
 

 

 STATE OF RHODE ISLAND AND PROVIDENCE PLANTATIONS 
PUBLIC UTILITIES COMMISSION 

 
IN RE: INTERSTATE NAVIGATION COMPANY : 
GENERAL RATE FILING     : DOCKET NO. 4373 
 
 

REPORT AND ORDER 
 

I. Introduction 

On November 27, 2012, the Interstate Navigation Company (“Interstate” or “Company”) 

filed an application with the Rhode Island Public Utilities Commission (“Commission”) seeking 

a general increase in its existing rate schedule, for effect December 27, 2012.1  Interstate’s 

request was designed to generate total revenue in the amount of $11,172,911.  This request, if 

approved, would produce additional revenues in the amount of $1,302,177, or 13.19% which 

would be allocated to the rate classes based on a cost of service analysis.  Additionally, Interstate 

requested flexibility in certain of its rates.  On December 20, 2012, the Commission suspended 

the effective date pending an investigation.  At a pre-hearing conference conducted on December 

27, 2012, the parties had no objection to the Town of New Shoreham’s oral motion to intervene 

and after consideration by the Chairman, the Town was granted full party status. 

 The instant rate case filing represents Interstate’s fourth such filing in the last seventeen 

years.  A brief history follows: 

Docket  Date Filed Increase Requested Allowed Increase Revenues 

2484  10/25/96 $1,907,026  $1,171,000  $6,208,285 

3573  12/2/03 $2,750,712  $1,456,061  $8,804,337 

3762  7/31/06 $2,438,522  $1,100,694  $9,158,501 
 

                                                 
1 In his pre-filed testimony, Joshua Linda, Vice President of Interstate, requested the Commission expedite the filing 
such that rates could be in effect on May 24, 2013, the Friday of Memorial Day Weekend, the start of the 2013 
summer season.  Interstate Exhibit 2 at 9. 
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4373  11/27/12 $1,302,177  $   579,388  $9,607,671 
 
II. Interstate’s Direct Case 

 In support of its filing, Interstate submitted the Pre-Filed Testimony of Joshua Linda, 

Vice President of Interstate, Walter E. Edge, Jr., Vice President of the firm B&E Consulting, 

LLC, and David G. Bebyn, President of B&E Consulting, LLC.  Mr. Linda provided an 

overview of Interstate’s operations, including a summary of the modifications made to the ferry 

terminal in Point Judith since the prior rate case.2  Summarizing his perspective on the need for 

the rate increase, Mr. Linda pointed to increased fuel costs, a decline in passenger and bike 

revenues resulting from competition, and commencement of a new fast ferry service between 

Newport and Block Island which is expected to earn a profit in its third year of operation.3  Mr. 

Linda asserted that Interstate is “no longer a monopoly in the true sense”, citing the availability 

of two summer fast ferries, one from New London, CT and one from Long Island, and a new fast 

ferry between Quonset, RI and Martha’s Vineyard.4  According to Mr. Linda, “[t]he fight for 

summer tourist dollars (which heavily subsidize the lifeline ferry service we run to Block Island 

year round), is a tough one and we must keep up” through the use of creative strategies.5   

In order to meet the challenge, he indicated that Interstate is expanding its fast ferry 

service between Newport and Block Island and proposing discounts and special offers to attract 

additional ridership during the slower mid-week period.  He also stated that Interstate has 

purchased the MV Southland, a tour boat that is no longer operating.  The rebuilding and 

upgrading of the vessel is taking place in-house at Interstate’s Montville Shipyard and when 

completed, will return to Galilee to provide tours within the Point Judith Pond and the Point 

                                                 
2 Interstate Exhibit 2 (Pre-Filed Testimony of Joshua Linda) at 3-4. 
3 Id. at 5-6. 
4 Id. at 7. 
5 Id. 
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Judith Harbor of Refuge.6  The plan also includes potentially offering evening cruises and 

charters.  The purpose of this is to compete with the Narragansett Bay lighthouse tours currently 

operating.7 

Mr. Edge’s testimony was in support of the cost of service and revenue requirement for 

the Rate Year ending May 31, 2014 using a Test Year ending May 31, 2012.  Noting that this is 

the first general rate filing following a six-year rate plan during which many rates were held 

constant, Mr. Edge indicated that the purpose of this rate case was to realign rates with costs and 

to allow the traditional service to earn a profit without subsidization by the high speed ferry 

service.8  According to Mr. Edge, the rate increase is needed due to an annual loss by the 

traditional ferry service that was only made up through the profits of the high speed ferry.  

Without those profits, according to Mr. Edge, the rate plan would not have succeeded.9  The 

other main issues in the rate case include fuel costs and rate base assets.  In addition, he 

performed a review of Interstate’s freight rates and cost allocations.10 

Mr. Edge summarized Interstate’s traditional ferry revenue sources, noting that in the 

Test Year, approximately 92% of the revenues was from regulated tariffs.  The remainder came 

primarily from Bar Revenues (5.1%) and Miscellaneous Charter Revenue (1.4%).  Over the past 

four rate cases, the regulated rates accounted for between 90.6% and 92.1% of Interstate’s 

revenues, Bar Revenues around 5%, and Miscellaneous Charters between 1.3% and 3.0%.  Mr. 

Edge’s analysis excluded approximately $2,000,000 of fast ferry passenger revenue.11  After 

reviewing Interstate’s revenues for the period FYE May 31, 2008 through FYE May 31, 2012, 

                                                 
6 Mr. Linda testified that doing the annual maintenance and related vessel work in-house at the Montville Shipyard 
saves ratepayers nearly $1 million per year.  Id. at 8. 
7 Interstate Exhibit 2 at 7-8. 
8 Interstate Exhibit 3 (Pre-Filed Testimony of Walter Edge) at 2. 
9 Id. at 6. 
10 Id. at 6-7. 
11 Id. at 8. 
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Mr. Edge concluded that Interstate’s overall traditional service revenue has been fairly flat and 

“the traditional service has for the most part not covered the traditional service expenses during 

this period.”12   

Mr. Bebyn had made twelve adjustments to normalize the Test Year.13  Mr. Edge left 

revenues at Test Year levels, making only two adjustments, one to reflect a proposed level of 

subsidy to the lifeline from the Fast Ferry operations and one to reflect the expected net revenues 

and expenses related to the new fast ferry service between Newport and Block Island provided 

by the MV Islander.14  Mr. Edge’s expense adjustments to the Adjusted Test Year to arrive at 

Rate Year expenses totaled $845,388, of which fuel accounted for $438,908.15  The next four 

largest adjustments were to Payroll at $172,534, Employee Insurance at $102,708, Rate Case 

Expense at $93,333, and Federal Taxes $86,078.  These were offset by a reduction in 

Depreciation of ($210,222).  The remaining $162,049 in expense adjustments included wharfage, 

crew expenses, advertising, telephone, credit card administrative fees, profit sharing, and 

employment taxes.16  In calculating payroll increases, Mr. Edge increased the Adjusted Test Year 

amount by 3.0% annually for the Interim Year and Rate Year as it has been Interstate’s goal to 

limit salary increases.17  Rate Year Health care benefit expense was calculated by increasing the 

interim year by 15%, the same change between the Test Year and interim year.18  Mr. Edge 

calculated $280,000 in rate case expense and then amortized it over three years for a Rate Year 

expense in rates of $93,333.19 

                                                 
12 Id. at 9. 
13 Interstate Exhibit 4 (Pre-Filed Testimony of David Bebyn) at 3-5. 
14 Interstate Exhibit 3 at 9-10. 
15 Id. at Schedule WEE-3. 
16 Id. 
17 Interstate Exhibit 3 at 11. 
18 Id. at 12. 
19 Id. at 22-23. 
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Discussing the fuel cost adjustment, Mr. Edge explained that currently, in base rates, 

Interstate has $2.00 per gallon for fuel to run the vessels.  There is a statutory emergency fuel 

surcharge that is allowed to be charged when costs in the prior month exceed the embedded rate.  

He explained that while very helpful to Interstate, it has some drawbacks.  For example, because 

it is a surcharge based on the prior month’s costs, it does not accurately charge those using the 

service at the time of high costs.  In addition, because there are fewer passengers during the non-

summer months, the effect is a penalty on year-round residents because the surcharge applies to 

passenger and vehicle rates.  Finally, because the emergency fuel surcharge only applies to 

passengers and vehicles, freight charges do not reflect the appropriate fuel costs associated with 

its transport.  Therefore, Interstate recommended increasing the fuel costs recovered through 

base rates from $2.00 to $3.00.  He noted that this increase is still approximately $218,092 less 

than was recovered through the fuel surcharge in the Test Year.  Other than this adjustment, fuel 

was kept at Test Year fuel consumption.20 

Turning to Rate Base and Rate of Return, Mr. Edge explained that rate base relates to a 

public utility’s net investment in fixed assets plus working capital and adjustments.  Interstate’s 

net utility plant represents the vast majority of the rate base.  The net utility plant is the original 

cost less depreciation.  Mr. Edge described his calculation of the average rate base for the Rate 

Year based on adjustments to the Test Year for purchases and depreciation.  Interstate has not 

requested working capital.  Next, Mr. Edge indicated that he projected the rate year debt and 

equity and calculated the weighted cost of debt and equity using “appropriate interest rates and 

[his] proposed return on equity.”21  The return on equity was based on that which was approved 

                                                 
20 Id. at 20-21.  In response to COM-1-3 and COM-5-1, Interstate indicated that in no month since January 2011, 
was the price of fuel below $3.00 per gallon.  Fuel had only been below $3.25 two times in the period January 2011 
through March 2013.  Commission Exhibits 2 and 5. 
21 Interstate Exhibit 3 at 24-25. 
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in the last rate case.  Mr. Edge stated that neither traditional methodology (Discounted Cash 

Flow or Capital Pricing Model) can be appropriately applied due to the unique nature of 

Interstate’s business.22 

Turning to rate design issues, Mr. Edge provided a historical account of various rate 

design decisions that had been made in past cases including the determination that there was 

little, if any basis for the round trip passenger discount, the determination that vehicle rates were 

too low compared to passenger rates, resulting in higher increases to the former rates compared 

to the latter, and the implementation of commuter rates.  The result in the last rate case was a 

five-year rate plan that was extended by one year.  During this period, according to Mr. Edge, 

rates became more disconnected from the cost of service.  Therefore, because the Town had 

requested a review of Interstate’s freight rates and because of the level of subsidy from the fast 

ferry service, new to Interstate six years ago, according to Mr. Edge, “it appears that this is a 

great time to establish a new rate design.”23 

Mr. Edge explained how he and Mr. Bebyn arrived at the determination to utilize the 

square footage of each vessel and allocate the space to the various rate groups (passenger, trucks, 

cars, freight, bicycles, mail and so on).  They then took the total of all vessels and services 

provided to get a total square footage by service provided.  Next, they weighted the square 

footage amounts by the number of trips made by each vessel.  The percentages at which they 

arrived were used to calculate the amount of revenue to be collected from each service.24  Mr. 

Bebyn then created the allocation factors to properly allocate administrative and operational 

costs to each service.25 

                                                 
22 Id. at 25-26. 
23 Id. at 27-29. 
24 Id.at 30-32. 
25 Id. at 32; Interstate Exhibit 4 at 6-10. 
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In addition to the completion of the cost allocation study, Mr. Edge explained that 

Interstate was proposing changes to the freight categories and rates for particular items.  

Interstate also proposed the elimination of the commuter rate discount as not cost justified.   He 

stated that what had started as a $3.00 discount had more than doubled despite the fact that it 

costs the same amount to transport commuter customers as non-commuter customers.  He made 

the same argument for the commuter vehicle rate where the discount had grown from $2.95 to 

$22.80.  Similarly, Mr. Edge indicated that there was no cost justification for the continuation of 

the same day round trip discount.  He noted that elimination of this provision would provide 

flexibility to customers in making their trip selections, especially with the addition of the new 

Newport run.26 

However, Mr. Edge did promote a tariff revision that would allow Interstate flexibility in 

pricing through discounts during summer weekday periods when travel is traditionally lower.  

This pricing flexibility includes non-rate promotions like a free hotdog with the purchase of one 

adult and one child ticket to weekday discounts of up to 25% during the period May through 

September.  According to Mr. Edge, he believed this pricing flexibility could increase ridership 

to the point of increasing revenues.  While the effect of this new policy could not be accurately 

projected, he stated that if profitable, the benefit would go to the ratepayers and losses absorbed 

by the shareholders until the discounts and promotions were discontinued.27 

Finally, Mr. Edge discussed the replacement of the MV Nelseco with the fast ferry MV 

Islander on the Newport to Block Island run.  Explaining that this will eliminate all revenue and 

expenses related to the MV Nelseco and will necessitate the inclusion of those related to the MV 

Islander.  All revenues are based on estimates for the new service and will likely result in a loss 

                                                 
26 Interstate Exhibit 3 at 33-35. 
27 Id. at 35-36. 
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in the first year.  However, according to Mr. Edge, setting the rates too high would be a bad 

business decision.  Therefore, the proposed $25 rate is based on Interstate’s assumptions and on 

a comparison of other similar ferry services in the region, analysis of which suggested that the 

rate should be between $18.50 and $35 each way.  The $25 is equivalent to the discounted 

weekday rate charged between Cape Cod and Nantucket.28  The calculation of expenses related 

to the MV Islander was based on those of the MV Athena, Interstate’s current fast ferry between 

Point Judith and Block Island.29 

III. Proposed Stipulation and Settlement30 

 On March 13, 2013, Interstate and the Division (“Settling Parties”) filed a proposed 

Stipulation and Settlement (“Settlement”).31  The Town was not a party to the Settlement.  The 

Settling Parties agreed to a rate increase designed to produce $579,388 of additional base rate 

revenues per year, including an increase in the base fuel price to $3.25 per gallon (including 

taxes) against which to implement any necessary fuel charge for effect on May 24, 2013.  The 

parties agreed to continue the commuter rate discounts for customers meeting the currently 

approved eligibility criteria.32   

Following the first year of the effective rates, under the Settlement:  

Interstate shall be authorized to apply to the Commission from time to time to change 
[certain] rates…and with Commission approval, to implement such changes on thirty (30) 
days’ notice.  The Division, except in extraordinary circumstances, will not object to any 
such changes, will not recommend any suspension by the Commission beyond the thirty 
(30) days’ notice, and will not request compliance with any traditional rate filing 
requirements other than the thirty (30) day notice.  Pursuant to this authorization, 
Interstate has the pricing flexibility to increase certain rates after the Rate Year Period to 
a level not more than 10% higher than the rate established for the Rate Year Period or to 
decrease certain rates after the Rate Year Period to a level not more than 20% lower than 

                                                 
28 Id. at 36-37. 
29 Id. at 37-38. 
30 The Division did not submit Pre-Filed Testimony in this matter. 
31 A copy of the Stipulation and Settlement is attached hereto as Exhibit A. 
32 Settlement at pp. 2-3. 



 

9 
 

the rates established for the Rate Year period….Notwithstanding the foregoing, rates 
applicable to commuters, commuter vehicles, and freight shall not be increased for any 
rate increases authorized pursuant to this paragraph.33 
 

Under this provision, rates proposed by Interstate would be effective on May 24 of the particular 

year in which they are proposed.  After the rate year set in this docket, effective May 24, 2013, 

Interstate may file a traditional cost of service rate case and/or the Division may file a complaint 

to reduce rates.34 

 Under the Settlement, Interstate is required to file annual earnings reports with the 

Commission by November 15 each year for the prior FYE May 31st, commencing with FYE May 

31, 2014.  Interstate’s capital structure was settled at 74% Debt and 26% Equity with an allowed 

Return on Equity (“ROE”) of 11%.35  “Any annual earnings as calculated in the Earnings Report 

over 100 basis points (1.00%) above the authorized return on equity of 11.0% will be shared with 

customers….”36  The Settlement provided that earnings above 12% will be shared 50% for 

shareholders and 50% for ratepayers in a manner to be agreed upon by Interstate and the 

Division, subject to Commission review and approval.37 

 Addressing Fast Ferry Rates and Terms and Conditions, the Settlement authorizes 

Interstate to request rate changes and changes to terms and conditions from the Commission with 

thirty (30) days notice without suspension absent extraordinary circumstances.  However, the 

rates on the fast ferry service between Newport and Block Island are limited to a cumulative 

change of $5.00 for a one way trip or $10.00 for a round trip.38  The Earnings Reports will 

include pre-tax profits earned by Interstate’s Fast Ferry MV Athena.  The revenues, expenses, 

                                                 
33 Id. at 3-4. 
34 Id. at 4. 
35 Id. 
36 Id. at 5. 
37 Id. 
38 Id. at 5-6. 
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and investment for the fast ferry service between Newport and Block Island using the MV 

Islander will be included in the traditional service earnings reports.39   

The Base price for fuel to be included in the revenue requirement for traditional ferry 

service was increased to $3.25 per gallon.  In the event the average price of purchased fuel in any 

month is less than $3.25 per gallon, Interstate is required to “accrue a reserve equal to the 

volume of fuel purchased in that month times the difference between the actual average price and 

the Base Price.”40  Interstate may still apply for a Fuel Factor in the event the average purchased 

price of fuel is greater than $3.25 in a month.  However, if there is a credit balance in the reserve, 

it shall be applied to offset the Fuel Recovery before a Fuel Factor is implemented.41  If the 

reserve account accrues a credit balance in excess of $150,000 for any rolling three month 

period, Interstate will consult with the Division to propose a mutually acceptable method of 

crediting customers for the balance, subject to Commission review and approval.42 

Interstate will continue to fund a Homeland Security reserve account during the rate year 

with an expense of $315,000.  However, “[a]ny capital expenditures in excess of $50,000 will be 

charged to the appropriate plant account or accounts and not against the accrued reserve for 

Homeland Security.”43  Rate case expense will be amortized over three years for purposes of 

Interstate’s earnings reports, with full amortization recognized as of May 31, 2016.  Interstate 

will keep using the depreciation accrual rates that were in effect May 31, 2012.44  In anticipation 

of the sale of the MV Nelseco, the Settlement provided for a five year amortization period.  

                                                 
39 Id. at 6. 
40 Id. at 7. 
41 Id. The Fuel Recovery is the fuel cost eligible for recovery where the average price of purchased fuel exceeds the 
Base Price of $3.25 per gallon in any month.  Id. 
42 Id. at 7-8. 
43 Id. at 8. 
44 Id. at 8-9 
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Interstate was required to file a report upon the closing of the sale.45  Finally, Interstate’s cost of 

service includes a $70,000 annual pension expense which is required to be funded within thirty 

days following the end of the fiscal year and is an annual funding commitment unless altered by 

the Commission.  Interstate is required to file documentation with the Commission regarding 

funding.46 

IV. Town’s Direct Testimony 

 On March 25, 2013, the Town submitted the Pre-Filed Direct Testimony of Richard La 

Capra, its consultant.  Mr. La Capra recommended that “the Commission accept the basic terms 

of the proposed settlement and consider three terms not addressed by the settlement.”47  He 

confirmed that “the Town is in agreement with all the financial and commercial terms of the 

agreement as filed.”48  He proposed that the Commission require Interstate to maintain, at a 

minimum, its current level of service during the non-summer months.   

Next, he proposed that Interstate be given additional pricing flexibility with a bandwidth 

of 20% in each direction on non-commuter and non-freight rates rather than the proposed 

flexibility to allow up to a 10% increase and 20% decrease.  Mr. La Capra clarified that the 20% 

bandwidth the Town is proposing should not apply to the truck rates after the first 10% allowed 

under the Settlement.  Mr. La Capra stated that “most of the freight to the island is taken over by 

truck” and that “loose freight tariff(s) actually apply only to a minority percentage of goods 

being brought to the island.”49  He stated that “the Town understands that it has been some time 

since there has been an increase in freight charges.  As a result of the Town’s review of the 

Company’s original filing as modified by discussion between the Division and Company, the 

                                                 
45 Id. at 9. 
46 Id. 
47 Town of New Shoreham Exhibit 1 (Pre-Filed Testimony of Richard La Capra) at 3. 
48 Id. at 5. 
49 Id. at 7. 
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Town will reluctantly accept the proposed 34% increase.”50  He noted that this was a difficult 

decision for the Town since the cost of moving goods to the island “uniquely affects the town’s 

residents and businesses, essentially raising the cost of virtually everything.”51  For this reason, 

and because the number of freight rate categories have increased over time, he proposed that “the 

Commission order the formation of a collaborative consisting of the Division, the Town and the 

Company to review the system of freight charges and, if needed, select and retain an outside 

expert to review the options for streamlining and simplifying the Company’s current freight 

tariffs” with any changes to freight rates being revenue neutral.52 

V. Public Comment 

 On April 4, 2013, the Commission conducted a public hearing at the New Shoreham 

Town Hall on Block Island for purposes of taking public comment.53  Nineteen members of the 

public provided oral comments.  Generally, the speakers recognized the importance of the fiscal 

stability of the ferry service to and from the island.  For the most part, the members of the public 

expressed approval of Interstate’s management and suggested that the company acts as a good 

corporate citizen.  The main issues of concern to the year-round island residents centered on the 

effect of increased freight rates, the effect of the reduction of non-commuter car rates, and the 

reduction of the commuter rate discount.  The commenters expressed concern that the increases 

to the freight rate translates to immediate increases in commodity prices.  According to several 

members of the public, Block Island wishes to discourage people from bringing cars onto the 

island in the summer and the reduction in car rates is contrary to that desire.  They questioned 

whether there really had been a reduction in the number of cars brought over to the island in the 

                                                 
50 Id. at 9. 
51 Id. at 9. 
52 Id. at 3-4, 9-11. 
53 Tr. 4/4/13. 
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summer of 2012.  There was also concern with the complexity of the freight rate schedule.  

Finally, there was a question concerning the veracity of the charter revenues, whether Interstate 

needed the number of ferries it possessed, and whether there was enough review of seemingly 

affiliated transactions. 

V. Town’s Supplemental Filing 

 On April 18, 2013, the Town of New Shoreham submitted Supplemental Testimony of 

Mr. La Capra in which he stated that “the bulk of the [rate] increase has been shifted to the 

residents [of the Town] in the form of higher commuter fares and freight and truck rates.”54  

According to Mr. La Capra, a “simple solution” would be to introduce summer peak rates and 

off-season rates.55 

VI. Review of the Settlement 

On April 23, 2013, a Technical Record Session and public hearing were each held at the 

Commission’s offices, 89 Jefferson Boulevard, Warwick, Rhode Island, for the purpose of 

reviewing the Settlement.  The Commission also accepted additional public comment.56   

A. Technical Record Session 

The purpose of the Technical Record Session format was to provide a forum to gain a full 

understanding of the proposed Post Rate Year Period Pricing Flexibility provisions of the 

Settlement and to ensure the parties were in agreement with what was being proposed to the 

Commission and the mechanisms by which it would be implemented.57  Of particular interest 

was the 30-day review of proposed rate changes under the pricing flexibility provisions.  The 

                                                 
54 Town of New Shoreham Exhibit 2 at 3. 
55 Id. at 4-5. 
56 Mr. Paul Filippi, who gave public comment on Block Island, submitted a letter to the Commission, again raising 
concerns over perceived affiliated transactions, suggesting the Commission modify Interstate’s commuter rate 
eligibility requirements, arguing that such restrictions are unconstitutional, again questioning the reported charter 
revenues, again raising the need for the current and proposed ferry fleet, and questioning the propriety of lease terms 
of the Block Island Ferry Terminal.  Technical Record Session Tr. 4/23/13 at 2-8. 
57 Id. at 8-9. 
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Settlement states, “The Division, except in extraordinary circumstances, will not object to any 

such changes, will not recommend any suspension by the Commission beyond the 30 days 

notice, and will not request compliance with any traditional rate filing requirements other than 

the 30 day notice.”58  A review of the Minutes of the Town of New Shoreham’s Town Council 

Meeting held on March 20, 2013 suggested that Mr. La Capra expected the Division would be 

reviewing rate changes if they are sought and he had “great faith in the Division’s ability to 

crunch numbers.”59   

In his response to a Commission data request, Mr. Edge stated that he would expect to 

file the reason for the proposed change, the estimated financial impact of the change on revenue, 

projected impact of the change on profit and rate of return, new tariffs, and the public notice.60  

In response to another data request, Mr. Edge had clarified that “[i]t was the intent of the 

settlement to allow one or more of the non-lifeline conventional rates to change at a given time.  

No discussions were had regarding the possibility of some rates increasing while one or more 

rates decreased, but we believe that would be part of the flexibility given to Interstate, subject to 

Commission approval.  Of course, the filing would have to explain why it was appropriate.”61   

At the Technical Session, Mr. Edge indicated that the parties to the Settlement had not 

discussed the content of the filings that would be made under the rate flexibility plan.  He 

explained that it was not Interstate’s intent to lower one set of rates and increase another in the 

same filing, although it would be allowed under the Settlement.  After some discussion of the 

+10%/-20% bandwidth, it was finally agreed by the parties that Interstate could conceivably 

lower a set of rates by 20% in one year and then raise them by 30% in the next under the 

                                                 
58 Id. at 9-10. 
59 Commission Exhibit 7 (Town’s Response to the Commission’s First Set of Data Requests). 
60 Commission Exhibit 4 (Interstate’s Response to Commission’s Third Set of Data Requests) at COM-3-2. 
61 Commission Exhibit 4 at COM-3-3. 
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Settlement.62  It was also agreed that unless Interstate needed to exceed the bandwidth, there was 

no time limit on the rate changes allowed by this particular provision of the Settlement.63  

Interstate’s attorney agreed that nothing in the Settlement prevents the Commission from 

suspending a rate filing made under this provision if the Commission was concerned about the 

rationale or the rate adjustment being proposed.64  Interstate agreed that it could make the 

proposed rate change sixty (60) days prior to the proposed effective date rather than thirty (30) 

days in order to give the Commission more time to review the proposal.65 

David Effron, a Division consultant, suggested that he could not imagine any rate change 

proposal under the Settlement provision that would be inappropriate as long as Interstate’s filing 

was within the parameters established by the Settlement.66  However, Mr. Edge suggested that if 

Interstate filed to increase non-commuter passenger revenue by $200,000 despite having made 

their authorized rate of return, the Division may have a basis for objecting.  Mr. Edge confirmed 

that with eleven months of revenue and expense information, he could reasonably project 

Interstate’s earnings for the fiscal year prior to filing for a rate change and would be willing to 

include such a projection in Interstate’s request for a rate change if the Commission ordered it.  

He did not disagree that even if he filed sixty days before the proposed rate change, he would 

still have a good indication of Interstate’s profits for that year.67  Addressing the effect of the fast 

ferry, Athena, on the overall operations of Interstate, Mr. Edge and Mr. Effron agreed that the 

Athena operations have subsidized the traditional ferry operations to the point where Mr. Edge 

stated, “if the Athena’s profitability puts us over 12 percent…then we would be sharing that with 

                                                 
62 Technical Record Session Tr. at 27-32. 
63 Id. at 31. 
64 Id. at 33-34, 47-48. 
65 Id. at 51. 
66 Id. at 14-16. 
67 Id. at 35-38, 51. 
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the ratepayers.  If the Athena doesn’t do what it usually does and we lose money, we won’t make 

our authorized rate of return.”68 

Speaking for the Town, Katherine Merolla, Esq., Town Solicitor, indicated that the Town 

supported the rate flexibility.  The Town’s witness, Everett Shorey,69 stated that the Town 

supported the flexibility as a way to allow Interstate to run as a business in order to build traffic 

and provide a potential benefit to the lifeline services.70  He stated, “we think this is an 

opportunity for them to experiment and run the business and try and figure out how to 

accomplish some of the things in a competitive market that we’re seeing.”71  Mr. Effron added 

that assuming Interstate’s management is rational, “they’re going to use pricing flexibility to 

maximize the contribution from what [Interstate’s attorney] has described as competitive service.  

To the extent that they can do that and avoid seeking more traditional type rate increases, we 

think that would be beneficial to the lifeline customers.”72   

B. Hearing 

After the conclusion of the Technical Record Session, the Commission convened an 

evidentiary hearing wherein all witnesses were sworn and testimony was taken regarding the 

propriety of the Settlement.  The following appearances were entered: 

FOR INTERSTATE NAVIGATION:  Michael McElroy, Esq. 
 

FOR THE TOWN OF NEW SHOREHAM: Katherine Merolla, Esq. 
 
FOR DIVISON:     Leo Wold, Esq. 
       Assistant Attorney General  
 
 

                                                 
68 Id. at 41-42. 
69 Mr. La Capra became unavailable for the hearing so the Town substituted Mr. Shorey who had worked with Mr. 
La Capra on his testimony.  See Technical Record Tr. 4/23/13 at 43. 
70 Technical Record Session Tr. 4/23/13 at 42-43. 
71 Id. at 43. 
72 Id. at 43-44. 
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FOR COMMISSION:    Cynthia G. Wilson-Frias, Esq. 
        Senior Legal Counsel 
 

Mr. Edge, Mr. Bebyn, Mr. Linda, and Mr. Effron were presented by Interstate and the 

Division in support of the Settlement.  Each of the witnesses testified that in his opinion, the 

Settlement was reasonable and in the best interest of ratepayers.  Mr. Effron noted that of the 

$579,388 increase, approximately $495,000 reflects the increase to the fuel costs embedded in 

base rates.  The remaining increase related to increased operating revenue, comprises less than 

one percent of the present tariff rate revenues.73 

On cross-examination, Mr. Edge agreed that the number of cars in 2012 was lower than 

in 2011 and 2010.  He stated that Interstate had not analyzed whether this was the result of a 

reduced number of weddings on Block Island in 2012 or the effect of changes to race week in 

2012.  He conceded that while Interstate believed car rates had reached a “tipping point” which 

resulted in lower usage, there had been no studies performed.  However, he stated the proposed 

decrease was supported by the cost allocation study performed.74  He later elaborated that the 

cost allocation study showed that based on a square footage analysis, cars were priced $16 in 

excess of the cost of service and became the starting point of setting those rates.  He believed 

that the settled $9.85 reduction was a reasonable cost for the rate year.75  In response to a 

question from the Commission, he indicated that in the summer of 2012, there had been 5,000 

extra spaces.76 

                                                 
73 Hearing Tr. 4/23/13 at 83. 
74 Id. at 8-9. 
75 Id. at 46-48. 
76 Id. at 48.  Interstate’s Response to Commission Data Request 4-1 provided an analysis to support the 
representation that in the summer of 2012, Interstate carried 5,323 fewer vehicles than in the summer of 2011.  The 
analysis showed that the summer of 2012 was lower by more than that number for each of the most recent eight 
summers, despite no corresponding decrease in passenger travel.  Commission Exhibit 5 at COM-4-1. 
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Addressing a perceived change in the commuter eligibility rules, Mr. Edge confirmed that 

the commuter eligibility rule that was approved by the Commission in 2007 is the eligibility rule 

that has been used by Interstate and is the same rule being proposed in this filing.  Mr. McElroy 

clarified that while the rule that was included in the rate filing was a previously approved rule, 

the tariff in effect was the one approved by the Commission.  He reminded the Commission that 

the eligibility rule had been approved as part of a joint filing by Interstate and the Town of New 

Shoreham in order to make it consistent with Town ordinances setting forth residency criteria.77 

Addressing questions about charter revenue, Mr. Edge clarified that revenues related to 

Hurricane Sandy would not have been included in the Test Year.78  Mr. Edge also explained that 

“charter revenue used to be a much bigger number and there used to be a lot more charter 

revenue.”  The fuel that was taken to Block Island used to be all charter boats.  It can now go on 

a “per foot basis” and is included in truck revenue rather than in charter revenue.  Finally, charter 

revenue related to the fast ferry Athena is not included in the traditional rate filing.79 

With regard to the agreement to include a fast ferry margin of $481,986, the witnesses 

agreed it was a settled figure.  Mr. Edge characterized the margin “as if we’re guaranteeing a 

subsidy from the fast ferry, from the Athena operation, of $481,986.  This is basically the profit 

for the Athena….[and] is greater than the amount of the entire profit of the conventional service.  

In other words, without the subsidy, there would be no profit.  It also means for the last six years, 

no lifeline [rate]payer has paid one penny of profit to Interstate.”80  Mr. Effron did not entirely 

agree with Mr. Edge’s characterization, but maintained that the number was a negotiated 

number.  He agreed with Mr. Edge that the nature of the negotiations was predicated on the 

                                                 
77 Hearing Tr. 4/23/13 at 11-13. 
78 Id. at 13.  Hurricane Sandy hit the East Coast of the United States in late October 2012. 
79 Id. at 65-66. 
80 Id. at 15. 
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belief by the Division that the previously included margin of $208,357 was insufficient.  Mr. 

Edge indicated that he may have editorialized a bit in his previous response.81  Both witnesses 

agreed that all things being equal, as a general proposition, if the fast ferry margin was not 

included, rates from the traditional service would need to be higher.82  Mr. Effron elaborated that 

there are other ways to recognize the fast ferry expenses and revenues in the overall rate 

structure, but maintained that the inclusion of the margin from the fast ferry as a credit to the 

revenue requirement from the traditional ferry service is proper, recognizing “the integrated 

nature of the operation.”83 

Addressing a concern raised during public comment that freight rates were increasing 

more than is reasonable, particularly with regard to solar panels, Mr. Edge reviewed the schedule 

and noted that solar panels are actually decreasing by $11, despite the fact that it appeared to be 

an increase.  He indicated that the stated “prior” rate on the schedule that was being increased 

was actually lower than the current rate.84  Mr. Linda explained that freight handling is very 

labor intensive, requiring many employees, a lot of equipment, and time.  He stated that items 

need to be palletized, stacked, counted, loaded and unloaded.  It takes up a large percentage of 

car deck.85  He testified that “there is no magic solution to the freight, the tariffs of freight.”  He 

believed that Interstate’s freight tariff “is the best that we can bill freight at this time.”86  Mr. 

Edge added that based on his conversation with the freight manager, there are multiple rates for 

different types or sizes of items because of the unique handling requirements for each one.87  Mr. 

Effron testified that with the exception of one ROE adjustment under the prior rate plan, freight 

                                                 
81 Id. at 15-18, 70-72. 
82 Id. at 17-18. 
83 Id. at 68-70. 
84 Id. at 18-20. 
85 Id. at 20-21. 
86 Id. at 21. 
87 Id. at 21-22. 
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rates had not been increased since 2003.88  Mr. Edge added that because of the amount of time 

without an increase on freight, the cost of service study resulted in what should have been an 

80% increase for freight rather than the settled 34%.89 

Addressing another freight rate concern, namely that it will cause groceries to increase by 

34% on the Island, recollecting Mr. La Capra’s testimony that “most of the freight to the island is 

taken over by truck”, Mr. Edge testified that the truck rate is not going up by 34%.  Under the 

Settlement, the truck rate would increase by 9%.  The effect on a 70-foot truck would be a $35 

increase.  Mr. Edge opined that if a 70-foot truck could hold $7,000 of merchandise, the rate 

would cause an increase of 0.5% on the merchandise.90  He noted that there are two grocery 

stores on the Island, owned by one person who provided public comment at Block Island and she 

owns trucks which she uses to transport the goods to the Island.91  He argued that the total 

increase expected from trucks is $272,000 which is less than $1,000 per day, equating to less 

than $1 per day for year-round residents even before assuming the influx of summer tourists and 

residents.92 

Addressing rate impacts, Mr. Effron noted that while it appeared commuter rates were 

increasing by 52%, these are base rates and do not include the fuel surcharges that have been 

added every month between May 2011 and April 2013.  The new base rate will include a higher 

embedded fuel cost to better reflect actual fuel prices paid by Interstate.  Based on a review of 

those prior two years, in one month in the summer, commuter customers may see an increase as 

                                                 
88 Id. at 44-45. 
89 Id. at 56. 
90 Id. at 55-56. 
91 Id. 
92 Id. at 56. 
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high as 44% from current rates, but in the winter months, they will experience reductions of 

approximately 10% from current rates.93 

Turning to the question of seasonal or peak rates, Mr. Edge testified that Interstate had 

never done such a cost study.  He stated that such a study would be made up of multiple cost 

allocation studies that would result in a larger one.94  Mr. Bebyn added that from a ratemaking 

practice “when you’re talking cost causation when we’re looking at something like a seasonal 

rate for the summer, you’re trying to match up additional cost during, like a summer period, not 

unlike if you look at Block Island Power Company.”95  However, whereas Block Island Power 

Company’s facilities have to be designed larger to meet the increased summer demand, Interstate 

has similar overhead regardless of whether it is running full in the summer or fairly empty in the 

wintertime.  He opined that the study may show that the seasonal rate should be higher in the 

winter than in the summer.96 

Mr. Edge argued that it may be inappropriate in a regulated setting to charge more on 

high demand days where the cost of service is not supportive of such a mechanism.  However, 

not disputing that Interstate had argued that it is not a true monopoly anymore, he noted that the 

discussion is interesting and maintained from a policy perspective that it may be appropriate to 

provide tourist or service-type discounts to increase off-peak usage, but continued to stress that 

he does not believe there should be higher prices in the summer when the cost of serving 

customers is lower.  He stated, “subsidization by one ratepayer class to another ratepayer class is 

frowned upon in utility ratemaking.”97  Interstate’s proposed tariffs allow for additional 

discounts and non-rate incentive promotions during traditionally lower-usage days in the 

                                                 
93 Id. at 22-25.  Commission Exhibit 6 at COM-5-2. 
94 Hearing Tr. 4/23/13 at 58-59. 
95 Id. at 59. 
96 Id. at 59-60. 
97 Id. at 62-63. 
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summer.98  Mr. Edge testified that these promotions will be tracked to determine the effect on 

revenues.99 

Discussing the MV Southland, the tourist boat, Mr. Edge testified that there is no money 

in rates for the crew, maintenance, fuel, or any other expenses beyond insurance.  However, the 

Southland is included in rate base.  To the extent it turns a profit, it will benefit ratepayers.  

However, if it loses money, there will be no charge to ratepayers.100 

The Town presented Everett Shorey in support of its position.  Mr. Shorey adopted Mr. 

La Capra’s pre-filed testimony to which there was no objection.  Mr. Shorey confirmed that the 

Town was not seeking the Commission to approve continuation of the current non-summer 

schedule as written, but to require preservation of the non-summer level of service.  With regard 

to the costs associated with the Town’s proposed collaborative freight study, he stated that they 

should be included in rates.  However, he indicated the Town had not prepared any cost 

estimates.101 

VII. Commission Findings 

 At an Open Meeting on April 29, 2013, the Commission approved the Settlement and the 

corresponding rates, finding them to be in the best interests of ratepayers.  The Commission finds 

that the Settlement provides an appropriate balance between all ratepayers and Interstate and 

moves Interstate’s rates closer to the actual cost of service.  The Commission notes that the vast 

majority of the revenue increase (85%) is related to the inclusion of a more market-based fuel 

cost than was embedded in the prior rates.  Fuel costs embedded in current rates no longer reflect 

the reality where fuel has not been below $3.00 per gallon in two years, with only two months 

                                                 
98 Id. at 64. 
99 Id. at 64-65. 
100 Id. at 80-81. 
101 Id. at 91-92. 
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seeing fuel below $3.25 per gallon.  This inclusion is appropriate to better match the base rate to 

the actual cost of service, providing an overall benefit to year-round users of the ferry.  Only a 

small portion of the revenue increase (15%) is related to non-fuel related expenses and Interstate 

is to be commended for operating its business within the parameters of the prior Settlement and 

seeking ways to increase discretionary usage in order to protect the lifeline service without the 

need for a large revenue increase.  While it appears that Interstate’s success is largely due to the 

fast ferry MV Athena service, Mr. Effron is correct that the crediting of the traditional service 

with revenues from the Athena is appropriate because it properly recognizes the “the integrated 

nature of the operation.”102  

The procedures put in place to change rates after the Rate Year within the +10%/-20% 

bandwidth provide the Company with the ability to exercise its management discretion and 

respond more efficiently to market forces impacting the more discretionary portions of its 

business, namely, the non-lifeline portions of the business.  If Interstate acts rationally, this 

somewhat supervised flexibility could allow Interstate to maximize its discretionary revenues in 

order to avoid the cost and time of traditional rate filings, benefitting the Company and 

ratepayers, alike.  Interstate’s attorney represented that Interstate could file its Post Rate Period 

rate changes sixty (60) days prior to the proposed effective date rather than thirty (30) days.  The 

Commission accepts the change.  Additionally, Mr. Edge testified that if the Commission 

ordered it, the Post Rate Period filing could include the projected earnings for the fiscal year 

ending that May.  Therefore, in addition to the items included in Mr. Edge’s response to 

Commission Data Request 3-2, the Commission orders the inclusion of that projection in any 

such future filing. 

                                                 
102 Id. at 68-70. 
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In this case, the Commission also recognizes the changing nature of the market against 

which Interstate is competing for tourist dollars.  Therefore, the flexibility provided by Rule No. 

90 of Interstate’s tariff allowing Interstate to offer promotional discounts on Monday through 

Thursday during May through September, will hopefully allow Interstate to actually increase its 

overall revenue by enticing additional ridership during the slower days of the high-use months.103  

This would allow Interstate to avoid further rate increases on the lifeline services.  Given the fact 

that Mr. Edge agreed the Company would be tracking the promotional offerings and related 

customer response, the Commission will require Interstate to provide the Commission, on an 

annual basis, to be filed at the same time as its earnings report, a summary of the promotions 

offered, when they were offered, the number of passengers who bought tickets using the 

promotion, and the total number of passengers for the period.   

 The Commission is keenly aware of the Town’s residents’ concerns with the reduced 

commuter rate discount and the freight rate increases, despite the fact that the Town’s initial 

testimony supported the rate terms, albeit reluctantly with regard to the freight changes, 

recognizing the length of time during which residents enjoyed rates lower than the associated 

costs.  The Commission has a history of encouraging rates that are set in accordance with the 

cost of service and has consistently attempted to set rates accordingly, recognizing that there are 

times when public policy dictates a small departure, such as to avoid rate shock or to recognize 

the unique position of a class of ratepayers, such as commuters.104  Freight rates have not 

                                                 
103 While this rate flexibility may not be cost based, it is being designed such that the shareholders take the risk of 
loss and the ratepayers receive the benefit of gain.  In addition, it is designed to further protect the lifeline service, an 
important policy goal.  While this policy goal may be met through the use of peak and off-peak rates as suggested by 
the Town, the Commission cannot implement a broad-based structural change to rate design without an appropriate 
cost study of the type described by Mr. Edge and Mr. Bebyn at the hearing.  Such a study was not filed in this case 
and is not currently before the Commission for consideration. 
104 See Order No. 17820, In re Pascoag Utility District General Rate Filing (issued May 5, 2004) at 21, The 
Commission, in transitioning rates toward their cost of service, stated that “the Commission’s goal all along has 
been to match the cost of service to the user of the service….[and] that philosophically, the Commission should be 
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increased since 2003 and the uncontroverted evidence presented indicated that freight rates 

should have increased by 80%.  A 34% increase is consistent with the Commission’s policy of 

moving rates closer to their cost of service without causing rate shock to a class of customers.  

Likewise, while public policy may support the continuation of a commuter discount, where that 

discount cannot be supported by a cost of service study, it needs to be a controlled discount.  

This Settlement better realigns the public policy determination in favor of the commuter discount 

with the cost of service.105 

 Because the Commission strives to approve rates that are close to the cost of service, it 

will not approve a bandwidth greater than +10%/-20% for Interstate where the rate flexibility 

does not apply to all rates.  The non-commuter rates and non-freight rates are currently being set 

closer to their cost of service than the freight rates while the commuter rates continue to be a 

clear downward departure from their cost of service.  To allow a further increase to non-

commuter rates than is allowed under the Settlement while freezing the commuter rates would 

only serve to increase the disparity between comparative customer classes while at the same time 

maintaining the departure from the cost of service.  Therefore, the Commission finds the 

bandwidth contained in the Settlement to be reasonable. 

                                                                                                                                                             
moving toward bringing the rates close to the cost of service.”  See also Order No. 18364 In re: Block Island Power 
Company General Rate Filing), at 18, quoting Order No. 17820, In accepting the rate design proposal, the 
Commission notes that it is consistent with the Commission’s prior findings “that the Commission’s goal all along 
has been to match the cost of service to the user of the service… [and] that philosophically, the Commission should 
be moving toward bringing the rates close to the cost of service.”  See also Order No. 17344, In re: Providence 
Water General Rate Filing (issued January 23, 2003) at 24, stating, “In Commission Order No. 16552, the 
Commission reduced private fire rate and increased public fire rates in an attempt to bring each more in line with 
their respective cost of service and with each other.  Under that Order, the difference between the two rates was 
reduced from $595 to $532.104  The current decision furthers the Commission’s policy set in 2001 by reducing the 
differential from $532 to $492.  The Commission notes that an across-the-board increase applied to public and 
private fire rates would have actually increased the differential between the two rates.”  See generally, Order No. 
20782 In re: United Water General Rate Filing (issued August 1, 2012), accepting the rate design proposal which 
transitioned rates closer to their actual cost of service.  See generally, Docket No. 4355, Newport Water Division 
Cost of Service Study. 
105 It is for the same reason that it is reasonable to reduce the non-commuter vehicle rate, the rate of which had been 
shown to be set higher than its cost of service.  The reduction in this Settlement moves the rates closer to the true 
cost of service. 
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 The Commission is satisfied that Interstate has properly reported its charter revenue.  As 

Mr. Edge explained, certain previously reported charter revenue is now reflected in the truck 

rate.  Additionally, only charters provided during the Test Year period would show up in the rate 

filing.  Next, the Commission notes that of importance to the Town was a commitment by 

Interstate to not reduce the level of non-summer service to the Island from what exists now.  The 

Commission notes that Interstate made such a commitment on the Record and expects Interstate 

to honor its commitment.  Finally, there was no evidence presented that the freight rates were 

inappropriately developed and therefore, there is no basis to order the type of freight study 

proposed by the Town at this time. 

Accordingly, it is 

 (21069)  ORDERED: 

1. That the Petition for General Rate Increase filed by Interstate Navigation Company on 

November 27, 2012, is hereby denied and dismissed. 

2. That the Stipulation and Settlement filed by the Interstate Navigation Company and the 

Division of Public Utilities and Carriers on March 13, 2013, is hereby approved. 

3. That Interstate Navigation Company’s annual revenues shall be increased by $579,388 

for a total rate year cost of service of $10,903,752. 

4. That the compliance tariffs filed with the Settlement are hereby approved for effect on 

May 24, 2013. 

5. Interstate Navigation Company shall provide the Commission, on an annual basis, to be 

filed at the same time as its earnings report, a summary of the promotions offered, when 

they were offered, the number of passengers who bought tickets using the promotion, the 

total number of passengers for the period, an estimate of the additional ridership and 





 

28 
 

NOTICE OF RIGHT OF APPEAL PURSUANT TO R.I.G.L. SECTION 39-5-1, ANY PERSON 
AGGRIEVED BY A DECISION OR ORDER OF THE COMMISSION MAY, WITHIN 
SEVEN DAYS (7) DAYS FROM THE DATE OF THE ORDER, PETITION THE SUPREME 
COURT FOR A WRIT OF CERTIORARI TO REVIEW THE LEGALITY AND 
REASONABLENESS OF THE DECISION OR ORDER. 
 
















































































































