. 

 In its direct testimony, OSBA disagreed with the Company’s proposed allocation and 

instead suggested “an alternative revenue allocation is required.” OSBA St. 1 at 25.  Specifically, 

OSBA proposed two versions of allocation, one using PCLP’s corrected Electric Class Cost of 

Service Study (ECOSS), and one using OSBA witness Robert D. Knecht’s proposed ECOSS. 

OSBA St. 1 at 26.  OSBA claims that its allocation proposal using PCLP’s corrected ECOSS, 

moves rates “into line with allocated costs for all rate classes, subject to a 1.5 times system average 

limit on the increase for the SC4 rate class.” OSBA St. 1 at 26.   

 Specifically regarding the Residential class, OSBA claims it developed the revenue 

allocation to move the combined class to a 100 percent revenue/cost ratio, and then assigned the 

same average increase to the two sub-classes.  Alternatively, OSBA’s approach using RDK 

ECOSS, OSBA witness Knecht assigns SC2-P class at zero “based on judgement, instead of 
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adopting the rate reduction implied by the RDK ECOSS. OSBA St. 1 at 26.  OSBA’s two proposed 

revenue allocation tables are listed below:  
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OSBA St. 1 at 26-27.   

 As discussed above, OSBA’s cost of service study is seriously flawed and must be 

disregarded.  OCA witness Pavlovic explained: 

Q. DO YOU HAVE PRELIMINARY COMMENTS CONCERNING OSBA’S COST 
ANALYSES? 

 
A. Yes.  OSBA developed an alternative version of the PCLP 
ECOS that replicates PCLP’s ECOS results, which it refers to as 
RDK WP1.   OSBA then developed a second version, which it refers 
to as RDK WP2, that corrects purported technical errors in PCLP’s 
ECOS.  Finally, OSBA developed a third version, which it refers to 
as RDK WP3, that corrects purported errors in PCLP’s Minimum-
Size classification/allocation of FERC Accounts 364-367 and 369 
and purported classification and/or allocation errors in various other 
plant and expense accounts.  My testimony below addresses only 
OSBA’s purported minimum-size errors in FERC Accounts 364-
367 and 369 and OSBA’s proposed modifications of those purported 
errors in RDK WP3. 
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OCA St. 2-R at 3 (footnotes omitted).  OSBA proposes two class revenue allocations, one 

assuming the Commission approves PCLP’s ECOS as corrected by OSBA, and another under the 

assumption that the Commission accepts OSBA’s generated ECOS. OCA St. 2-R at 9.  OCA 

witness Pavlovic discusses each of the OSBA’s presentations in testimony: 

Q. WHAT IS OSBA’S PROPOSAL REGARDING CLASS 
REVENUE ALLOCATION? 

. . .  
 In the RDK WP2 revenue increase allocation, OSBA adopts the 
procedure of allocating the revenue increase so as to move the rate 
classes towards cost (per RDK WP2) subject to a cap of 1.5 times 
the system average increase.  This allocation results in a 44.1% 
increase to the residential class and increases to the commercial 
classes that range from 10.2% (SC2-P) to 55.3% (SC-4). 
In the RDK WP3 revenue increase allocation, OSBA adopts the 
procedure of allocating the revenue increase so as to move the rate 
classes toward cost (per RDK WP3) subject to a cap of 1.5 times the 
system average increase, except that the increase for the SC2-P rate 
class is set at zero.  This allocation results in a 55.3% increase to the 
residential class and increases to the commercial classes that range 
from 0.0% (SC2-P) to 55.3% (SC-4).   
 
Q. WHAT IS YOUR ASSESSMENT OF OSBA’S 
PROPOSED CLASS REVENUE ALLOCATIONS? 
 
A. Both revenue increase allocations are based on cost studies 
that incorporate Minimum-Size classification/allocation of 
distribution accounts, which I demonstrated in my direct testimony 
is inconsistent with the principle of cost causation.   
In the case of the RDK WP2 revenue increase allocation, Minimum-
Size classification/allocation is erroneously applied to the secondary 
line costs in FERC Accounts 364-367 and the line transformer costs 
in FERC Account 368.   
In the case of RDK WP3 revenue increase allocation, the Minimum-
Size classification/allocation error is compounded by extending the 
error to the primary line costs in FERC Accounts 364-367 and the 
service costs in FERC Account 369. 
Q. WHAT IS YOUR RECOMMENDATION 
REGARDING OSBA’S PROPOSED REVENUE INCREASE 
ALLOCATIONS? 
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A. Because both of the proposed revenue increase allocations 
are based on cost studies that incorporate significant errors in the 
classification/allocation of FERC Accounts 364-369 that are not 
consistent with the principle of cost causation, I recommend that the 
Commission reject both of OSBA’s revenue increase allocations. 
 

OCA St. 2-R at 9-10 (footnotes omitted).  As detailed above by OCA witness Mr. Pavlovic, 

OSBA’s proposals are flawed in that both revenue increase allocations are based on cost studies 

that incorporate Minimum-Size classification/allocation of distribution accounts, which 

demonstrated in Karl Pavlovic’s direct testimony, is inconsistent with the principle of cost 

causation. OCA St. 2-R at 10. 

 In Mr. Pavlovic’s direct testimony, he found PCLP’s method of distributing the revenue 

increase to rate classes to be consistent with traditional rate making principles. OCA St. 2-SR at 

15.  As shown in the following table: 

 

OSBA St. 1 at 2.  In rebuttal, OSBA took no exception to Mr. Pavlovic’s method of distributing 

the revenue increase but asserts that because OCA’s ECOS results were not consistent with cost-

causation and not consistent with recent Commission decisions, the OCA’s recommended revenue 

allocation is not appropriate for this proceeding. OSBA St. 1-R (Electric) at 8; OCA St. 2-SR at 

16.  Therefore, regarding revenue allocation and distribution, OCA witness Mr. Pavlovic states: 
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Q. DOES OSBA’S REBUTTAL GIVE YOU REASON TO 
WITHDRAW OR MODIFY YOUR RECOMMENDED 
REVENUE INCREASE DISTRIBUTION? 
 
A. No.  As I detailed above, OSBA’s rebuttal testimony has not 
shown my modifications to PCLP’s ECOS to be inconsistent with 
cost causation.  
 

OCA St. 2-SR at 16.  The OCA submits that OSBA’s alternative revenue allocations should not 

be adopted in this proceeding. 

3. Conclusion 

The OCA submits that Mr. Pavlovic’s adoption of the revenue allocation provided by the 

Company, as modified to reflect Mr. Pavlovic’s cost of service study, is an appropriate allocation 

that moves classes closer to the system average return based on the results of reasonable cost of 

service studies and applies principles of gradualism and avoidance of rate shock in a reasonable 

way.  Additionally, Mr. Pavlovic’s revenue allocation meets the standards set forth in Lloyd and 

in the prior settlement.  Specifically, as required by Lloyd, the allocation proposed by Mr. Pavlovic 

is guided by the cost of service studies performed in this case that are more consistent with the 

2004 cost of service study that gave rise to the original Lloyd appeal.  Principles of gradualism 

and avoidance of rate shock also have been applied only to the extent necessary to alleviate major 

disruptions in customer service for those classes that are producing revenue substantially below 

the system average.  As a result, the only allocation in evidence in this proceeding that recognizes 

PCLP’s historic methodology is that proposed by PCLP and adopted by OCA witness Pavlovic.  

 The OCA submits that Mr. Pavlovic’s revenue allocation respects cost of service 

principles, achieves the goals of the settlement, respects the traditional ratemaking principles of 

gradualism and is in accord with the Lloyd decision.  Under Mr. Pavlovic’s recommended revenue 

allocation residential classes would bear a substantial increase, but not more than 100% of the 
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increase as contained in the OSBA proposal.  The OCA’s recommend allocation methodology is 

reasonable, based on cost causation, and should be adopted in this proceeding. 

IV. CONCLUSION 

 For the reasons set forth in this Main Brief, the OCA respectfully submits that the 

Commission should adopt the OCA’s position and modifications to the rate design.  As detailed 

further above, the Office of Small Business Advocate’s position on rate design will not result in a 

just and reasonable increase to all classes of consumers and will not reflect sound ratemaking 

policy or Pennsylvania law.  Based on the facts of this case, OCA witness Pavlovic performed a 

reasonable and appropriate electric class cost of service study for the electric operations of PCLP 

and responded to the electric rate design proposals based on the ECOS results, which should be 

used as a guide for setting rates in this proceeding.  Finally, based on this ECOS as well as the 

principles of gradualism and basic fairness during this economically challenging period, the OCA 

proposes Pike’s method of distributing the revenue increase to the tariff rate classes, adjusted to 

OCA witness Pavlovic’s revised ECOS, is consistent with traditional rate making principles and 

cost causations and therefore, should be adopted.   

      Respectfully Submitted, 

 
 
      /s/ Santo G. Spataro 
      Santo G. Spataro 
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      E-Mail: SSpataro@paoca.org 
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