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L

Q.

TATEMENT OF QUALIFICATION
Please state your name and business address.
My name is Andrea C. Crane and my business address is 38C Grove Street, Ridgefield,

Connecticut 06877.

By whom are you employed and in what capacity?
I am Vice President of The Columbia Group, Inc., a financial consulting firm that specializes
in utility regulation. In this capacity, I analyze rate filings, prepare expert testimony, and

undertake various studies relating to utility rates and regulatory policy.

Please summarize your professional experience in the utility industry.

Prior to my association with The Columbia Group, Inc., I held the position of Economic
Policy and Analysis Staff Manager for GTE Service Corporation, from December 1987 to
January 1989. From June 1982 to September 1987, I was employed by various Bell Atlantic
subsidiaries. While at Bell Atlantic, I held assignments in the Product Management, Treasury,

and Regulatory Departments.

Have you previously testified in regulatory proceedings?
Yes, since joining The Columbia Group, Inc., I have testified in over 110 regulatory
proceedings in the states of Arizona, Connecticut, Delaware, Hawaii, Kansas, Maryland, New

Jersey, New Mexico, New York, Oklahoma. Pennsylvania, South Carolina, Rhode Island,

|98
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Vermont and the District of Columbia. These proceedings involved water, wastewater,
electric, gas, telephone, solid waste, cable television, and navigation utilities. A list of dockets

in which I have filed testimony is included in Appendix A.

Q. Do you have any additional utility experience?
Yes, from March, 1991 until January, 1998, I served as the Vice Chairman of the Water
Pollution Control Commission in Redding, Connecticut. This Commission was charged with

designing, constructing, and operating a sewer treatment facility for the Town of Redding.

Q. What is your educational background?

A [ received a Masters degree in Business Administration, with a concentration in Finance, from
Temple University in Philadelphia, Pennsylvania. My undergraduate degree is 2 B.A. in

Chemistry from Temple University.
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II.

Q.

PURPOSE OF TESTIMONY

What is the purpose of your testimony?

The Columbia Group, Inc. was engaged by the Pennsylvania Office of Consumer Advocate
(“OCA”) to review the recent rate filing by the Pennsylvania-American Water Company
(“PAWC” or “Company”) and to provide recommendations to the Pennsylvania Public Utility
Commission (“Commission™) regarding the Company’s revenue requirement and cost of
capital. Iam testifying on the issue of revenue requirements. Dr. J. Randall Woolridge from
The Columbia Group, Inc. is testifying on the Company’s cost of capital.

In developing my revenue requirement recommendation, I reviewed the prefiled
testimony and exhibits of the Company and the responses to data requests propounded upon
the Company by the OCA and other parties. I also obtained additional information from the
Company via informal teleconference. To determine an overall recommended revenue
requirement for PAWC, I have relied on the cost of capital recommendation of Dr.
Woolridge. 1 also relied upon the depreciation expense recommendations of OCA witness

Michael Majoros.

What is the cost of capital and capital structure for PAWC that is being recommended
by Dr. Woolridge?
As shown on Exhibit JRW-1, Dr. Woolridge is recommending the following cost of capital

and capital structure:




12

13

14

15

16
17
18
19

20
21

22

23
24

The Columbia Group, Inc.

Docket No. R-00016339

Long Term Debt
Preferred Stock
Common Equity

Overall Cost of Capital

Percent

56.15%

1.23%

42.62%

Cost

7.52%

8.05%

9.00%

Weighted Cost
4.22%
0.10%

3.84°

:

Ne

16%

Q. What are the major factors contributing to the Company’s rate increase request?

The most significant factor contributing to the rate increase request is the growth in utility

plant in service. The Company is projecting a future test year increase in utility plant in

service from $1,585,453,100 at December 31, 2000 to $1,747,207,788 at December 31,

2001, for an increase of approximately $161.7 million (net of retirements). In total, PAWC

Is projecting an increase in its rate base of $105.6 million for the twelve months ending

December 31, 2001. According to the Company, the projected future test year utility plant

in service additions are composed of the following:

Installation and Replacement of Mains
Five Regionalization Projects
New Services and Meters

Norristown Treatment Plant Upgrades
Philipsburg Wells Project

Tank Rehabilitation

Acquisitions of Other Systems

Other Projects

Total

$55.7 million
152
15.0

161 7 million
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1

2 Other contributing factors to the Company’s filing include a requested overall rate of
3 return that is higher than the actual return earned in the historic test year and increased
4 depreciation expense of $7.75 million more than the actual test year expense. With regard
5 to operating and maintenance expense, the Company has included a $4.7 million “at risk”
6 adjustmept that 1t contends is designed to reduce its pro forma operating and maintenance
7 expenses to the level requested in its last base rate case.

8
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Q.

MARY OF

Please summarize the Company’s request in this case.

PAWC is requesting a rate increase of $38.7 million, or approximately 12.4% over the

Company's claimed pro forma revenue at present rates. The Company’s last base rate case

was resolved by stipulation with rates effective December 18, 1999. Over the past decade,

PAWC has filed for a base rate increase approximately every two years.

What are your conclusions concerning the Company's pro forma income, rate base, and

revenue requirement?

Based on my testimony and on the recommendations of other OCA witnesses, my conclusions

are as follows:

1.

LI

The twelve months ending December 31, 2001 is a reasonable future test year for
purposes of evaluating the Company’s need for rate relief

PAWC has a pro forma, future test year rate base of $1,300,652.754 (see Schedule
ACC-2).

The Company has pro forma, future test year operating income at present rates of
$107,152,388 (see Schedule ACC-8).

Based on these determinations, a revenue requirement decrease of $1,772,716 is
appropriate. This is in contrast to the revenue requirement increase of $38,706,315

requested by the Company (see Schedule ACC-1).
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IV.

RATE BASF ISSUES
Introduction

What test years did the Company utilize to develop its rate base claim in this
proceeding?
The Company selected the historic test year ending December 31, 2000 and the future test

year ending December 31, 2001.

Utility Plant in Service

Please discuss the Company’s utility plant in service claim.

As previously discussed, PAWC is projecting a significant increase to its utility plant in
service during the future test year. In reviewing the Company’s claim for future test year
utility plant in service additions, it is reasonable to examine its claim in two parts.
Approximately 30% of its future test year claim relates to acquisitions of other water utility
systems while the remaining 70% relates to improvements to its existing plant such as main
replacements and treatment plant upgrades. The Company’s claim for plant additions
associated with acquisitions should be reviewed separately from its claim for other plant
additions.

The acquisitions included by PAWC in its filing include the following systems: T.O.W.
Associates Industrial Park, the City of Coatesville Authority, the Butler Township Water and
Sewer Authority, and the Fox Knoll Water Company. 1t is my understanding that the
Company has completed each of these acquisitions. Therefore, it is reasonable to assume that

9
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the amount of plant in service related to acquisitions of approximately $50.5 million will be

booked to utility plant in service during the future test year.

Q. Are you recommending any adjustment to the remaining utility plant in service

additions being claimed by PAWC?

A. Yes, as discussed below, I am recommending a reduction to this plant to reflect the actual

experience of PAWC with regard to meeting its projections of capital expenditures. A review
of the Company’s historic actual capital expenditures relative to its budgeted construction
indicates that the Company may have difficulty completing all of its projected additions on
schedule. In fact, the Company has not met its budgeted construction in any of the last ten

years, as demonstrated below:

Year Budgeted Actual Difference Percent
1991 $46,800,655 46,524,602 $ 375,053 0.81%
1992 33,914,326 33,710,585 203,741 0.61%
1993 40,149,927 39,622.893 527,034 1.33%
1994 53,078,357 50,299,523 2,778.834 5.52%
1995 72,876,056 66,309,008 6,567,048 9.90%
1996 69,211,360 63,174,719 6,036,641 9.56%
1997 96,639,280 94,217.720 2,421,560 2.57%
1998 90,526,923 90,252,562 274,361 0.30%
1999 117,355,274 111,345,628 6,009,646 5.40%
2000 70,460,916 63,857,082 6,603,834 10.34%

In fact, over the past ten years, PAWC has consistently failed to meet its budgeted
projections with regard to capital expenditures and there is no indication that this pattern will

not be repeated in the future test year. In addition, the level of utility plant in service

10
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additions that the Company is projecting for the future test year (exclusive of acquisitions)
1s 174% of the amount of actual plant in service additions in the historic test year. If
acquisitions are included, the Company’s utility plant in service claim is three times the

amount of plant added in 2000.

Has the Company provided any updated future test year estimates for utility plant in
service?

Yes, in response to OCA-I-10, the Company provided an update indicating the amount spent
to date on its projected capital projects. Exclusive of acquisitions, the Company had spent
only $9.9 million through the first three months of 2001, or less than 10% of its projected
budget. While I understand that the summer months are typically more active months for
construction than the first quarter of the year, the fact that only 10% of the budgeted amount
had been spent through March 2001 clearly provides further support for my finding that some

adjustment is in order.

What do you recommend?

I recommend that the Company’s projected test year plant additions be adjusted to reflect the
actual percentage of capital expenditures relative to budget, made by the Company over the
past ten years. In quantifying my adjustment, I applied the historic ten-year average
completion percentage separately to non-depreciable plant and to depreciable plant. My
adjustment to non-depreciable plant is shown in Schedule ACC-3 and my adjustment to

1]
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depreciable plant is shown in Schedule ACC-4.

Reserve for Depreciation

Have you made any adjustment to the Company’s reserve for depreciation claim?
Yes, I have made an adjustment relating to projected plant additions. In its filing, the
Company’s accumulated depreciation claim was developed by adding depreciation expense
projected to be incurred during the future test year to PAWC’s depreciation reserve balance
at December 31, 2000. Moreover, the Company’s depreciation expense for the future test
year included one-half year of depreciation expense on future test year utility plant in service
additions. Since I am recommending that the Company’s future test year utility plant in
service claim be reduced, it is necessary to make a corresponding adjustment to remove the
depreciation expense associated with these plant additions from the depreciation reserve. My

recommended adjustment to the depreciation reserve is shown on Schedule ACC-32.

ash Working Capital
How has the Company developed its cash working capital claim?
PAWC has developed its cash working capital claim in three parts. First, the Company has
included a rate base addition relating to a cash working capital requirement associated with
its operating expenses. Second, the Company has included a cash working capital
requirement associated with income taxes and other taxes. Finally, the Company has included
in rate base a cash working capital offset relating to cash working capital provided by the

12
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1 payment of interest and dividends.

2

3 Q. Are you recommending any adjustments to the Company’s cash working capital claim?
4 A Yes, I am recommending four adjustments to the Company’s cash working capital claim
5 associated with operating and maintenance expenses. First, I am recommending that the
6 Company’s expense lag associated with payments to the American Water Works Service
7 Company be increased from 8.6 days to 11.83 days. The Company indicated that a lag of 8.6
8 days was used “in compliance with the Commission’s directive in the Final Order in Docket
9 No. R-922428." In that case, the OCA argued that the payment lag associated with the
0 Service Company charges should be based on the contractual payment terms, which required
11 payment monthly after service was provided, instead of on the methodology actually used by
12 PAWC whereby the Service Company charges are prepaid each month. The Commission
13 decided that since the Service Company charges were largely driven by personnel costs, and
14 since the Service Company personnel were largely used as substitutes for PAWC personnel,
15 then it was appropriate to utilize PAWC’s salary and wage expense lag, which at that time
16 was 8.6 days, for the Service Company charges. In this case, the actual salary and wage lag
17 (including applicable payroll taxes) for PAWC employees is 11.83 days and, consistent with
18 | the Commussion’s order in the 1992 base rate case, that is the lag that I recommend be used
19 for the Service Company. 1 have included a lag of 11.83 days for the Service Company
20 charges at Schedule ACC-5.

‘ With regard to chemicals, the Company’s lead/lag study reflects a lag of 30 days
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which is based on the time between the voucher due date and the end of service date.
However, it appears from the supporting information provided in Book 3-E, Book 2 of 7
(page 6) that service is provided monthly, i.e. the company is billed once a month for a period
of approximately 30 days. Therefore, an additional 15.2 days should be added to the 30 days
included in the Company’s lead/lag study to account for the additional lag between the
midpoint- of service béing provided and the end of service date. My adjustment,. which
increases the lag associated with chemical expense from 30 to 45.2 days, in shown in
Schedule ACC-5.

A similar problem appears to exist with regard to the expense lag used by PAWC for
purchased power costs. The Company included a lag of only 15 days in its study, which is
based on the period between the end of service being provided and the payment date.
However, the Company did not include the 15.2 days that represent the midpoint of the
service date, even though this additional service period lag was shown on the Company’s
supporting documentation in Exhibit 3-E, Book 2 of 7, page 23. Accordingly, I have
increased the Company’s purchased power expense lag from 15 days to 30.2 days. My
recommendation reflects a midpoint of service date of 15.2 days and a payment lag of 15
days. This adjustment is also shown on Schedule ACC-5.

Finally, Schedule ACC-5 also includes certain adjustments to the Company’s cash
working capital claim associated with salaries and wages. In developing its claim, the
Company utilized an expense lag of 2.9 days for FICA and Federal income taxes and 3.8 days
for State income tax payments. These lags do not reflect the period of time from the midpoint

14
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of the payroll period to the end of the payroll period. Rather, they reflect only the amount
of time from the end of the payroll period to the date when associated taxes were paid.
Therefore, it is necessary to revise the FICA, Federal and State income tax expense lags
used in the Company’s study to include the additional lag between the midpoint of the payroll
period and the tax payment date. The Company has acknowledged in several discovery
responses that certain revisions are necessary. My adjustments are shown in Schedule ACC-

5.

Are you recommending any additional adjustments associated with cash working
capital?

Yes, I recommend that the level of expenses used to calculate the Company’s claim be
synchronized with the level of operating expense found by this Commission to be appropriate.
[ have not quantified the impact of this adjustment on the Company’s cash working capital
claim. However, the level of operating and maintenance expenses included in the Company’s
cash working capital claim does incorporate the “at risk” adjustment made by PAWC in the
amount of $4,717,909. Therefore, the first $4.7 million of my operating expense adjustment
recommendations are in fact already incorporated in the Company’s cash working capital

claim.

What is the net impact of your cash working capital adjustments associated with
operating expenses?

15
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A

My adjustments reduce the Company’s cash working capital claim from $13,689,156 to

$12,802,203 as shown in Schedule ACC-5.

Are you recommending any adjustments to the Company’s cash working capital claim
associated with Accrued and Prepaid taxes?

While I am not recommending any adjustments to the expense lags associated with these
taxes, I do recommend that the cash working capital claim associated with accrued and
prepaid texes be updated to reflect the actual level of taxes found to be appropriate by the
Commission. I have updated the cash working capital claim associated with accrued and
prepaid taxes to reflect the pro forma level of taxes based on my revenue requirement

recommendation. This adjustment is shown in Schedule ACC-6.

Do you recommend a similar adjustment to the Company’s claim for cash working
capital associated with interest and preferred dividends?

Yes, I do. Accordingly, at Schedule ACC-7, I have updated the Company’s cash working
capital claim associated with interest and preferred dividends to reflect the actual capital

structure and cost of capital being recommended by Dr. Woolridge.

ummary of Rate Base Adjustment
What is the impact of all of your rate base adjustments?
As summarized on Schedule ACC-2, my recommended adjustments reduce the Company’s

rate base from $1,306,409,765 to $1,300,652,754.

16
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OPERATING INCOME ISSUES

Pro Forma Revenue

Are you recommending any adjustments to the Company’s pro forma revenue claims?
Yes, I am recommending seven adjustments. First, I am recommending that a normalized level
of consumption be used for residential customers réther then the actual test year consumption
incorporated by PAWC. Water consumption, particularly for residential customers, fluctuates
from year to year due to changes in rainfall, temperature, economic conditions and other
factors that can affect ratepayer consumption. For this reason, it is more appropriate to
normalize consumption than to utilize consumption in any one given year. This normalization
is important if rates are to be based on normal operating conditions. In any given year there
are various factors that can influence consumption. No twelve month period can actually
reflect “normal” operating conditions. Therefore, the use of an average will take these
variations into account and result in consumption levels that more closely approximate normal

operating conditions.

What period of time should be used when normalizing consumption data?

In general, the most accurate results are obtained by using the greatest number of data points.
Since “normal” temperature and rainfall are frequently calculated on the basis of a thirty-year
average, then the use of a thirty-year average would produce results that should be well
correlated with rainfall and temperature. However, other factors that influence consumption,
such as newer appliances, demographics, and economic conditions can result in permanent

17
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1 consumption shifts over shorter periods of time. Therefore, we generally recommend the use
2 of a five-year or ten-year average when developing normalization adjustments.

In this case, I have made an adjustment to normalize residential consumption to reflect

LI

4 five years of average consumption data. I have utilized five years for my adjustment because
5 the data suggests that there may have been a permanent shift in consuﬁqption since the early
6 1990s.
7 My adjustment is shown in Schedule ACC-9. In quantifying my adjustment, I reduced
8 the gross incremental revenues by the incremental revenue taxes that would result. In
9 addition, on Schedule ACC-25, T have made an adjustment to reflect the incremental expenses
0 that would be incurred by PAWC relating to increased consumption. In quantifying this
‘1 impact, I used the relationship of consumption to incremental expenses quantified by the
12 Company in PAWC Exhibit 3-A, page 47.
13
14 Q. Did you also normalize commercial consumption?
15 A. No, I did not. Commercial consumption can also vary from year to year due to changes in
16 weather conditions and other factors. Moreover, this variation can depend upon the size and
17 characteristics of the commercial customers. In annualizing the consumption for customers
18 ' added during the test year, the Company evaluated smaller commercial customers (those with
19 meters of 2" or less) separately from larger commercial customers. In order to properly
20 undertake a consumption normalization adjustment for commercial customers, this same data
. should be examined over an historic period. In response to OCA-IX-6, the Company stated

18
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1 that historic data detailing commercial consumption by meter size is not available. Therefore,
2 while I conceptually support a consumption normalization adjustment for commercial
3 customers, my revenue requirement recommendation does not include such an adjustment at
4 this time.

5

6 Q. What is your second revenue adjustment?

7 A. My second adjustmeht reduces the Company’s public fire protection revenues. In response
8 to OTS-RS-1-D, PAWC indicated that it had incorrectly annualized public fire protection
9 revenues associated with the Butler Township Water and Sewer Authority’s acquisition. The
10 Company’s filing reflects incorrect fire hydrant rates for the hydrants acquired in the Butler

‘1 acquisition. PAWC further indicated that this revision would reduce pro forma present rate
12 revenue by $48,415. Therefore, at Schedule ACC-10 I have made an adjustment to reflect
13 this revision in public fire protection revenues.
14
15 Q. Are you also recommending an adjustment to public fire protection revenue associated
16 with the Coatesville acquisition?
17 A Yes, I am. It is my understanding that the Asset Purchase Agreement between PAWC and
18 : the City of Coatesville requires that rates for the former customers of the Authority not be
19 increased for a period of three years from the date of closing. In its filing, PAWC made two
20 revenue adjustments relating to the Coatesville acquisition. First, it made an adjustment to
.1 reflect revenue from the Coatesville customers at the current Coatesville rates. Second, it

19
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1 made a revenue imputation adjustment to reflect the difference between the current
2 Coatesville rates and the current PAWC rates, effectively repricing the Coatesville customers

at the rates charged to other customers of PAWC. However, in quantifying its revenue

(U8 ]

4 imputation adjustment, PAWC did not include any revenue from fire hydrants. At Schedule
5 ACC-11, I have made an adjustment to reflect additional revenue for the 579 fire hydrants
6 acquired ‘with the Coatesville system. This adjustment is consistent with the revenue
7 imputation adjustment made by PAWC for the remaining Coatesville customer classes. I have
8 used the current monthly rate of $20.00 per hydrant to quantify this adjustment. This is the
9 rate that applies to the majority of Zone 1 public fire customers.

10
1 Q. Have you made any adjustment to reflect revenues from additional acquisitions that

12 are expected to be made in 2001?

13 A No, I have not. However, I understand that there are three additional acquisitions that the

14 Authority is pursuing, specifically the acquisition of the Sandy Ridge Water Authority, West

15 Decatur Water Authority, and L.P. Water and Sewer Authority. According to the response

16 to OCA-VI-11,

17 The acquisitions of Sandy Ridge and West Decatur are held up due to

18 the complaint filed by Houtzdale Municipal Authority concerning the

19 ' well allocation permit. A formal complaint by a residential customer

20 has been filed concerning the L.P. Water and Wastewater acquisitions.

21 A hearing schedule has been set by Administrative Law Judge

22 Solomon and testimonies have been filed.

23

24 The Company did not include any revenues, expenses, or investment relating to any

20
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1 of these three acquisitions in its filing and I am not recommending any adjustments relating

2 to these acquisitions at the present time. However, the status of these acquisitions should be

LI

monitored as this rate case progresses. If one or more of these acquisitions is finalized during

4 the pendency of this case, then I recommend that the Company’s revenue requirement claim
5 be updated accordingly.
6
7 Q. Please summarize the customer specific adjustments that PAWC included in its revenue
8 requirement claim.
9 A PAWC included numerous adjustments that it classified as customer specific adjustments in
0 its revenue requirement. There were four categories of adjustments made by PAWC. First,
‘l PAWC made adjustments to revenues from Allegheny Ludlum, Community Central, JSP
12 Industries, Waterfront Partners, and Thomson Consolidated Electronics to eliminate the
13 effects of abnormal or non-recurring events that occurred during the historic test year or to
14 reflect a full year of revenues for customers added during the test year. Second, adjustments
15 were made to revenue from Mayview State Hospital to reflect a change in consumption that
16 is expected to be permanent. Third, adjustments were made to eliminate revenue from
17 Franklin Township Municipal Authority, Municipal Authority of Center Township,
18 ' Strattanville Water Authority, and Butler Township Water and Sewer Authority to reflect
19 the acquisition of these systems by PAWC and therefore the loss of sales for resale revenue.
20 Fourth, the Company made several adjustments to reflect the loss or potential loss of revenue
. from Appleton Paper, Jaunty Textiles, Lion Brewery, Quaker Oats, Newton Artesian,

21
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Robinson Township, and North Penn Water Authority during the future test year'.

Are you recommending any adjustments to the claims made by PAWC?
Yes, I am recommending that certain adjustments associated with the loss of customers in the
future test year be rejected. Specifically, I believe that the Company’s adjustments associated
with these potential losses are one-sided. PAWC did not include any future test year
adjustments to reflect additional revenues from new industrial customers expected to be
added during the future test year. The Company also did not consider that in addition to new
industrial customers coming on line, there is also the possibility of new owners for those
facilities that the Company has projected will close. Accordingly, there is no justification for
PAWC’s assumption that if these facilities close, there will be a net loss in customers for
PAWC. At the time of the Company’s filing, only one of these facilities has in fact closed.
I'am also recommending that the Company’s claim for a specific customer adjustment
associated with Newtown Artesian be rejected. Newtown Artesian notified PAWC that it
would cease purchases of water in April, 2001 but would retain an emergency connection.
In its filing, PAWC has eliminated all usage revenue from this customer, effectively reflecting

no sales to Newtown Artesian. It is likely that some sales to Newtown Artesian will continue.

The Company stated in the response to OTS-RS-7-D that it also expects to lose

Thomson Consolidated Electronics as a customer in the future test year and that it will be revising
its claim to include the loss of this revenue. I have not included this loss in my revenue
requirement for the same reason that I have not included the claimed losses from other industrial
customers at this time.

22
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1 By the hearing phase of this case, we will have several months of actual history on

2 Newtown’s purchases since April 2001. I recommend that the Company’s adjustment relating

3 to Newtown Artesian be updated at that time. However, in the interim I have retained 25%

4 of Newtown Artesian’s historic test year water sales as a proxy for sales that may be made

5 in the future test year.

6

7 Q. Are you recommending any additional customer specific adjustments?

8 A Yes, I am recommending one additional adjustment. In respouse to OSBA-I-09, the

9 Company provided information regarding an Agreement for Sale of Water between
10 Pennsylvania-American Water Company and Union County Industrial Development

Corporation. The Company stated that pursuant to this agreement, the minimum monthly bill

12 amount was increased in February 2001 when construction of the water distribution facilities

13 was completed. This increased minimum monthly bill was not incorporated in the Company’s

14 pro forma revenue claim. Therefore, PAWC indicated that an increase of $142.224 was

15 necessary in order to reflect the increased minimum monthly bill amounts pursuant to this

16 agreement. At Schedule ACC-12, I have made an adjustment to incorporate these higher

17 monthly minimum bill amounts.

18

19 Q. What is the total impact of your customer specific adjustments?

20 A. My recommended customer specific adjustments result in an increase to the Company’s gross
. revenue of $525,410. In order to quantify the impact of these adjustments on the Company’s

23
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net operating income at present rates, I have made further adjustments to reflect the impact
of revenue taxes, incremental production expenses, and income taxes as shown in Schedule
ACC-12 (revenue and revenue taxes) and Schedule ACC-25 (incremental production

expenses).

Does this Company also receive revenues from various billing arrangements?

Yes, it does. In its filing, the Company indicated that in the historic test year it entered into
agreements with several Municipal Authorities to perform their billing functions and it
included a pro forma revenue adjustment to reflect revenue from these activities. When
additional information on the volume of this activity was requested in OCA-VI-29, the
Company found that its original adjustment was understated. In that response, PAWC
indicated that a further adjustment to pro forma operating revenues of $37.663 should be
made to account for revenue from customers that was not included in its initial filing. This

additional revenue is included in Schedule ACC-13.

How did the Company calculate its adjustment to penalty revenue?

To quantify its adjustment, the Company calculated the percentage of penalty revenue to total
billed water sales for the historic test year. It then applied this percentage to pro forma billed
water sales to determine pro forma penalty revenue. However, rather than using the actual
percentage billed during the historic test year, I believe that it is more appropriate to calculate
an average percentage over a multi-year period. This methodology will adjust for fluctuations

24
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1 that occur from year to year. I recommend a similar methodology for calculating
2 uncollectible expense. My adjustment to the Company’s penalty revenue, which reflects

three years of penalty revenue to billed revenue, is shown in Schedule ACC-14.

(¥

4
5 Q. Please discuss your final adjustment.
6 A The Company obtains rental income from the lease of office space its Hershey Corporate
7 Office to the American Water Works Service Company. During the future test year, the
8 space utilized by the Service Company is expected to increase when the Hershey facility
9 becomes the National Data Center for the Service Company. In its filing, PAWC did include
10 an adjustment to reflect increased rental income from the Service Company for the Hershey
'1 facility. However, the Company indicated in response to OCA-I-46 that in its filing it had
12 underestimated the incremental revenue from the lease and that a further adjustment of
13 $16,417 was necessary. This additional adjustment is shown in Schedule ACC-15.
14 Q. What is the total of the pro forma operating revenue adjustments that you are
15 recommending?
16 A As shown in the Pro Forma Income Statement provided in Schedule ACC-37, my
17 adjustments result in an increase to gross operating revenue of $2,811,745.
18
19 B. alary and Wage Expenses
20 Q. How did the Company calculate its revenue requirement claim associated with salary

. and wage expense?
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A

PAWC calculated its salary and wage claim based on an estimated 1,066 employees. The
Company included salary and wage adjustments to its actual historic test year payroll costs
to reflect salary and non-union increases at July 1, 2001, the midpoint of the future test year,
and at July 1, 2002, six months after the test-year. In addition, the Company included union
wage increases that are projected to occur up to six months after the end of the future test-

year.

Are you recommending any adjustments to the Company's payroll expense claim?
Yes, I am recommending adjustments relating to post-future test year increases and to the

number of employee positions included in the Company’s claim.

Please describe your first adjustment.

I recommend that post-future test year increases be disallowed. These salary and wage
increases occur too far outside of the future test year to be considered in this case. By
selectively adjusting one element of its revenue requirement, i.e. payroll costs, the Company
has effectively violated the regulatory matching principle that requires a utility’s revenues,
expenses, and imvestment to be matched at a given point in time. The Company already has
the opportunity to file a future test year. In addition, the Company has considerable latitude
to make prospective revenue, expense, and rate base adjustments. By going beyond the end
of the future test year and including post-test year salary and wage increases in rates, the
Company has inappropriately and selectively expanded the future test year by an additional
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1 six months. Therefore, at Schedule ACC-16, I have made an adjustment to eliminate these
2 future test year increases. In the alternative, should the Commission decide to permit some
3 of this increase to be included in rates, then I recommend that only increases associated with
4 union contracts that mandate contractual increases that take effect during this six month
5 period be included. This would include increases of approximately $42,700 for the following
6 unions: Mechanicsburg, Outside, Yardley, and White Deer. ~ The remaining unions have
7 contracts that expire during the future test year and therefore the post-test year increases
8 included in the Company’s filing for these unions should be rejected for two reasons: first,
9 they are clearly outside of the future test year thereby violating the matching principle and
0 second, they are neither known nor measurable.
o

12 Q. What is your second salary and wage adjustment?

13 A The number of employees at PAWC is clearly declining, a fact not fully recognized in the

14 Company’s claim. As shown in Exhibit 3-H, Page 344, the number of budgeted employees

15 has declined from 1,095 in 1999 to 1,085 in 2000 to 1,066 in 2001. The decline in the number

16 of actual employees has been even more pronounced. As shown in Exhibit 3-H, page 41, the

17 Company had 1,113 employees in 1996. The number of employees has consistently fallen

18 ' each year to reach 1,032 in 2000. In spite of this decline, PAWC has included its budgeted

19 employees of 1,066 in its future test year claim.

20

‘ Q. Do you believe that further employee reductions are likely?
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A

Yes, I do. The number of employees has continued to drop in 2001, reaching 1,025 in April,
2001.> Moreover, in response to OCA-1-28, PAWC acknowledged that it “anticipates that
a reduction in its employee level can be achieved” as a result of initiatives to consolidate
certain functions at the Service Company, such as customer contact functions and other
functions that are currently performed by PAWC and American’s other water utility
subsidiaries.” PAWC indicated that it “does not have sufficient data to calculate the level of
savings” but that it anticipated that it would be able to provide a reasonable estimate of

incremental savings (along with any incremental costs to achieve those savings) shortly.

What do you recommend?

Based on the available documentation, I believe that the Company’s salary and wage claim
1s seriously overstated. In order to determine a revenue requirement for PAWC, I
recommend that the actual number of customers at the end of the historic test year (1,032)
be utilized. This pro forma adjustment still permits the Company to include some vacancies
in utility rates, since it provides for 7 additional employees over the latest actual employee

count available. My recommendation is shown in Schedule ACC-17.

Have you made a corresponding adjustment to the Company’s payroll cost claim?

Yes, at Schedule ACC-18, I have made an adjustment to reduce the Company’s payroll taxes

~ Per the response to OCA-I-17.
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consistent with both of my recommended salary and wage expense adjustments.

ion n
Did the Company also include costs associated with an incentive compensation plan in
its filing?

Yes, it did. The Company has included $360,909 related to incentive compensation.

Did PAWC provide details of its incentive compensation plan?

No, it did not. PAWC is required to provide its incentive compensation plan in response to
Revenue Requirement Interrogatory Question No. 17 as part of its initial filing requirements.
The Company stated in its filing that the plan was confidential and that details of the plan
would only be'provided after a confidentiality agreement had been signed. 1 signed a
confidentiality agreement several weeks ago and other confidential information has been
provided to me pursuant to that agreement. However, the incentive compensation plan has
not yet been provided by PAWC. On July 20, 2001, I brought this omission to the
Company’s attention. A formal data request was subsequently submitted requesting a copy
of the plan. However, as of the preparation date of this testimony, I still have not yet been

provided with a copy of the Company’s plan.

What are your general concerns about incentive compensation plans?

My general concerns center around the fact that such plans often fail to provide any benefits
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to ratepayers. In addition, many incentive compensation plans are tied to the corporate
performance of the utility and/or its parent company, a criteria that can be directly at odds
with ratepayer benefit. Nor is it clear from PAWC’s filing what, if any, impact the
introduction of incentive compensation plans have had on base salary and wage levels. If an
incentive compensation plan is a substitute for a portion of an employee’s overall
compensation package, then one would expect base salary and wage levels to decline when
incentive compensation plans are introduced. In this case, PAWC was asked to provide
information about what, if any, adjustments were made to base compensation levels when the
incentive plan was introduced. The Company failed to provide an answer to the question that
was asked. Instead, PAWC limited its response to the observation that “[t]he aggregate
annual increase in base compensation for employees eligible for incentive compensation is

25% below the aggregate annual base compensation increase for non-eligible employees.™

Has PAWC demonstrated that its incentive compensation plans have been effective in
achieving any targeted goals?

No, it has not. In response to OCA-1-23 seeking such information, the Company responded
that its was “not aware of any empirical basis to prove the direct casual connection” between

Incentive compensation plans and the achievement of incentive compensation goals.

* Response to OCA-1-22.

30




14

15

16

17

18

19

20

The Columbia Group, Inc. Docket No. R-00016339

Q.

What do you recommend?

I recommend that the Company’s incentive compensation cost claim be denied. As discussed
above, such plans are traditionally based on corporate financial goals and/or market
performance rather than on criteria that provide benefits to ratepayers. Moreover, the
Company has not provided any quantification of the benefits of such incentive compensation
programs nor has PAWC shown that the incentive compensation program is necessary in
order to provide safe and adequate utility service to ratepayers. For all of these reasons, I

recommend that the costs of the plan be disallowed. My adjustment is shown in Schedule

ACC-19.
Group Insurance Costs

How did the Company quantify its health care cost claim?

PAWC based its claim on the 1,066 budgeted employees included in its salary and wage
claim. As stated on page 5 of Ms. Balmer’s testimony, the Company’s costs per employee
were based on actual historic group insurance rates, adjusted to reflect an estimated 10%

increase effective July 1, 2001.

Are you recommending any adjustments to the Company’s claim?
Yes, I am recommending two adjustments. First, I am recommending that PAWC’s group
insurance costs be reduced to reflect costs for only 1,032 employees rather than the 1,066

estimated future test year employees included in its filing. To quantify this adjustment, I have
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1 calculated an average historic test year cost per employee based on the Company’s historic

2 test year annualized claim for 1,032 employees. I applied this average historic test year cost

W

per employee to my recommended employee reduction to determine a pro forma group

4 insurance expense adjustment associated with these employees. This adjustment is shown
5 in Schedule ACC-20.
6 I'am also recommending that future test year cost increases be disallowed at this time.
7 The Company has not provided any quantitative support for its claim. Moreover, the
8 American Water Works system is self-funded for group insurance costs. We have asked the
9 Company to provide an explanation for the manner in which such self-funded costs are
10 estimated but to date this information has not been provided. Moreover, while the Company
q indicated in its filing that this cost increase would be effective July, 2001, no additional
12 information on the specific amount of the cost increase, if any, has been provided to date in
13 spite of the OCA’s request for such updated information.
14
15 Q. Is there another reason why you are recommending that the cost increase be denied at
16 this time?

17 A Yes, there is. In response to OCA-VI-9, PAWC indicated that “[e]ffective July 1, 2001

18 ‘ associates were required to contribute more to their health care costs.... Additionally, the
19 ability for the associate to elect comprehensive coverage was eliminated: only managed care
20 or HMO coverage are available unless those options are unavailable in the associate’s living
‘ area.” Given the fact that employees are now required to contribute more toward their health
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1 care costs and given the elimination of comprehensive coverage in favor of managed care and
2 HMOs, it is reasonable to assume that group insurance costs may not increase at all on a per
3 employee basis in the future test year. Therefore, I recommend that the Company’s proposed
4 group insurance cost increase be denied. This adjustment is also shown in Schedule ACC-20.
5

6 E. her Post Employment Benefit (“OPEB” t

7 Q. What is your recommendation with regard to the recovery of other post employment
8 benefit costs, or FAS 106 costs?

9 A It is my understanding that the Commission limits FAS 106 cost recovery to the amount of
0 actual contributions or funding made by a utility to an external trust. In the historic test year,
11 the Company incurred total costs of $4,320,551 to fund the OPEB external trust accounts,
12 $3,346,952 of which was expensed.* For the future test year, the Company is claiming total
13 costs of $4,833,603, $3,844,648 of which it proposes to expense.
14
15 Q. Did the Company provide an actuarial report to support its claim?
16 A No, it did not. The only support provided by the Company 1s a one page list of estimated
17 costs by American Water Works Company provided in Exhibit 3-E, Book 3, page 49. PAWC
18 ' has not furnished any additional documentation to demonstrate how these costs were
19 determined, what assumptions were used to develop these costs, or who was responsible for

. * See the response to OCA-VI-14.
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developing these cost estimates. The Company did state that, at the present time, it did not
yet have an actuarial report available to support these costs. PAWC indicated that an
actuarial report may be available in September 2001. In the absence of the actuarial report,
we have asked PAWC to provide additional workpapers or other documentation to support
these future test year FAS 106 costs.

Given this current lack of documentation, I am recommending that the Company’s
requested future test year cost increase for FAS 106 costs be denied. My adjustment 1s
shown in Schedule ACC-21. As stated, the OCA has asked PAWC to provide additional
supporting details regarding the development of its future test year cost claim for FAS 106
costs. I will review any additional supporting documentation that may be provided during
this proceeding and update my testimony, if necessary, based on whatever information may

be furnished by the Company.

Insurance Other than Group

Are you recommending any adjustment to the Company’s claim for insurance other
than group?

Yes, 1 am recommending two adjustments. First, the Company’s claim includes an estimated
increase of 4.5% for the future test year to reflect estimated increases in premiums. In OTS-
RE-12-D, the Company was asked to provide support for certain components of its insurance
adjustment. In response, PAWC stated that “[tJhe new All Risk policy and premium notice
have not been received. The sum of $148.948 is an estimate of the premium for this
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coverage. This claim will be updated when the policy becomes available.” PAWC did not
explain in this response how it developed the estimated cost increases for insurance or why
It is appropriate to include such increases in utility rates. No historic data was provided to
demonstrate the reasonableness of the Company’s requested insurance increases nor did the
Company provide documentation of any conversations with insurers or other support.
Therefore, I am recommending this estimated cost increase be denied. If the actual future test
year insurance cost becomes known during the litigation of this case, I will update my

recommendation accordingly. My adjustment is shown in Schedule ACC-22.

Please describe your second adjustment.

The Company’s claim for insurance other than group also includes $533,224 in a “Retroactive
Adjustment.” According to the response to OCA-VI-37, “[t]he retroactive adjustment is the
reflection of the deficit cash position that has developed for the 1997-1998 and 1998-1999
casualty insurance policy years as detailed on the attached schedule.”  The referenced

schedule shows the following:
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1998 1999 2000
General Liability (685,131) (361,262) 0
Workers Compensation ( 72,959) (25,876) 0

All Risk (39,159) 0 0

It is unclear from the Company’s response to this request how the adjustment in the
amount of $533,224 was determined or why this “retroactive” adjustment should be included
at all, particularly when it appears that the historic test year amount relating to this retroactive
adjustment was $0. Therefore, at Schedule ACC-22, I have also eliminated this retroactive

adjustment in the amount of $533,224 from the Company’s revenue requirement claim.

h llectible Expense

How did the Company calculate its uncollectible expense claim?

As shown on page 56 of Exhibit 3-A, PAWC calculated its uncollectible expense by taking
a percentage of net write-offs to water sales in the historic test year and applying this ratio
to future test year water sales at both present and proposed rates. I am recommending that
a three-year average of net write-offs be used rather than the actual historic test year
percentage. PAWC appears to recognize that the use of a three year average is desirable,
since it apparently utilizes a three year average to determine its uncollectible reserve, as

described on page 12 of PAWC Exhibit 3-E, Book 1. According to the Company, its
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uncollectible reserve for book purposes is derived by calculating a percent charge-off based
on averaging the immediate past 3 years of net charge-offs to billed water revenues. That
percentage is then applied to the sum of the 60 days of billed revenues plus the unbilled
revenue asset which establishes the reserve for uncollectibles. However, it appears that only
the actual historic test year percentage was used in its filing. My adjustment to reflect a three-

year average for uncollectible expense is shown in Schedule ACC-23.

Inflation Adjustmen

Please discuss your recommendation relating to the Company’s inflation adjustment.
PAWC has included an inflation adjustment of 4.39% or $1,447,915 in its ﬁling. It has
applied this adjustment to almost $40 million in historic test year operating and maintenance
expenses that have not been separately adjusted by the Company. I am opposed to the
Company’s proposed adjustment for two reasons. First, allowing inflation adjustments has
the effect of institutionalizing inflation, thereby resulting in rates that are higher than
necessary. Second, the Company has not shown that the costs to which the inflation
adjustment was applied are the types of costs that in fact vary with inflationary trends. In
fact, in this case the Company has included an “at risk”™ adjustment suggesting that the overall
level of operating and maintenance expenses is not expected to necessarily increase with
inflation.  We asked the Company in OCA-VI-36 to identify the expenses, by account, to
which its inflation adjustment is applied in an effort to determine the historic level of cost

increases in these accounts. The Company’s response referred us to its original filing which
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did not contain the requested information. Given the inherent problems with inflation
adjustments and the fact that the Company has not shown that such an adjustment is
reasonable for the accounts to which it was applied, I recommend that the Company’s

inflation adjustment be denied. My adjustment is shown in Schedule ACC-24.

Incremental Production Expenses

How did the Company determine its claim for incremental production expenses?

The Company’s adjustment is shown at page 47 of Exhibit 3-A. PAWC assumed that
operating expenses associated with power costs and chemical costs increased proportionally
with increases in consumption. Thus, the Company first calculated that its projected future
test year consumption was 0.4% higher than actual historic test year consumption. It
therefore increased its annualized historic test year costs for chemicals and purchased power

by 0.4%.

Are you recommending any adjustments to the Company’s claim for incremental
production expenses?

I am not recommending adjustments to the methodology used by PAWC. However, since
I have included several pro forma revenue adjustments that increase the level of pro forma
future test year consumption, it is necessary to make a corresponding adjustment to the
Company’s chemical and power costs. My adjustment is shown in Schedule ACC-25. To

quantify my adjustment, 1 first calculated the total consumption adjustment that results from
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my pro forma revenue adjustments. These revenue adjustments will increase the Company’s
pro forma future test year consumption by approximately 1.11%. I then adjusted the
Company’s pro forma future test year power and chemicals expenses by 1.1% to account for

costs associated with this increased consumption.

Advertisin S

What is the Company’s future test year claim for advertising costs?

PAWC has included $1,038,579 in its filing related to advertising custs. A breakdown of the
types of costs included in its claim was provided in the response to OCA-VI-34. While some
of the advertising costs shown in that response may provide benefits to ratepayers, 1t 1s clear
that many of these costs are incurred in order to promote the image of the corporation or for
other promotional reasons that have nothing to do with the provision of safe and adequate

water service.

Are you recommending any adjustment to these costs?

Yes, I am recommending that advertising costs that are not directly necessary for the
provision of safe and adequate water utility service be disallowed. Therefore, at Schedule
ACC-26, 1 have made an adjustment to eliminate the following types of advertising costs from
the Company’s claim: holiday greetings, community organizations, miscellaneous, news
service and amortization of media program, promotion items, and the category “Provision of

Factual and Objective Data.” My adjustments total $374,299, or approximately 36% of the
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Company’s advertising cost claim. It should be noted that my recommended revenue
requirement still contains significant advertising costs. My revenue requirement
recommendation includes the recovery from ratepayers of advertising costs in the following
categories: public health and safety, conservation of water, explanation of billing practices,
classified advertising, directory charges, hydrant flushing, consumer confidence reports, bill
inserts, consumer service brochure, and the company newsletter. My adjustments are shown

in Schedule ACC-26.

Charitable Contributions

Did the Company eliminate charitable contributions from its revenue requirement
claim? |

As shown on page 55 of Exhibit 3-A, the Company did eliminate donations made directly by
PAWC. It is my understanding that donations made by the Service Company and allocated
to PAWC were not removed from the Company’s claim.  As shown on page 210 of Exhibit
3-H, these donations totaled $269,509.

Charitable contributions are not an appropriate revenue requirement component.
Charitable contributions are not necessary for the provision of safe and adequate utility
service. Moreover, permitting the recovery of charitable con_tributions in utility rates requires
ratepayers to support organizations whose policies and views may be inconsistent with their
own. In addition, requiring ratepayers to fund charitable contributions through their utility

rates eliminates any income tax benefits that may accrue if the contributions are directly made
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by the individual and instead transfers those benefits to the utility. Charitable contributions
are also often another means for the utility to promote its corporate image. For all these
reasons, I recommend that the charitable contributions allocated to PAWC from the Service
Company be eliminated from its revenue requirement claim. My adjustment is shown in

Schedule ACC-27.

Deferred Revenue

Are you recommending any adjustment to the Company’s claim for deferred revenue
associated with sales to Thomson Consolidated Electronics?

Yes, I am recommending two adjustments. The Company’s claim includes recovery of
deferred revenues associated with Thomson Consolidated Electronics that reflect the
difference between the Company’s Industrial Class rates and the DIS tariff. PAWC originally
claimed deferred revenues of $470,877 for the historic and future test year. In response to
OSBA-1-03, the Company indicated that it was revising its claim to eliminate future test year
deferred revenue associated with Thomson Consolidated Electronics. This revision is the
result of an announcement by the customer that it will close in 2001. Consequently, Thomson
agreed to take service under the Industrial Tariff on a prospective basis and to pay PAWC the
difference between the Industrial Tariff rate and the DIS rate for service since January 1,
2001. Ths effectively eliminates any deferral for Thomson Consolidated Electronics in 2001
Therefore, my first adjustment reduces the amount of the deferral from the $470,899 included

in PAWC’s original claim to $238,226.
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M.

Q.

What is your second adjustment?

PAWC included recovery of its deferred revenue over a period of one year. In response to
OTS-RS-13-D, the Company acknowledged that any recovery of deferred revenue should be
spread over a multi-year period. In this response, PAWC stated that it would revise its claim
to reflect a two-year recovery period. Since a two-year period is consistent with the rate case
normalization period used by PAWC, I believe that a two-year period is also appropriate for
the recovery of any deferred revenue that the Commission may permit to be included in utility

rates. My adjustment to reflect a two-year recovery period is shown in Schedule ACC-28.

Affiliated Charges

Please discuss the Company’s claim for services-allocated from the Service Company.
The Company has included actual historic test year Service Company costs of $5,724,288 in
its claim. The actual costs incurred in 2000 reflected an increase of $1 million, or 21%, over
the 1999 costs allocated to PAWC from the Service Company. As shown in Exhibit 3-E,
Book 1, page 1, the most significant areas that increased in cost from 1999 to 2000 were
Information Systems/Financial in the amount of $531,000 (or 68%), Information
Systems/Customer Billing & Accounting in the amount of $310,000 (53%) and Human

Resources in the amount of $129,000 (22%).

Did the Company explain the reasons for these significant increases?
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A

We asked the Company to provide an explanation for increases in these three specific areas.
In response, the Company provided the following information:

The increase is (sic) the Human Resources area was primarily due to

three factors: (1) the retention of vendors for HR consulting services

(839,000); (2) the costs incurred for the retention of Merrill Lynch as

the administrator of the 401K plan ($27,000); and (3) Hewitt

Consultants preparation of compensation survey information and other

benefit related surveys ($53,000).

The increase in Information Systems Customer Billing and Accounting

and Information Systems/Financial areas was primarily attributable to:

(1) the addition of four associates to the payroll; (2) the use of outside

consultants to provide specialized training for specific IS functions for

which in-house expertise was not available; and (3) increases in the

cost of equipment rentals and services.’
This response does not adequately explain an increase of $1 million in costs for the Service
Company. While the Company quantified some of the reasons for the cost increases
associated with Human Resources, none of the Information Systems cost increases were
quantified nor did the Company explain why additional employees and/or services were
required. Moreover, it appears that at least some of the costs allocated to PAWC by the
Human Resources and Information Systems organizations were non-recurring and therefore
should be excluded from prospective rates. For example, the costs associated with the
compensation survey and other benefit related surveys are not the types of costs that occur

on an annual basis. Similarly, the use of outside consultants to provide specialized training

may be a one-time event. Our analysis of the Company's claim for these cost increases would

Response to OCA-VI-35.
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have been facilitated if a detailed description of the services obtained from each outside
consultant had been provided. In addition, detailed cost information, including information
supporting each outside consultant’s costs as well as supporting documentation for internal

cost increases, should have been furnished by PAWC.

Q. What do you recommend?

With regard to Human Resources costs, I recommend that the costs incurred for the
compensation and other benefit related surveys be disallowed, on the basis that these costs
are non-recurring costs and that these surveys are not expected to be undertaken again in the
future test year. With regard to Information Systems costs, the Company did not quantify the
amount of the incremental test year costs that related to one-time activities, but it is
reasonable to conclude that at least some of the outside consultant costs for specialized
training will not reoccur prospectively. Therefore, I am recommending that one-half of the
test year cost increase for Information Systems costs be disallowed. My adjustments, which
are shown in Schedule ACC-29, still provide the Company with considerable cost increases

relative to 1999 Service Company expense levels.

Q. Are you recommending any other adjustments to affiliated transaction costs?

A. Yes, I am recommending an adjustment to costs from American Water Capital Corp.

("AWCC”). According to the response to OCA-I-44, PAWC entered into an agreement in

2000 with an affiliate, American Water Capital Corp., to provide financing and cash
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1 management services rather than having these services provided by the Service Company.
2 PAWC began receiving these services from AWCC on July 1, 2000. The Company received
3 approval from the Commission to enter into this affiliated agreement on June 22, 2000. In
4 support of this agreement, the Company indicated that the proposed agreement was expected
5 to prove more economical than the current practice of conducting the financing at the
6 individual subsidiaries.
7 It appears that the financing and cash management services provided by AWCC in the
8 historic test year were in fact significantly more expensive than the provision of similar
9 services that were previously provided by the Service Company. According to the response
10 to OCA-VI-24, PAWC incurred costs of $271,832 in 1998 and of $268,366 in 1999 for these
. services, approximately one-half of the amount billed to PAWC by AWCC for the last half
12 of the historic test year. These costs indicate that the basis on which the affiliated agreement
13 with AWCC was approved, i.e. that it was a more economical alternative, has not been
14 fulfilled.
15

16 Q. What do you recommend?

17 A I recommend that the Commission disallow the difference between the AWCC charges

18 : incurred by PAWC in the test year and the average costs charged by the Service Company

19 for financing and cash management services in 1998 and 1999. This adjustment provides

20 some protection to ratepayers against excessive charges from the shifting of certain services
. to new unregulated affiliates. My adjustment is shown in Schedule ACC-30.
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reciati n

Have you made any adjustments to the Company's depreciation expense claim?

Yes, I have made two adjustments. First, at Schedule ACC-31, I have made an adjustment
to incorporate Mr. Majoros’ recommended depreciation rates in my revenue requirement
claim. Mr, Majoros is recommending depreciation rates that result in a significant reduction
to the Company’s pro forma depreciation expense claim. Therefore, my first depreciation
expense adjustment applies Mr. Majoros’ recommended depreciation rates to the Company’s
pro forma future test yea.r utility plant in service claim.

In addition, I am recommending a second depreciation expense adjustment to reduce
the Company’s depreciation expense claim consistent with the utility plant in service
adjustment that I am recommending to the Company’s rate base claim. To quantify my
adjustments, I have applied the composite depreciation rate as calculated from Mr. Majoros’
recommended depreciation rates to my recommended depreciable plant adjustment in order
to determine the impact of my adjustment on the Company’s annual depreciation expense.
My adjustment is shown in Schedule ACC-32. As previously discussed, I have adjusted the
Company’s depreciation reserve based on one-half of this annual depreciation expense

adjustment.

Interest Svnchronization

Have you adjusted the pro forma interest expense for income tax purposes?
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A

Yes, I have made this adjustment at Schedule ACC-33. It is consistent (synchronized) with
the OCA’s recommended rate base, capital structure, and cost of capital recommendations.
I am recommending a slightly lower rate base than the rate base included in the Company’s
filing. My recommendations, therefore, result in lower pro forma interest expense for the
Company. This lower interest expense, which is an income tax deduction for state and federal
tax purposes, will result in an increase to the Company’s income tax liability under my
recommendations. Therefore, my recommendations result in an interest synchronization
adjustment that reflects a higher income tax burden for the Company, and a decrease to pro

forma income at present rates.

What income tax factor have you used to quantify your adjustments?
As shown on Schedule ACC-34, I have used a composite income tax factor of 41.49 %,
which includes a state income tax rate of 9.99% and a federal income tax rate of 35%. These

were the tax rates contained in the Company’s filing,

How did you develop the revenue multiplier?

As shown on Schedule ACC-35, the revenue multiplier includes the tax rates discussed above.
In addition, the revenue multiplier includes uncollectible expense at 0.93%, the Public Utility
Commission assessment of 0.65%, the OCA assessment of 0.12%, and the Office of Small
Business Advocate (“OSBA™) assessment of 0.03%. These are the same components

included by the Company in the development of its revenue multiplier except that I have
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1 revised the uncollectible expense consistent with my recommendation that a three-year

2 average of net write-offs be utilized.
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VL

Q.

MMARY OF REVENUE REQUIREMENT RECOMMENDATION
What is the result of the recommendations contained in your testimony?
My recommendations result in a revenue requirement deficiency at present rates of
($1,772,716) as summarized on Schedule ACC-1. This recommendation reflects revenue
requirement adjustments of $40,479,031 to the Company’s requested revenue requirement
increase of $38,706,315. This analysis shows that a small decrease is appropriate rather than

the $38.7 million increase being requested by PAWC.

Have you quantified the revenue requirement impact of each of your
recommendations?
Yes, at Schedule ACC-36, I have quantified the revenue requirement impact of each of the

rate of return, rate base, revenue, and expense recommendations contained in this testimony.

Does your revenue requirement recommendation include the impact of any of the
recommendations being made by OCA witness Roger Colton?

No, it does not. It is my understanding that Mr. Colton has been engaged by the OCA to
develop recommendations regarding low income and conservation programs. 1 have not
reviewed Mr. Colton’s recommendations at this time and therefore I am unable to state
whether or not his recommendations will impact upon the Company’s pro forma revenue or
expense levels. Therefore, the revenue requirement effeéts, if any, of Mr. Colton’s

recommendations are not reflected in my proposed revenue requirement.
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Q.

Have you developed a pro forma income statement?

Yes, Schedule ACC-37 contains a pro forma income statement, showing net operating income
under several scenarios, including the Company's claimed net operating income at present
rates, my recommended net operating income at present rates and net operating income under
my proposed rate increase. My recommendations will result in an overall return on rate base

of 8.16%, as recommended by Dr. Woolridge.

Does this conclude your testimony?

At this time, this concludes my testimony. However, as of the preparation date of this
testimony, I am still waiﬁng for certain data request responses from PAWC. Accordingly, my
testimony will be updated and revised, as necessary, based on additional data request

responses and, as outlined in my testimony, on additional information provided by PAWC.
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Appendix A

Page 1 of 6
The Columbia Group, Inc., Testimonies of Andrea C. Crane
Utility State Docket Date Topic On Behalf Of:
Roxiticus Water Company W New Jersey WRO01030194 8/01 Revenue Requirements  Division of the
Cost of Cap.; Rate Design Ratepayer Advocate
Western Resources, Inc. E Kansas 01-WSRE-949-GIE  6/01 Restructuring Citizens' Utility
Financial integrity Ratepayer Board
Cablevision of Allamuchy C  New Jersey CR0O0100824, etc.  4/01 Cable Rates Division of the Ratepayer
etal. Advocate
Public Service Company E  New Mexico 3137, Holding Co. 4/01 Holding Company Office of the
of New Mexico Attorney General
Keauhou Community W  Hawaii 00-0094 4/01  Rate Design Division of Consumer
Services, Inc. Advocacy
Chem Nuclear Systems, - 8W  South Carolina 2000-366-A 3/01 Revenue Requirements  Department of
Systems, LLC Consumer Affairs
Atlantic City S  New Jersey WRO00080575 3/01  Revenue Requirements  Division of the
Sewerage Company Cost of Cap.; Rate Design Ratepayer Advocate
Southern Connecticut G  Connecticut 00-12-08 3/01 Affiliated Transactions Office of Consumer
Gas Company Counsel
Delmarva Power and G Delaware 00-314 3/01  Retail Gas Marketing Division of the
Light Company Public Advocate
Senate Bill 190 Re: G Kansas Senate Bill 190 201  Performance Based Citizens' Utility
Performance Based Ratemaking Ratemaking Mechanisms Ratepayer Board
Delmarva Power and G Delaware 00-463F 2/01  Fuel Costs Division of the
Light Company Public Advocate
Waitsfield Fayston T Vermont 6417 12/00 Revenue Requirements  Department of
Telephone Company Public Service
Delaware Electric E  Delaware 00-365 11/00 Cost of Conduct Division of the
Cooperative Cost Allocation Manual Public Advocate
Commission Inquiry Into G Kansas 00-GIMG-425-GIG  10/00 Performance Based Citizens' Utility
Performance Based Ratemaking Ratemaking Mechanisms Ratepayer Board
Pawtucket Water W Rhode Island 3164 10/00 Revenue Requirements  Division of Public
Supply Board Utilities and Carriers
Public Service Company E  New Mexico 3137, Part |l 9/00 Standard Offer Service Office of the
of New Mexico Attorney General
Laie Water Company W Hawaii 00-0017 8/00 Rate Design Division of Consumer
Advocacy
El Paso Electric Company E  New Mexico 3170, Part i}, Ph. 1 7/00  Electric Restructuring Office of the
Attorney General
Pubiic Service Company E  New Mexico 3137, Part i 7/00  Electric Restructuring Office of the
of New Mexico Attorney General
PG Energy G  Pennsylvania R-00005119 6/00 Revenue Requirements  Office of Consumer
Advocate
Delaware 99-576 4/00 Revenue Requirements  Division of the

‘Sussex Shores W
Water Company

Public Advocate
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The Columbia Group, Inc., Testimonies of Andrea C. Crane
Company Utility State Docket Date Topic On Behalf Of:
Utilicorp United, Inc. G Kansas 00-UTCG-336-RTS 4/00 Revenue Requirements  Citizens' Utility
Ratepayer Board
Tidewater Ultilities, Inc. W  Delaware 99-466 3/00 Revenue Requirements  Division of the
Pubiic Water Supply Co. Public gdvocate
Deimarva Power and G/E Delaware 99-582 3/00 Cost Accounting Manual  Division of the
Light Company Code of Conduct Public Advocate
Consolidated Edison, Inc. E/G Connecticut 00-01-11 2/00 Merger Issues Office of Consumer
and Northeast Utilities Counsel
Philadelphia Suburban W  Pennsyivania R-00994868, 77 2/00 Revenue Requirements  Office of Consumer
Water Company 78,and 79 Advocate
Oklahoma Natural G  Oklahoma PUD 990000166 1/00 Pro Forma Revenue OCC, Pubilic Utility
Gas Company Affiliated Transactions Division Staff
Connecticut Natural G  Connecticut 99-09-03 1/00 Affiliated Transactions Office of Consumer
Gas Company Counsel
Southwestern Public E  New Mexico 3116 12/98 Merger Approval Office of the
Service Company Attorney General
New England Electric System E  Rhode Island 2930 11/99 Merger Policy Department of
Eastern Utility Associates Attorney General
Delaware Electric E  Delaware 98-457 11/89 Electric Restructuring Division of the
Cooperative Public Advocate
Southern Connecticut G  Connecticut 99-04-18 9/99 Affiliated Interest Office of Consumer
Gas Company Counsel
TCI Cable Company C  New Jersey CR99020079 9/99 Cable Rates Division of the
et al Form (1240/1205) Ratepayer Advocate
Long Neck W Delaware 99-31 6/99 Revenue Reguirements  Division of the
Water Company Public Advocate
Deimarva Power and E  Delaware 99-163 6/89 Electric Restructuring Division of the
Light Company Public Advocate
Potomac Electric E  District of Columbia 951 6/99 Divestiture of GSA
Power Company Generation Assets
Cablevision of C  New Jersey WR98111197-199  5/89 Cable Rates Division of the
Bergen, Bayonne, Newark Form (1240/1205) Ratepayer Advocate
Kent County W  Rhode Island 2860 4/98 Revenue Requirements  Division of Public
Water Authority Utilities & Carriers
Montague Water and WMWW New Jersey WR98101161 4/99 Revenue Requirements  Division of the
Sewer Companies WRS8101162 Rate Design Ratepayer Advocate
Delmarva Power and E  Delaware 98-479F 3/99 Fuel Costs Division of the
Light Company Public Advocate
Lenfest Atiantic C  New Jersey CR97070479etal  3/99 Cable Rates Division of the

d/b/a Suburban Cable

Ratepayer Advocate
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Page 30of 6
The Columbia Group, Inc., Testimonies of Andrea C. Crane
Company Utility State Docket Date Topic On Behalf Of:
Electric Restructuring E  District of Columbia 945 3/98 Regulatory Policy GSA
Comments
Western Resources, Inc. E Kansas 97-WSRE-676-ME ~ 2/99 Merger Approval Citizens' Utility
Kansas City Power & Light Ratepayer Board
Adelphia Cable C Vermont Dockets 6117-6119 12/98 Cable Rates (Form 1240, Department of
Communications 1205, 1235) and Late Fees Public Service
Orange and Rockland/ E  New Jersey EM98070433 11/98 Merger Approval Division of the
Consaolidated Edison Ratepayer Advocate
Cablevision C  New Jersey CRO7090624,625 11/98 Cable Rates (Form 1235) Division of the
626 Ratepayer Advocate
Petitions of BA-NJ and T  New Jersey CRO7100792, 10/98 Payphone Subsidies Division of the
NJPA re: Payphone Ops. et al FCC New Services Test  Ratepayer Advocate
United Water Delaware W  Delaware Docket No. 98-98 8/98 Revenue Requirements  Division of the
Public Advocate
Cablevision C  New Jersey CRO7100719,726  8/98 Cable Rates Division of the
730,732 (Oral Testimony) Ratepayer Advocate
Potomac Electric E  Maryland Case No. 8791 8/98 Revenue Requirements GSA
Power Company Rate Design
Mount Holly Water Company W New Jersey WR98020058 7/98 Revenue Requirements  Division of the
PUC 03131-98N Ratepayer Advocate
investigation of BA-NJ T  New Jersey TOS87100808 7/98  Anti-Competitive Division of the
Intral,ATA Calling Plans PUCOT11326-97N Practices Ratepayer Advocate
TCI Cable Company/ C  New Jersey CTV 03264-03268  7/98 Cable Rates Division of the
Cablevision and CTV 05061 Ratepayer Advocate
Pawtucket Water W Rhode Island 2674 4/98 Revenue Requirements  Division of Public
Supply Board Utilities and Carriers
Energy Master Plan Phase 1 E  New Jersey EX94120585U, 3/98 Electric Restructuring Division of the
Proceeding - Restructuring EO97070457 issues Ratepayer Advocate
Shorelands Water Company W New Jersey WRS7110835 2/98 Revenue Requirements  Division of the
Ratepayer Advocate
TCI Communications, inc. C  New Jersey CR97030141 11/97 Cable Rates Division of the
and others {Oral Testimony) Ratepayer Advocate
Citizens Telephone T Pennsylvania R-00971229 11/97 Ailternative Regulation Office of Consumer
Co. of Kecksburg Network Modernization Advocate
Universal Service T  New Jersey TX9512-631 9/37 Low Income Fund Division of the
Funding - High Cost Fund Ratepayer Advocate
Delmarva Power and G/E Delaware 97-65 9/97 Cost Accounting Manual  Office of the Public
Light Company Code of Conduct Advocate
Western Resources, G Kansas WSRG-486-MER 9/97 Transfer of Gas Assets Citizens' Utility

Oneok, and WAI

Ratepayer Board
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Page 4 of 6
The Columbia Group, inc., Testimonies of Andrea C. Crane
‘ Company Utility State Docket Date Topic On Behalf Of:
Universal Service T New Jersey TXg512-631 8/87 Schools and Libraries Division of the
Funding Funding Ratepayer Advocate
Ironton Telephone T  Pennsyivania R-00971182 7/97 Alternative Regulation Office of Consumer
Company Network Modernization Advocate
Comcast Cablevision C  New Jersey Various 707 Cable Rates Division of the
(Oral Testimony) Ratepayer Advocate
Maxim Sewerage WW  New Jersey WR97010052 7/87 Rev. Requirements Division of the
Corporation Ratepayer Advocate
Kent County Water W Rhode island 2555 6/97 Rev. Requirements Division of Public
Authority Utilities and Carriers
Delmarva Power and E Delaware 97-58 5/87  Merger Policy Office of the Public
Light Company Advocate
Consumers Pennsylvania W  Pennsylvania R-00973869 5/97 Rev. Requirements Office of Consumer
Water Co. - Roaring Creek Advocate
Middlesex Water W New Jersey WR96110818 4/97 Rev. Requirements Division of the
Company Ratepayer Advocate
Maxim Sewerage WW  New Jersey WR96080628 3/97 Purchased Sewerage Division of the
Corporation Adjustment Ratepayer Advocate
Interstate Naviation N Rhode Island 2484 2/97 Rev. Requirements Division of Public
Company Cost of Capital Utilities & Carriers
Electric Restructuring E  District of Columbia 945 1/97 Regulatory Policy GSA
Comments
United Water Delaware W Delaware 96-194 197 Rev. Requirements Office of the Public
Advocate
PEPCO/ BGE/ E  District of Columbia 951 9/96 Regulatory Policy, GSA
Merger Application Cost of Capital
Utilicorp Gas G Kansas 193,878-U 8/96 Rev. Requirements Citizens' Utility
Ratepayer Board
TKR Cable Company of C  New Jersey CTVO7030-95N 7/96 Cable Rates Division of the
Gloucester (Oral Testimony) Ratepayer Advocate
TKR Cable Company of C  New Jersey CTV057537-95N 7/96 Cable Rates Division of the
Warwick (Oral Testimony) Ratepayer Advocate
Deimarva Power and E  Delaware 95-196F 5/96 Fuel Cost Recovery Office of the Public
Light Company Advocate
Western Resources, inc. E Electric 193,506-U 5/96 Rev. Requirements Citizens' Utility
: 193,507-U Cost of Capital Ratepayer Board
Princeville Utilities WMW Hawaii 95-172 1/96 Rev. Requirements Princevilie at Hanalei
Company, Inc. Rate Design Community Association
Waestern Resources, Inc. G Kansas 193,503-U 1/96 Rev. Requirements Citizens' Utility

Ratepayer Board
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The Columbia Group, inc., Testimonies of Andrea C. Crane
Company Utility State Docket Date Topic On Behalf Of:
Environmental Disposal WW  New Jersey WRS94070319 11/95 Rev. Requirements Division of the
Corporation (Remand Hearing) Ratepayer Advocate
Lanai Water Company W Hawaii 94-0366 1095 Rev. Requirements Division of Consumer
Advocacy
Cablevision of C  New Jersey CTV01382-95N 8/95 Basic Service Rates Division of the Ratepayer
New Jersey, Inc. (Oral Testimony) Advocate
Cablevision of C  New Jersey CTV01381-95N 8/95 Basic Service Rates Division of the Ratepayer
New Jersey, inc. (Orai Testimony) Advocate
Chesapeake Utilities G Delaware 95-73 7/95 Rev. Requirements Office of the Pubilic
Corporation Advocate
East Honolulu WW  Hawaii 94-7718 6/95 Rev. Requirements Division of Consumer
Community Services, Inc. Advocacy
Wilmington Suburban W Delaware 94-149 3/85 Rev. Requirements Office of the Public
Water Corporation Advocate
Environmental Disposal WW  New Jersey WRS4070319 12/94 Rev. Requirements Division of the
Corporation Ratepayer Advocate
Roaring Creek W  Pennsylvania R-00943177 12/94 Rev. Requirements Office of Consumer
Water Company Advocate
Deimarva Power and E  Delaware 94-84 11/94 Rev. Requirements Office of the Public
Light Company Advocate
Delmarva Power and G Deiaware 94-22 8/94 Rev. Regquirements Office of the Public
Light Company Advocate
Empire District E  Kansas 190,360-U 8/94 Rev. Requirements Citizens' Utility
Electric Company Ratepayer Board
Morris County Municipal SW New Jersey MM10830027 6/94 Rev. Requirements Rate Counsel
Utility Authority ESW 1426.94
US West Communications T  Arizona E-1051-93-183 3/94 Rev. Requirements Residential Utility
Consumer Office
Pawtucket Water W Rhode Island 2158 3/94 Rev. Requirements Division of Public
Supply Board Utilities & Carriers
Poliution Control Financing SW New Jersey SR911117184 2/94 Rev. Requirements Rate Counsel
* Authority of Camden County
Roaring Creek W  Pennsyivania R-00932665 9/93 Rev. Requirements Office of Consumer
Water Company Advocate
Wilmington Suburban W  Delaware 93-28 7/93 Rev. Requirements Office of Public
Water Company Advocate
Kent County W  Rhode island 2098 7/93 Rev. Requirements Division of Public
Water Authority Utilities & Carriers
Camden County Energy SW  New Jersey SRS1111718J 4/93 Rev. Requirements Rate Counsel
Recovery Associates, inc. ESW1263-92
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Company Utility State Docket Date Topic On Behalf Of:
Poilution Control Financing SW  New Jersey SR91111718J 4/93 Rev. Requirements Rate Counsel
Authority of Camden County ESW1263-92
Jamaica Water W New York 92-W-0583 3/93 Rev. Requirements County of Nassau
Supply Company Town of Hempstead
New Jersey-American WMW New Jersey WR92090908J 2/93 Rev. Requirements Rate Counsel
Water Company PUCQ7266-92%
Passaic County SW New Jersey SR91121816J 9/92 Rev. Requirements Rate Counsel
Utilities Authority ESWO0671-92N
East Honolulu WW  Hawaii 7064 8/82 Rev. Requirements Division of Consumer
Community Services, Inc. Advocacy
The Jersey Central E  New Jersey PUCO00661-92 7/92 Rev. Requirements Rate Counsel
Power and Light Company ER91121820J
Mercer County SW  New Jersey EWS11261-918 5/02 Rev. Requirements Rate Counsel
Improvement Authority SR91111682J
Garden State Water W New Jersey WR9109-1483 2/92 Rev. Reguirements Rate Counsel
Company PUC 09118-918
Elizabethtown Water W New Jersey WR9108-1293J 1/92 Rev. Requirements Rate Counsel
Company PUC 08057-91N
New-Jersey American WMWW New Jersey WR9108-1399J 12/91 Rev. Requirements Rate Counsel
Water Company PUC 8246-91
Pennsylvania-American W Pennsylvania R-911909 10/91 Rev. Requirements Office of Consumer
Water Company Advocate
Mercer County SW  New Jersey SR9004-0264J 10/80 Rev. Requirements Rate Counsel
Improvement Authority PUC 338390
New York Telephone T  New York 90-C-0191 7/90 Rev. Requirements NY State Consumer
Affiliated Interests Protection Board
Kent County W Rhode Isiand 1952 6/90 Rev. Requirements Division of Public
Water Authority Reguiatory Policy Utilities & Carriers
Ellesor Transfer SW  New Jersey S08712-1407 11/89 Reguiatory Policy Rate Counsel
Station PUC 1768-88
interstate N  Rhode Island D-89-7 7/89 Rev. Requirements Division of Public
Navigation Co. Regulatory Policy Utilities & Carriers
Automated Modular SW  New Jersey PUC1769-88 5/89 Rev. Requirements Rate Counsel
Systems, inc. Schedules
T  Connecticut 2/89 Regulatory Policy First Selectman

SNET Celiular, Inc.

Town of Redding
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Schedule ACC-1

PENNSYLVANIA-AMERICAN WATER COMPANY

FUTURE TEST YEAR ENDING DECEMBER 31, 2001

REVENUE REQUIREMENT SUMMARY

1. Pro Forma Rate Base

- 2.Cost of Capital

3. Required Return

4. Operating Income @ Present Rates
5. Operating Income Deficiency

6. Revenue Multiplier

7.Revenue Requirement Increase

Sources:

Company Recommended Recommended
Claim Adjustment Position
(A)
$1,306,409,765 ($5,757,011) $1,300,652,754
9.43% -1.27% 8.16%

$123,251,923 ($17,118,658) $106,133,265

100,985,415 6,166,973 107,152,388

$22,266,508 ($23,285,631) ($1,019,123)

1.7383 1.7396

$38.706.315  (840477877)  ($1.772716)

(A) Company Exhibit 3-A, pages 2 and 22.

(B) Schedule ACC-2.

(C) Exhibit JRW-1, Schedule 1.
(D) Schedule ACC-8.

(E) Schedule ACC-35.

B)
()

©)

(E)




Schedule ACC-2

‘ PENNSYLVANIA-AMERICAN WATER COMPANY
FUTURE TEST YEAR ENDING DECEMBER 31, 2001

RATE BASE SUMMARY

Company Recomended Recomended
Claim Adjustment Position
(A)
1.Non Depreciabie Plant $16,539,240 ($9,203) $16,530,037 (B)
2. Depreciable Plant 1,730,668,548 (5,108,673) 1,725559,875 (C)

3. Total Utility Plant in Service $1,747,207,788 ($5,117,877) $1,742,089,911

Less:
4. Contributions in Aid of Construction $71,380,194 0 $71,380,194
5. Customer Advances for Construction 36,358,208 0 36,358,208
6. Excluded Property 1,558,014 0 1,558,014
7.Sub-Total $109,296,416 $0  $109,296,416

8. Net Utility Plant In Service $1,637,011,372 ($5,117,877) $1,632,793,495

9. Accrued Depreciation 270,789,978 (57,932) 270,732,046 (D)

10. Depreciated Utility Plant in Service $1,367,121,394 ($5,059,944) $1,362,061,450

‘ Plus:
$0

11. Materials and Supplies $1,870,785 $1,870,785
12. Cash Working Capital-Expenses 13,689,156 (886,953) 12,802,203 (E)
13. Accrued and Prepaid Taxes 627,956 162,126 790,082 {F)
14. PG&W Acquisition 16,300,434 0 16,300,434
Less:
15. Cash Working Capital-int. & Div. $5,437,550 ($27.761) $5,409,789 (G)
16. Unamortized ITC 584 579 0 584 579
17. Extension Deposits in Suspense (62,461) 0 (62,461)
18. Deferred Taxes 87,240,292 0 87,240,292
19. Total Rate Base Elements $1.306,409.765 ($5.757,011) $1.300,652.754

Sources:

(A) PAWC Exhibit 3-A, page 22.
B) Schedule ACC-3.

Schedule ACC-4.
Schedule ACC-32.
Scheduie ACC-5.

Schedutle ACC-6.

Schedule ACC-7.

S S S it

(

(C
(D
(E
(F
(G




Schedule ACC-3

‘ PENNSYLVANIA-AMERICAN WATER COMPANY
FUTURE TEST YEAR ENDING DECEMBER 31, 2001

NON DEPRECIABLE UTILITY PLANT IN SERVICE

1. Claimed Plant in Service Additions - Net $3,053,049 (A)
2. Claimed Additions - Acquisitions - Net 2,853,049 (A)
3. Claimed Additions Net of Acquisitions $200,000
4, Perceniage Uncompleted - 10 Year Averags 4.60% (B)
5. Recommended Adjustment $9.203
Sources:
. (A) PAWC Exhibit No. 5-A.

(B) Derived from response to OCA-I1-5.




Schedule ACC-4

PENNSYLVANIA AMERICAN WATER COMPANY
FUTURE TEST YEAR ENDING DECEMBER 31, 2001

DEPRECIABLE UTILITY PLANT IN SERVICE

1. Claimed Plant in Service Additions - Net $158,701,643 (A)
2. Claimed Additions - Acquisitions - Net 47,682,471 (A)
3. Claimed Additions Net of Acquisitions $111,019,172
4. Percentage Uncompleted - 10 Year Average 4.60% (B)
5. Recommended Adjustment $5.108.673

Sources:

(A) PAWC Exhibit No. 5-A.
(B) Derived from response to OCA-I-5.




Schedule ACC-5

PENNSYLVANIA-AMERICAN WATER COMPANY

Cash Working Capital - Expenses

Future Test Year Ending December 31, 2001

Lag Dollar
Days Amount Days
(A) (A) (A)
1. AWWS Company (B) 11.83 $5,671,400 $67,088,342
2. Chemicals (C) 4520 4,475,547 202,294,724
3. Group Insurance -7.50 6,081,159 (45,608,693)
4.1Ins Other Than Group -43.60 4,963,240 (216,397,264)
5. Salary and Wages (D) 11.83 43,600,231 515,757,521
6. Leased Equipment -18.90 1,624,791 (30,343,341)
7. Leased Vehicles 0.90 4,321,350 3,889,215
8. Miscellaneous 24.50 22,601,252 553,730,674
9. Natural Gas 38.30 716,720 27,450,376
10. Purchased Power (E) 30.20 10,236,059 309,128,982
11. Purchased Water 40.60 1,602,344 65,055,166
12. Telephone 25.00 2,416,788 60,419,700
13. Waste Disposal 34.40 2,281,800 78,493,920
14. OPEBs 0.50 3,844,648 1,922,324

15. Total

16. Expense Lag

17. Revenue Lag

18, Net Lag

19. Daily Operating Expenses (F)

20. Cash Working Capital Requirement
21.Company Claim (F)

22. Recommended Adjustment

Sources:
(A) PAWC Exhibit 3-A, page 29.

$114,337,329 $1,592,881,647

13.83

54.8

40.87

$313,253

$12,802,203

13,689,156

($886,953)

(B) Lag Days reflects PAWC Payroll Related Lags, see Schedule ACC-5A.
(C) Adjusted by an additional 15.2 days to reflect midpoint of service.

(D) See Schedule ACC-5A.

(E) Adjusted to include 15.2 days service lag and 15.0 days payment lag.

(F) PAWC Exhibit 3-A, page 28.




Schedule ACC-5A
PENNSYLVANIA-AMERICAN WATER COMPANY
Cash Working Capital - Payroll Related Costs

Future Test Year Ending December 31, 2001

Dollar

Amount Lag Days
1. Hourly Payroli-East (A) $8,331,379 12.00  $99,976,548
2. Hourly Payroll-West (A) 10,165,853 13.00 132,156,089
3. Salary Payroll (A) 9,012,081 7.60 68,491,816
4.FIT and FICA (B) 5,386,753 13.83 74,498,794
5. State Income Tax (C) 1,150,021 11.30 12,995,237
6. Fed Unemployment Tax (D) 62,765 75.06 4.711,141
7. State Unemployment Tax (E) 220,218 60.20 13,257,124
8. Total $34,329,070 11.83 $406,086,748
9. Payroll Only (F) $27,509,313 10.93 $300,624,453

Sources:

(A) PAWC Exhibit 3-E, Book 2, page 10.

(B) FICA and FIT lag per pages 11 and 12 of PAWC Exhibit 3-E, Book 2, plus
Average Payroll Lag per line 9.

(C) State Income Tax lag per page 13 of PAWC Exhibit 3-E, Book 2, plus
Average Payroll Lag per line 9.

(D) PAWC Exhibit 3-E, Book 2, page 14.

(E) PAWC Exhibit 3-E, Book 2, page 15.

(F) Reflects average lag per lines 1-3.




Schedule ACC-6

‘ PENNSYLVANIA AMERICAN WATER COMPANY
FUTURE TEST YEAR ENDING DECEMBER 31, 2001

CASH WORKING CAPITAL-ACCRUED AND PREPAID TAXES

Cash Working

Revenue Expense Net Capital
Lag Lag Lag Amount Requirement
A (A)
1.General Assessment (B) 55.10 -197.50 -252.60 $2,244,587 $1,653,377
2.PURTA 55.10 -47.10 -102.20 1,974,000 552,720
3. State Capital Stock Ta); , 55.10 88.30 33.20 2,892,495 (263,098)
4. State Income Tax (B) 55.10 75.80 20.70 8,918,911 (505,812)
5.Federal income Tax (B) 55.10 62.20 7.10 28,125,816 (547,105)
6.Total $790,082
7.Company Claim (A) L 627,956
‘ 8.Recommended Adjustment $162,126

Sources:
(A) PAWC Exhibit 3-A, page 30.
(B) Amounts include impact of recommended adjustments.




Schedule ACC-7

PENNSYLVANIA AMERICAN WATER COMPANY
FUTURE TEST YEAR ENDING DECEMBER 31, 2001

CASH WORKING CAPITAL-INTEREST AND DIVIDENDS

Cash Working
Revenue Expense Net Capital

Lag Lag Lag Amount Requirement
1.Long Term Debt (B) w 55.10 ® 91.30 36.20  $54,887,546  ($5,443,642)
2.Short Term Debt 55.10 30.20 -24.90 0 0
3. Preferred Dividends (C) 55.10 45.60 -9.50 1,300,653 33,853
4.Total ($5,409,789)
5.Company Claim (A) (5,437,550)
6.Recommended Adjustment $27.761

Sources:

(A) PAWC Exhibit 3-A, page 33.

(B) Interest Expense per Schedule ACC-33 .

(C) Reflects weighted Cost of Preferred Dividends per Exhibit JRW-1, Schedule 1 and recommended
Rate Base per Schedule ACC-2.




PENNSYLVANIA AMERICAN WATER COMPANY
FUTURE TEST YEAR ENDING DECEMBER 31, 2001

OPERATING INCOME SUMMARY

1.Company Claim $100,985,415
2.At Risk Adjustment (A) 2,760,283

3. Company Claim w/o At Risk Adjustment $98,225,132

Recommended Adjustments:

4.Residential Revenue 1,224,745
5. Public Fire Protection Revenue (27,833)
6. Public Fire Protection - Coatesville 79,887
7.Customer Specific Adjustments 302,055
8.8Billing and Collections 22,018
9. Penalty Revenue 6,643
10. Hershey Data Center 9,605
11. Salary and Wages - Post TY 308,959
12. Salary and Wges - Employees 779,257
13. Payroli Taxes 83,249
14.Incentive Compensation 137,313
15. Group insurance 135,936
16.FAS 106 238,754
17.Insurance Other than Group 388,101
18. Uncollectible Expense 35,827
18. Infiation Adjustment 847,124
20.Incremental Expenses (80,094)
21.Advertising 218,989
22.Charitable Donations 157,680
23.Deferred Revenue Recovery 205818
24. Service Company Charges 276,896
25. American Water Capital Corp. 322,109
26.Depreciation Expense-Rates 3,310,680
27.Depreciation Expense - Plant 67,788
28. Interest Synchronization (114,250)
29, Net Operating Income $107,152,388
Sources:

Schedule ACC-8

Schedule No.
1

13
14
15
16
17

18

20
21

22
23
24
25
26
27
28
29
30
31

32

33

(A) PAWC Exhibit 3-A, page 39, reduced by income taxes of 41.49%.




Schedule ACC-9

PENNSYLVANIA AMERICAN WATER COMPANY

FUTURE TEST YEAR ENDING DECEMBER 31, 2001

RESIDENTIAL CONSUMPTION
1. Company Claimed Consumption (000 Gals.) 55.80
2.Consumption Based on Five Year Average (000 Gals.) 56.67
3. Recommended Consumption Adjustment (000 Gals.) 0.86
4. Pro Forma Customers 508,546
5. Pro Forma Usage Adjustment (000 Gals.) 437,990
6. Block Rate (000 Gals.) $4.86
7.Gross Revenue Adjustment $2,130,386
8. Revenue Taxes @ 1.74% 37,037
9. Net Revenue Adjustment $2,093,348
10.Income Taxes @ 41.49% 868,604
11. Net Income $1.224745
Sources:

(A) PAWC Exhibit 3-F, page 12.

(B) Derived from response to OCA-VI-17 and PAWC Exhibit 3-G, page 225.
(C) PAWC Exhibit 3-F, pages 12 and 13.

(D) Schedule ACC-35.

(A)

(B)

()




Schedule ACC-10

PENNSYLVANIA AMERICAN WATER COMPANY
FUTURE TEST YEAR ENDING DECEMBER 31, 2001

PUBLIC FIRE PROTECTION REVENUES

1. Original Company Claim $7,265,622
2.Revised Company Claim 7,217,207
3. Recommended Gross Revenue Adjustment ($48,415)
4.Revenue Taxes @ 1.74% (842)
5.Recommended Net Revenue Adjustment ‘ ($47,573)
6.Income Taxes @ 41.49% (19,740)
7.Net Income ($27.833)
Sources:

(A) PAWC Exhibit 3-A, page 9.
(B) Derived from response to OTS-RS-1-D.
(C) Reflects tax rates per Schedule ACC-35.

(A)

(B)




Schedule ACC-11

PENNSYLVANIA AMERICAN WATER COMPANY
FUTURE TEST YEAR ENDING DECEMBER 31, 2001

PUBLIC FIRE PROTECTION-COATESVILLE

1. Number of Hydrants 579 (A)
2. Monthly Hydrant Charge $20.00 (B)
3. Monthly Revenue Adjustment $11,580
4. Annual Revenue Adjustment $138,960 (C)
5. Revenue Taxes @ 1.74% 2,416 (D)
6. Net Revenue Adjustment 136,544
7.Income Taxes @ 41.49% 56,657
8. Net Income $79.887
Sources:

(A) Response to OTS-RS-4-D. ,

(B) PAWC Exhibit 8-A, page 11I-7, "Other Zone 1",
(C) Line 3 X 12.

(D) Reflects tax rates per Schedule ACC-35.




Schedule ACC-12

‘ PENNSYLVANIA AMERICAN WATER COMPANY
FUTURE TEST YEAR ENDING DECEMBER 31, 2001

SPECIFIC CUSTOMER ADJUSTMENTS

1. Appleton Paper $139,913 (A)
2. Jaunty Textiles 46,844 (A)
3. Lion Brewery 109,605 (A)
4. Quarker Oats 83,553 (A)
5. Newtown Artesian 3,271 (B)
6. Union County Industrial Dev. Corp. 142 224 (C)
7. Total Revenue Adjustment $525,410
8. Revenue Taxes @ 1.74% 9,134 (D)
‘ 9. Net Revenue Adjustment $516,276
10. Income Taxes @ 41.49% 214,221
11. Net Income $302,055
Sources:

(A) PAWC Exhibit 3-A, page 10.
(B) Reflects 25% of adjustment on PAWC Exhibit 3-A, page 10.
(C) Response to OTS-RS-14-D.
(D) Schedule ACC-35, lines 2-5.




Schedule ACC-13

. PENNSYLVANIA AMERICAN WATER COMPANY
FUTURE TEST YEAR ENDING DECEMBER 31, 2001
BILLING AND COLLECTIONS
1. Original Company Claim $239,460 (A)
2.Revised Company Claim 277,093 (B)
3. Recommended Adjustment $37,633
4.Income Taxes @ 41.49% 15,615
5. Net Income $22.018
Sources:
(A) PAWC Exhibit 3-A, page 17.
‘ (B) Response to OCA-VI-20.




Schedule ACC-14

PENNSYLVANIA AMERICAN WATER COMPANY
FUTURE TEST YEAR ENDING DECEMBER 31, 2001

PENALTY REVENUE

1998 1999 2000

1. Forfeited Discounts $705,065 $958,012 $863,718 (A)
2. Billed Revenues 276,109,831 286,176,317 298,327,446 (B)
3. Percentage 0.26% 0.33% 0.29%

4. Three Year Average 0.29%

5. Total Pro Forma Billed Water Sales $307,433,224 (C)
6. Pro Forma Penalties Revenue $901,435 (D)
7. Company Claim 890,081 (9
8. Recommended Adjustment $11,354

9. Income Taxes @ 41.49% 4,711
10. Net Income $6.643

A) PAWC Exhibit 3-F, page 9.

B) PAWC Exhibit 3-H, page 63.
C) PAWC Exhibit 3-A, page 15.
D)

(
(
(
(D) Line 4 X Line 5.




Schedule ACC-15

‘ PENNSYLVANIA-AMERICAN WATER COMPANY
FUTURE TEST YEAR ENDING DECEMBER 31, 2001

HERSHEY DATA CENTER

1. Originally Filed Claim $202,024 (A)
2. Revised Company Claim 218,441 (A)
3. Recommended Adjustment $16,417
4. Income Taxes @ 41.49% 6,812
5. Net Income $9.605

Sources:

(A) Reponse to OCA 1-46.




Schedule ACC-16

. PENNSYLVANIA AMERICAN WATER COMPANY
FUTURE TEST YEAR ENDING DECEMBER 31, 2001

SALARY AND WAGE ADJUSTMENT - POST TEST YEAR

1. Post Test Year Adjustment $528,076 (A)
Included in Company Claim

2.Income Taxes @ 41.49% 219,117

3. Net Income $308.959
Sources:

(A) PAWC Exhibit 3-E, Book 3, page 4.




Schedule ACC-17

PENNSYLVANIA AMERICAN WATER COMPANY
FUTURE TEST YEAR ENDING DECEMBER 31, 2001

SALARY AND WAGE ADJUSTMENT - EMPLOYEES

1. Salaried Employees @ 12/31/00 287 (A)
2. Salaried Employees Per Company Claim 296 (A)
3. Recommended Adjustment 9
4. Average Future Test Year Cost Per Employee $58,316 (B)
5.Recommended Salary Adjustment $524,847 (C)
6. Hourly Employees @ 12/31/00 745 (D)
7. Hourly Employees Per Company Claim 770 (E)
8. Recommended Adjustment 25
9. Average Future Test Year Cost Per Employee $45,987 (F)
10. Recommended Wage Adjustment $1,149,676 (G)
11. Total Salary and Wage Adjustment $1,674,523
12. Percent Expensed 79.54% (H)
13. Recommended Expense Adjustment $1,331,916
14. Income Taxes @ 41.49% 552,658
15. Net Income $779.257
Sources:

(A) PAWC Exhibit 3-E, Book 3, page 9.

(B) Derived from PAWC Exhibit 3-E, Book 3, page 9.
(C) Line 3 X Line 4.

D) PAWC Exhibit 3-E, Book 3, page 19.

E) PAWC Exhibit 3-E, Book 3, page 29.

F) Derived from PAWC Exhibit 3-E, page 29.

G) Line 8 X Line 9.

(H) PAWC Exhibit 3-E, Book 3, page 4.

— o~ p— p—




Schedule ACC-18

‘ PENNSYLVANIA AMERICAN WATER COMPANY
FUTURE TEST YEAR ENDING DECEMBER 31, 2001
PAYROLL TAXES
1. Pro Forma Salary and Wage Adjustments $1,859,992 (A)
2. Payroll Taxes @ 7.65% 142,289 (B)
3.Income Taxes @ 41.49% 59,041
4. Net Income $83,249
Sources:

(A) Schedules ACC-16 and ACC-17.
(B) Includes FICA and Medicare only per PAWC Exhibit 3-E, Book 1,
page 51.




Schedule ACC-19

PENNSYLVANIA AMERICAN WATER COMPANY

FUTURE TEST YEAR ENDING DECEMBER 31, 2001

INCENTIVE COMPENSATION

1. Company Claim

2. Percentage Expensed

3. Recommended Expense Adjustment
4. Income Taxes @ 41.49%

5. Net income

Sources:
(A) PAWC Exhibit 3-H, page 147.
(B) PAWC Exhibit 3-A, page 40.

$360,909

79.54%

$287,067

149,754

$137.313

(A)




Schedule ACC-20

PENNSYLVANIA AMERICAN WATER COMPANY
FUTURE TEST YEAR ENDING DECEMBER 31, 2001

GROUP INSURANCE COSTS

1. Future Test Year Claim $7,454 052 (A)
2. Future Test Year Employees 1,066 (B)
3. Average Cost Per Employee $6,993
4. Recommended Employee Adjustment 34 (C)
5. Total Recommended FTY Cost Adjustment $237,746
6. Post FTY Increase Iincluded by Company 128 (A)
7. Impact of July 2001 Estimated Increase 54,235 | (D)
8. Total Recommended Adjustment $292,110
9. Percentage Expensed 79.54% (A)
10. Pro Forma Expense Adjustment $232, 344
11.Income Taxes @ 41.49% 96,408
12. Net Income 135,93
Sources:

(A) PAWC Exhibit 3-E, Book 3, page 41.

(B) PAWC Exhibit 3-E, Book 3, page 47.

(C) Schedule PAWC-17.

(D) Medical, Dental and Prescription per Exhibit 3-E, Book 3, page 44
repriced at rates per page 43.




Schedule ACC-21

PENNSYLVANIA AMERICAN WATER COMPANY
FUTURE TEST YEAR ENDING DECEMBER 31, 2001

FAS 106 COSTS

1. Annual Company Claim » $4,833,603 (A)
2. Actual Fund Contributions 4,320,551 (B)
3. Recommended Adjustment $513,052
4. Perceniage Expensed 79.54% (A)
5. Pro Forma Expense Adjustment $408,082
6. Income Taxes @ 41.49% 169,327
7. Net Income $238,754
Sources:

(A) PAWC Exhibit No. 3-A, page 42.
(B) PAWC Exhibit 3-H, page 138.




Schedule ACC-22

‘ PENNSYLVANIA AMERICAN WATER COMPANY
FUTURE TEST YEAR ENDING DECEMBER 31, 2001

INSURANCE OTHER THAN GROUP

1. Retroactive Adjustment $533,224 (A)
2. Inflation Adjustments 130,123 (A)
3. Total Recommended Adjustments $663,347
4. Incomé Taxes @ 41.49% 275,246
5. Net Income $388.101

Sources:

(A) PAWC Exhibit 3-E, Book 4, page 3.




Schedule ACC-23

‘ PENNSYLVANIA AMERICAN WATER COMPANY
FUTURE TEST YEAR ENDING DECEMBER 31, 2001

UNCOLLECTIBLE EXPENSE

Billed Percentage
Year Net Write Offs Revenue Uncollectible
(A) (B)

1. .1998 2,326,962 276,109,831 0.84%
2. 1999 2,863,461 286,176,317 1.00%
3 2000 2,866,322 298,327,446 0.96%
4. Three Year Average 0.93%
5. Pro Forma Billed Water Sales 307,433,224
6. Pro Forma Uncollectible Expense $2,873,637
“ 7.Company Claim (C) 2.934,873
8. Recommended Adjustment $61,236
9.Income Taxes @ 41.49% 25,409
10. Net Income $35.827

Sources:

(A) PAWC Exhibit 3-E, Book 1, page 12.
(B) PAWC Exhibit 3-H, page 63.

(C) PAWC Exhibit 3-A, page 56.




Schedule ACC-24

‘ PENNSYLVANIA AMERICAN WATER COMPANY
FUTURE TEST YEAR ENDING DECEMBER 31, 2001

INFLATION ADJUSTMENT

1. Inflation Adjustment Included in Company Claim $1,447 915 (A)

2.Income Taxes @ ’ 41.49% 600,791

3. Net Income $847.124

Sources:
(A) PAWC Exhibit 3-A, page 54.




Schedule ACC-25

PENNSYLVANIA AMERICAN WATER COMPANY

FUTURE TEST YEAR ENDING DECEMBER 31, 2001

INCREMENTAL PRODUCTION EXPENSES

1. Appleton Paper

2. Jaunty Textiles

3. Lion Brewery

4. Quarker QOats

5. Newtown Artesian

6. Residential Adjustment

7. Total Consumption Adjustment

8. Company Pro Forma Consumption
‘ 9. Percentage Adjustment
10. Power and Chemical Costs
11. Pro Forma Expense Adjustment
12. Income Taxes @ 41.49%

13. Net Income

Sources:

(A) PAWC Exhibit 3-F, page 27.
(B) PAWC Exhibit 3-F, page 30.
B) PAWC Exhibit 3-F, page 34.
C) PAWC Exhibit 3-F, page 31.
D) PAWC Exhibit 3-F, page 32.
) Schedule ACC-12.
)

(
(
(
(
(F) PAWC Exhibit 3-A, page 47.

E
F

464,747
124,842
386,337
256,485

8,464

4,379,905

5,620,779

504,581,228

1.11%

$13,823,837

$153,991

63,896

$90,094




Scheduie ACC-26

PENNSYLVANIA AMERICAN WATER COMPANY

FUTURE TEST YEAR ENDING DECEMBER 31, 2001

ADVERTISING
(A)
1. Provision of Factual and Objective Data $8,199
2. Holiday Greetings 268
3. Community Organizations 16,857
4. Miscellaneous 7,803
5. News Service and Amortization of Media Program 312,443
6. Promotion ltems 18,284
7. Miscellaneous 10,445
8. Total Recommended Adjustments $374,299
9.Income Taxes @ 41.49% 155,310
10. Net Income $218,989
Sources:

(A) Response to OCA-VI-34.




Schedule ACC-27

PENNSYLVANIA AMERICAN WATER COMPANY

FUTURE TEST YEAR ENDING DECEMBER 31, 2001

CHARITABLE CONTRIBUTIONS - SERVICE COMPANY

1. Company Claim
2. Recommended Adjustment
3. Income Taxes @

4. Net Income

Sources:

(A) PAWC Exhibit 3-H, page 218.

41.49%

$269,509
269,509

111,829

$157.680

(A)




Schedule ACC-28

. PENNSYLVANIA-AMERICAN WATER COMPANY
FUTURE TEST YEAR ENDING DECEMBER 31, 2001

DEFERRED REVENUE RECOVERY

1. Thomson Consolidated Electronics Deferral $238,2é6 (A)
2. Recovery of Deferral Over 2 Years 119,113 (B)
3. Deferral Recovery Included in Company's Claim 470,899 (C)
4 Recoﬁmended Adjustment $351,786
5.Income Taxes @ 41.49% 145,968
6. Net Income $205.318

. Sources:

(A) Resposne to OSBA-I-03.
(B) Line 1/2. See OTS-RS-13-D.
(C) PAWC Exhibit 3-A, page 58.




PENNSYLVANIA AMERICAN WATER COMPANY
FUTURE TEST YEAR ENDING DECEMBER 31, 2001

SERVICE COMPANY CHARGES

1. Hewitt Consultants Charges

2.Information Systems/Customer Billing & Accouting
3. Information Systems/Financial

4. Total Recommended Adjustments

5.Income Ta;(es @ 41.49%

6. Net Income

Sources:
(A) Response to OCA-VI-35.

Schedule ACC-29

$53,000 (A)
154,970 B)
265,304 (B)
$473,274
196,378
$276,896

(B) 50% of test year increase, per PAWC Exhibit 3-E, Book 1, page 30.




Schedule ACC-30

PENNSYLVANIA AMERICAN WATER COMPANY
FUTURE TEST YEAR ENDING DECEMBER 31, 2001

AMERICAN WATER CAPITAL CORPORATION

1. Test Year Billings $550,553 (A)
2. Average of 1998/1999 Service Company Billings 270,099 (B)
3. Recommended Adjustment $550,553
4.Income Taxes @ 41.49% 228 444
5. Net Income $322,109

Sources:

(A) Response to OCA-1-44.
(B) Response to OCA-VI-24.




Schedule ACC-31

PENNSYLVANIA AMERICAN WATER COMPANY
FUTURE TEST YEAR ENDING DECEMBER 31, 2001

DEPRECIATION EXPENSE -RATES

1. Pro Forma Depreciation Expense Per Company $47,629,071 (A)
2.Pro Forma Depreciation Expense Per OCA 41,970,417 (B)
3. Recommended Adjustment $5,658,654
4.Income Taxes @ 41.49% 2,347,974
5. Net Income $3.310.680

Sources:

(A) PAWC Exhibit 3-A, page 1.
(B) Exhibit MUM-1, page 4.




Schedule ACC-32

PENNSYLVANIA AMERICAN WATER COMPANY
FUTURE TEST YEAR ENDING DECEMBER 31, 2001

DEPRECIATION EXPENSE - PLANT ADJUSTMENT

1. Depreciable Plant Adjustment $5,108,673 (A)

2. Composite Depreciation Rate 2.27% (B)

3. Annual Depreciation Expense Adjustment $115,865

4.Income Taxes @ 41.49% 48,076

5. Net Income $67.788

6. Depreciation Reserve Adjustment $57,932 (C)
Sources:

(A) Schedule ACC-4 .
(B) Derived from Exhibit MUM-1.
(C)Line3/2.




Schedule ACC-33

PENNSYLVANIA AMERICAN WATER COMPANY

FUTURE TEST YEAR ENDING DECEMBER 31, 2001

INTEREST SYNCRONIZATION
1. Recommended Rate Base $1,300,652,754 (A)
2. Weighted Cost of Debt 4.22% (B)
3. Pro Forma Interest Expense $54,887,546
4. Company Claim 55,162,891 (C)
5. Increase in Taxable Income $275,345
8. Income Taxes @ 41.49% 114

Sources:

(A) Schedule ACC-2.
(B) Exhibit JRW-1, Schedule 1.
(C) PAWC Exhibit 3-A, page 1.




Schedule ACC-34

PENNSYLVANIA AMERICAN WATER COMPANY

FUTURE TEST YEAR ENDING DECEMBER 31, 2001

INCOME TAX FACTOR
. Revenue 100.00%
. State Income Tax Rate 9.99% (A)
. Federal Taxable Income 90.01%
. Federal Income Taxes @ 35% 31.50% (A)
. Net Income 58.51%
. Total Tax Rate 41.49% (B)
Sources

(A) PAWC Exhibit 3-A, page 64.
(B) Line 2 plus Line 4.




Schedule ACC-35

PENNSYLVANIA AMERICAN WATER COMPANY

FUTURE TEST YEAR ENDING DECEMBER 31, 2001

REVENUE MULTIPLIER

1. Revenue

2. Uncollectibles @
3.PUC Assessment @

4. OCA Assessment @

5. OSBA Assessment @
6. State Taxable Income
7. State Income Taxes @
8. Federal Taxable Income
9. Federal Income Taxes @ 35%
10. Net Income
11.Revenue / Income

Sources
(A) Schedule ACC-23 .

(B) PAWC Exhibit 3-A, page 61.
(C) PAWC Exhibit 3-A, page 64.
(D)

D) Line 1/ Line 10.

0.93%

0.65%

0.12%

0.03%

9.99%

100.00

0.93

0.65

0.12

0.03

98.26

88.45

30.96

57.49

.
\’
15N

|




Schedule ACC-36

‘ PENNSYLVANIA-AMERICAN WATER COMPANY
FUTURE TEST YEAR ENDING DECEMBER 31, 2001

REVENUE REQUIREMENT IMPACT OF ADJUSTMENTS

1. Rate of Return

($28,941,091)

~ 2. Non Depreciable Plant ($1,305)
3. Depreciable Plant (724,650)
4. Accrued Depreciation 8,218
5. Cash Working Capital-Expenses (125,812)
6. Accrued and Prepaid Taxes 22,997
7. Cash Working Capital-Int. & Div. 3,938
8. At Risk Adjustment $4,798,256
9. Residential Revenue (2,128,998)
10. Public Fire Protection Revenue 48,383
11. Public Fire Protection - Coatesville (138,870)
12. Customer Specific Adjustments (525,068)
13. Billing and Collections (38,274)
14. Penalty Revenue (11,547)
15. Hershey Data Center (16,697)
16. Salary and Wages - Post TY (537,069)
17. Salary and Wges - Employees (1,354,598)
18. Payroll Taxes (144,713)
19. Incentive Compensation (238,694)
20. Group Insurance (236,301)
21.FAS 106 (415,031)
22.Insurance Other than Group (674,644)
23. Uncollectible Expense (62,279)
24. Inflation Adjustment (1,472,573)
25. Incremental Expenses 156,613
26. Advertising (380,673)
27. Charitable Donations (274,099)
28. Deferred Revenue Recovery (357,777)
29. Service Company Charges (481,333)
30. American Water Capital Corp. (559,929)
31. Depreciation Expense - Plant (117,838)
32. Depreciation Expense-Rates (5,755,022)
33. Interest Synchronization 198,603
34. Revenue Multiplier (1,154)

35. Total Adjustments

‘36. Company Claim

37. Recommended Revenue Requirement Deficiency

($40,479,031)

38,706,315

($1.772.716)




Schedule ACC-37

PENNSYLVANIA-AMERICAN WATER COMPANY
FUTURE TEST YEAR ENDING DECEMBER 31, 2001

PRO FORMA INCOME STATEMENT

Pro Forma Recommended Pro Forma

Per Recommended Present Rate Proposed
Company Adjustments Rates Adjustment Rates

1. Operating Revenues $311,643,975 $2,811,745 $314,455720  ($1,772,716) $312,683,003

2. Operating Expenses 117,272,202 (2,055,134) 115,217,068 0 115,217,068

3. Depreciation and Amortization 49,724,568 (5,774,519) 43,950,049 0 43,950,049

4 Taxes Other Than Income 10,463,257 (84,544) 10,368,713 {30,819) 10,337,894
5. Taxable Income

Before Interest Expenses $134,183,948 $10,735,941  $144,818,889 ($1,741,897) $143,177,991

6. Interest Expense 55,162,891 (275,345) 54,887 546 0 54,887 546

7. Taxable Income $79,021,057 $11,011,285 $90,032,342  ($1,741,897)  $88,290,445

8.Income Taxes @ 41.49% 33,198,533 4 568,968 37,767,501 (722,774) 37,044,727

9. Net Operating Income $100,985,415 $6,166,973  $107,152,388  ($1,019,123) $106,133,264

10. Rate Base $1,306,408,765 $1,300,652,754 $1,300,652,754

. 11. Rate of Return 72.73% 8.24% ' 8.16%




APPENDIX C

Referenced Data Requests

Response to OCA-I-5
Response to OCA-I-10
Response to OCA-I-17
Response to OCA-1-22
Response to OCA-I-23
Response to OCA-1-28
Response to OCA-I-44
Response to OCA-1-46
Response to OCA-VI-9

Response to OCA-VI-11
Response to OCA-VI-14
Response to OCA-VI-17
Response to OCA-VI-24
Response to OCA-VI-29
Response to OCA-VI-34
Response to OCA-VI-35
Response to OCA-VI-36
Response to OCA-VI-37
Response to OCA-IX-16

Response to OTS-RS-1-D
Response to OTS-RS-4-D
Response to OTS-RS-7-D
Response to OTS-RS-13-D
Response to OTS-RS-14-D
Response to OTS-RE-12-D
Response to OTS-RE-31-D

Response to OSBA-1-3
Response to OSBA-1-9




@

OCA-I-05 Q.

OCA-I-05 A.

Pa. P.U.C. Docket No. R-00016339
OCA-I-05

Please provide, for each of the last ten years, a) the budgeted
capital expenditures and b) the actual capital expenditures made by

the Company.

Attached is a schedule showing the Company’s planned and actual
capital expenditures for the period of 1991-2000 inclusive.

The Company budgets its capital needs on the basis of projected
cash expenditures that will be required annually to support
construction activity during the budget year irrespective of whether
the construction project for which an expenditure is made is
scheduled for completion during the budget year or a subsequent
accounting period. Accordingly, the amount of construction
completed and recorded in plant accounts does not relate directly
to the planned capital expenditures for that year. When a rate
filing is made based on a future test year, the Company performs a
detailed analysis of prospective construction activity to ascertain
the in-service date for each project to be completed during the
future test year, and only the cost associated with those projects is’
included in its rate base claim.

RESPONSIBLE WITNESS: Steven J. Seidl, Vice President Engineering




1991
1992
1983
19%4
1995
1996
1997
1998
1999
2000

PLANNED

46,800,655
33,914,326
40,149,927
53,078,357
72,876,056
69,211,360
96,639,280
90,526,923

117,355,274

70,460,916

ACTUAL

46,425,602
33,710,585
39,622,893
50,299,523
66,309,008
63,174,719
94,217,720
90,252,562

111,345,628

63,857,082

375,053
203,741
527,034
2,778,834
6,567,048
6,036,641
2,421,560
274,361
6,009,646
6,603,834

DIFFERENCE PERCENT

0.81%
0.60%
1.33%
5.52%
9.90%
9.56%
2.57%
0.30%
5.40%
10.34%




Pa. P.U.C. Docket No. R-00016339

OCA-I-10 Q. Regarding Exhibit No. 5-A, please provide the amount spent to
date on each project.

OCA-I-10 A. Attached 1s a schedule in the same format as Exhibit No. 5-A
showing activity by account through March 2001. Additional
updates will be provided as the data become available.

RESPONSIBLE WITNESS: Steven J. Seidl, Vice President Engineering




31va
L1 [ x]

ANINIYILIY

ON H3qY0
HYOM

INON

IANON
3NON
INON

ANON
INON

3INON
3NON
3ANON
3NON
3NON
3NON
3NON

3NON

3NON
INON
3NON

3NON
INON

3NON

INON
INON

ANIWIHILIY 40 NOLLAINISIa

10-sepy

10-ung
$0-sepy
10993

1o-ren
10-2dy

10-98g
10-deg
1o-unp
1o-len
100
10-33g
10-0ny

10-33Q

10sepy
10993
1g-10y

10-934

10-q94
1010y

10-fepy

10-sepy
10-bny

Jiva
dWOD

5012
147424
695°L€0°Y
660°}
gSe'eE6'e
21946
866'266

966°266

(44 7%

(X% 4
168°2¢
692°6E4
(Y AT}
02Zr'Zi
8Tr'es
811679

814°695
00008

€28°296°)
€29°Z¢6'4
€LL'662

(218 124
€99'sS

HYiN NYHL
dX3 LY

ySLLL
rsL'Le
oi'Zrt’y
006'$04
esvete'c
Zig'L6
or¥'990’|

966'766
"ree

000'900°4
000°4 42
000'8s1
00060
000'ES
000601
000°0EE
000'ir
000°022
000°022
08L'199
9124°695
000'09
¥90°'Z1

i

3

[

[4
3444

€20°7y6°1
€28'Tr6')
133 144

[1Y% 4 24
000'00Z

NOulaav

$4-00 gt

Zr96 di
14-00 il
€4-00 di

11-00 di
P1-00 di

HN3L
H N3l
Hnau
HW3L
$4-66 di
2i-96 ol
Zi-16 di

1o di

11-00 a1
£3-00 o}
00 i

€1-00 di

€100 dI
71-00 di

1-00 ol

$4-00 dl
L6 di

ON ¥3au0
NHHOM

W01 INNODJDY

NOLLISINIDOVY 3TUASTLYONONIQUNE FOVEYO ONV dOHS 'STHOLS  Z8'v0C
IVL0L INNODDY

NOWVZITVNOIO3Y ONODOd  €'70¢

NOILISINDODY ITUASIUVOISONIANNA NOLLWIIING € y0L

NOWISHIOOVY MOLANY IS INSNLYIHL HMILVA - STHNLDNYLS € 0L
WLOL ENNGDDV

NOWLISINDDY ITUASILYOVSIUNLONYLS ONIINND ONY HIMOJ  Z10E
NOILISINOIY B3NS /LNVId ONIdNNG * STHNLONYLS T y0¢

WL0L INNODJV
ANINGINDI ISYHONNG  10E
ININGINDI ISVHIUNG  vOL
ANFNGINDI ISYHOUNd  #0E
INSNGINDI ISYHOUNG  pOE
ANINWIAOUCNI HIAHY IO INVId HIL WA NOL U ¥OE
S113M DHNABSdINIHD  #0E
STEBM INUANOVEE  roE
Wi0L INNODJY
SIONLS ONINNY I IAISNIHIBANOD 86 €OC
WL0L INNQDDY
NOLLISINDOVY ITUASILVOISLHON ONYI ONY ONYT  # COE
NOWISINDOY MOU/SIIJANYLS NOUNBIMLISIO - ONYY  r'E0c
NOILISINDIY HIUNB/ANY I NOILNBIRILSIO - SININISYI ONY ONYY  »E0E
TLOL INNOJDY
NOUWISINODY MOLINYI ANINLVYIYL Y3LIVYM - ONYY € €0C
WL0L LNNOIDY

NOILISINDOY MOLANIIM LA1ddNS 0 IDHNOS - SININISYI T Loc
NOWISINODY ¥ UNB/IANY I ONIdWNG - ONYY 2 C0E

IVLOL ENNODDY
NOILISINODY ITUASILVO/SLIHOM HILVYM - SLHOI ONVIONY ONYY 11 °€0¢
WL0L AINNOIDY

NOILISINDIV 3TUASILVOINY I IIRONVLINI SNOINVTIIADSIY  €OC
S1BM 3NDOVYY O ONYY ot

NOLLIQAY 40 NOWU JINIS3Ia ON 120V
auvis

$002 ‘1€ ¥IENID30 GIANI WV3EA WOJ 1631 FunLNY
SANINULLIY ONY SNOLLIQAY LNYId
ANVANOD HILYM NYIIUINY VINVATASNNI]




to-deg

859°€08°)

950°ce9

10-A0N  008'616

uvo
danod

JUED LTS

ON H3QWO
Hdom

3NON
INON

INON

INON

IANON

3NON

3NON

3INON

} 'ON INVd 303y
INON

ANON

3NON

3NON

NOBUVD 33y

3NON
3NON
3INON
3NON
3NON
3NON
ANON

3NON
3NON
INON
ANON
INON
INON
3NON

aNON

INON
3INON
3NON

3NON

3INON

ANINIUUIY 40 NOLLJINISIA

1028
1028

10-38Q
10-23q
10994
$o-unp
10-30Q
10-93Q
10-deg
10-080
1o-deg
1g-unp
Lo-sepn
$0-A0N

10-23g
10-dag
s0-unp
$0-epy
1o-unp
10-20Q
10-deg

10-28g
10-2qQ
10-Ony
1o-unp
107280y
10-Qe3
10-dy

$0-1epn

10999
10-Bny
10:934

10-ep

10-sepy

iva
40D

10604
186592

TIS'B6E’)
682°5CH
s
19y
S6E'y

1562
989'010')

€EI'YS

SES'PEE

€Ci'ys
812
SPOLLE
[T T 2
120°052")
000002
¥608'L9
b24 ¥ 44
660°4
0£1°'956
14 ¥4
0S8°'856'2
058'956'
€r9°'69S
09Z'SLy
18246
960°C

[ 2
Ser'L2Z
988°C00')
999°€08°¢

HYW NHHL
dX3 ANvY

000'650'}
008'095

$12°01E'Y)

000°0¢C
000'4r
1Y
009°e2y
000052
000069
000'18€°04
000112
000'954
000°901
000'tS
000°'220'%

00Z'8rL’E

000'412
000°851
000'904
000°¢S
000'911°2
o0z'6L€
000°€ZL

9L LIS
000°002
000584
00028
006’01
0€1'956
91T
909'9
059'856'Z
058'856'2
960'9ay"4
000'SS4°1
000'92¢
960°C
s6r'Le
S8y'LZ
980'c08')
989°€00"1

NOuloQy

Tre6 di
H66-dt

2486 di
426 gt
€100 i
Zr 96 di
oioas
80 00 di
016 d)
HW3H
H 3L
HN3u
Hn3an
€010 di

H w3l
HN3LU
H W3l
HW3L
Zro6 di
11-66 diI
$0°00 dt

€1:00 i
2486 i
226 i
v 96 di
1100 ai
€100 gt
P1-00dl

11-00 db

Z1-96 ot
Ti~i6 di
€400 di

$11°00 Q1

14-00 di

ON #3080
HHOM

NOILYZIIVNOIOIY ONODOd  0ft
ANVId H33Q 1HM TI3MUVITD 0t

W01 INNOJDY

o0ze

ST113IM SHNESHINIHGE~ 0Z€

STIEM NNWDDVEL 02C

NOLLISINDOY MOLINSNIINDI ANINIYIYL H3LYM  0ZC
NOUVZITWNOIDOIY ONODOd  02¢

SH3EANMOS INIMOWHD TIVISNI  02€

- ALINOVA NOILYVHIY IAINA ONYHOIH  0Z¢
NOISNYJX3 ONY SININIAOUINI ANV HIL WS NMOLSIHYON  02C
ANINGINDI ASVHOUNd  02C

AN3NGINDI 3SVHIUNG  02¢

ANINGINDI ISYHOUND  02€

ANINGINDI 3SVHIUNd  0Z¢€

NOBHVYD GILYAILOV BYINNVHO 3DVId3H ONY 3SYHOuNd  0ZC

IVi0L INNOIDV

ININGINOI ISYHIUNd €L LIS
ANINGINDI ISYHOUND €4 }iE
ANINJIND3 3SYHOUNG €L 41E
ANINGINOT ISVHOUND €L )4¢
NOUVYZITIWYNOIO3H ONODOd  EL'}IE
INYId 3330 JLHM NIMBYITD €2 1t
JOUINOD IOUNS SHYO JUIHS €21 4E

W10 INNOIDV
dIHSNMOL NOSHOVIr  Z1Ig
S113M SUNBSHIIHD 211
SNIIM ITUANOVHES Z e
NOUVZITIVNOIDIY ONODOd  Z'1IC
NOWLISINDIV 3TUASIIVONVININGINDI ONIINNG JUILDTNT 2 1Ig
SNOLLISINDDY MOL/ANINGINDI DNIdNNd 2 11¢
SNOUSINODY I UNWAININGINDI ONISNNG  Z 1€
101 INNODDY
NOLLISINODV 31UASILVOVININGINDI - WILSAS NOUYDIINNG P OIE
WLOL INNOJOV
$713M OUNAESdINHD  {0F
ST3M FJTUANOVYS  L0€
NOULISINDIY MOL/SONINGS ONY STIIM Z0¢
W10l INNODDY
NOWISINODV FVUASILVOI/SINVINI HAHLO ONY H3AN 'IXVY 9ot
104 INNODDY
NOLLISINGDY 3TUASTLVONSHIOAUISIY ONIINNOIWE ONY ONILOITIOD SOt

NOILIGAY JO NOILJINDS3Q ON 220V
Hvis

100Z '1¢ ¥IANIADIQ GIANI YVIA HO4 1831 FuNLN
SLNINIULIY ONV SNOLLIGAY ANV
ANVJNOO HILVYM NYDIUINVY-VINVATASNNId



10-28Q
10230
10930
10-38q
10-39g
todeg
lorunp
10-en

10920

10-93Q

1093
10-63g
10-uny
107en

10-A0N
1028qQ
Juva
dN0D

e19cer’y

159'622
rSE
100'2L
000'8L
006°091
00)°cEry
008°'rEE
00892

000°129'S

005'92¢

006'0L

009°'LLr
002'€90°2
009°c6e’}
002'602

000622

00002
000G
AN3WYUIY ON ¥3QHO0
HHOM

ANON
S3IDNYIS FniL Iy
S3IDNNMIS UL Iy
S3DIAH3IS Y113y
SIDAMIS JunIy
S$30INH3S L3y
PER I E B TE Y
SINYIS Iu I
EERIGYENE FTTEN]

3NON
3INON
3NON
INON
INON
3NON
3ANON
SNIVA 3YH1439
IANON
3NON
3INON
INON
SNIVIN 3Mi1 3
INON
3NON
SNIVIN 34113y
SNIVH 3913y
SNIVN 34113y
SNIVIN U113y
3NON
3NON
ANON

3NON
3NON
INON
INON
ONILNIV] Jui13y
ONILNIVA 3HiL3Y
AINIWIYILIY 40 NOW dIIDSIa

10-4dy
10-sepy
10994
$0-1dy
10-%8Q
10280
1o-dag
1g-unp
10-9en

ooL'orv'y

28'95L°T
ors’c

¥66°L10')

yss'aiz'oc

S1°ErS
8’16
G6CY
wi'e
rer'oz
184°91)

r69°y
1£9'051°)

STk
BS9'EEZ

81Zzos’s
62128522
€z0'cLe

S6C°QI4'S

95€'999°¢

Sr6'aIt

0e5°0s9

HYN (UKL
dX3 ANV

SSOIrE'YY

rir's
2iS'8SLT
ors’c
690'02¢
000'068¢
000'609'4
000'$€EEY
000'90C°C
000’982

S12'85€'86

000'008°C
000°02¢°4
000'92€
009'cer
000869
000°95¢
000'090°s
000's92°¢
000'v6E
000614
000'sPre
000824
000'60¢
zog'a)
000002’}
0009220}
000'2£9'02
000'9€6'€}
000°268'Z
62)°285°22
€20°cL2
109'COC’y

900'896'6

000°000'4
95€'999°¢
$r6'91€
€04'507
000°00L2
000°05Y
NOUaav

S4-00 a1
11-00 oI
€i-00dl
v1-00 di
N3
In3u
I3
W3l
on3n

€1-00 di
Z24-86 di
T-i6dl
2y-96 di
20°66 di
€66 di
1066 di
SNOVA
6040 i
¥0- 10 di
LE-66 di
9£-66 di
€266 dt
S4-00 i
€-10 dit
SNO/KIVA
SNORIVA
SNO™YA
SNORIvA
11°00 dit
€100 i
#1-00 dt

¥1-00 Q)
Z1-40'v0-00di
TC°66 di
ON ¥3040
HYOM

Ivi0L LNNGIDY

NOHISINOOY VIONAR XOH#S3DNHIS  #eC
NOIISINDOY ITUASILYO/SAINYIS €L
NOILISINDOY MOL/SADINYIAS  EEC
NOULISINDIY HIUNESIVIAYIS (e
INUASIULVOD £t

S3INABIS 30VIIIH ONV 1IVISNL  E6€
S3AWIS FOVIIY ONY TIVESNE €6€
S3OMNY3S F0VIdIAY ONY IVISNE €£C
S30IAYIS 30V Id3H ONY TWISNI  £CE

IVLOL INNODDY

dIHSNMOL NOSHOYI  §'i€t

ST113M SUNESAIUHY B ICE

STEIM 3TUANOVHS 8 46E

NOUVZITWNOIO3YW ONODOd 8 1£E

SININIAOHINI HIISNVHLE HILYM MV NOINVHOS IXVY  §iEC
S1IWABOLVINO3Y JONOIVIUBYHIY R iCC

NOUVYIMBYHIY 1BNNNL @ iCC

ITUASILVOD B 1EE

SINIWIAOUSNI QYO ONMI 8 4CE

SININ3AOUIN QYOU NOLONIBY HIHON  €1CC

dIHSNMOL NIDINYMY 8 I

FTUANYLLVELIS  21€C

AVMSSIHGEXT AFTIVA'NOW 0L 3NAQ SNIVW JONOUYI0IS 8 IEE
NOHISINOIV TIONN XOXSNIYIN NOILNEINLSIQ ONY NOISSINSNYYL € ¢
HHSNMOL NOSY3343r 8 1(C

FOVI4IY ANV SNIVI 1IVASNE - 8 iCC

IDVId3Y ONY SNIVIK TIVASNE  91¢CE

3OVId3U ONY SNIVN TIVISNE 8 1€E

30VIid3Y ONY SNIVW 1IVISNI 8 1[€

NOILISINOOV 3VUASILVOSNIVN NONBIMLSID ONY NOISSINSNYVYL @ 1EC
NOLLISINOOY MOL/SHIVIN NOILNBIYLSIO ONY NOISSINSNYYL  @1eE
NOHISINDDVY Y3 UNWSNIVW NOILNBIEL SIA ONY NOISSINSNYYNL  @1E¢

WLOL LNNOJIVY

%NVL dIHSNMOL NOSH3443F  ofC
NOLLISINOJY 3NIASILYONSIIdANYLS ONY SHIOAHISIH NOHNBIWISKA 0CC
HOWLISINDOV MOLSIJIJONYLS ONY SHIOANISIY NOUNBIMISID  OCE
NOLISINODY 33 1UNE/SIAIJANYLS ONY SHIOANISIY NOLNBIMLSIO  oft
OVHIY XNVYL  ocC
NOILVLTNEYHIY LINN ININ1YIYL 1331 ocC

HOLLIQQV 40 NOLLdOS3Q ON 100V

uvis

$002 1€ ¥IBWIDIQ AIANI ¥VYIA ¥O4 1531 FunLNg
SININIULLIY ONV SNOLLIGAY INYId
ANVANOD HI1YM NYILHINY VINVATASNNIA




10-28Q
10-38Q
10-530
10-93G
lo-dag
sg-uap
10-epy

10-28Q
10-02Q
10-98Q
10-33g
10-98q
10-dag
Jo-unp
10-ep

uva
dWOJ

So'it2

rse
sy

09084
002’92
00288
009'Ly
005'22

9202y

€L1'08
Sii
0812
008212
002's9
o0r'iL
001°288
oot'ze

ANINIULLIY

3INON
INON
INON
INON

3NON

INON
ANON

3NON

3INON

INON

SINVHOAH Fu1u 3y
SINVHOAH 31138
SINVHOAH 3113y
SINVHOAH 3uii3y
SANVHQAH 34113y
SINVHOAH 3MI13y
SINVHAAH 3113y

INON
SY3L3N 34113y
CEETELE T
SU3LIN Js 3y
SYILIN I3y
SUILIN iy
SUILIN L3y
SUILIN IuL3Y
SHILINW IHILTY

ANINIYILIY 40 NOLL YOS A

10-58Q
10-deg
1o-unp
12

1o

10-en
10994

10-29Q
1o-epy

boriepy

1018y

$0-28Q

10-38Q
10-eny

tozeyy
10-qo4
}Oridy
10-23Qg
10-0ag
1g-ung
10en

1010y
10-sepy
10993
10~dy
10-33Q
10-22Q
10-d3g
t0-unp
[0

ava
dwWod

So2'804
erc'ey
6rcey
$98°'9§

018'SS
§66

zog'zel

€r6'64
6SE'Z0L

966}
966°¢
SEr'sLz
sEr'sez
oY’ regy
Yo v¥0's
¥65°C0E

894'82
Rrsee

$29°06E

rorise
2E5°y

689°¥E

166°C25")

rEL 108
et

15022

VYW NYHL
dX3 1NV

000'z2y
000°L1E
000'412Z
000°001

6re'sr
erc’ey
$98'95

040'sS
566

65€°201

0
65204

966°4
066°)
SEP'SLT
SEr'GL2
000000y
060°000°F
9zr'sLe

0
9rsie

SES'9MZ

ror’isc
[43-3 ]

665091
000°292
000°285
000028
000'§22

969'rLr'S

6ir'4
vEL108
e
J1-79Yt4
000°CLZ
000°£59
00002
000'4 €4
000'¢€2E

NOLLIOaY

HA3U
HN3L
HnWai
HAW3L

3400 di

$1-00 di
€41-00 di

9
+1-00 ot

L-00 dl

100

82-46 dI

3
$1-00di

1100 ot
€100 dt
¥1-00 gt
aniit
8nW3nl
SNt
anai

S54-00 di
14-00di
Ci-00ai
5-00di
anlu
SNOIVA
SNOIBVA
SNOIHVA
SNOVA

ON H3QHOo
HHOM

ININGINDI SNOINYTIFOSIN ASYHIUNG Lot
ANINAND3 SNOINYTFOSIN ISYHOUND LT
IN3INGINDI SNOINVTIOSIN BSYHINNG 19T
ANWCINDI SNOINYTIZOSIM ISYHOUNG  L¥E

V101 INNODDY
NOILISINODV 3TUASILVOVININGINDI NOLLYIINONNOD  org
WL0L INNODDY

NOILISINDIV FTUASILVOVININGINDI AHOLIVHOBYY  nf
NOLLISINOJV MOUININGINDI AHOLVHOEYY  #pE

WI0L INNOJDY

AN3NJINDI ¥HOM ONY S1004 €€
NOILISINOOV 3TUASILVOVININGINOT HHOM ONY STI001L  £9¢

WL0L LNNOIDY
NOLLISINDOY 3TUASILVOVANINGINDI SIH0LS  24¢
W04 ANNODDVY
NOLLISINODY ITHASILVOVININGINDI NOILYIHOISNYYL 1ot

WLOL INNODDY

FYYMLIOS NOLLYWHOANI HINWOLSND 1IVASNI GNY ISVHIUNG  €0re
WL0L INNODDY

ININGINOI ONY IUNLINENG 3DNI40  OC
NOILISNODV 3VWASILVOAININGINDI ONY JUNLINGNS 3D1440 O

Wi0L INNOJDY

NOLISINDOY NOILISINODY/SINVHAAH  SEC
NOLLISINOJY MOL/SINVYOAH  SEE
NOWLISINDDY YA UNWSINVUOAH  §EE
SINVHOAH 30¥ 1934 GNY 1WVISNI  §EE
SINYUOAH 30VId34 ONY TWVISNI  SEC
SINVHOAH 30V1d34 GNY TIVISNI  §C¢
SINVHOAH 30V1d3H ONY VIVASNI  SEC

101 INAODDV

NOILISINOOV TIONX XOX/SNOILYVIVASNI M3 L3N ONY SH3Lan  sec
NOLLISINDOV 3TUASILYOISNOLLYIIVASNI ¥313W ONY Su3i3an  rec
NOLLISINDOY MOLUSNOLIVTIVISNI ¥313W ONV SH313N  #CE
NOILISINOJY HIUNESNOILYITIVLISNI W313r¢ ONY SW3 13N ”©e
INIASILYOD ¥it

SHILIN NIVISNI  »EC

SUILIN NVISNI  IeE

SUILAN NIVISNI  »EC

SYUILINTIVISNE  #Ee

NOWLIIQV 40 NOILAI¥D$3a ON 420V
vis

4002 ‘46 YIBWIDIQ G0N ¥VAA Y04 L6 Fdnng
SLNINIULLIY ONY SNOLLIOAY LINVId
ANV INOD MILYM NYORIINY- VINVATASNNID



gszzove LOE'EST0D 0SE'ORYILy Wi0L aNVHS

$92'801 000'950'} WLOL INNOIDY
. ww.mw FUEENTE ON ¥30H0 ANIW3IYILIY 40 NOLLIDS3Q 31vg HYW NYHL NOuiaay ON H30H0 NOLLIOQY 40 NOUJD$S3a ON 129V
HHOM dnod dX3 1NV HHOM . 3vis

1002 *1£ Y3BWID3Q GIONI HV3A HO4 1634 FUNINS
SANINIUUIY NV ENOLIOAY INVIY
ANYJNOD YILVYM NVIRIINV-VINVATAGNNZd




Pa. P.U.C. Docket No. R-00016339

‘ OCA-I-17

OCA-I-17 Q.  Please provide the following monthly labor data for each of the
past 3 years, and for 2001 to date, showing annual totals. Also,
please provide new monthly data as it becomes available through
the course of this proceeding.

a. number of actual employees broken down by type (e.g.,
salaried, hourly, union, non-union, temporary, etc.);

b. number of authorized employees broken down by type (e.g.,
salaried, hourly, union, non-union, temporary, etc.);

¢. regular payroll broken down between expensed, capitalized and
other;

d. overtime payroll broken down between expensed, capitalized
and other;

€. temporary payroll broken down between expensed, capitalized
and other; and

f. other payroll (specify).

OCA-I-17 A.  On March 22, 2001, the Company acquired the assets and
workforce of the City of Coatesville Authority (“CCA”™). Asa
consequence, the Company’s claim for salary and wage expense

‘ consists of two parts. Salary and wage expense for the Company
exclusive of the water system acquired from the CCA is set forth at
page 40 of Exhibit No. 3-A, and detailed supporting calculations
are set forth in Exhibit No. 3-E, Book 3. The requested
information that corresponds to this portion of the Company’s
claim 1s set forth in Attachment A to this response. The portion of
the Company’s claim that relates to the assets and operations
acquired from CCA is set forth at pages 52 and 53 of Exhibit No.
3-A. For this portion of the Company’s claim, the requested
information for the period from and after the date of PAWC’s
acquisition is set forth in Attachment B.

RESPONSIBLE WITNESS : Maria G. Balmer, Financial Analyst




. ATTACHMENT A




PENNSYLVANIA-AMERICAN WATER COMPANY
DOCKET NO. 00016339

‘c;& SET I, QUESTION 17

PENNSYLVANIA-AMERICAN WATER COMPANY

a. MONTH TOTAL UNION NON-UNION  SALARY TEMP .
JAN 1998 1089 511 285 293 o
FEB 1084 508 283 293 0
MAR 1083 506 284 293 0
APR 1081 504 287 290 0
MAY 1080 507 289 294 0
JUN 1086 503 288 295 0
JUL 1083 499 288 296 0
AUG 1081 499 287 295 0
SEP . 1079 496 287 296 0
OoCT 1080 495 287 298 0
NOV 1083 497 287 299 0
DEC 1085 499 288 298 0
JAN 1999 1081 547 236 298 0
FEB 1081 488 294 299 0
MAR 1078 488 283 297 0
APR 1076 484 293 299 0
MAY . 1071 482 291 298 0
JUN 1168 479 291 398 0
JUL 1076 484 283 299 0

. AUG 1086 494 293 299 0
SEP 1091 493 298 300 0
OCT 1083 480 312 301 0
NOV 1088 478 311 299 0
DEC 1088 478 309 301 0
JAN 2000 1088 478 309 301 0
FEB 1067 469 302 296 0
MAR 1065 468 302 295 0
APR 1054 464 299 291 0
MAY 1045 459 296 290 0
JUN 1040 458 284 288 0
JUL 1040 4598 291 290 0
AUG 1037 459 280 288 0
SEP 1034 458 289 287 0
OoCT 1034 458 289 287 0
NOV 1032 457 286 289 0
DEC 1032 459 286 287 0
JAN 2001 1029 456 286 287 0
FEB 1025 455 285 285 0
MAR 1025 459 282 285 0
APR 1025 460 281 282 0

b. 1998 1085 497 290 298 0
1999 1095 497 296 302 0
2000 1085 491 2983 301 0

- 2001 1066 484 286 296 0
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c. EXPENSED TOTAL EXPENSED CAPITALIZED
JAN 98 3,857,204 3,139,050 718,154
FEB 3,394,240 3,017,990 376,251
MAR 3,680,826 3,151,717 629,109
APR 3,628,840 3.094,135 534,705
MAY 3,585,286 3,116,405 468,880
JUN 3,464,315 3,053,963 410,352
JUL 3,746,925 3,244,775 502,150
AUG 3,646,765 3,119,713 527,052
SEP 3,880,489 3,154,102 736,387
oCT 3,836,340 3,202,868 633,472
NOV 3,661,954 3,104,864 557,091
DEC 3,924,165 3,272,283 651,882

44,317,349 37,671,864 6,645,485

JAN 93 3,787,140 3,339,393 447,747
FEB 3.617,633 3,018,750 598,883
MAR 3,917,699 3,178,227 739,472
APR 3,858,400 3,167,932 690,468
MAY 3,657,293 2,948,207 709,086
JUN 3,836,157 3,051,691 784,466
JUL . 3,913,817 3,154,958 758,859
AUG 3,911,735 3,104,075 807,660
‘ SEP 3,934,589 3,111,938 822,651
OoCT 3,761,868 3,087,211 674,657
NOV 3.991,312 3,280,858 710,454
DEC 4,084,603 3,376,208 708,394

46,272,246 37,819,449 8,452,797

JAN 2000 3,962,513 3,286,192 676,321
FEB 3,835,718 3,138,662 697.056
MAR 3,786,227 3,013,005 773,222
APR 3,563,721 2.870,648 693,073
MAY 3,804,957 3,149,692 655,265
JUN 3.645,344 2,847,310 798,034
JUL 3,815,448 3,030,356 785,092
AUG 4,017,040 3,142,985 874,055
SEP 3,716.335 3,007,138 709,197
OCT 4,131,687 3,143,427 988,260
NOV 3,935,165 3,232,902 702,263
DEC 3.863.507 3,205,057 658.450

46,077,662 37,067,374 8.010.288

JAN 01 4,025,996 3,400,248 625,747
FEB 3,925,578 3,219,980 705,598
MAR 3.848,903 3.264.667 684,236
APR 3,813,782 3,052,636 761,146
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d. OVERTIME TOTAL

JAN 98 417,953
FEB 212,842
MAR 233,949
APR 247,241
MAY 244,719
JUN 325,094
JUL 453,753
AUG 331,394
SEP 330,845
ocT 360,503
NOV 384,100
DEC 354,011

3,896,403
JAN 99 556,373
FEB 227,804
MAR 249,167
APR 206,940
MAY 196,920
JUN 282,986
JUL 420,568
AUG 460,952
SEP 379,342
ocT 372,339
NOV 398,747
DEC 370,749

4,122,887
JAN 2000 447,193
FEB 370,127
MAR 243,641
APR 193,679
MAY 268,449
JUN 294,258
JUL 361,731
AUG 377,155
SEP 378,740
ocT 355.260
NOV 373.183
DEC 429,228

4,092,644
JAN 01 459,860
FEB 217.365
MAR 206,935
APR 204,165
NONE

EXPENSED CAPITALIZED

357,088
168,342
176,571
181,096
185,579
225,895
331,407
235,918
254,649
284,087
286,443
285,203

2,992,277

488,556
186,113
165,824
128,745
121,363
154,911
252,681
304,557
237,054
243,108
242,100
283,657

2,818,670

362,393
288,021
150,958
131,970
164,672
178,558
241,418
226,358
248,050
244,564
271,149
327,636

2,835,747

363,316
157,160
134,453
115.271

60,865
44,499
57,378
56,145
59,140
99,199
122,347
95,476
76,196
76,415
97,658
58,808

904,127

67,817
41,691
83,343
78,195
75,557
128,075
167,887
156,385
142,288
129,230
156,647
77,092

-

304,217

84,800
82,106
92,683
61,709
103,777
115,700
120,313
150,787
130,680
110,696
102,034
101,592

1,256,897

96,544
60,205
72,482
88,894
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COATESVILLE
a. MONTH TOTAL UNION  NON-UNION  SALARY  TEMP
MAR 2001 29 18 0 11 0
APR 29 18 0 11 0
b, 2001 29 18 0 11 0
c. EXPENSED . TOTAL  EXPENSED CAPITALIZED
MAR 01 9,996 9,996 0
APR 121,184 121,184 0
d, OVERTIME TOTAL  EXPENSED CAPITALIZED
MAR 01 282 282 0
APR 4,707 4,707 0
‘ NONE
f NONE




Pa. P.U.C. Docket No. R-00016339
OCA-1-22
OCA-I-22 Q. Please explain what adjustments, if any, were made to base salary
compensation levels of eligible incentive compensation employees
at the time any such incentive compensation plan(s) were initiated.
OCA-I-22 A. The aggregate annual increase in base compensation for employees

eligible for incentive compensation is 25% below the aggregate
annual base compensation increase for non-eligible employees.

RESPONSIBLE WITNESS: Robert W. Freeston, Vice President and Treasurer
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‘ OCA-I-23

OCA-I-23 Q. Please explain how the Company determines that the achievement
of any incentive compensation goals are reached as a result of the
incentive compensation plan, as opposed to other reasons. Provide
all supporting empirical data.

OCA-1-23 A. The Company is not aware of any empirical basis to prove the
direct causal connection the question assumes. Please refer to the

Company’s response to OCA-I-21.

°

RESPONSIBLE WITNESS: Robert W. Freeston, Vice President and Treasurer




.—-’.

OCA-I-28

Pa. P.U.C. Docket No. R-00016339
OCA-I-28

Does the Company anticipate reducing the number of
employees. including any voluntary early retirement or other
force reduction programs, during the next 3 years? If ves,
state the timing and number of affected emplovees. Also
state the projected costs and savings of any such plan.

The Company has no plans for a voluntary early retirement
program or similar force reduction program in the next three
years. However, the American Water System has launched
initiatives to consolidate at the Service Company level
customer contact (call center) and certain other functions that
are currently preformed by PAWC and American’s other
water utility subsidiaries. As a result of these Initiatives,
PAWC anticipates that a reduction in its emplovee level can
be achieved. Although there will be a concomitant increase
in charges to PAWC by the Service C ompany, PAWC
€Xpects to achieve a net savings in annual, on-going
expenses. In addition, there will be stant-up and/or transition
costs that will be borne by PAWC and American’s other
water utility subsidiaries. Currently, PAWC does not have
sufficient data to calculate the level of savings and costs or to
identify the employee positions that will be eliminated. The
Company anticipates that it will be able to provide a
reasonable estimate of such savings and costs shortly.

RESPONSIBLE WITNESS: Robert W. Freeston. Vice President and Treasurer




OCA-I-44 Q.

OCA-1-44 A.

Pa. P.U.C. Docket No. R-00016339
OCA-I-44

Regarding Question 22, page 153, Exhibit 3-H, please provide the
total amount billed to PAWC in each of the past three years by
each affiliate. ‘

For each of the agreements listed in Exhibit H (Revenue
Requirement) at page 153, the requested information is set forth
below. The docket numbers shown below and in Exhibit H, are the
proceedings at which each of the contracts was approved by the
Commission.

(1)  American Water Capital Corp. — Financial Service
Agreement (Docket No. G-00000763). This agreement became
effective in 2000. The amount billed to PAWC for 2000 was
$550,553.

(a) American Water Works Service Company, Inc. (“Service
Co.”) - Lease Agreement (Docket No. 00000747). Under this
agreement PAWC leases office space to the Service Company.
Therefore, there are no billings to PAWC.

3) American Water Resources, Inc, (“AWR”) — Agreement
for Customer Support and Call Center Services (Docket No. G-
00000764). Under this agreement, PAWC bills AWR for customer
calls in connection with the Water Line Replacement Program.
Therefore, there are not billings to PAWC.

(4)  American Anglian Environmental Technologies, LP
(“AAET”) (Docket No. G-00990706). Under this agreement,
PAWC leases granular activated carbon for its treatment plants,
exclusive of those in Northeast and Montrose. A three-year history
of billings by area is attached.

(%) AAET (Docket No. G-00000741). Under this agreement,
PAWC leases granular activated carbon for its treatment plants in
Northeast and Montrose. A three-year history of billings by area is
attached.

(6) AAET (Docket No. G-00970539). This agreement is for
the contract operation of the Company’s Pocono Country Place
wastewater system. None of the costs incurred for this contract are
included in the current filing.




(7)  Service Co. (Docket No. G-00880131). This is the Service
Co. contract provided as Exhibit 4-A and discussed in Mr.

‘ Freeston’s direct testimony. The amounts billed to PAWC by
Service Co. under this contract for the last three years were as

follows:
1998 $4,594,112
1999 $4,723,327
2000 $5,724,288

RESPONSIBLE WITNESS :Maria G. Balmer, Financial Analyst
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PLANT YEAR EXPENDED
PITTSBURGH 2000 430,290
NORTHEAST 17,596
NEW CASTLE 259,583
HAYS MINE 1999 239,710
ALDRICH 152,395
YELLOW BREECHES 106,747
NORRISTOWN , 122,512
NORRISTOWN 146,383
HERSHEY 114,705
CEASETOWN 28,765
CEASETOWN 127,967
NEW CASTLE 147,828
HAYS MINE 1998 228,653
ALDRICH 173,334
HERSHEY 75,386

ILVER SPRINGS 147,636
OONTROSE 7,643
NEW CASTLE 143,686




OCA-I-46

OCA-I-46

Q.

A

Pa. P.U.C. Docket No. R-00016339
OCA-I-46

Please provide copies of the current and proposed leases for the
Hershey Data Center office space referenced on page 16 of Exhibit
3-A.

Copies of the Lease Agreements between PAWC and American
Water Works Service Company, Inc. dated January 24, 2000, and
March 1, 2001, are attached. Also enclosed is a schedule showing
the calculation of rent under the March 1, 2001 lease revision.
Since actual leased footage was not known when the filing was
being prepared, an estimate was used to calculate rental income.
Actual space under lease and the corresponding rental income are
greater than estimated. The filing will be revised accordingly, as
shown on the attached schedule.

RESPONSIBLE WITNESS : Jo Anne Lontz, Financial Analyst
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‘ LEASE AGREEMENT

THIS AGREEMENT OF LEASE, made asof thisi{ day of January, 2000, by and between
PENNSYLVANIA-AMERICAN WATER COMPANY, a Pennsylvania corporation with offices located
at 800 West Hershey Park Drive, Hershey, Pennsylvania 17033 (hereinafter referred to as the
“LESSOR”), and AMERICAN WATER WORKS SERVICE COMPANY, INC., a Delaware
corporation with offices located at 1025 Laure] Oak Road, Voorhees, New Jersey 08043 (hereinafter
referred to as the “LESSEE”).

WITNESSETH:

ARTICLE 1.
LEASED PREMISES

1.1 LESSOR hereby leases to LESSEE and LESSEE hereby rents from LESSOR_Five
Thousand Seven Hundred Eighty(5,780) square feet of office space (the “Leased Premises™) on the ground
floorin an office building which, together with the tract of real estate and other improvements thereon, is
known as 800 West Hershey Park Drive, Hershey, Pennsylvania (the*“Property”), the exact description of
which is attached hereto, made a part hereof, and marked Exhibit “A”.

‘ 1.2 TheLeased Premises shall be used as a business office, and such associated uses asmaybe
necessary to conductitsbusiness. LESSEE shall notuse the said Leased Premises for any other purpose
than that set forth herein, nor permit the use of any part of the same by any other person or entity for any
other purpose. Assignment of this Lease is prohibited except by written permission of the LESSOR.

ARTICLE 2.
TERM

2.1 Theterm ofthis Lease shall be fifteen (15) years (the “Term™), commencing on 1* day of
March, 2000 and ending on the 28® day of February, 2015.

2.2 TheLesseeshall have theright, atits option, to renew the term of this Lease for an additional .
term of five (5) years.

ARTICLE 3.
RENT

3.1 Annual Rent.

(a) The LESSEE covenants to pay to the LESSOR a rent for the Leased Premises
- during the first year of the Term at a rate 0f $8.95 per square foot, or atotal of FIFTY-ONE THOUSAND
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. SEVEN HUNDRED THIRTY-ONE (§51,731) DOLLARS, (the aforesaid annual rent, as hereinafier
adjusted, being hereinafterreferred to as the “Annual Rent”). Atthe end ofeach year ofthe Lease Term,
the Annual Rent will be adjusted in direct proportion to increase in the All Cities Consumer Price Index for
All Urban Consumers published by the Bureau of Labor Statistics of the United States Department of Labor
(the “Consumer Price Index”), using the Consumer Price Index for January 2000 as the base index;
provided, however, that in no event shall the Annual Rent, after having been adjusted in accordance with
the Consumer Price Index, be increased by more that three (3%) percent per annum:.

(b) The Annual Rent for the Term shall be payable in equal monthly installments, in
advance, on the first day of each month, without notice or demand, and without abatement, deduction, or
set-off, at the address of the LESSOR. The first such monthly installment in the amount of FOUR
THOUSAND THREE HUNDRED TEN DOLLARS AND NINETY-TWO CENTS ($4,310.92)
shall be payable on the Commencement Date. |

3.2 Additional Rent.

(a) Inaddition to each monthly installment of Annual Rent specified in Paragraph 3.1,

LESSEE shall pay to LESSOR as additional rent hereunder, an amount equal to 1/12 of the proportionate

share of (i) all real estate taxes and assessments levied and assessed against the Leased Premises and

payable during the term, (ii) the building maintenance, and (iii) utilities supplied to the Leased Premises, and

‘ other related costs related to the Leased Premises, based on a three-year average, which sum shall be

derived by dividing the square footage of office space occupied by LESSEE under the Lease by thetotal
square footage of the office building occupied.

(b)  Asadditional rent hereunder, LESSEE shall reimburse LESSOR for all amounts
expended by LESSOR for leasehold improvements constructed at LESSEE’S request. The total amount
shall be amortized in equal monthly payments overthe remaining term ofthe Lease at an interest rate equal
to the pretax rate of return authorized by the Pennsylvania Public Utility Commission in LESSOR’S most
Tecent rate case, or the pretax rate of return identified or as reported in LESSOR’S latest rate case
settleent approved by the Pennsylvania Public Utility Commission, at the time that the improvements are
completely installed.

ARTICLE 4.
MAINTENANCE AND SERVICES

4.1 LESSEE shall, during the Term ofthis Lease, at LESSEE’s own cost and expense, keep the
Leased Premises in good order and repair.
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42 LESSORreserves theright to discontinue any services which, during the Term ofthis Lease
the LESSOR voluntarily elects to render but which are not expressly covenanted forin this Lease, since
they do not constitute any part of the consideration for this Lease.

43 LESSOR shall see to the removal of refuse and rubbish from the Leased Premiseson a
regular basis.

4.4 LESSEE shall pay for all repairs to and replacement of any part of the Leased Premises
necessitated by damage or injury occurring in moving LESSEE’s property onto or out of the Leased
Premises or the Property or in installing therein or removing therefrom fixtures and all other types of property
of LESSEE orresulting from the negligence or abuse of LESSEE. All repairs and replacements required
by any of the foregoing provisions shall be in quality and class equal to the original materials and
workmanship and shall be performed only by contractors and/or mechanics approved by LESSOR.

4.5 LESSEE shall not permit any mechanics’ or other liens for work, labor, services or materials
to attach to the Leased Premises or to the Property as aresult of the installation of or removal of LESSEE’s
fixtures, or other property of LESSEE. Whenever any such lien or liens shall be filed, or shall attach,
LESSEE shall, within ten (10) days thereafter, either pay the same or procure the satisfaction or discharge
thereofin such manner as is or shall be prescribed by law; provided, however, that if LESSEE desires to
contestany suchlienitmay do so provided LESSEE shall bond any such lien in the full amount thereof,

‘ including accrued interest, in accordance with the applicable laws of the Commonwealth of Pennsylvania

ARTICLE 5.
LESSEE’S CONDUCT AND COMPLIANCE

5.1 LESSEE shall not at any time use or occupy the Leased Premises or permit or suffer the
same to beused or occupied in violation of any statute, ordinance or other requirement of any governmental
authority.

5.2 LESSEE agrees that it will perform or comply with all of the covenants, conditions and
agreements herein expressed on its part to be performed and complied with, and that LESSEE will,
immediately upon receipt of written notice, where notice of non-performance ornon-compliance is required
by this Lease, comply with the requirement or such notice and further, if LESSEE shall violate any covenant,
condition or agreement herein, whether ornot notice is required, LESSOR may at its option do or cause
to be done any or all things provided by this Lease and in so doing LESSOR shall have the rightto cause
its agents, employees, and contractors to enter upon the Leased Premises and in such event shall have no
Liability to LESSEE for any loss or damage resulting in any way from such action; and LESSEE agreesto
pay within ten (10) days of demand any monies paid or expenses incurred by LESSOR in taking such
action, including counsel fees, any such sum to be collectible from LESSEE as additional rent hereunder.

‘ 53 Inthe event LESSOR or LESSEE shall be delayed, hindered or prevented from the
- performance of any act required hereunder (other than the payment of rent or additional rent), by reason

3
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of act of God, fire casualty, action of the elements, strikes, lockouts, other labor troubles, inability to

procure, or general shortage oflabor, equipment, facilities, materials or supplies, failure of transportation,

orof power, governmental laws orregulations, riots, insurrection, war or any other cause similar or dissimilar
to the foregoing beyond the control of the LESSOR or LESSEE ( a “Force Majeure Event”), the
performance of any such act shall be excused for the period of delay, and the period for the performance

ofany such act shall be extended for the period necessary to complete performance following the period

of such delay. A Force Majeure Event shall not affect LESSEE's obligation to pay rent and additional rent
or constitute grounds for canceling this Lease.

5.4 Aviolationby LESSEE ofthis Article shall be considered adefault, and LESSOR shall be
entitled to exercise all rights and remedies of this Lease against LESSEE.

ARTICLE 6.
FIRE INSURANCE

6.1 LESSEE, atits sole costand expense, shall secure and maintain throughout the Term of this
Lease fire, casualty and extended coverage insurance covering the Leased Premises. LESSEE shall, atits
sole cost and expense, beresponsible for carrying fire and extended coverage insurance on all personal
property and fixtures located on the Leased Premises.

ARTICLE 7
TERMINATION OF LESSOR’S TITLE AND DESTRUCTION

7.1  Intheeventthat the Leased Premises are totally or partially destroyed or damaged by
casualty, thus Lease shall terminate absolutely as of the date of such termination or casualty and therent and
all sums payable as rent shall abate for the balance of the Term hereof. In such case, LESSOR shall refund
to LESSEE the rent and all other charges paid in advance by LESSEE, apportioned to the date of such
casualty, and LESSEE shall surrender the Leased Premises immediately to LESSOR which may enter upon
and repossess them.

ARTICLE 8.
EMINENT DOMAIN

8.1 Intheeventduringthe Term of this Lease, of the taking by exercise of the power of eminent
domain of the whole or any part of the Leased Premises or the Property to such an extent as to materially
and adversely affect the reasonable conduct of LESSEE s use of the Leased Premises, this Lease shall
terminate as of the date of such taking. In such event, the rent and other charges payable hereunder as rent
shall be apportioned to said date of termination of this Lease and LESSEE waives al] claims against
LESSOR for or on account of or incident of such taking, but expressly reserves any and all rights available
under applicable law to the LESSEE against the condemnor as the result of such taking.
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ARTICLE 9.
‘ INDEMNIFICATION - LIABILITY INSURANCE

9.1 LESSEEshall indemnify and save LESSOR harmless from and against any and all claims,
actions, damages, liability and expense in connection with loss oflife, personal injury and/or damage to
property occurring in or about, or arising out of, the Leased Premises, occasioned wholly orin part by any
actor omission of LESSEE, its agents, sub-tenants, licenses, contractors, customers or employees. In case
LESSOR shall be made a party to any litigation commenced by or against LESSEE, its agents, sub-tenants,
licensees, contractors, customers or employees, as aforementioned, then LESSEE shall protect and hold
LESSOR harmless and shall pay all costs, expenses and reasonable attorneys’ fees incurred or paid by
LESSOR in connection with such litigation.

92 LESSEEshall,atall imes during the Term hereof, keep in force atits own expense: public
liability and casualty insurance in companies doing business in Pennsylvania acceptableto LESSOR naming
LESSEE as the insured party, and LESSOR as the additional insured, with limits ofnot less than Five
Hundred Thousand Dollars ($500,000) on account ofbodily injury to or death of any one person and not
less than One Million ($1,000,000) Dollars on account of bodily injury to or death of more than one person
and not less than Five Hundred Thousand ($500,000) Dollars on account ofloss or damage from any cause
to the property of LESSEE on the Leased Premises as the result of any one accident or disaster; provided
further that said casualty insurance shall insure LESSEE against any lossitmay incur as aresult of damages
to any interest LESSEE may have in this Lease, in betterments and in leasehold improvements, whether

. made by LESSOR or LESSEE.

9.3 LESSEE shall, atall times during the Term of this Lease, be responsible for all damage to
the Leased Premises caused by burglary, robbery, vandalism or malicious mischief, and shall maintain
insurance for that purpose.

9.4 LESSEE shall furnishto LESSOR, atleastone (1) day priorto the Commencement Date
and at least ten (10 ) days prior to each anniversary date thereof, copies of policies or certificates of
insurance evidencing coverages required by this Lease. LESSEE shall also furnish evidence of renewals
of such policies prior to the expiration of same.

9.5 LESSEE shallbesolelyresponsible for procuring the aforesaid liability insurance and casualty
insurance on the contents of the Leased Premises, and LESSEE’s failure to procure any insurance shall
not impose any liability upon LESSOR.

ARTICLE 10.
WAIVER OF SUBROGATION

10.1 Eachofthe parties hereto hereby waives all rights of subro gation and rights of recovery
. against the other and against its agents, servants and employees, for any and all losses incurring to the
- Leased Premnises and/or to any property, whether real or personal contained therein, during the Term of this

S
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party, or its agents, servants, or employees or whether or not the other party, or its agents, servants, or
employees shall, in any way, have contributed to such loss, to the extent of the releasing party’s insurance
coverage.

‘ Lease (orany renewal or extension thereof), whether or not caused by the fault or negli gence of the other

ARTICLE 11
CHANGE BY LESSOR

11.1 LESSORshallalsohave theright at any time, without the same constituting an actual or
constructive eviction and without abatement of rent or incurring any liability to LESSEE, to make changes
to the Leased Premises, including but not limited to enteringupon the Leased Premises to install, repair, or
maintain any present or future pipelines or utility service lines, provided that LESSOR does not deny
LESSEE access to the Leased Premises orunreasonably interfere with the conduct of LESSEE*sbusiness
activities.

ARTICLE 12.
END OF TERM

12.1  Upontheexpiration or other termination of the Term of this Lease, or any extension or

renewal hereof, LESSEE shall quit, surrender and deliverto LESSOR the Leased Premises in good order

‘ and repair, reasonable wear and tear and damage excepted, and LESSEE shall remove all of its trade

fixtures and equipment. LESSEE’s obligation to observe or perform this covenant shall survive such
expiration or other termination.

12.2  If LESSEE retains possession of the Leased Premises or any part thereof after the
termination of this Lease, LESSEE shall pay LESSOR as agreed rent during any such unlawful retention,
an amount, calculated on a per diem basis for each day of such retention, equal to twice the Annual Rent
applicableto the last month ofthe Term of this L ease, for the time LESSEE remains in possession. Without
limiting any rights and remedies of LESSOR resulting from the wrongful holdingoverby LESSEE, or
creating any rightin LESSEE to continue in possession of the Leased Premises, all LESSEE’s obligations
with respect to the use, occupancy and maintenance ofthe Leased Premises shall continue during such
period of unlawful retention.

12.3 LESSEEsball indemnify and hold harmless LESSOR from and against any and all liability,
loss, damage, cost and expense suffered, incurred or threatened as a result of any notice, complaint, claim,
demand, suit, controversy, order, writ, judgment, statute, regulation or otherlegal requirernent, including
without limitation of the generality of the foregoing, court costs, attorneys’ and consultants’ fees,
environmental clean-up costs, natural resources damages, fines, penalties and damages to persons, personal
property, real property, and business enterprises, including any and all claims and iabilities arising out of or
relating to the Leased Premises, or any release or threat of release of any hazardous substance, other

' pollutant or contaminant or waste of any kind in, on, under, or from the Leased Premises, all to the extent
- arising from and asaresultof LESSEE s failure to comply with any environmental law, rule orregulation.

6
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Notwithstanding any thing to the contrary in the Lease, the provision of this indemnity shall survive the
payment, release, foreclosure, satisfaction, termination, discharge, or other disposition of this Lease.

ARTICLE 13.
ACCESS TO PREMISES

13.1 LESSOR and LESSOR’s agents shall have the right to enter the Leased Premises at
reasonable times to examine the same, or to make such installations, repairs, or additions to the Leased
Premises (including butnotlimited to utility lines) to the Property as LESSOR may deem necessary or
desirable, and LESSOR shall be allowed to take all material into and uponthe Leased Premises thatmay
berequired without the same constituting an eviction of LESSEE in whole orin partand therentreserved
shall in no wise abate while the installation, repairs, or additions are being made, by reason of loss or
interruption of business to LESSEE, or otherwise.

ARTICLE 14.
ASSIGNMENT/ SUBLETTING

14.1 LESSEE shall not voluntarily, involuntarily or by operation of law, assign, transfer,
mortgage, pledge or otherwise encumber this Lease, all or any part of LESSEE’s interest in this Lease or
Leased Premises, in whole or in part, or sublet the whole or any part of the Leased Premises, without the
prior written consent of LESSOR. |

142 LESSORshall havetherightto transfer and assign, in whole orin partall and every feature
and obligation hereunder and in the Leased Premises, the Property and improvements referred to herein,
and such transfer or assignment may be made to any person and shall be in all things respected and
recognized by LESSEE.

ARTICLE 15.
SUBORDINATION

15.1 This Leaseand all ofits terms, covenants and provisions are subordinate to the liens of any
mortgage ormortgages as now or hereafter shall be placed from time to time upon the Property andto any
renewals, extension, modifications or consolidations thereof, and to all advances heretofore or hereafter
made from time to time upon the security thereof without the necessity of any furtherinstrument oract on
the part of LESSEE to effect subordination.

ARTICLE 16.
DEFAULT

16.1 Ifatanytime LESSEE shall fail to remedy any default in the payment of any sum dueunder

| this Lease for fifteen (15) days, without notice thereof, or fails to remedy any default withrespect to any of
- ‘hc other provisions, covenants or conditions ofthis Lease to be kept or performed by LESSEE within thirty

7
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(30) days afternotice, orif LESSEE abandons the Leased Premises, or if LESSEE breaches any obligation

. under this Lease which cannot be cured, then in any such event LESSOR may at LESSOR’s option and
without limiting LESSOR in the exercise of any other right or remedy LESSOR may have on account of
such default, and without any further demand or notice, re-enter the Leased Premises, with or without
process oflaw, and repossess the same, and the LESSEE shall vacate said Leased Premises without further
notice. Suchrepossession shall notbe held to be a waiver of any otherremedy which LESSOR may have
for recovery of such breach.

ARTICLE 17.
UIET ENJOYMENT

17.1 LESSORcovenants with LESSOR thatupon LESSEE paying the rentand observing and
performing all the terms, covenants and conditions, on LESSEE’s part to be observed and performed,
LESSEE may peaceably and quietly enjoy the Leased Premises subject, nevertheless, to the terms and
conditions of this Lease.

ARTICLE 18.
NOTICES

18.1 Allnoticestobe givenunderthis Lease shall be deemed sufficiently given only ifin writing
. and sent certified mail, return receipt requested, addressed to the LESSORorthe LESSEE, respectively,
at the addresses set forth above, or such other address as either party may designate by notice givenin the
manner provided in this Article. Notices sent by certified mail shall be deemed received as of the date set

forth on the return receipt.

ARTICLE 19.
SUCCESSORS AND ASSIGNS

19.1 Allrights, obligations and iabilities herein given to, orimposed upon the respective parties
hereto, shall extend to and bind the several respective heirs, executors, administrators, successors and
assigns of said parties, except as otherwise expressly provided.

ARTICLE 20.
COMMON AREAS

20.1  LESSOR shall maintain the common areas of the Property in good order and repair, which

shall be for the joint use of LESSEE and LESSOR. LESSEE shall have the right to use the common areas
and the Leased Premises at any time of the day.
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‘ ARTICLE 21.
NO RECORDING OF LEASE

21.1 The parﬁes agree that this Lease shall not be recorded.

ARTICLE 22.
APPLICABLE LAW

22.1 Thelawsofthe Commonwealth of Pennsylvania shall govern the validity, performance and
enforcement of this Lease.

ARTICLE 23.
CONDITION PRECEDENT

23.1 Notwithstanding any other Section of this Lease, pursuant to Chapter 21 of the Pennsylvania
Public Utility Code, this Lease shall not become effective until approved in writing by the Pennsylvania
Public Utility Commission. Should the Pennsylvania Public Utility Commission fail to grant its approval, this
Lease shall become null and void.

‘ INWITNESS WHEREOF, and intending to be legally bound thereby, the parties hereto have
hereunto set their hands and seals unto this Lease and caused it to be executed, the day and year first written
above.

ATTEST:
M J'M_L "~ d
Se}:retary Robert W. Freeston
Vice President and Comptroller

ATTEST: - AMERICAN WATER WORKS SERVICE

COMPANY, T:écss:-

Robkg D. Sievers
Vice President and Comptroller
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ADDENDUM TO LEASE AGREEMENT

THIS ADDENDUM (hereafter referred to as “Addendum”) is made and entered into this ]*
day of March, 2001, by and between PENNSYLVANIA-AMERICAN WATER COMPANY, a
Pennsylvania corporation, with offices at 800 West Hersheypark Drive, Hershey, Pennsylvania, 17033
(hereinafter referred to as “LESSOR”),

AND

AMERICAN WATER WORKS SERVICE, COMPANY, INC., a Delaware corporation
with offices located at 1025 Laure] Oak Road, Voorhees, New Jersey, 08043 (hereinafier referred to
as “LESSEE™).

WITNESSETH

WHEREAS, LESSOR is the owner of real property improved with a two story building (the
“Building” or “Premises”) situated at 800 West Hersheypark Drive, Hershey, Pennsylvania, (the
“Property”); and ‘

WHEREAS, the parties entered into a Lease Agreement on or about January 24, 2000 (the
“Lease Agreement”) whereby LESSEE leases approximately Five Thousand Seven Hundred Eighty
(5,780) square feet of floor space on the first floor of the Building at 800 West Hersheypark Drive,
Hershey, Pennsylvania (the “Leased Premises™)

WHEREAS, by and through this Addendum to Lease Agreement (the “Addendum”) LESSEE
desires to lease additional space in the Building which shall be referred to as the “Additional Leased
Premises” and which shall consist of approximately Three Thousand Two Hundred and Fifty-One
(3,251) square feet of floor space on the first floor of the Building which is in addition to the original
Five Thousand Seven Hundred Eighty (5,780) square feet of floor space on the first floor.

WHEREAS, LESSOR desires to Lease the Additional Leased Premises to LESSEE upon the
terms and conditions set forth in this Addendum which, in no way alters or diminishes the terms and
conditions set forth in the Lease Agreement, which shall remain in full force and effect.

NOW, THEREFORE, in consideration of the mutual promises contained herein and intending
to be legally bound hereby, the parties agree as follows:
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ARTICLE 1 AMENDED
LEASED PREMISES

1.1  Leased Premises. LESSOR hereby leases to LESSEE and LESSEE hereby

leases
from LESSOR the Additional Leased Premises.
ARTICLE 2.
TERM

2.1 The term of this Lease shall be fourteen (14) years (the “Term”), commencing on 1*
day of March, 2001 and ending on the 28" day of February, 2015.

2.2 The Lessee shall have the right, at its option, to renew the term of this Lease
Addendum for an additional term of five (5) years.

ARTICLE 3
RENT

3.1 Additional Annual Rent (a) LESSEE will pay to LESSOR an annual rent for
the Additional Leased Premises during the Term in the amount of Forty-Five Thousand Five
Hundred Fourteen ($45,514) Dollars, (the aforesaid annual rent being hereinafter referred to as
the “Additional Annual Rent”); (b) The “Additional Annual Rent” for each applicable lease year
shall be payable by LESSEE to LESSOR in equal monthly installments of one-twelfth (1/12) of
said Additional Annual Rent, or Three Thousand Seven Hundred Ninety-Two Dollars and Eighty-
Three Cents ($3,792.83), in advance on the first day of each calendar month, without notice or
demand, and without abatement, deduction, or set-off, at the address of the LESSOR. The first
such monthly installment shall be payable on the Commencement Date. The rent for any -
fractional month at the beginning or end of the term in which LESSEE has occupied the
Additional Leased Premises shall be prorated on a per diem basis based on a three hundred sixty-
five (365) day year. Rent shall be paid to LESSOR at its address set forth in this “Addendum”,
or at such other address as LESSOR may, from time to time, specify by written notice to
LESSEE.

(a) At the end of each year of the Lease Term, the Additional Annual Rent will
be adjusted in direct proportion to increase in the All Cities Consumer Price Index for All Urban
Consumers published by the Bureau of Labor Statistics of the United States Department of Labor
(the “Consumer Price Index™), using the Consumer Price Index for March 2001 as the base index;
provided, however, that in no event shall the Additional Annual Rent, after having been adjusted
in accordance with the Consumer Price Index, be increased by more that three (3%) percent per
annum.
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3.2 Additional Rent.

(2) In addition to each monthly installment of Additional Anmual Rent specified in
Paragraph 3.1, LESSEE shall pay to LESSOR as additional rent hereunder, an amount equal to 1/12
of the proportionate share of (i) all real estate taxes and assessments levied and assessed against the
Premises and payable during the term, (ii) the building maintenance, and (iii) utilities supplied to the
Premises, and other costs related to the Additional Leased Premises, based on a three-year average,
which sum shall be derived by dividing the square footage of office space occupied by LESSEE under
the Lease by the total square footage of the office building occupied. :

(b)  Asadditional rent hereunder, LESSEE shall reimburse LESSOR for all
amounts expended by LESSOR for leasehold improvements constructed at LESSEE’S request. The
total amount shall be amortized in equal monthly payments over the remaining term of the Lease
Addendum at an interest rate equal to the pretax rate of return authorized by the Pennsylvania Public
Utility Commission in LESSOR’S most recent rate case, or the pretax rate of return identified or as
reported in LESSOR'’S latest rate case settlement approved by the Pennsylvania Public Utility
Commission, at the time that the improvements are completely installed.

ARTICLE 4.
MAINTENANCE AND SERVICES

4.1 LESSEE shall, during the Term of this Lease Addendum, at LESSEE’s own cost and
expense, keep the Additional Leased Premises in good order and repair.

4.2 LESSOR reserves the right to discontinue any services which, during the Term of this
Lease Addendum the LESSOR voluntarily elects to render but which are not expressly covenanted for
in this Lease Addendum, since they do not constitute any part of the consideration for this Lease
Addendum.

4.3 LESSOR shall see to the removal of refuse and rubbish from the Additional Leased
Premises on a regular basis.

4.4 LESSEE shall pay for all repairs to and replacement of any part of the Additional
Leased Premises necessitated by damage or injury occurring in moving LESSEE’s property onto or
out of the Additional Leased Premises or the Property or in installing therein or removing therefrom
fixtures and all other types of property of LESSEE or resulting from the negligence or abuse of
LESSEE. All repairs and replacements required by any of the foregoing provisions shall be in quality
and class equal to the original materials and workmanship and shall be performed only by contractors
and/or mechanics approved by LESSOR.
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4.5 LESSEE shall not permit any mechanics’ or other liens for work, labor, services or
materials to attach to the Additional Leased Premises or to the Property as a result of the installation of
or removal of LESSEE’s fixtures, or other property of LESSEE. Whenever any such lien or liens
shall be filed, or shall attach, LESSEE shall, within ten (10) days thereafter, either pay the same or
procure the satisfaction or discharge thereof in such manner as is or shall be prescribed by law;
provided, however, that if LESSEE desires to contest any such lien it may do so provided LESSEE
shall bond any such lien in the full amount thereof, including accrued interest, in accordance with the
applicable laws of the Commonwealth of Pennsylvania.

ARTICLE §.
LESSEE’S CONDUCT AND COMPLIANCE

5.1 LESSEE shall not at any time use or occupy the Additional Leased Premises or permit
or suffer the same to be used or occupied in violation of any statute, ordinance or other requirement of
any governmental authority.

5.2 LESSEE agrees that it will perform or comply with all of the covenants, conditions and
agreements herein expressed on its part to be performed and complied with, and that LESSEE will,
immediately upon receipt of written notice, where notice of non-performance or non-compliance is
required by this Lease Addendum, comply with the requirement or such notice and further, if LESSEE
shall violate any covenant, condition or agreement herein, whether or not notice is required, LESSOR
may at its option do or cause to be done any or all things provided by this Lease Addendum and in so
doing LESSOR shall have the right to cause its agents, employees, and contractors to enter upon the
Additional Leased Premises and in such event shall have no liability to LESSEE for any loss or damage
resulting in any way from such action; and LESSEE agrees to pay within ten (10) days of demand any
monies paid or expenses incurred by LESSOR in taking such action, including counsel fees, any such
sum to be collectible from LESSEE as additional rent hereunder.

5.3 Inthe event LESSOR or LESSEE shall be delayed, hindered or prevented from the
performance of any act required hereunder (other than the payment of rent or additional rent), by
reason of act of God, fire casualty, action of the elements, strikes, lockouts, other labor troubles,
inability to procure, or general shortage of labor, equipment, facilities, materials or supplies, failure of
transportation, or of power, governmental laws or regulations, riots, insurrection, war or any other
cause similar or dissimilar to the foregoing beyond the control of the LESSOR or LESSEE ( a “Force
Majeure Event”), the performance of any such act shall be excused for the period of delay, and the
period for the performance of any such act shall be extended for the period necessary to complete
performance following the period of such delay. A Force Majeure Event shall not affect LESSEE’s
obligation to pay rent and additional rent or constitute grounds for canceling this Lease Addendum.
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5.4 A violation by LESSEE of this Article shall be considered a default, and LESSOR shal]
be entitled to exercise all rights and remedies of this Lease Addendum against LESSEE.

ARTICLE 6.
FIRE INSURANCE

6.1  LESSEE, at its sole cost and expense, shall secure and maintain throughout the Term
of this Lease Addendum fire, casualty and extended coverage insurance covering the Additional Leased
Premises. LESSEE shall, at its sole cost and expense, be responsible for carrying fire and extended
coverage insurance on all personal property and fixtures located on the Additional Leased Premises.

ARTICLE 7
TERMINATION OF LESSOR’S TITLE AND DESTRUCTION

7.1  Inthe event that the Additional Leased Premises are totally or partially destroyed or
damaged by casualty, this Lease Addendum shall terminate absolutely as of the date of such termination
or casualty and the rent and all sums payable as rent shall abate for the balance of the Term Addendum
hereof. In such case, LESSOR shall refund to LESSEE the rent and all other charges paid in advance
by LESSEE, apportioned to the date of such casualty, and LESSEE shall surrender the Additional
Leased Premises immediately to LESSOR which may enter upon and repossess them.

ARTICLE 8.
EMINENT DOMAIN

8.1 Inthe event during the Term of this Lease Addendum, of the taking by exercise of the
power of eminent domain of the whole or any part of the Additional Leased Premises or the Property
to such an extent as to materially and adversely affect the reasonable conduct of LESSEE’s use of the
Additional Leased Premises, this Lease Addendum shall terminate as of the date of such taking. In
such event, the rent and other charges payable hereunder as rent shall be apportioned to said date of
termination of this Lease Addendum and LESSEE waives all claims against LESSOR for or on
account of or incident of such taking, but expressly reserves any and all rights available under applicable
law to the LESSEE against the condemnor as the result of such taking.

ARTICLE 9.
INDEMNIFICATION - LIABILITY INSURANCE

9.1 LESSEE shall indemnify and save LESSOR harmless from and against any and all
claims, actions, damages, liability and expense in connection with loss of life, personal injury and/or
damage to property occurring in or about, or arising out of, the Additional Leased Premises,
occasioned wholly or in part by any act or omission of LESSEE, its agents, sub-tenants, licenses,

5
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contractors, customers or employees. In case LESSOR shall be made a party to any litigation
commenced by or against LESSEE, its agents, sub-tenants, licensees, contractors, customers or
employees, as aforementioned, then LESSEE shall protect and hold LESSOR harmless and shall pay
all costs, expenses and reasonable attorneys’ fees incurred or paid by LESSOR in connection with
such litigation.

92 LESSEE shall, at all times during the Term hereof, keep in force at its own expense:
public liability and casualty insurance in companies doing business in Pennsylvania acceptable to
LESSOR naming LESSEE as the insured party, and LESSOR as the additional insured, with limits of
not less than Five Hundred Thousand Dollars (§500,000) on account of bodily injury to or death of any
one person and not less than One Million ($1,000,000) Dollars on account of bodily injury to or death
of more than one person and not less than Five Hundred Thousand ($500,000) Dollars on account of
loss or damage from any cause to the property of LESSEE on the Additional Leased Premises as the
result of any one accident or disaster; provided further that said casualty insurance shall insure
LESSEE against any loss it may incur as a result of damages to any interest LESSEE may have in this
Lease, in betterments and in leasehold improvements, whether made by LESSOR or LESSEE.

93 LESSEE shall, at all times during the Term of this Lease Addendum, be responsible for
all damage to the Additional Leased Premises caused by burglary, robbery, vandalism or malicious
mischief, and shall maintain insurance for that purpose.

9.4 LESSEE shall furnish to LESSOR, at least one (1) day prior to the Commencement
Date and at least ten (10 ) days prior to each anniversary date thereof, copies of policies or certificates
of insurance evidencing coverages required by this Lease Addendum. LESSEE shall also furnish
evidence of renewals of such policies prior to the expiration of same.

9.5 LESSEE shall be solely responsible for procuring the aforesaid liability insurance and
casualty insurance on the contents of the Additional Leased Premises, and LESSEE’s failure to
procure any insurance shall not impose any liability upon LESSOR.

ARTICLE 10.
WAIVER OF SUBROGATION

10.1 Each of the parties hereto hereby waives all rights of subrogation and rights of recovery
against the other and against its agents, servants and employees, for any and all losses incurring to the
Additional Leased Premises and/or to any property, whether real or personal contained therein, during
the Term of this Lease Addendum (or any renewal or extension thereof), whether or not caused by the
fault or negligence of the other party, or its agents, servants, or employees or whether or not the other
party, or its agents, servants, or employees shall, in any way, have contributed to such loss, to the
extent of the releasing party’s insurance coverage.
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ARTICLE 11
CHANGE BY L ESSOR

11.1 LESSORshall also have theright at any time, without the same constituting an actual or
constructive eviction and without abatement of rent or incurring any liabilityto LESSEE, to make changes
to the Additional Leased Premises, including but not limited to entering upon the Additional Leased
Premises to install, repair, or maintain any present or future pipelines or utility service lines, provided that
LESSOR does not deny LESSEE access to the Additional Leased Premises or unreasonably interfere
with the conduct of LESSEE’s business activities.

ARTICLE 12.
END OF TERM

12.1  Upontheexpiration or other termination of the Term of this Lease Addendum, orany
extension orrenewal hereof, LESSEE shall quit, surrender and deliver to LESSOR the Additional L eased
Premises in good order and repair, reasonable wear and tear and damage excepted, and LESSEE shall
remove all of its trade fixtures and equipment. LESSEE’sobligation to observe or perform this covenant
shall survive such expiration or other termination.

12.2 If LESSEE retains possession ofthe Additional Leased Premises or any part thereof after
the termination of this Lease Addendum, LESSEE shall pay LESSOR as agreed rent during any such
unlawful retention, an amount, calculated on a per diem basis for each day of such retention, equal to twice
the Additional Annual Rent applicable to the last month of the Term ofthis Lease Addendum, for the time
LESSEE remains in possession. Without limiting any rights and remedies of LESSOR resulting from the
wrongful holding overby LESSEE, or creating any right in LESSEE to continue Inpossession ofthe
Additional Leased Premises, all LESSEE’s obligations with respect to the use, occupancy and
maintenance of the Additional Leased Premises shall continue during such period of unlawful retention.

123 LESSEE shall indemnify and hold harmless LESSOR from and against any and all liability,
loss, damage, cost and expense suffered, incurred or threatened as a result of any notice, complaint, claim,
demand, suit, controversy, order, writ, judgment, statute, regulation or other legal requirement, including
without limitation of the generality of the foregoing, court costs, attorneys’ and consultants’ fees,
environmental clean-up costs, natural resources damages, fines, penalties and damages to persons, personal
property, real property, and business enterprises, including any and all claims and liabilities arising outof
or relating to the Additional Leased Premises, or any release or threat of release of any hazardous
substance, other pollutant or contaminant or waste of any kind in, on, under, or from the Additional Leased
Premises, all to the extent arising from and as a result of LESSEE’s failure to comply with any
eavironmental law, rule or regulation. Notwithstanding any thing to the contrary in the Lease, the provision
of thisindemnity shall survive the payment, release, foreclosure, satisfaction, termination, discharge, or other
disposition of this Lease Addendum.
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‘ ARTICLE 13.

ACCESS TO PREMISES

13.1 LESSOR and LESSOR’s agents shall have the right to enter the Additional Leased
Premises at reasonable times to examine the same, or to make such installations, repairs, or additions to
the Additional L eased Premises (including but not limited to utility lines) to the Property as LESSOR may
deem necessary or desirable, and LESSOR shall be allowed to take all material into and upon the
Additional Leased Premises that may be required without the same constituting an eviction of LESSEE
in whole orin part and the rent reserved shall in no wise abate while the installation, repairs, or additions
are being made, by reason of loss or interruption of business to LESSEE, or otherwise.

ARTICLE 14.
ASSIGNMENT/ SUBLETTING

14.1 LESSEE shall not voluntarily, involuntarily or by operation of law, assign, transfer,
mortgage, pledge or otherwise encumber this Lease Addendum, all or any part of LESSEE ’s interest in
this L ease Addendum or the Additional Leased Premises, in whole orin part, or sublet the whole or any
part of the Additional Leased Premises, without the prior written consent of LESSOR.

142 LESSORshall havetherightto transfer and assign, in whole or in part all and every feature
‘ and obligation hereunder and in the Additional Leased Premises, the Property and improvements referred
to herein, and such transfer or assignment may be made to any person and shall be in all things respected

and recognized by LESSEE.

ARTICLE 15.
SUBORDINATION

15.1 ThisLease Addendum and all of its terms, covenants and provisions are subordinate to the
liens of any mortgage ormortgages as now or hereafter shall be placed from time to time upon the Property
and to any renewals, extension, modifications or consolidations thereof, and to all advances heretofore or
hereafter made from time to time upon the security thereof without the necessity of any further instrument
or act on the part of LESSEE to effect subordination.

ARTICLE 16.
DEFAULT

16.1 Ifatanytime LESSEE shall fail to remedy any default in the payment of any sum due under
this Lease for fifteen (15) days, without notice thereof, or fails to remedy any default with respect to any
of the other provisions, covenants or conditions of this Lease Addendum to be kept or performed by

‘ LESSEE within thirty (30) days after notice, orif LESSEE abandons the Additional  eased Premises, or

8
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‘ if LESSEE breaches any obligation underthis Lease Addendum which cannotbe cured, then in any such
event LESSORmay at LESSOR’s option and without limiting LESSOR in the exercise of any otherright
orremedy LESSOR may have on account of such default, and without any further demand ornotice, re-
enter the Additional L eased Premises, with or without process oflaw, and repossess the same, and the
LESSEE shall vacate said Additional Leased Premises without furthernotice. Such repossession shall not
be held to be a waiver of any other remedy which LESSOR may have for recovery of such breach.

ARTICLE 17.

QUIET ENJOYMENT

17.1  LESSOR covenants with LESSOR thatupon LESSEE paying the rent and observing
and performing all the'terms, covenants and conditions, on LESSEE’s parttobe observed and performed,
LESSEE may peaceably and quietly enjoy the Additional Leased Premises subject, nevertheless, to the
terms and conditions of this Lease Addendum.

ARTICLE 18.
NOTICES

18.1 Allnoticestobe given underthis Lease Addendum shall be deemed sufficiently given only
ifin writing and sent certified mail, return receiptrequested, addressed to the LESSOR orthe LESSEE,
. respectively, at the addresses set forth above, or such other address as either party may designate by notice
givenin themanner provided in this Article. Notices sent by certified mail shall be deemed received as of
the date set forth on the return receipt.

ARTICLE 19.
SUCCESSORS AND ASSIGNS

19.1 Allrights, obligations and liabilities herein given to, or imposed upon the respective parties
hereto, shall extend to and bind the several respective heirs, executors, administrators, successors and
assigns of said parties, except as otherwise expressly provided.

ARTICLE 20.
COMMON AREAS

201 LESSOR shall maintain the common areas of the Property in good order and repair, which
shall be for the joint use of LESSEE and LESSOR. LESSEE shall have the right to use the common
areas and the Additional Leased Premises at any time of the day.
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‘ ARTICLE 21.
_ NO RECORDING OF LEASE

21.1 The parties agree that this Lease Addendum shall not be recorded.

ARTICLE 22.
APPLICABLE LAW

22.1 Thelawsofthe Commonwealth ofPennsylvania shall governthe vahdxty, performance and
enforcement of this Lease Addendum.

ARTICLE 23.
CONDITION PRECEDENT

23.1  Notwithstanding any other Section of this L ease Addendum, pursuantto Chapter21 of the
Pennsylvania Public Utility Code, this Lease Addendum shall not become effective until approved in writing
by the Pennsylvania Public Utility Commission. Should the Pennsylvania Public Utility Commission fail to
grant its approval, this Lease Addendurn shall become null and void.

‘ IN WITNESS WHEREOF, and intending to be legally bound thereby, the parties heretohave

hereunto set their hands and seals unto this Lease Addendum and caused it to be executed, the day and
year first written above.

ATTEST:

o

l'lobcrt W. Freeston
Vice President and Tl'easurcr ]

Secretary

AMERICAN WATER WORKS SERVICE

( /2.7 L2, TTERT

Secreta.ry ert D. Sievers

Vice President and Comptroller
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RENTAL INCOME - OFFICE LEASE ADJUSTMENT

ORIGINAL ADJUSTMENT

ORIGINAL OFFICE SPACE
ADDITIONAL OFFICE SPACE

TOTAL

REVISED ADJUSTMENT

ORIGINAL OFFICE SPACE
ADDITIONAL OFFICE SPACE

q TOTAL
NCREASE TO REVENUES

COSTPER  TOTAL
SQUARE SQUARE LEASE
FOOTAGE FOOT REVENUE

5,780 $22.37 $129,299
3,251 $22.37 $72,725
9,031 $202,024

COSTPER  TOTAL
SQUARE SQUARE LEASE
FOOTAGE FOOT REVENUE

5,780 $22.37 $129,209
3,251 $27.42 $89,142
8,031 $218,441

$16,417




OCA-VI-09 Q.

OCA-VI-09 A.

PA P.U.C. Docket No. R-00016339
OCA-VI-09

Please identify all changes to the Company’s “medical insurance
benefit for associates” referenced on page 9, line 6-7 of Mr.
Freeston’s testimony and state when such a change was made.

Effective July 1, 2001 associates were required to contribute more
to their health care costs. The contribution for individual coverage
increased from $0 per month to $10 per month; individual and
dependent coverage increased from $20 per month to $35 per
month. Additionally, the ability for the associate to elect
comprehensive coverage was eliminated; only managed care or
HMO coverage are available unless those options are unavailable
in the associate’s living area.

Associates were also given the option to receive $100 per month in
lieu of medical insurance coverage. In order to make this election
the associate had to certify they had alternative medical coverage.

RESPONSIBLE WITNESS: Robert W. Freeston, Vice President & Treasurer




Pa. P.U.C. Docket No. R-00016339

’ OCA-VI-11

OCA-VI-11 Q. Regarding Appendix A to Staiement No. 2, please provide the
status of each of the pending 2cquisitions shown on this Appendix.

OCA-VI-11 A, The acquisitions of the Butler Township Water Authority and Fox
Knoll were completed prior to April 27, 2000. The acquisitions of
Sandy Ridge arnd West Decatur are held up due to the complaint
filec by Houtzdale Municipal Authority concerning the well
allocation permit. A formal complaint by a residential customer
has beer. filed conceming the LP Water and Wastawater
acquisitions. A hearing schedule has been set by Administrative
Law Judge Solomon and testimonies have been filed.

'. RESPONSIBLE WITNESS: Charles Johnston, Vice President, Business Development




Pa. P.U.C. Docket No. R-00016339
‘ OCA-VI-14

OCA-VI-14 Q. Please reconcile the historic test year OPEB charge of $3,468,952
shown on page 42 of Exhibit 3-A with the amount of 34,320,551
referenced on page 138 of Exhibit 3-H.

OCA-VI-14 A. The amount of $4,320,551 is the total of OPEB payments made by
PAWC to the OPEB trust accounts. Of this amount, $3,468,952
was charged to expense for the twelve months ended December 31,
2000. The difference is the amount capitalized during the twelve
months ended December 31, 2000.

RESPONSIBLE WITNESS: Maria G. Balmer, Financial Analyst




Pa. P.U.C. Docket No. R-00016339

OCA-VI-17
OCA-VI-17 Q. Regarding page 225 of Exhibit 3-G, please update this information
to include data from 199] through 1995.
OCA-VI-17 A. Please refer to the attached schedule.




OCA SETVI
QUESTON NO. 17
(CONSUMPTION IN 000 GALLONS)

PENNSYLVANIA AMERCIAN WATER COMPANY

CUSTOMERS AND CONSUMPTION

[ YEAR ENDED YEAR ENDED YEAR ENDED YEAR ENDED YEAR ENDED
31-Dec91 31-Dec-82 31-DecH3 31-Dec-94 31-Dec9S
METERED SALES CUSTOMER CONSUMPTION | CUSTOMER CONSUMPTION | CUSTOMER CONSUMPTION CUSTOMER CONSUMPTION | CUSTOMER CONSUMPTION
RESIDENTIAL 336,693 20.413,139 339,203 20,446 449 342,421 20,500.520 346,200 20.546.844 353,514 20.965.204
COMMERCIAL 27,755 8.998.020 27.818 8.685.987 28.040 9,044,809 28,016 9,208,598 28,077 9.262.986
INDUSTRIAL 833 6.294.098 820 5,747,893 608 5.373.336 611 5.339.657 605 5,273,753
MUNICIPAL 1,676 2,625.098 1677 2.508.856 1,725 2443817 1,749 2,716,025 1.808 2.690.563
SALES FOR RESALE Kk} 1.849.858 33 1,765.958 33 1.719.492 32 1.247,423 31 774,698
MISCELLANEOUS 0 0 1 4.433 0 0 0 0
TOTAL METERED 366,990 40,184,213 389,551 39,156,143 372838 39,086,407 376.608 39,058,547 384,036 36.967.204
UNMETERED SALES
i
! RESIDENTIAL 0 0 0 0 0 0 0 0 6.324 0
| COMMERCIAL 0 0 0 0 0 0 0 0 1 0
! INDUSTRIAL 0 0 ] 0 0 0 0 0 0 [
MUNICIPAL 4} o] [+} 0 [ [ ] 0 [¢] 0
| SALES FOR RESALE 0 0 0 0 0 0 0 0 0 0
i MISCELLANEQUS H 9 0 0 0 0 0 0 0 0 0
l
TOTAL METERED 0 0 0 ° 0 0 0 0 6.225 0
PRIVATE FIRE PROTECTION 1627 0 1,588 ) 1,570 18.963 1.556 0 1.533 0
PUBLIC FIRE PROTECTION 244 0 244 0 244 0 253 0 253 ol
{TOTAL 368.861] 40,184.213 371.383! 39,156,143 374,653 39.105.370 378.417| 39.058,547 392,147/ 38,967,204
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Pa. P.U.C. Docket No. R-00016339
OCA-V].24

OCA-V1-24 Q. Regarding the response 10 OCA-1-13, plezsc provide the following
information about American Water Capital Comporation:

@) Why 1t was necessary to form a separate corporation to provide
financing and cash management services rather than having
these services provided by the Service Company;

b) How PAWC obtained financing and cash management services
prior to the formation of American Water Capital Corporation;

¢) All amounts for American Water Capital Corporation included
in the historic 1est vear costs incurred by PAWC;

d) All contracts for services between PAWC and American Water
Capital Corporation and the date each contract was approved
by the PPUC;

e) The charges incurred by PAWC for financing and cash
management services in 1998 and 1999

f) The date PAWC began receiving services from American
Water Capita! Corporation.

OCA-VI-24 A, a.b.d.) Please refer 10 copies of the approved Affiliated Interest
Agreement and the Commissions order approvin g same are
attached.

c) Seeresponse to OCA ~I-44, subseztion 1.
e) 1998 $271,832 1999 £268,366

£y July 1, 2000

RESPONSIBLE WITNESS: Robert W. Freeston, Vice President & Treasurer
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PENNSYLVANIA
PUBLIC UTILITY COMMISSION
Harrisburg, PA. 17105-3265

Public Meeting held June 22, 2000

Commissioners Present:

John M. Quain, Chairman

Robert K. Bloom, Vice Chairman
Nora Mead Brownel)

Aaron Wilson, Jr.

Terrance J. Fitzpatrick

Affihated interest agreement between Pennsylvania- Docket Number:
American Water Company (PAWC) and American G-00000763
Water Capital Corp. (AWCC) concemning the

provision of financial services by AWWC to PAWC.

OPINION AND ORDER

BY THE COMMISSION:

On May 24, 2000, Pennsylvania-American Water Company (PAWC) filed for
approval pursuant to Chapter 21 of the Pennsylvania Public Utility Code, 66 Pa.
C.S. §§2101 er seq., the above-captioned affiliated interest agreement. The
agreement is intended to govern the provision of certain financial services by an
affiliate, American Water Capital Corp. (AWCC), to PAWC. PAWC is a
regulated utility providing water and wastewater service to more than 500,000
cusfomers in portions of 31 counties across Pennsylvania. Both PAWC and

AWCC are wholly-owned subsidiaries of Amencan Water Works Company, Inc.
(AWW).
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PAWC has proposed that it enter a Financial Services Agreement
under which AWW’s financing subsidiary, AWCC, will provide both long-term
and short-term fipancing to PAWC. The agreement is one of many AWW has
instituted with its utility subsidiaries as it prepares 1o issue publicly- or privately-
held debt and preferred stock by the parent company, and then to be issued similar
securities by the subsidiaries according to the capital needs of each. AWW
believes such issuances by the larger entity will prove more economical than the

current practice of conducting the financing at the individual subsidiaries.

PAWC notes several reasons for such corporate-wide financing to be
more economical. Among them is the ability of AWW, through AWCC, to issue
much larger amounts of publicly-issued debt at one time, instead of the smaller
amounts of debt issued by PAWC and other subsidiaries as private piacements.
The larger size, together with the fact that it is a public issue, will afford investors
the chance for greater liquidity in post-issuance trading of the securities. Another
reason is the stronger credit rating or the perception of greater credit strength of
AWW compared to PAWC because of the greater geographical and regulatory
diversity of the larger entity. Both those factors would contribute to investors
requiring lower rates of return than they would require from PAWC and its sister
subsidiaries. Moreover, while public issuances require more costly registration
requirements at the Securities and Exchange Commission (the SEC), incurring
such issuance cost once for large dollar amounts will, according to PAWC, result
in a much lower overal) issuance cost as a percent of the proceeds of the issuance.
This saving will in turn will be passed on to PAWC allowing it to experience
lower issuance costs than the Pennsylvania utility currently incurs when issuing

securities on its own.

(28]




The terms which AWCC will impose on PAWC for long-term loans
to the subsidiary will mirror the terms and conditions of the securities issued
publicly by the national entity, including interest or dividend rates that reflect the
1ssuance costs of AWCC. Such terms will be included in the notes to be issued by
PAWC 10 AWCC. Such issuances by PAWC will be made pursuant to one or
more securities certificates which the Pennsylvania subsidiary will file with us.
However, those certificates will not require concomitant filings of affiliated
interest agreements, it being the purpose of the instant Financial Services

Agreement to govern future Jong-term financing by PAWC.

The proposed Financial Services Agreement also provides for a cash
management program for the participating subsidiaries, including PAWC, which
will allow the subsidiaries to aggregate their short-term borrowing and their
wnvestment of excess cash flows. Such facility will replace the maintenance by the
subsidianies of separate bank credit facilities, and will allow the intra-AWW use of
temporary surpluses at one subsidiary to offset short-term cash flow shortfalls at
another subsidiary. This will aliow the AWW svstem to reduce its reliance on
external lenders, and to afford its subsidiaries Jower borrowing costs and the
ability 1o earn more competitive interest on their short-term investments. The
agreement filed by PAWC for approval provides that AWCC will make daily
sweeps of PAWC's and other subsidiaries’ excess cash and pay those subsidiaries
the same interest rate AWCC would be obliged to pay its lending company. Such
funds will next be provided to those subsidiaries having cash shortfalls, and those

subsidiaries will be charged the same interest rate AWCC would otherwise have to

pay 1o its lender. Any excess funds will be invested in the money market and

eamnings credited to the companies providing excess cash in proportion to the
amount provided by each. In the money market as well as the market for long-

term debt, size offers an advantage. AWCC will being able to invest larger
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amounts, and thus earn better interest rates, than would have been available to

PAWC and its sister subsidiaries acting on their own.

For both its long-term and short-term borrowing, PAWC will be
required to provide to AWCC estimates of its maximum borrowing needs over the
forthcoming three-year period. Such estimates from all the subsidiaries will allow
AWCC to establish the amount of borrowing capacity it needs to arrange with
outside lenders. Those estimates of maximums expected for short- and long-term
borrowing will also be used to proportionally allocate to users any overhead
expenses, including AWCC’s administrative expenses and commitment fees for
bank credit lines.

PAWC argues that the more favorable Interest rates it will incur and
earn under the proposed arrangement will become reflected in the capital costs to
be recovered in future rate proceedings, and will thereby allow the benefits to be

passed on to the utility’s customers.

We note that our approval of the Financial Services Agreement does
not constitute a determination that the associated payments of interest and fees are
reasonable or prudent for purposes of determining rates. However following our
examination of the proposed agreement and the proposed notes, we have
determined that the terms and conditions appear to be reasonable and consistent
with the public interest: THEREF ORE,
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IT IS ORDERED:

1. That the Financial Services Agreement between Pennsylvania-
American Water Company and American W

2. That our approval of this agreement does not preclude the
Commission from investigating in any forma) proceeding the reasonableness of

any of the fees or interest payments to be incurred pursuant to the agreement.

BY THE COMMISSION,

o A

James J. McNulty
Secretary

(SEAL)

ORDER ADOPTED: June 22, 2000
ORDER ENTERED: JUN 22 04

ater Capital Corp. is hereby approved.

PR <
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BEFORE THE
‘ PENNSYLVANIA PUBLIC UTILITY COMMISSION

PENNSYLVYANIA-AMERICAN WATER

COMPANY’S REQUEST FOR APPROVAL :

UNDER CHAPTER 21 OF THE PUBLIC : DOCKET NO.
UTILITY CODE OF A FINANCIAL SERVICES

AGREEMENT WITH AN AFFILIATED

FINANCING CORPORATION

TO THE PENNSYLVANIA PUBLIC UTILITY COMMISSION:
I. INTRODUCTION

1. Pursuant to Section 2102 of the Public Utility Codc (66 P2.C.S. §2102),
Pennsylvania-American Water Company (“PAWC” or the “Company”) requests that the
‘ Pennsylvania Public Utility Commission (“PUC™ or the “Commission™) approve the Financial
Services Agreement between PAWC and American Water Capital Corp. ("AWCC” or the
“Financing Corporation”) attached hereto as Appendix A as well as the provision of financial

services by AWCC to PAWC in accordance with the terms of that Agreement.
2. The name and address of the utility requesting Chapter 21 approval is:

Pennsylvania- American Water Company
800 West Hersheypark Drive

P.O. Box 888

Hershey, PA 17033

1 1190465 )
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‘ 3. The names and addresses of the attorneys for PAWC are as follows:

Thomas P. Gadsden, Esq.

Anthony C. DeCusatis, Esq.

Morgan, Lewis & Bockijus LLP

170] Market Street

Philadelphia. PA 19103-2921
215-963-5234

215-963-5299 (Fax)

Velma A. Redmond, Esq. '
Vice President, Corporate Coursel and Secretary
Pennsylvania-American Water Company
800 West Hersheypark Drive

P.O. Box 888

Hershey, PA 17033

717-531-3210

717-531-3252 (Fax)

1I. THE COMPANIES INVOLVED

4. PAWC is a corporation organized and existing under the laws of the
Commonwealth of Pennsylvania and is a wholly owned subsidiary of the American Water Works
Company, Inc. (“AWW”). PAWC furnishes water service in a cenificated service territory

cncornpessing portions of 31 counties across the Commonwealth. As of December 31, 1999,

[ 24
)

' 1-P: 5198469 -
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‘ PAWC provided water service te approximately 543,388 customers in the fellowing

class:fications:

Residential: 498,628
Commercial: 38,957
Industrial; 81
Municipal, Resale and Other. 2,261
Fire Protection: 2,731

In addition, PAWC fumishes wastewater service to approximately 4,800 customers within a
certificated service territory located in the Pocono Mountain region of Pennsylvania and

encompassing the development known as A Pocono Country Place.

5. AWW is a corporation organized and existing under the laws of the State of
Delaware that owns the stock of various subsidiary operating water utilities. AWW subsidiaries -
‘ provide water service to approximately 2.5 million customers in 22 states. The common stock of

AWW s listed un the New York Stock Exchange.

6. AWCC is a corporation organized and existing under the laws of the Staie of
Delaware and is a wholly owned subsidiary of AWW. AWCC is dedicated to provicing financial
services to AWW, its subsidiary water companies and limited liability companies organized by
certain subsidiaries to facilitate financing (collectively, the “Participating Companies™) in a
manner designed to capture economies of scope and scale and, thereby, reduce the cost of debt
and preferred stock financing for those companies. Appendix B hereto is a list 07 the AWW

subsidiaries that, subject to necessary regulatory approvals, will obtain financing services from

AWCC.

. 1-P.) 198467 ) -3-




I1l. THE FINANCIAL SERVICES AGREEMENT

7. Subject to Commission approval, PAWC and AWCC will enter into a Financial
Services Agreement in the form attached hereto as Appendix A. Subject 10 necessary reguletery
approvals in other jurisdictions, similar Financial Services Agreements wil! be executed between
AWCC and the other Participating Companies.” Under the terms of the Financia) Services
Agreement, AWCC will provide long-term lending, shoni-tenm: lending and cash management

services to PAWC, as more fully described below.

A. Long-Term Debt Financing

8. Through its Financial Services Agreement with AWCC, PAWC will get the
ability to access the public debt markets at favorable rates while minimizing issuance and
administrative fees and expenses. To achieve this goal, AWCC will agaregate the borrowing
power of the Participating Companies in order to make offerings of substantial size. By
capturing economies of scale and scope in this way, each Participating Company will gain access

to the public debt market at lower costs than it could cbtain on its own.

9. Currently, each Panticipating Company provides its own long-term debt financing.

For the most part, such financing is obtained through so-called “privaie placements™ of long-term

1/ The Financial Services Agreements provide that each Panticipating Company’s
obligations are “several and not ioint.” See §5. This means that no company wil] be
responsible for payment of any amount in excess of what is due by thal company 10
AWCC for its own borrowings and the services rendered directly to 1t

4.

1-PY: 3199488
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debt secured by a2 mortgage indenture creating a lien on the issuer’s property. The term “private
placement” refers 1o the issuance of securities under the exemption created by Section 4(2) of the
Securities Act of 1933 (15 US.C. § 77d(2)) from the overarching requirement of Section § of the
Securities Act (15 U.S.C. §77¢ ) that a registration statement be in effect for any interstate sale of
securities. Specifically, Section 4(2) ¢xempts “transactions by an issuer not involving a public
offering.” To implement this exemption, the Securities and Exchange Commission {"SEC™)
issued Regulation D (17 CF.R. §§230.501-230.506) containing objective guidelines which, if
satisfied, assure is;um that a proposed transaction is within the Section 4(2) exemption. These
“safe harbor” rules: (1 ) prohibit offers or saleg through general solicitation or advertising; (2)
require purchasers to be “accredited investors,” i.e., have knowledge and sophistication in
financia! and business matters and be capable of evaluating the merits and risks of the offered
investment, or obtain the advice of a “purchaser representative” who has such knowledge and
expertise; (3) require the 1ssuer 1o meet certain information and disclosure otligations; and 4
restrict the resale of securities acquired under a Regulation D exempticn uniess the securities are

subsequently registered or sold pursuant to a valid exemption.

10. The principal benefit of private slacements is that they eliminate the time and
expense of preparing a registration statement. The bulk of the cost of the registration process

(legal, accounting, prnting, for example) is the same regardiess of the size of the issue registered.

Consequently, it is seldom cost effective for small issuers to incur that expense because any

savfngs from the potentially lower coupon rate achievable on publicly issued debt would be

outweighed by issuance costs and underwTiting fees. While Regulation D created an economic

1-M4.)1984¢9 } -D-
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‘ alternative to registration, its restrictions on how securities may be otfered, who may purchase
them and how they may be resold limit the range of likely invesiors and the amount of capital

available for invesiment.

11. The market for private placements cf utility debt has largely been limited 1o
financia) institutions, such as insurance companies, retirement funds or bank trust departments,
which meet the “accredited investor” criteria. In recent years, financial markets have undergone
several structural changes that caused private placements to become Jess desirable for both
lenders and borrowers. Becausc of business and regulatory considerations, institutional Jenders
seck investments that offer a hj gher degree of liquidity and Jower risk than relatively small
private placements of debt or preferred stock can provide. To achieve their goal, instinutiona)
lendzrs increasingly look 10 the public debt market for investment opportunities. Publicly issued

‘ debt is 2 more liquid investment because it can be traded on major exchanges or over the counter

and, as a consequence, a healthy secondary market has developed.

12. Asinstitutional lenders have mj grated 1o the public Jdebt mnarket. the pool of
potential purchasers of privatc placements has shrunk. Asa result, 1ssuers have been receiving
fewer bids at each private placement auction, and the reduced competiticn for their bonds has

exerted upward pressure on interest rates for privately placed debt.

13. Atthe same time that lenders’ preference for publicly issued debt was Increasing,

the hurdle costs for borrowers to enter the public debt market have been decreasing. In addition,

bomrowers are able 10 reduce borrowin 8 costs through judicious market timing, which is possible

II 3-Poo1)98469 ) '6'
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by use of the so-called “shelf-registration” procedure authorized by SEC Rule 415 (17 CF.R.
§230.415). Under Rule 415, qualifying securities? can be registered for an offering 1o be made
on a continuous or delayed basis. The registration statement contains the general terms of the
securities, which can be sold at intervals and in amounts determined by the 1ssuer within two
vears of the effective date cf the reg:stration s:atement. At the time of sale, the registration
staternent is supplemented with the specific terms of each 1ssue, such as rate and maturity. A
shelf registration gives the issuer flexsbility to respond quickly to changes in the market and sel]
securities when interest rates are favorable. The issuer does not have to miss a window of
opportunity while waiting for post-effective suppiements o the registration statement 10 become
effective. This flexibility is particularly imponant when financial markets experieunce high levels

of volatiljty.

14.  The mechanics of the borrowing program available throtgh AWCC are
straightforward. Each vear PAWC and the other Participating Companies will give AWCC an
estimate of their long-term and short-term borrowing requirements for prospective one and three-
year periods. Based on this information, AWCC will determine the aggregate annual long-term
and short-term borrowing targe:s for three years in the future, (The short-term borrowing
requirements are discussed in Section B, infra.) AWCC will arrange for the registration of debt

and/or preferred securities in an amount sufficient to meet the individual companies’ nesds and

2 For the most pant, shelf registration can be used only by companies that qualify for
registration on Form S-3, which is available to 1ssuers with established records that are
subject to the reporting requirements of the Securities Exchange Act of 1934 (15 U.S.C.
$§78a-78kk). Notably, PAWC could not satj sfy this requiremerit.

-
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wil] arrange with one or more investment bankers for either an underwntten or agency-based sale
of the securities. Thus, only one regiswation statement need be filed. Moreover, the amount of
the issue can be very large because it represents the aggrepate financing needs of all the
Participating Companies. This also provides savings because underwriting fees are stated as a
percent of the total offering, and the percentage generally declines as the principal amount of the
offering increases. Upon receipt of the proceeds of the issuance, AWCC will lend to each of the
Participating Companies its share of the total. The joan from A WCC to a Participating Company
will be evidenced Iby a Promissory Note in the form attached as Exhibit B to the Financia}
Services Agreement, which will mirror the terms and condinions of the bonds or other securities

1ssued by AWCC.

IS. Itiscurrently anticipated that al] of AWCC’s borrowings will be unsecured and,
therefore, the corresponding loans from AWCC 10 the Participating Companies will also be
unsecured. However, to provide assurance to lenders of AWCC’s payment of principal and
interest, AWW will issue a “support I=tter” for ‘he benefit of the purchasers of AWCC bonds.
“Support letter” is a term of art in the financia) market referring to an instument that requires the
parent of an affiliated group, for the term of the bonds issued by its financing subsidiary: (1) 10
own all of the issued and outstanding stock of the financing subsidiary (AWCC in this case); (2)
1o cause 1ts financing subsidiary tc maintain a positive angible net worth; and (3} if the financing
subsidiary is unable tc satisfy its obligations, to provide funds to assure that payments of interest
énd principal are made when due. AWW'’s obligations under the support letter would be

classified as a “'security™ for purposes of the registration requirement of Scction 5 of the

154119848 | -§-
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Securities Act and. therefore, AWW would have to be a co-registrant, with AWC C, for any
AWCC securities that benefit from the financial assurance of the AWW support letter. Where
AWW support letters are provided, rating agencies wil! assess the creditworthiness of AWCC’s
debt on the strength of AWW’s credit as wel as the cash flows available from the dividend
stream AWW receives from its utility subsidiaries. Accordingly, the credit ratings of AWCC
debt should reflect the credit quality of the American Water Works System. 1t is reascnable to
expect that a System-wide credit evaluation will vield higher credit ratings than the Panticipating
Companies could ;chicve on their own. This would resuit from a number of factors, including
reduced business risk for the System as a whole. as compared to any one Participating Company,
due to the dispersion of AWW s uti hty subsidianies amon g different geograplic regions and

regulatory jurisdictions.

16.  For the reasons discussed above. PAWC projects that it w:ll realize meaningful
savings by obtaining long-term debt financing from AWCC under the Financial Services
Agreement. For a public debt issuance by AWCC of as much as $200 million, the potential
interest rate savings could be between 25 and 40 basis po:nts as compared to private placements
of under $100 million. In addition, it is anticipated that each Participating Company’s share of
1ssuance costs wil} be less, per dollar borrowed, than it currently incurs to borrow in the private
placement market. Asa consequence, the yield 1o maturity and, therefore, the we; ghted cost of
long-term debt included in revenue requirement and reflected in customers’ rztes will be lower

than would be the case if the current methods of financing were continued.

1-PH: 2198468 )
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‘ 17.  Through the use of AWCC as an ageregator of their individual iong-term
{inancing requirements, the Participating Companies wil] be able to: (] ) expand the pool of
potential investors beyond those available in the pnvate placement market; (2) obtain access to
favorable interest rates and other terms offered by the public debt markets on a cost effective
bas:s by increasing scale economies and reducing registration, underwriting and other issuance
costs; (3) realize the market timing benefits made possible by the shelf registration process, and
(4) obtain Iong-lcm debt financing that is not issued under their respective mortgage indentures
and, therefore, docé not impose a fien on their property. Also, because the Participating
Companies will not be requirea to borrow exclusively under the Financia) Services A greement¥,
PAWC can pursue other sources of low-cost financin 8, such as low-inierest loans frcm the
Pennsylvania Infrastructure Investment Authority (“PennVest”) and tax advantaged loans

‘ available through the Pennsylvanja Diepartment of Commerce.

18.  The long-term borruwing program available from AWCC 1s consistent with the
findings and conclusions (C11-22) and implements the recommendation (R11-14) made by
Davies Assorciates, Inc. 1n its Comprehensive Management Audit of PAWC issued August |,
1992, which stated in pertinent part:

The Company’s increasing reliance on a single group of investors
(1nsurance compunies) to provide funds for the construction

program can put the continuance of the program at risk and
increase the cost, especially if the bond 1ating slips below single A.

3/ In addition to its non-exclusivity provision (77). the Financial Services Agreement may
be terminated by PAWC upon ter; days prior written notice to AWCC (€9).

‘ 174119860 -10- .
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Because of these faciors, Pennsylvania- American should develop a
plan for entering the public market.

In response to the foregoing recomrnendation, PAWC, with the assistance of financial
professionals, carefully analyzed the feasibility of 1ssuing publicly-traded debt. The analysis
showed that for cfferings of the size made by PAWC, public debt issuances would not provide a
cost advantage relative to continued use of private placements.¥ However, as previously
explained, by aggregating PAWC’s long-term financing with that of the other Paricipating
Companies thYOl;gh their respective Financial Services Agreements. AWCC will be able 1o
achieve for PAWC the benefits of public debt issuances discussed in the M anagement Audit by
capturing scale economies and, thereby, reducing issuance costs as a percentage of the amount

borrowed.

. 19. As previously explained, AWCC anticipates using the “shelf-registration™
process to register debt securities 1o be issued over a prospective two-year period in amoun:s and

at times that, in AWCC’s Judgment, minimize total borrowing costs. As also explained,

4/ However, based on the results of the aforementioned analysis, PAWC saw an opporiunity
to achieve incremental savings on a cost-effective basis by qualifying future private
placements so that purchasers could resell the securities pursuant 1o SEC Rule 144A (17
C.F.R. §230.144A). Rule 1444 was adopted to foster a secondary market for pnivately
placed securities among “qualified institutional buyers” by easing the restnctions on the
resale of restricted (non-registered) securities. Asa consequence, Rule 144A-eligible
securities have a greater degree of hquidity than other kinds of privately placed securities,
but are still less liquid than securities for which a registration statement is on file with ths
SEC. PAWC issued $33 million of Rule 144A-cligible debt in November 1997 under its *
Medium Term Note program, which was approved by the Commission’s registration of
PAWC’s Secunities Certificate at Docket No. S-00970635, as descnibed in Paragraph No.
19, infra.

1-PH: 1) 94€5 ) -1l
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PAWC’s long-term borrowings from AWCC will consist of a portion of the proceeds from such
debt issuances and will mirror the terms and conditions thereof. In order to assure symmetry
between AWCC's obligations to putlic debt holdzrs and PAWC's obligations to AWCC. PAWC
intends 1o file securities certificates with the Commission from time to time that correspond to
the “shelf-registrations” obtaired by AWCC. PAWC’s securities certificates wi?l set forth the
maximum principal amount of debt it expects 10 issue over a stated prospective period and will
also set forth the anticipated maturity and interest rate on a not-to-exceed basis. Upon
registration by thc’Commissron. the securities cenificates will provide PAWC with sufficient
flexibility in the interest rates, amounts and timing of its debt issuances so that it can properly
match the terms of AWCC’s external financing. This form of securities certificate has
previously been registered by the Commission, which recognized the benelfils to the Company
and its customers from granting the Company this level of flexibility. See /n Re: Securitics
Certificate Uf Pennsyivania-American Water C ompany For The Issuance From Time To Time In
An Outstanding Amount No: To Exceed $200,000,000 Of Medium Term Notes (General
Mortgage Bonds) Under The General Mortgage Indenture, Securities Certificate Docket No. S-

00970635 (August 28, 1999).
B. Short-Term Debt Financing and Cash Management

20. Under the Financial Services Agreement, PAWC will obtain short-term loans

(i.e., Joans with a term of less than one year) and cash management services ftom AWCC at

favorable rates and costs. To achieve this goal, AWCC wil] aggregate and integrate the short-

1-PH.11964€Y | -i2-
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term financing and cash management of all of the Panticipating Comparies and, thereby, obtain

cost-efficiencies from economies of scope and scale.

21.  Currently, each Participating Company obtains its own short-term financing
throu gh separate, company-specific lines of credit established with banks in or near their
respective principal offices. Eack Participating Company is charged a commitment fee by the
lender to establish the credit line and is charged a market rate of interest on the principal amount
borrowed. Addiiional]y, each Participating Company is responsible for managing its cash to
assure sufficient funds are on hand to pay expenses, make other expenditures when due and
invest excess cash, if possible, in a way that does not compromise its ability to meet its financial
obligations. As a consequence, the Participating Companies have mult:ple ines of credit with a
number of banks and a corresponding number of credit jine fees. Additionally, each
Participating Company attempts to realize a return from the excess cash it generates, which
means that there are a4 number of smaller amounts of money that each company tries to invest on

Its own.

22.  Through the respective Financial Services Agreements, AWCC will aggregate the
Participating Companies’ short-term borrowings. Based on the Participating Companies’
projections of annual short-term borrowing needs for a prospective three-vear period, AWCC
will arrange for a syndicated bark line of credit to cover the total projections or, when
appropriate, may issue short-term obligations in the public debt market for some portion or all of
the short-term borrowing needs. AWCC will lend to each of the Participating Companies the
amount 1t requires 10 meet those short-term obligations. The loans from AWCCtoa

-13-
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‘ Participating Company will be evidenced by @ Promissory Note in the form attached as Exhibit A
to the Financial Services Agreement, which will mirror the interest rate and other relevani terms

of the credit facilities used by AWCC.

23, The AWCC short-term borrowing program wil} provide cost savings 1o the
Participating Companies in several ways. First, 1t may reduce the commitment fces incurred to
maintain credit lines by rolling up the various individual company credit {acilities inio a singje
svndicated credit line. Second, the interest rate charged on draw-downs from the credit line wijl
be lower because lenders will look to the credit quality of the American System to support
AWCC's obligations and, therefore, will perceive less risk than lending 1o individual
Panticipating Companies. Finally, to the extent AWCC can successfully tap the short-term public

debt market, it will obtain funds at lower cost than those available Som bank credit facil; es

24 AWCC will also provide an integrated cash management program for the
Participating Companies. Under this program, AWCC wili conduct daily “sweeps” of cuch
surpluses in the operating accounts of each Panicipating Company. A company that has a
temporary excess cash balance wiil jend that cash to AWCC, for which AWCC will pay interest
at the same rate it pays under its bank credit line. The funds AWCC obtains through its daily
“sweeps” of Participating Company accounts will be Joaned (o other Paricipating Companies
that have a cash deficit, and those loans will bear the same interest rate AWCC is obliged to pay
the lending company. Available cash 2xceeding that needed for intra-System borrowings will be

1vested by AWCC on behalf of the Participating Companies that have excess cash. Because

AWCC will be investing larger sums of money than any cne Participaiirg Company could invest

‘ £-7H: 1190458, -14-




‘ on its own, the Panticipating Companies can expect o realize 2 higher rate of return than they
would otherwise achieve. Through the integration of System-wide intemnally generated cash, in
the manner described above, AWCC wil; reduce the amount 1t otherwise would have 1o borrow

under 2 bank line of credit or other credit facility and will maximize the return on amounts

invested externally.

25.  The AWCC cash management program will benefit the Participating Companies
in several ways. First, by maximizing the use of System-wide internally-generated cash to meet
the Participating Companies’ shori-term borrowing needs, overall borrowing costs will be
lowered by reducing the System's dependence on external borrowing and, thereby, decreasing
both commitment fees and interest expense. Second, by actively managing the integrated cash
availability of the Participating Companies, AWCC wil provide short-term investment
‘ opportunities for companies with temporary excsss cash that otherwise would not be available.
Third. the cash management program will provide lending companies a higher return than they
could otherwise achieve. At the same time, Pariicipating Companies that are net borrowers will
not pay more than a market rate of interest on intra-System loans obtained through the cash

management program.

26. Customers will benefit from the reduction of short-term borrowing costs in
several ways. First, since commitment fees for bank credit lines are an operating expense
included in revenue requirement, any reduction in those fees will produce a commensurate
reduction in costs borne by customers. Second, to the extent PAWC is or m'ay become a net
lender/investor under the cash management program, increases in invesanent income will reduce

. PRORT YL D]
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its prospective borrowing needs. Finally, although shon-term debt is not included in PAWC's
capital sucture for ratemaking purposes, it is a majer component of PAWC's Allowarce for
Funds Used During Construction (“AFUDC™). A reduction in shor-term borrowing costs will
reduce PAWC’s AFUDC rate and, thereby, reduce the amount of AFUDC capitalized in

connection with additions to utility plant ircluded in the Company s rate base.

27. The short-term borrowing and cash management program that AWCC wilj
provide is similar in all material respects to a financial services arrangement among the Bell
Atlantic telephone companies? and Bell Atlantic Nerwerk Funding Corporation, which the
Commission found to be reasonablie and in the public interest and, therefore, approved under
Section 2102. Ajfiliated Interest Agreement Between The Bell T, eiephone Company Of
Pennsylvania And Beil Atlantic Funding Corporation Providing For The Acquisition Of Certc:'r:'

Financial Services, Docket No G-880114 (September 29, 198%).

C. Allocation Of Expenses

28.  Apart from interest expense, which will be charged 1o each Participating
Company in the manner described in Sections A. and B., above, there are thres categories of
expenses 10 be incurred by AWCC that will be allocated amon g the Participating Companies in

the manner set forth in Paragraph 2 of the Financial Services Agreement and summarized below.

S/ The companies corsisted of the former Bel] Telephore Company of Pernsylvania, New

Jersey Bell Telephone Company, Diamond State Teiephone Company, Chesapeake and
Potomac Telephone Company of Maryland, Chesapeake and Potomac Telephone
Company of Virginia and Chesapeake and Potomzc Telephone Company of West
Virginia.

LW TR -16-
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‘ a. Issuance Costs For Long-Term Borrowings. Issuance costs for each
long-term borrowing will be allocated among the Participating Compan:es in proportion to the

principal amount of such borrowing that is loancd to sach corapany.

b. Costs Of Short-Term Borrowings. The annual costs of short-term
borrowings other than interest expense, which consists of commitment fees for bank credit lines
and the issuance costs of any public debt offenings, will be allocated among th= Participating
Companies in proportion to the maximum principal amount that each company requests be made

available to it for the year.

c. Overhead. Overhead costs cons:st pnmanly of the day-10-day costs
incurred by AWCC to provide financial services under the Financial Services Agreements with
’ the Participating Companies. Overheads will be allocated among the Panicipating Cempanies
in the same proportion as sach company’s long-term and maximum requested shori-term
borrowings and investments in a calendar year bear to all of the long-term and maximum

requested short-term borrowings and investments by all Participating Companies during the same

year.

23.  The proposed allocations are fair and reasonable because they will allocate the
cost of providing financial services to the Participating Companies based on the extent of their

‘use of the services provided, which is consistent wit) well-established cost allocation and

ratemaking principles.

‘ 1-PH 1798468 | -17-
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‘ IV. THE FINANCIAL SERVICES AGREEMENT SHOULD BE APPROVED
30.  Section 2102(b) provides, in pertinent part:

The commission shall approve such contract or arrangement [with
an afiiliated interest] . . . only if it shall clearly appear and be
established upon investigation that it is reasonable and consistent
with the public interest.

31. For the reasons set forth in detaij in Section III, above, the Financial Services
Agreement will provide substantia} benefits to cusiomers through lower costs for long-term and
short-term debt financing. Additionally, the Agreement provides a fair and reasonable means to
allocate among the Participating Companies the costs incurred by AWCC to provide such

benefits. Therefore, the Financial Services Agreement is reasonable and consistent with the

‘ public interest and shoulc be approved by the Commission.

-18-
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' V. CONCLUSION

For the reasons set forth hercinabove, the Commission should enter an order granting its
approval under Section 2 1’01 of the Financial Services Agreement, the forms of Promissory Notes
attached thereto as Exhibits A and B, and the provision of financial services by AWCC to PAWC
in accordance with the terms of the Financial Services Agreement, including Joans made from

time to time by AWCC 1o PAWC.

Respectfully submitted,

Thomas P. Gadsden, Esq.
Anthony C. DeCusatis, Esq.
Morgan Lewis & Bockius LLP
1701 Market Street
Philadelphia, PA 19103-2921]
‘ 215-963-5234
215-963-5299

Velma A. Redmond, Esq.

Vice-President, Corporate Counsel and Secretary
Pennsylvania-American Water Company

&00 West Hersheypark Drive

P.O. Box 888

Hershey, PA 17033

717-531-3210

717-531-3252 (Fax)

Dated: May 11, 2000
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APPENDIX A
Financial Services Agreement
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‘ 1 EXECUTION COPY
} FINANCIAL SERVICES AGREEMENT
5
THIS AGREEMENT, dated as of June 15, 2000, by and becween Pennsylvania-
Ameridan Water Company (the “Company”) and American Water Capital Corp. ("AWCC™).

BACKGROUND

-_—— - — - — e

BRI RV Y

The Company currently performs its own financial services.

; However, the Company has determined that it can obtain these services more
efficieqtly through the consolidstion of certain necessary management and stsff functions with
those performed for other entities that may enter into egreement with AWCC substantially
similar{to this one ("“Co-Participants").

i

! AWCC is dedicated to performing such consolidsted functions.

; Accordingly, the parties have determined to erter into this Agreement for the
provisibn of jinanciel services by AWCC to the Company and for the proper determination anc
anoca:{en of the costs of provicing such servioes.

Therefore, the parties agree as hllows:

() s‘ AGREEMENT
!

; 1. Services. AWCC will provide, cither directly or through arrangements
with tfird parties for the benefit of the Company, such financial services as the Company an¢
AWCGC mey from time to time agree, includiag but not limited to thoss more fully described in
Appendlix | attached 10 this Agreement.

d 2. Costs. In consideration of the provision of the services contemnplated by
paragr{ph: 1, the Company agrees to pay AWCC a portion of the costs and appropriate overhead
‘ncurrel by AWCC in providing those servioes, as follows. The costs incurred by AWCC ia
connecfion with its bank credit lines and shorteterm public borrowings w:l] be civided among the
Co-Participants in proportion 1o the maxishum principal amount that each Co-Participart
requesks be made availeble to it during the ceurse of a year. The costs incurred by AWCC in
conneqion with each long-term borrowing by AWCC will be divided among each Co-Participant
In progoriion to the principal emount of that borrowing that is loaned % that Co-Participant.
AWCQ's overhead will be zllocated among the Co-Participants in the same proportion as each
Co-Pagicipant’s long-term and maximurs, requested ghort-term borrowings and investments in a

calend{- year bear 1 all of <he lorg and meximam short-term dorrowings ard investments by all
Co-P ] icipants during the same year,
{

_— X 3. Statements. AWCC will prepare and deliver 1o the Company monthly
statem¢nts of the services provided by AWCC and amounts payable o AWCC, giving effect t0

.
.
]
N
. "
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‘ all thejprovisions of this Agreement. The tcmpa.ny shall pzy the net amount shown on its
statement within thirty (30) days after the billing date.
4, Inspection. Upon reaspnatic notice, AWCC will make available 1o the

Compény for its inspection AWCC's books, records, bills, accounts and any other documents
which flescribe or support the costs allocated to the Company under this Agreement.

" s. Obligations Not Joint AWCC and the Company expressly agree: (a) that
the obljgations of the Company and each Co-Participant to AWCC are several and not jeint; (b)
tha: thé¢ Company wil. not e respossible to any Co-Participant, to AWCC or to zny zssignee or
creditof of AWCC for any sayment ir. excess of paymen:s due by the Company to AWCC under
this Agreement or a Note in the form atiached ‘o this Agreement; end (c) that no Co-Participant
will betresponsible 1o the Company, to any other Co-Participant, to AWCC or ‘0 any assignee or
creditof of AWCC for any payment in excess of payments due by that Co-Participant 10 AWCC
under gny a2greement substantislly similar to this Agreemert or under any Note atached to that
other agreement. AWCC covenants and agress that it will require, as & condition 10 its entering
into such other agreement with a Co-Participant, that such other agreement contains the
same provision as that contained in the immediately preceding sentence.

6. Notes. The Company’s borrowings under this Agreement will be
cvidented by ore or more promissory nofes in'the form of Exhibit A or Exkibit B attached 10 his
Agreerhent.

Compgny from borrowing from third parties, or obtaining services described in this Agreement

7. Non-Exclusivity. Notbing in this Agreemen: prokidits or resmicts the
Zom :t]rd partics, whenever and on whatever terms it deems appropriate.

®)

8. Effectiveness. This Agreement shell be effective as of June 22, 2000
provid¢d that, if prior spproval by the regulstory commissior of any jurisdiction is required
before this Agreement may become effective ¢s to the Company, or before AWCC may provide
& pantitular service hereunder to the Compagy, this Agreement shall not be cffective as 1o the
Compdny or as to that service, as the case may be, unless and unti} the required approvai has
beea obtained. Unless ard until thiz Agreemer.t becomes effective as to the Compeny in whole
or in gert. the Company shall not be entitled to the benefits of, nor shall it have any rights or
duties linder, this Agreement. This Agreemant mey be amended or rescinéed only by written
instm:}em signed by the Company and AWCC.

: 5. Termination. The Company may terminate its participatior in tais
A ent by giving ten (10) days prior written notice of such termination to AWCC; 2nd (v)

AWCC may terminate this Agreement by giving runety ($0) days prior wnitien notice of such
termintion: to the Company. Termination of this Agreement will not affect; (2) the Compary's

. obligajons under any Promissory Notes: (b) any Party’s obligations with respect 1o any amoun:s
owing funder Sections 2 and 3 of this Agleement (including such amounts attibuzble to
obligagons of any terminating party under any Promissory Notes that remain outstanding after
this cement is terminated as to that party); or () AWCC's obligations to repay anv
investhents made by a Company pursuan: to Appendix 1.

| 2.
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: 10.  Copies. This Agreemeht may be executed by the parties in one or more
copies pnd each executed copy shall be considered an original.

In witness of the foregoing, qach of the Company and AWCC has caused its
respec§ve corparate scal to be affixed to thig Agreement and bas caused this Agreement to be
signed on its behalf by its duly authorized officers.

SYLVANIA-AMERICAN WATER

t
.

J. E.Hamison
ice President ard Treasurer

Vs’? CAPITAL CORP.

d Title: Jaseph F. g:}(net:. Sr.
Vice Presil®at ané Treasurer

)

@ . ;.
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‘ APPENDX I
DESCRIPTION OF FINANCIAL SERVICES

Set forth below is a list of the services which AWCC agrees tc provide to the
Company upon its request pursuant to the Agreement 1o which this Appendix is attached.

1. Short-Term Loans AWCC will provide Short-Term Loans to the
Compgny pursuant to the terms set forth in the promissory notes to be issued by the Company to
AWCQ, each substaztialiy in the form atiached to this Agreement as Exkibi: A.

2. Long-Tzrm Borrowings. AWCC will provide loans other than Short-Term
Loans {o the Company pursuant to the terms set forth in the promissory notes to be issued by the

Company to AWCC, each substantially in the form attached hereto as Exhibit B.

3. Cash Menagement. Cash not required by the Company to pay its daily
disburgemer.ts or to pay when due the principal of and interes: on, the Company's borrowings
from AWCC other than Short-Term Loans will be used by AWCC first to reduce the outstanding

| balance of the Company's Short-Term Loans owing t5 AWCC end any excess wil. be
‘0 be invested with AWCC and will earn a daily rate of interest that is equal to the
interesf income earned by AWCC cn those fands. Upon the request of that Company, AWCC
shell kecute one or more promissory notes in favor of the Company, in form and substance
tially similar to the Promissory Note attached a8 Exhibit A to the Agreement 25 eviderce

‘ of sucH investment.
“~

)
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-y EXHIBIT A
‘ PROMISSORY NOTE
FOR SHORT-TERM LOANS
s , 2000
FOR VALUE  RECEIVED, [NAME OF COMPANY], a
corporation (herein ‘Borrower”) hersby prommises to pay ON
DEMAND to the order of American Water Capital Corp., & Delaware corporatioa (“Lender”), in
same dpy funds at its offices at Voorhees, New Jersey or such other place as Lencer may frem

time tq time designe:e, the principa sum of doliars (S ) (the

aote

conclusive,

Borrower may borrow, repay and reborrow hereunder in amounts which do not, in
egate outstanding 2t any time, exceed the Maximurn Principal Sum.

5

S

©
R

The occurrence of one or more of any cf the following shell constitute an event o
defauldhereunder:

(a)  Borrower shali fall to make any pzyment of principal and/or
interes{ due hereunder or under any other promissory note between Lencer and Borrower within
five bysiress days after the same shall become due and payable, whether at maturity or by
acceleption or otherwise;

(b)  Borrower shall apply for or consem to the appointment of a
, trastee or liquidator of itself or eny of is property, admit :n writing its inability to pay
as they mature, make a general assignment for the benefit of creditors, be adjudicated 2
t or insolvent or file & voluntary petition in bankruptcy or a petition o7 an arywer seeking
ization. or an arrangement with creditors or to take sdvantage of any bankruptcy,
1zatior, insolvency, readjustment of debt, dissolution or ligridation of law or starte, or

foregotng, or

(¢}  Any order, judgment or decree shall be cntered by any court of
compefen: junsdichion, 2pprovirg a petition seeking reorganizatign of Borrower or all or &
substagtial pert of the assets of Borrower, or appointing a receiver, trustee or liquidator of

A-l
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' EXHIBIT A
PROMISBORY NOTE
FOR SHORT-TERM LOANS

S , 2000

FOR  VALUE  RECEIVED, INAME  OF COMPANY], a
corporation (herein ‘Borrower”) hereby promises 1o pay ON
DEMAND to the order of American Water Capital Corp., & Delaware corporation (“Lender”), in
same dpy funds at jts offices at Voorhees, New Jersey or such cther place as Lender may from
time tq time designate, the principe. sum of dollars (S_____ ) (the
“Maxium Principal Sum"), cr such lesser amount as shall equal the aggregate unpaid principal
amounj of the loans made by Lender to Borrower (other than loans evidenced by 2 premissery

note ugder which the principal amount is due and payable in one or more scheduled instaliments
more than one year after the date of its issue), together with interest thereon Fom the date hereof
unti) ppid in full, Interest will be charged on the unpaid outstanding principal balance of this
Note af a rate per annum equal to Lender's actual cost of funds to make such loan, such rate to
changd as Lender’s actual cost of funds changes. Interest on berrowings shall be cue and
payebl¢ on the first business day of each month, comrnencing with the first business day of the
month{zfier the month in which this Note is executed. In the sbsence of marifest error, the

recordy maintained by Lender of the amount anc term, if any, of borrowings hereunder shal. be

deemed conclusive,

\ A
Borrower may borrow, repay and reborrow hereunder in ammounts whick do not. 1n
. the ag*egate outstanding at any time, exceed the Maximum Principal Sum.
The occurrence of one or more of any of the followirg shail constitute an event of

i
| defaulghercunder:
\

(a)  Bomower shall fail to meke any payment of principal and'cr
interes{ due hereunder or under any other promissory note between Lender and Borrower within
siness days afer the same shall becoms cue and payzble, whetter at maturity or by
tor or otherwise;

(b)  Borrower shell apply for or comsent 1o the zppoiatment of a
, trustee or liquidator of itself or eny of its property, admit in writing its inability to pay
is dcb as they mature, make a general ass1gmrent for the benefit of creditors, be adjudicated 2
t or insolvent or file a voluntary petition in baniyuptcy or 2 petition or an answer sceking
recrgajization or an arrangemen: with creditors or to take adventage of any bankraptey,
reorgagization, icsolvency, readjustnent of debt, dissolution or lxquidation of law or statute, or
an znsyver zdmitting the materisl allegations of a petition filed against it in any proceeding under
law, or if action shall be taken by Borrower for the purposes of effecting any of the

g, o7

(c)  Axy order, judgment or decree shall be entered by any court of
— compefent jurisdiction, approving a petition seeking reorganization of Borrower or all or a
subsiagtial part of the zssets of Borrower, or appointing a receiver, tustee or liquidator of

°
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Borrower or any of its property, and such ordjr, judgment or decree shall continue unstayed and
in effeq for any period of sixty (60) days.

Upon the occurrence of any dvent cf default, the entire unpaid principal sum
hereunder plus all interest accrued thereon plus all other sums due and payable 1o Lender
herevnder shell, at the option of Lender, becgme due and payable immediately. In addition to
the forggoing, upon the occurrence of any évent of default, Lender may forthwith exercise
singly, {concurrently, successively or otherwise any and all rights and remedies available to
Lenderpy law, equity, statute or otherwise.

Borrower hereby waivers presgntment, demand, notice of nospayment, protest,
f protest or other notice of dishonor iniconnection with any default in the payment of, or
reement of the payment of, all amoun§s cue hereunder. To the extent permitted by law,
waives the right 1o eny sty of execétion and the benefit of all exemption laws now or
in ceffect

Following the occurrence of pny event of default, Bomower will pay upon
demang al' costs and expenses (including all gmounts paid to attorneys, accourtants, and other

rs hereunder with respect to such event of default, and apy amount thereof not paid
following demand therefor shall be added to the principal sum hereunder and will bear

s’ fees for the collection of the amnount being clnmed hereunder, as well as all costs,
ments and allowances provided by Jaw.

If for any reason ane or more of the prcvisions of tais Note or their application 10
any engty or circumstances shall be held to be invalid, illegal or unenforceadle iz any respect or
to any gxtent, such provisions shall neverthelgss remain valid, Jega! and enforceable in all such
other rgspects and to such extent as may b permissible. In addition, any such invalidity,
illegalify or unenforceability shal! not affect anfy other provisions of this Note, but this Note shall
be confrrued as if such invalid, illegal or usenforceable provision had never been contained
herein.

Borrower's respective successors and assigns, and the words ‘Lender” and “Borrower™
wheneNer occurring herein shall be deemed construed to include such respective successors
and asggns.

This Note tnures to the bcncf}::f Lender and binds Borrower and Lender's and

This Promissory Note is ane of the promissory notes referred to in the Financial
Services Agreement dated as of June 15, 2000 between Borrower and Lender to which reference
is madd for & statement of additional rights and obligations of the parties hereto.

'
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IN WITNESS WHEREOF, Borrower has executed th‘s Promissory Note the day
and ye*r first written above. .
[BORROWER]
1
By:
Name and Title:
A-3
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EXHIBIT B
PROMISSORY NOTE
FOR L ONG-TERM BORROWINGS

FESRSVSEPNRVIFP PR 1oy

]

_, 2000

{
; |
! FOR VALUE RECEIVED, [NAME OF COMPANY], 2
corporftion (herein “Borrower”) hereby promises to pay to the order of American Water Capital
Corp.,,! 2 Delaware corporation (‘Lender”), in same day funds at its offices at

H or such other place as Lender mey from time to time designate, the
prinaipal sum of dollars (S ), tagetker with interest thereon
from the date hereof until paid in fall. Imerest shall be chargsd on the unpaid outstanding
principp! balance hereof at a rate per annum cqual to the rate paid and to be pa:d by Lender with
respect 1o the borrowings it made in order tc provide funds to Borrower hereunde;r. Interest on
borrowpngs shall be due and payable in immediately availabie funds o2 the same business day on
which fhe Leader must pay interest on the borrowings it made in arder 10 provide funds to the
Borrower hereunder. The principal amount hereof shall be due and payable hereunder at such
times 4nd in such amounts and in such instaliments hereunder ag the Lender must pay with
respectito the borrowings it made i order to provide funds to the Borrower hereunder. Lender
has prqvided Borrower with a copy of the documentation evidencing the borrowings made by
Lendertin order to provice furds to Berrower hereunder. in the absence of manifest error, such
documgntation and the records maintained by Lender of the amount and term, if any, of

~_ borrowgngs hereunder shall be deemed conclusive.
' The occurrence of one or more of any of the following shall constitute an event of
defau]t?hcrcundet

3 (a)  Borrower shal!l fail 1o meke any payment of principal and/or
interes{ due hersunder or under any other promissory note between Lender and Borrower within
five bysiness days after the same shall become duc and payable, whether at manurity or by
accelerhtion or otherwise;

{ .
H (b)  Borrower shal. apply fer or consend to the appointment of a

receivey, trustee or liquidator of itself or any of its property, admit in writing its inability to pay
its debfs as they mature, make a general assignment for the benefit of craditors, be adjudicated a
bankrupt ¢r insolvent or file 2 voluntary petition i bankruptcy or 2 petition or an z2nswer seeking
reorgarjization Or an arrangement with crediters or to take adventage of any bankruptcy.
reorgazization, insolvency, readjustment of debt, dissolution or liquidation of law or statute, or
an ansyer admittng the material aliegations of a peticor. filed against it in any proceeding under
any su¢h law, or if actiorn shall be 1aken by Berrower for the purposes of effecting any of the
foregoing; or

{¢) Any order, judgment or decree shall be entered by any court of
ccmpefent jurisdiction, approving 2 petitien seeking recrganization of Borrower or all or 2
substarjtial part of the assets of Borrower, or appomnting a receiver, trustee or liquidator cf
Bomrower or any of its property, and such order, judgment or decree shall coatinue unstayed and
in effedt for any period of six:y (€0) days.

~..._.......-...
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IR -24-2201 15:18 7175213252 3, F.05




FROM MORGAN LEW!S Frn.CAJLLTHIA =Miu-Yegq CevE 0 TL % Gl YBIKQIAAT 16 s AN Gebz S0,y F (&
. JU_ 24 ‘01 22:SIPM SH-AMERICAN WRTER €O .12

4
.-

Upon the occurrence of any event of default, the entire unpaid principal sum
‘ Lereunder plus all interest accrued thereon plus all other sums due and payable to Lender

hereunger shall, at the option of Lender, become due and payable tmmediately. In addition to
going, upoa the occurrence of any event of defau't, Lender may forthwith exercise
concurrently, successively or otherwise any and all rights and remedies availadle 10
Lenderjby law, ecuity, statute cr otherwise.

Borrower hereby wajvers presentment, demand, notice of nonpayment, prozest,
notice ¢f protest or other notice of dishonor in connection with any defsult in the payment o, or
any enprecement of the paymen: of, all amouns duc hereunder, To the extent permitted by iaw,
Borrower waives the righ: to any sty of execution and the benefit of al! exermption laws now or
in effect.

Following the occumence of any cvent of defeult, Borrower will pay upon
demand all costs and expenses (inchuding all amounts peid to attorneys, accountants, and other
advisorp employed by Lender), incurred by Lender in the exercise of any of its rights, remedies
or powers hereunder with respect o such evem of default, and any amount thereof not paid
promptly following demand therefor shall be added to the principal sum hereunder and will bear
interesgat the conact rate set forth herein from the date of such demand untl paid in full. In
connection with and as part of the foregoing, in the event that this Note is placed in the hands of
an attogney for the collection of any sum payable hereunder, Borrower agrezs to pay reasonsble
attorneys' fees for the collection of the amournt being cla'med hersunder, as well as all costs,
disbursgroents and allowances provided by law.

If for any reason one or more of the provisions of this Note or their application to
any enffty or circumstances shai! bs held 10 be invalid, illegal or unenforceable in any respect or
10 any gxtent, such provisions shall nevertheless remair valid, legal and enforceable in all such
other respects and to such extent as may be permissible. In addition, any such invalidity,
illegality or unenforceability shall no: affec: any other provisions of this Note, but this Note shall
be confrued as if such invalid, illegal or unenforceable provision had never been contained
here:n.

@)

This Note inures to the benefit of Lender and binds Borrower and Lender’s and
Borrower’s respecuve successors and assigns, and the words “Lender” and “Borrower”
whenever occurring herein shall be deemed and construed to include such respective successors
and assigns.

This Promissory Nots is one of the promissory notes referred to in the Financial
Serviceg Agresment dated as of June 15, 2000 between Borrower and Lender to which reference
1s madq for a statement of additional rights and obligations of Lender and Borrower.,

@ B2
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IN WITNESS WHEREOF, Borrower has executed this Promissory Note the day
and yejr first written ebove, ' '
[BORROWER]
By: :
Name and Title:

9,

L s
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APPENDIX B

List of Water Company Subsidiaries
Of American Water Works Company

Arizona-American Water Company
Bluefield Valley Water Works Company
California-American Water Company
Connecticul-Amencan Water Company
Hampton Water Works Company
Hawaii-American Water Company
linois-American Water Company
Indiana-American Water Company
Jowa-American Water Comﬁany
Kentucky-Amencan Water Company
Long Island Water Corporation
Maryland- American Water Company
Massachusetts- Amencan Water Company
Michigan- Amencan Water Company
Missouri-American Water Company
New Jersey-Amencan Water Company
New Mexico-Amencan Water Company
New York- American Water Company
Ohio-Amencan Water Company
Pennsylvania-Amencan Water Company
St. Louis County Water Company
Tennessee- Amencan Water Company
The Salisbury Water Company
Virginia-Amencan Water Company

West-Virginia-American Water Company

1023/, NV qhoglvadlyy T
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OCA-VI-29 Q.

OCA-VI-29 A.

Pa. P.U.C. Docket No. R-00016339
OCA-VI-29

For each agreement identified in response to OCA-I-59, please
provide a) the rates for the billing and collection services offered;
b) the total number of active and inactive accounts during the
historic test year; c) the total number of active and inactive
accounts projected for the future test year; d) an explanation as to
how the rates for services were determined; and e) the date PAWC
began providing service to each entity.

Please refer to the attached schedule for parts a, b, ¢, and e. The
Company is unable to obtain information on past inactive accounts
and did not make projections for inactive accounts during the
future test year. Several municipalities that signed agreements
with the Company in 2001 for billing and collection services were
not included in the revenues for the adjustment as shown on page
17 of Exhibit No. 3-A. The Company will adjust its future pro
forma revenues from $239,460 to $277,093, an increase of
337,663, as shown on the attached schedule.

The rates for the billing and collection services were achieved by
arms’ length negotiation. After the initial contract was negotiated,
the same terms were offered to other interested parties. The
contracts provide for escalation based on the All Cities CPI.

RESPONSIBLE WITNESS: Jo Anne Lontz, Financial Analyst (parts a, b, ¢, and €)
Robert W. Freeston, Vice President & Treasurer (part d)




‘ OCA SET VI

QUESTION NO. 29
MUNICIPALITY

BOROUGH OF GREENTREE
BALDWIN TOWNSHIP
MUNICIPALITY OF MT. LEBANON
CARNEGIE BOROUGH
BOROUGH OF DORMONT
MUNICIPAL AUTHORITY OF SOUTH FAYETTE
BOROUGH OF HOMESTEAD
BOROUGH OF CRAFTON

CECIL TOWNSHIP

BOROUGH OF ELIZABETH

CITY OF WARREN

BOROUGH OF NESCOPECK
MCDONALD SEWER AUTHORITY
WHITE DEER TOWNSHIP

‘BOROUGH OF HOMESTEAD

BOROUGH OF CRAFTON
BOROUGH OF NESCOPECK
MCDONALD SEWER AUTHORITY
WHITE DEER TOWNSHIP

TOTAL

(@)

RATE
PER BILL

$0.55
$0.55
$0.55
$0.55
$0.55
$0.55
$0.55
$0.55
$0.55
$0.55
$0.55
$0.70
$0.55
$0.55
$0.55

$0.55
$0.55
$0.55
$0.55
$0.55

(b)
ACTIVE
ACCOUNTS
AT 12/31/00

2,066
958
11,318
3,160
3,597
4,512
0

0

0

681
4,326
50

0

0

0

ACTIVE
ACCOUNTS
AT 6/30/01

1,304
2,250
524
1,017
607

(c)
PROJECTED
ACCOUNTS
AT 12/31/01

2,066
958
11,318
3,160
3,597
4,512
0

0
2,002
681
4,326
50

0

0

0

ADJUSTED
REVENUE
CLAIM

$8,606
14,850
3458
6.712
4,006

$37,633

(e)
SERVICE
COMMENCEMENT
DATE

APR 2000
MAR 2000
APR 2000
APR 2000
OCT 2000
APR 2000
JAN 2001
FEB 2001
FEB 2001
JUL 1998
DEC 1994

FEB 2001
MAY 2001
FEB 2001




Pa. P.U.C. Docket No. R-00016339

‘ OCA-VI-34

OCA-VI-34 Q. Regarding the $1,038,579 claimed in Account 660.8 for the future
test year, please provide, in as much detail as possible, all costs
that are included in this account including a breakdown of each
type of advertising cost.

OCA-VI-34 A.
DESCRIPTION AMOUNT
PUBLIC HEALTH AND SAFETY 15,701
CONSERVATION OF WATER 0
EXPLANATION OF BILLING PRACTICES (2,579)
PROVISION OF FACTUAL AND OBJECTIVE DATA 8,199
OTHER ADVERTISING PROGRAMS
CLASSIFIED ADVERTISING 13,125
HOLIDAY GREETINGS 268
COMMUNITY ORGANIZATIONS 16,857
DIRECTORY CHARGES 11,666
HYDRANT FLUSHING 46,378
MISCELLANEOUS 7,803
‘ SUBTOTAL FROM EXH 3-E, BOOK #1, QUES #25 117,420
NEWS SERVICE AND AMORTIZATION OF MEDIA PROGRAM 312,443
CONSUMER CONFIDENCE REPORTS 347,891
BILL INSERTS 179,114
CUSTOMER SERVICE BROCHURE 12,257
COMPANY NEWSLETTER 25,683
PROMOTION ITEMS 18,284
MISCELLANOUS 10,445
TOTAL ACCOUNT 660.8 @ HISTORIC 1,023,537
ADDITIONAL AMOUNT FROM COATESVILLE ADJUSTMENT 15,042
TOTAL ACCOUNT 660.8 @ FUTURE 1,038,579

RESPONSIBLE WITNESS: Maria G. Balmer, Financial Analyst




Pa. P.U.C. Docket No. R-00016339

‘ OCA-VI-35

OCA-VI-35 Q. Regarding page 30 of Exhibit 3-E, Book 1, please provide an
explanation for the significant increase between 1999 and 2000 in
a) Human Resources, b) Information Systems/Customer Billing
and Accounting, and c) Information Systems/Financial costs.

OCA-VI-35 A.
a) The increase is the Human Resources area was primarily due to

three factors: (1) the retention of vendors for HR consulting
services ($39,000); (2) the costs incurred for the retention of
Mermmill Lynch as the administrator of the 401K plan ($27,000);
and (3) Hewitt Consultants preparation of compensation survey
information and other benefit related surveys (353,000).

b) andc) The increase in Information Systems/Customer
Billing and Accounting and Information Systems/Financial
areas was primarily attributable to: (1) the addition of four
associates to the payroll; (2) the use of outside consultants to
provide specialized training for specific IS functions for which
in-house expertise was not available; and (3) increases in the
cost of equipment rentals and services.

RESPONSIBLE WITNESS: Robert W. F reeston, Vice President & Treasurer




‘ Pa. P.U.C. Docket No. R-00016339
OCA-VI-36

OCA-VI-36 Q. Please provide all supporting calculations for the C ompany’s
inflation adjustment shown on page 54 of Exhibit 3-A, including
the amount of each test year expense, by account, to which the
inflation factor has been applied.

OCA-VI-36 A. Details for the calculation of the inflation adjustment are contained
in Exhibit No. 3-E, Book 4, page 39.

@

RESPONSIBLE WITNESS: Maria G. Balmer, Financial Analyst




Pa. P.U.C. Docket No. R-00016339

‘ OCA-VI-37

OCA-VI-37 Q. Regarding page 3 of Exhibit 3-E, Book 4, please explain what is
meant by “retroactive adjustment” and provide the amount of each
retroactive adjustment booked by the Company in each of the past
three years.

OCA-VI-37 A. The retroactive adjustment is the reflection of the deficit cash
position that has developed for the 1997-1998 and 1998-1999

casualty insurance policy years as detailed on the attached
schedule.

RESPONSIBLE WITNESS: Maria G. Balmer, Financial Analyst




PENNSYLVANIA-AMERICAN WATER COMPANY

‘ DOCKET NO. R-00016339
OCA-VI-37

POLICY 1998 1899 2000
GENERAL LIABILITY (685,131)  (361,262) 0
WORKERS COMPENSATION (72,959) (25,876) 0-

ALL RISK (39,158) 0 0




Pa. P.U.C. Docket No.R-00016339
OCA-IX-16

OCA-IX-16 Q. What historic records does the Company have regarding numbers
of customers, consumption, and/or revenues for commercial
customers with meters of 2” and smaller vs. larger size meters?

OCA-IX-16 A. This information is only used by the Company to determine pro
forma commercial revenue for purposes of base rate filings. If not
done promptly after the close of an accounting period, the
Company loses the capability to extract this information.
Therefore the Company would have this information for the
historic test years of its recent base rate filings, provided that the
information has been retained.

RESPONSIBLE WITNESS: Jo Anne Lontz, Financial Analyst




Pa. P.U.C. Docket No. R-00016339

‘ OTS-RS-1-D

OTS-RS-1-D Q. In reference to the Public Fire rates that are being phased-
in, provide a schedule that shows:

A) Company acquired,

B) Number of hydrants,

C) Rate as of December 31, 2000,
D) Current rate,

E) Annual increase(s),

F) Phase in period,

G) The final rate,

H) Date when the rate will be final.

OTS-RS-1-D A. Please see the attached schedule. In preparing its supporting data,
(Exhibit No. 3-G, p. 49), the Company incorrectly annualized
public fire protection revenue for the Butler Township Water and
Sewer Authority’s system at $240 per year per hydrant (for 222
hydrants) and $113.64 per year per hydrant (for 2 hydrants). In its
Order approving the Company’s acquisition of the Butler system,
the Commission specified the fire protection rates to be charged

‘ Butler Township, which are to be increased, over a five year period
to $113.64 per hydrant, as shown on the attached schedule. The
Company will revise its revenue claim to reflect the application of
the correct rates, which will reduce pro forma present rate revenue
by $48,415.

RESPONSIBLE WITNESS: Jo Anne Lontz, Financial Analyst
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Pa. P.U.C. Docket No. R-00016339

‘ OTS-RS4-D

OTS-RS-4-D Q. Provide a schedule that shows the number of Public Fire hydrants
by municipality in the territory formerly served by the City of
Coatesville Water Authority.

OTS-RS-4-D A. The public fire hydrants, by municipality, are shown below.

Coatesville 194
South Coatesville 38
Caln 160
East Fallowfield 20
Valley Township 26
West Cain 23
Sadsbury Township (CC) 30
West Sadsbury 2
Parkesburg 80
Atglen 1
Sadsbury Township (LC) 1
Bart ]
Eden ' 1
Quarryville 1
. Colerain 1
Total 579

’ l

RESONSIBLE WITNESS: Jo Anne Lontz, Financial Analyst




OTS-RS-7-D Q.

OTS-RS-7-D A.

Pa. P.U.C. Docket No. R-00016339
OTS-RS-7-D

In reference to the Rider Contract for Thomson Consolidated
Electronics shown on page 58 of PAWC Exhibit 3-A,

A) What date did the contract go into effect?

B) Provide a copy of the viable alternative information given to
PAWC in order for that customer to be elj gible for the rider

rate.

A) The contract went into effect on December 15,1999
B) Please refer to Attachment A.

Please note that Thomson Consumer Electronics recently
announced that it is closing its plant in the third quarter of 2001.
PAWC will revise its pro forma revenues at present rates to reflect

this change.

RESPONSIBLE WITNESS: Paul T. Diskin, Assistant Director Rates and Revenues




ATTACHMENT A

OTS-RS -7




> THOMSON CONSUMER ELECTRONICS

1002 New Helland avenue, Lancasier, PA 17601, U.S.A Tel: (717) 205-2848. Fax: (717) 2952504,

rt L. Robowslki
ctor, Rates and Revenue

as M. Qarson
%‘ttn“\ pericas Tube Operations October G, 1999
U Key Compafu - Tubes & Displeys

TCE hopes that this letter adequately addresses the “viable competitive alternative” issue

wi | regards to the Scranton plant’s inclusion in PAWC’s Rider DIS. Any further questions

with regards to this martter should be directed to Mr. Larry Stalica, Manager - Energy,
Facilities, and Maintenance at (570) 969-5406.

Ny

A

THOMSON
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AN ORDINANCE ESTABLISHING RATES AND
CHARGES FOR THE USE OF WATER SUPPLIED
BY THE WATERWORKS SYSTEM OF THE CITY
OF MARION, INDIANA, AND REPEALING ALL

. ORDINANCES OR PARTS OF ORDINANCES
IN CONFLICT THEREWITH

» the Marion Utility Service Board and the Common Council of the City of
Indiana, have determined that the existing rates and charges for the use of watar
Dy the waterworks of said City to properly operate its waterworks plant, provide for

tdon, maintenance, bond and interest charges, provide a return on udlity plant and to
needed extensians and addifons o the waterworks system are inadequare and that the
rares and charges should therefors be increased; and .

EAS, itis necessary thar the Water Deparument recsive a reasonable rare of return _
dlity plant in service pursuanr to IC 8-1.5-3-8(e); :

NOW, THEREFORE, BE IT ORDAINED by the Common Council of te City of
, Indiana; .

SECTION T

There.shall be and are hereby esmblished for use of water supplied by the waterworks

memjof the City of Marion, Indiana, the following rates and charges:
(@) Merered Rares Per Month ‘ Rate Per 100 Cu_ Ft.
First 133 Cu. Fo 352.49
Next 534 Cu. Fu. 2.16
Next 9,333 Cu. Fu. 1.23
Over 10,000 Cu. Fe .82

(®)  Minimum Charge Per Month

Ag k
Each user shall pay a minimum charge in accordance with the foﬁO\'ﬁ'lz
applicable sizz of meter insialled, for which the user will be endtled to the
quantity of water set out in the above schedule of ratss at the above lavel of
charges. '



3/8 Inch Meter $6.96
. 3/4 Inch Meter 11.32
1 Inch Meter 19.90
1 1/2 Inch Meter 30.42
2  Inch Meter 52.19
3 Inch Meter 105.76
4  Inch Meter : . 211.08
6 Inch Meter 316.31
8  Inch Meter 421.59

@ i jon - Per Annu : Rates
Public Hydrant - per hydrant $255.82
Privare Hydrant - per hydrant 239.82
Sprinkler Heads - per head 27

(d)  Non-Recurring Charges Rates

| .1 Reconnect Charyes

During Working Hours . $10.00
_ Afer Hours 20.00
‘ Weskends 35.00

ii. Pool Filling Labor Charges

Hourly Rate ' $8.00
ii. Repeat Calls to Same Residence

ot Off-repai _ $10.00

iv. ﬁggosit; Approved by MUSB

8/20/92

S/% & 3/4 Inch Meters $60.00
1 & 1 1/2 Inch Meters 100.00

* .2 Inch Meters . A 200.00

3 Inch Meters _ 350.00
4 Inch Meters N 650.00 "
6 Inch Meters 1,000.00 LR




LR R

SECTION II

‘ All ordinances and parts of ordinances in conflict herewith are hershy repealed,

4 sign

LIl dayor

. SECTION 1T

‘Jf.s ordinance shall be in full force and effect from and after its passage, and approval
g by the Mayor. .

i sang ADQPTED by the Common Council of the Clty of Marion, Indiana, this

- 1952,

A

Rt 195,

. APPROVED b

J ., 1992..

T"_j—

.

PRESENTED by me to the Mayor of the Cxiy//Ma:ion, Indiana, this ___?:_ day of

| | o
y me as Mayor of the City of Marion, Indiana, this _‘i_. day of

' LAy
%t—'@

yor, City of Manon, [adiana




OTS-RS-13-D

OTS-RS-13-D

Pa. P.U.C. Docket No. R-00016339

OTS-RS-13-D

Provide a schedule that shows how the $470,877 deferred
revenue expense shown on page 58 of PAWC Exhibit 3-A
was calculated. Explain what amortization period was
selected to recover this difference and explain why that
period was selected.

Please refer to the two schedules included in Attachment A.
The amounts shown under the column labeled “total” need
to be added to arrive at $470,877. As reflected in Exhibit
3-A, the Company proposed to recover these expenses over
twelve months. The Company’s claim should be revised to
reflect a 24 month amortization, which reflects the interval
between this filing and the next anticipated water base rate
increase filing.

; RESPONSIBLE WITNESS: Paul T. Diskin, Assistant Director Rates and Revenues




ATTACHMENT A

OTS-RS -13

E RESPONSIBLE WITNESS: Paul T. Diskin, Assistant Director Rates and Revenues
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-Pa. P.U.C. Docket No. R-00016339

‘ OTS-RS-14-D

OTS-RS-14-D Q. Provide a copy of the UCIDC zgreement referenced on page V-8
of PAWC Exhibit 8-A.

OTS-RS-14-D A. A copy of the contract between Pennsylvania-American Water
Company and Union County Industrial Development Corporation
is attached. In February 2001, the facility was completed and the
monthly minimum bill amount was increased from $10,448.08 to
$21,762.40. Pro Forma revenue for this customer, as reflected in
the Company’s filing, was calculated at $10,448.08 per month.
Consequently, the Company will revise its revenue claim for this
increase as shown below.

Present Rates 2001 $261,149
Less: Per Books 2000 118,925
Adjustment 142224

RESPONSIBLE WITNESS: Jo Anne Lontz, Rate Analyst




‘ AGREEMENT FOR SiLE OF WATER

This AGREEMENT, is made this __ 9th dayof April 1999, by and berween
PENNSYLAN IA-AMERICAN WATER COMPANY, a corporation organized and existing
under the laws of the Commonwealth of Pennsylvania having an office for the transaction of
business at 800 West Hershey Park Drive, Hershey, PA 17033, (hereinafter called “PAWC™),

organized and existing under the laws of the State of Pennsylvania, having an office for the

ransaction of business at 219 D Hafer Road, Lewisburg, PA 1783 7, (hereinafter referred to as
“UCIDC™).

| WHEREAS, UCIDC is the owner of a certain property situate in Gregg Township, Union
County, Pennsylvania: and

WHEREAS, PAWC is a public utility authorized to provide water service to the public’in
rtion of Gregg Township, Union County, Pennsylvania; and
WHEREAS, in order for UCIDC to develop the Great Stream Commons Business Park

on a certain portion of its property, it is necessary for UCIDC to provide utilities, including water
Supply; and

WHEREAS, UCIDC desires to purchase water from PAWC and PAWC desires to supply
Water to UCIDC; and

WHEREAS, it is necessary to construct additional water distribution facilities in order to

g‘mpply water to UCIDC and the Great Stream Commons Business Park: and
‘ WHEREAS, the parties desire to enter into an agreement to set forth the terms and
Conditions of service,

NOwW THEREFORE, UCIDC and PAWC, intending to be legally bound hereby, do

L. Upon completion of the construction of the facilities referred to in Paragraph 2.

bereos, PAWC agrees to furnish and sell and UCIDC agrees to purchase from PAWC, a supply

Ptable water for the Great Stream Commons Business Park located in Gregg Township,



= &

Union County, Pennsylvania, at such rates of flow and such pressures and in such quantities as

‘e and will be available in PAWC’s distribution system from time to'time, and subject to such
interruptions and fluctuation in service as may from time to time occur.

2. PAWC shall have its distribution system extended from its present terminus in
Gregg Township approximately 8,250 feet in accordance with the drawing identified as Master
Sketch Plan for Great Stream Commons attached hereto and made a part hereof as “Attachment
A”. This project will require the installation of 16", 12”, and 8" ductile iron cement lined water
ine, a new distribution storage tank, and modifications to an existing booster pumping station to
se owned, operated, and maintained by PAWC.

3. A meter at the point of delivery will measure the quantities of water delivered to
UCIDC and serve as a basis for billing UCIDC at the regular rates of PAWC now or hereafter
fom time to time lawfully established.

4, UCIDC agrees that, at its own cost and expense, it will install and subsequently
naintain a meter tile and al] appurtenances in accordance with PAWC’s specifications, whicl}y
#ll house the meter assembly to be furnished by PAWC.

‘ 5. UCIDC shall, during each and every monthly billing period for a period of
ighty-four (84) consecutive monthly billing periods, purchase from PAWC a minimum quantity
of water which shall, when billed in accordance with PAWC’s duly filed and approved tariff,
fenerate charges per month (“Minimum Purchase Requirement’) equal to the total amounts
txpended by PAWC to date on constructi~n of the facilities divided by eighty-four (84). UCIDC
igrees that if its metered water consumption does not equal or exceed the Minimum Purchase
;Requirement, UCIDC will pay for such additional quantities as necessary to meet such Minimum

iPurchase Requirement. UCIDC shall be responsible for such Minimum Purchase Requirement

jfora period of 84 months from the date that the facilities described at Paragraph 2 are installed

{d placed in service.

6. The eighty-four (84) consecutive monthly billing vericd, as provided for at

§Section 5 , shall commence within thirty (30) calendar days after PAWC places in service any

Portion of the water distribution facilities to be installed under this Agreement. PAWC shall
have the right to determine the date that the water distribution facilities or any portions thereof

Placed in service. The Minimum Purchase Requirement shall be recalculated as any
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remaining portions of the water disuibution facilities are placed in service. The recalculated
Minimum Purchase Requirement shall be based on the total final cost incurred by PAWC to
instal] the water distribution facilities less previous monthly payments made by UCIDC under
the agreement. UCIDC sha] pay the recalculated Minimum Purchase Requirement each and
every billing period that is remaining in the eighty-four (84) month consecutive billing period
established herein.
7. In the event that additional customers artach directly to and are served by the
Main Extension, as distinguished from extensions or branches thereof, PAWC shall, on a regular
monthly billing schedule, read aj] of the PAWC meters at all of the raetening points along the
Main Extension. PAWC shal] credit the amount of such additional customer revenues towards
UCIDC’s Minimum Purchase Requirement. Nothing herein shall be construed to obligate
UCIDC to be responsible for the water bills of the other customers.
8. Upon the execution of this Agreement, and prior i0 any construction of facilities
by PAWC, UCIDC shall furnish to PAWC a Guaranteed Indemnity Agreement executed by- .
‘Jm’on County to guarantee Payment for the Minimum Purchase Requirement. .
9. PAWC and 1ts representative, employees, agents, and contractors shall have the
fight to enter upon the premises of UCIDC for the purpose of testing, removing, replacing, or
inspecting its meters, or making such tests or inspections as it deems necessary and it shall have
the right, at its own €xpense, 1o attach any testing device or use any means which it may elect to
&scertain the condition of the service pipe and other facilities.
10. UCIDC hereby agrees, in consideration of the amount of §1 .00, to convey a Deed
i9f Easement and Right-of-way for the facilities described atParagraph 2 hereof, and in
; ‘onsideration of fair market value to convey a Deed for a site suitable to construct a distibution
ftorage tank. Such conveyances shall be made by separate agreement.
N LI PAWC shall ar al] times have the right to connect other customers to the Main
§ Sxtezsicn, and to connect water lines to the Main Extensio-
12. The ownership of the Main Extension and appurtenant facilities installed

3 ’hereunder shall at al] times be in PAWC, its successors and assi gns.

3. This Agreement shall be binding upon and inure to the benefit of the parties

& °1et0 and their respective successors and assigns.




Pa. P.U.C. Docket No. R-00016339

OTS-RE-12-D

OTS-RE-12-D Q. Refer to Exhibit 3-A, page 49, and Exhibit 3-E, Book 4 of 7,
page 3. Provide explanations and calculations to support each of
the following adjustments:

a. Retroactive adjustment $533,224
b. All Risk $400,907
18.041"

$418,948

OTS-RE-12-D A. . Please refer to Exhibit No. 3-E, Book No. 4, page 6.

b. The new All Risk policy and premium notice have not been
received. The sum of $148,948 is an estimate of the
premium for this coverage. This claim will be updated
when the policy becomes available.

RESPONSIBLE WITNESS: Maria G. Balmer



‘ Pa. P.U.C. Docket No. R-00016339
OTS-RE-31-D

OTS-RE-31-D Q. Refer to page 5 of Pa-American Exhibit 3-E, Book 2 of 7
(Revenue and Expense Lag). On this page the average lag
days is calculated as (7. 1). Explain why you used 8.6.

OTS-RE-31-D A. The average lag of 8.6 days was used in coniph’ance with
the Commission’s directive in the Final Order at Docket
No. R-922428




OSBA-I-03 Q.

OSBA-I-03 A.

Pa. P.U.C. Docket No. R-00016339
OSBA-I-03

Reference page 58 of Exhibit 3-A. Please provide all workpapers
used to develop the deferred revenue total.

Attached are two schedules setting forth the deferred revenue
calculation for the years 2000 and 2001 for Thomson Consumer
Electronics, which total $470,877. Thomson ceased to comply
with the minimum purchase requirement set forth in its water
purchase agreement. In addition, Thomson recently announced
that it will close its facility in the third quarter of 2001. Asa
consequence, Thomson has agreed that: (1) prospectively, it will
take service at the Company’s industrial class rate; and (2) for
service since January 1, 2001, billed at the contract rate, it will pay
the Company the difference between the contract rate and the
industrial class rate. Accordingly, the Company’s deferred
revenue claim is being revised from $470,877 to $238,226 to
eliminate the claimed revenue deferral for 2001. Therefore the
deferral revenue adjustment will be revised to $23 8,226, the
amount that pertains to year 2000. The Company is also revising
its revenue claim to reflect the loss of Thomson.

RESPONSIBLE WITNESS: Jo Anne Lontz, Financial Analyst
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Pa. P.U.C. Docket No. R-00016339

OSBA-I-09

OSBA-1-09 Q. Reference page V-8 of Exhibit No. 8-A. Please provide a detailed
explanation for the “UCIDC Agreement” line item.

OSBA-I-09 A. “UCIDC Agreement” refers to the Agreement for Sale of Water
between Pennsylvania-American Water Company and Union
County Industrial Development Corporation, a copy of which is
attached. In February 2001, construction of the water distribution
facilities was completed and the monthly minimum bill amount
was increased from $10,448.08 to $21,762.40, in accordance with
the terms of the agreement. Pro forma revenue for this customer,
as reflected in the Company’s filing, was calculated at $10,448.08
per month. Consequently, the Company will revise its revenue

claim, as shown.

Present Rates $261,149
Less: Per Books 2000 118,925
Adjustment 142,224

RESPONSIBLE WITNESS: Jo Anne Lontz, Financia] Analyst




' AGREEMENT FOR SALE OF WATER

This AGREEMENT, is made this__9th dayof April 1999, by and between
PEN'NSYLANIA-AMERICAN WATER COMPANY, a corporation organized and existing
Commonwealth of Penns

under the laws of the ylvania, having an office for the transaction of

“UCIDC™).

WHEREAS, UCIDC is the owner of a certain

Union
County, Pennsylvania; ang

WHEREAS, PAWC is a public utility authorized to

provide water service to the publicin
ortion of Gregg Township,

Union County, Pennsylvania: and




PAWC shall have jis distribution system extended from its present terminus in
Gregg Township approximately 8,250 feet in accordance with the drawing identified as Master

Sketch Plan for Great Stream Commons attached hereto and made a part hereof ag “Attachment

A”. This project will require the installation of 167, 12”, and 8" ductile iron cement lined water

line, a new distribution Storage tank, and modifications to an existing booster pumping station to

be owned, operated, and maintained by PAWC,
3.

from time to time lawfully establisheq.

4, UCIDC agraes that, at its own cost and expense, it will install and subsequently

maintain a meter tile and aj] appurtenances in accordance with PAWC's specifications, which

[
.1 house the meter assembly to be furnished by PAWC.

S. UCIDC shall, during each and every monthly billing period for a period of

eighty-four (84) consecutive monthly billing periods, purchase from PAWC a minimum quantity

of water which shall, when billed in accordance with PAWC's duly filed and approved tariff,

generate charges per month ("Minimum Purchase Requirement”) equal to the total amounts

¢xpended by PAWC 1o date on construction of the facilities divided by eighty-four (84). UCIDC

igrees that if its metered water consumption does not equal or exceed the Minimum Purchase

:Requirement, UCIDC wil] pay for such additional quantities as necessary to meet such Minimum
Purchase Requirement. UCIDC shall be responsible for such Minimum Purchase Requirement

§f°r 2 period of 84 months from the date that the facilities described at Paragraph 2 are installed
ind placed in service,

6. The eighty-four (84) consecutive monthly billing period, as provided for at

Section 5, shall commence within thirty (30) calendar days after PAWC places in service any

$ 880N of the water distribution facilities to be installed under this Agreement. PAWC shall

the right to determine the date that the water distribution facilities or any portions thereof _

e placed jp service. The Minimum Purchase Requirement shall be recalculated as any




= &)

remaining portions of the water distribution facilities are placed in service. The recalculated
‘ Minimum Purchase Requirement shall be based on the total final cost incurred by PAWC to
install the water distribution facilities less previous monthly payments made by UCIDC under
the agreement. UCIDC shall pay the recalculated Minimum Purchase Requirement each ang
every billing period that is remaining in the eighty-four (84) month consecutive billing period
established herein.
7. Inthe event that additional customers artach directly to and are served by the
Main Extension, as distinguished from extensions or branches thereof, PAWC shall, on a regular
monthly billing schedule, read all of the PAWC meters at all of the metering points along the
Main Extension. PAWC shal] credit the amount of such additional customer revenues towards
UCIDC’s Minimum Purchase Requirement. Nothing herein shall be construed to obligate
UCIDC to be responsible for the water bills of the other customers.
8. Upon the execution of this Agreement, and prior to any construction of facilities
by PAWC, UCIDC shall furnish to PAWC a Guaranteed Indemnity Agreement executed by . |
nion County to guarantee payment for the Minimum Purchase Requirement. h
9. PAWC and its representative, employees, agents, and contractors shall have the
right to enter upon the premises of UCIDC for the purpose of testing, removing, replacing, or
inspecting its meters, or making such tests or inspections as it deems necessary and it shall have
the right, at its own C€Xpense, to attach any testing device or use any means which it may elect to
ascertain the condition of the service pipe and other facilities. ,
10.  UCDC hereby agrees, in consideration of the amount of $1.00, to convey a Deed
of Easement and Right-of-way for the facilities described at-Paragraph 2 hereof, and in
. Consideration of fair market value to convey a Deed for a site suitable to construct a distribution
; Storage tank. Such conveyances shall be made by separate agreement,
L1, PAWC shall at all times have the right to connect other customners to the Main
g EXtcnsion, and to connect water lines to the Main Extension.

12, The ownership of the Main Extensjon and appurtenant facilities installed

Er

I cunder shall at a]] times be in PAWC, its Successers and assigns.

13. This Agreement shall be binding upon and inure to the benefit of the parties

b : . :
°Teto and their respective successors and assigns.
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14 This Agreement constitutes the entire understanding by and between the parties
‘crcto, except as subject to the rules and regulations of PAWC’s duly filed and approved tariff.
15. All notices, demands, requests, or other communications hereunder shall be
deemed sufficient and properly given if in writing and delivered in person to the following
address (or such other or additional addresses provided by notice to the other party) or sent by

certified or registered mail, postage prepaid with return receipt requested at such addresses:

Pennsylvania-American Water Company
800 West Hershey Park Drive
Hershey, PA 17033

"AND
Uniop County Industrial Development Corporation
219 D Hafer Road
Lewisburg, PA 17837

16.  This Agreement shall be construed in accordance with the laws of the

‘monwcalth of Pennsylvania,
17. This Agreement is conditioned upon approval by the Pennsylvania Public Udlity

[ 4

Commission, to the extent such approval is required.

IN WITNESS WHEREOF, the parties have caused this Agreement to be executed by the

fespective duly authorized officers, under their respective seals, as of the day and year first above

Written.

jATTEST Union County Industrial Development Corporation
- \Q/ﬁg W
z /T (sea) J E

Pennsylvania-American Water Company S S

AA DA __‘ ﬂ’//a&wd\

ary (Seal) ' (Vice President)




