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The Columbia Group. Inc Docket No. R-00016339

Please state your name and business address.

My name is Andrea C. Crane and my business address is 38C Grove Street, fudgefield,

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 ro utility rates and regulatory policy.

Please summarize your professionar experience in the utility industry.

Prior to my association with The Columbia Group, Inc., I held the position of Economic

Policy and Analysis StaffManager for GTE Service Corporation, from December 19g7 to

January 1989. From June 1982 to September 1987, I rvas employed by various Bell Atlantic

subsidiaries Wllle at Bell Atlantic, I held assignments in the Product Management, Treasur),,

and Regulatory Departments

Have you previously testified in regulatory proceedings?

Yes, since joining The Columbia Group, Inc., I have testif ied in over 110 regulatory

proceedin-es in the states of Arizona, Connecticut, Delaware, Hawaii, Kansas, Maryland, New

Jersey, New Mexico, New York, Oklahoma, Pennsylvania. South Carolina, Rhode Island,
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Vermont and the District of Columbia. These proceedings involved water, wasrewarer,

electrig gas, telephonq solid wastg cable televisio4 and navigation utilities. A list of dockets

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

Do you have any additional utility experience?

Yes, from March, 1991 until January, 1998, I served as the Vice Chairman of the Water

Pollution ControlCommission in Redding, Connecticut. This Commission was charged with

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

What is your educational background?

I received a Masters degree in Business Administration, with a concentration in Finance, from

Temple University in Philadelphia, Pennsylvania. My undergraduate degree is a B.A. in

Chemistry from Tempie University.
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II. PURPOSE OF TESTIMONY
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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 Pennsyh,ania-American Water Company

("PAWC" or "Compary") and to provide recommendations to the Pennsylvania public Utility

Commission ("Commission") regarding the Company's revenue requirement and cost of

capital. I am testifting on the issue of revenue requirements. Dr. J. Randall Woolridee from

The Columbia Group, Inc. is testi$,ing on the Company's cost of capital.

In developing my revenue requirement recommendation, I reviewed the prefiled

testimonv and exhrbits 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. I also relied upon the depreciation expense recommendations of OCA witness

MichaelMaioros.

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:
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Long Term Debt

Preferred Stock

Common Equity

Overall Cost of Capital

Percent

56 15%

l . Z J z o

42 62%

Cost

7 s2%

8 05%

9 00%

Weighted Cost

4.22%

0 r0%

3 84%

8.16%
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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 f rom $1,585,453,100 at  December 31,2000 to$1.747,207,7gg at  December 31,

2001, for an increase of approximately $161 7 million (net of retirements). In totai, pAWC

is projecting an increase in its rate base of $i05 6 mill ion for the twelve months ending

December 3 1, 2001 . According to the Company, the projected future rest year utility plant

in service additions are composed of the follorving:

Installation and Replacement of Mains $55.7 million
Five Regionalization Proj ects
New Services and Meters
Norristown Treatment Plant Upgrades
Philipsburg Wells Project
Tank Rehabilitation
Acquisitions of Other Systems
Other Projects

Total

1 5 2
1 5  0
1 0  4

J - J

2 7
5 0 7
8 7

$161 7  mi l l ion
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Other contributing factors to the Company's filing include a requested overall rate of

return that is higher than the actual return earned in the historic test year and increased

depreciation expense of $7.75 million more than the actual test year expense. With regard

to operating and maintenance expense, the Company has included a 54.7 million "at risk"

adjustment that it contends is designed to reduce its pro forma operating and mainte nance

expenses to the level requested in its last base rate oase.
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III. SUMMARY OF CONCLUSIONS

a. Please summarize the Company's request in this case.

A. PAWC is requesting a rate increase of $38.7 million, or approximately l2.4oh 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 approximatery every two years.

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

revenue requirement?

A. Based on my testimony and on the recommendations of other OCA witnesses. mv conclusions

are as follows:

I The twelve months ending December 31,200i 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 $1,300,652j54 (see Schedule

ACC-2)

The Company has pro forma, future test year operating income at present rates of

$107,I52,388 (see Schedule ACC-8)

Based on these determinations, a revenue requirement decrease of $i.772,716 is

appropriate. This is in contrast to the revenue requirement increase of $38,706,315

requested by the Company (see Schedule ACC- I ).
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RATE BASE 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

Utilitv 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 pans.

Approimately 30o/o of its future test year claim relates to acquisitions of other water utility

systems while the remaining 70o/o 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 IndustrialPark" the City of Coatesville Authority, the Butler Township Water and

Sewer Authority, and the Fox Knoll Water Company. lt is my understanding that the

Company has completed each of these acquisitions. Therefore, it is reasonable to assume that
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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.

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

additions being claimed by pAWC?

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

experience ofPAWC 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 difiiculty completing all of its projected additions on

schedule. [n fact, the company has not met its budgeted construction in any of the last ten

years, as demonstrated below:
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Year
1991
1992
I 993
r991
I 995
1996
r997
1 998
1999
2000

Budgeted
$46,800,655
33,914,3?6
40.149,92'�1
53,079,3  5  7
72,976,056
69,277,360
96,639,290
90,s26,923

117.355,274
70.460,916

Actual Difference Percent
46 ,524,602 $375.053 091%
33,710,595 203J41 0 .61%
39,622,893 527.034 1 33%
50.299,523 2.778.834 5 52%
66,309,009 6,567,049 g.g0%
63,174,719 6,Q36,64I g 56%
94,217,720 ?,421,560 2.57%
90,252,562 274,361 0 30%

111,345,628 6 ,009.646 5  40%
63,85 7,092 6,603,934 10j4%

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 senice
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additions that the Company is projecting for the future test year (exclusive of acquisitions)

is 17 4% 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 l0o/o 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 l0% of the budgeted amount

had been spent tluough March 2001 clearly provides further support for my finding rhat 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 adiusrment to

a.
A
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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 vear 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 resen'e is shown on Schedule ACC-32.

Cash 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 reiating 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 oflset relating to cash working capital provided by the
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payment of interest and dividends

Are you recommending any adjustments to the Company's cash working capital claim?

Yes, I am recommending four adjustments to the Company's cash working capital claim

associated with operating and maintenance expenses. First, I am recommending that the

Company's expense lag associated with payments to the American Water Works Service

Company be increased from 8.6 days to I 1.83 days. The Company indicated that a lag of 8.6

days was used "in compliance with the Commission's directive in the Final Order in Docket

No. R-922428." In that case, the OCA argued that the payment lag associated with the

Service Company charges shouid be based on the contractual payment terms, which required

pa).rynent monthiy after service was provided, instead of on the methodology actually used by

PAWC whereby the Service Company charges are prepaid each month. The Commission

decided that since the Service Company charges were iargely driven by personnel costs, and

since the Service Company personnel were largely used as substitutes for PAWC personnel.

then it was appropriate to utilize PAWC's salary and wage expense lag, which at that time

was 8.6 days, for the Service Company charges. In this case, the actual salary and wage lag

(includin-e applicable payroll taxes) for PAWC employees is I I 83 days and, consistent with

the Commission's order in rhe 1992 base rate case, that is the lag that I recommend be used

for the Service Company. I have included a lag of 11.83 day,s for the Service Company

charges at Schedule ACC-5.

With regard to chemicals, the Company's lead/lag study reflects a lag of 30 days

20
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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 leadllag study to account for the additional lag between the

midpoint'of service being 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 serv'ice period lag was sho',,vn 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 iag 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-S.

Finally, Scheduie ACC-5 aiso includes certain adjustments to the Company's cash

working capital claim associated u,ith 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 palrnents. These lags do not reflect the period of time from the midpoint
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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-

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.

I 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 $4,717,9A9. 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.

a. What is the net impact of your cash working capital adjustments associated with

operating expenses?
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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 taxes be updated to reflect the actual level oftaxes 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 Companyos claim for cash working

capital associated with interest and prefered 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 ro reflect the actual capital

structure and cost of capital being recommended by Dr. Woolridge.
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Summary of Rate Bi_se Adjustments

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
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OPERATTIVG 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 anormalized level

of consumption be used for residential customers rather 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 tweive 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 t ime 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
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consumption shifts over shorter periods oftime. Therefore, we generally recommend the use

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

five years of average consumption data. I have utilized five years for my adjustment because

the data suggests that there may have been a permanent shift in consumption since the early

I 990s.

My adjustment is shown in Schedule ACC-9. In quantifl'ing my adjustment, I reduced

the gross incremental revenues by the incremental revenue taxes that would result. In

additiorL on Schedule ACC-25, I have made an adjustment to reflect the incremental expenses

that would be incured by PAWC relating to increased consumption. In quantifuing this

impact, I used the relationship of consumption to incremental expenses quantified by the

Company in PAWC Exhibit 3-A, page 47

Did you also normalize commercial consumption?

No, I did not. Commerciai consumption can also vary from year to year due to changes in

weather conditions and other factors. Moreover, this variation can depend upon the size and

characteristics of the commercial customers. In annualizing the consumption for customers

added during the test year, the Company evaluated smaller commercial customers (those with

meters of 2" or less) separately from larger commercial customers. In order to properly

undertake a consumption normalization adjustment for cornmerciai customers, this same data

should be eramined over an historic period In response to OCA-IX-6, the Company stated
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that historic data detailing commercial consumption by meter size is not available. Therefore,

while I conceptually support a consumption normalization adjustment for commercial

customers, my revenue requirement recommendation does not include such an adjustment at

this time.

What is your second revenue adjustment?

My second adjustment reduces the Company's public fire protection revenues. In response

to OTS-RS-1-D, PAWC indicated that it had incorrectly annualized public fire protection

revenues associated with the Butler Township Water and Sewer Authority's acquisition. The

Company's filing reflects incorrect fire hydrant rates for the hydrants acquired in the Butler

acquisition PAWC further indicated that this revision would reduce pro forma present rate

revenue by $48,415 Therefore, at Schedule ACC- l0 I have made an adjustment to reflect

this revision in public fire protection revenues.

Are you also recommending an adjustment to public fire protection revenue associated

with the Coatesvil le acquisit ion?

Yes, I am. It is my understanding that the Asset Purchase Agreement between PAWC and

the City of Coatesvilie requires that rates for the former customers of the Authority not be

increased for a period of three years from the date of closing. In its filing, PAWC made two

revenue adjustments relating to the Coatesville acquisition. First, it made an adjustment to

reflect revenue from the Coatesville customers at the current Coatesville rates Second, it

a.
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made a revenue imputation adjustment to reflect the difference between the current

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

imputation adjustment, PAWC did not include any revenue from fire hydrants. At Schedule

ACC-11, I have made an adjustment to reflect additional revenue for the 579 fire hydrants

acquired'with the Coatesville system. This adjustment is consistent with the revenue

imputation adjustment made by PAWC for the remaining Coatesville customer classes. I have

used the current monthly rate of $20.00 per hydrant to quantiir this adjustment. This is the

rate that applies to the majority of Zone I public fire customers.

Have you made any adjustment to reflect revenues from additional acquisitions that

are expected to be made in 2001?

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

Authority is pursuing, specifically the acquisition of the Sandy fudge Water Authority, West

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

to  OCA-VI -11 ,

The acquisitions of Sandy Ridge and west Decatur are held up due to
the complaint filed by Houtzdale Municipai Authority concerning the
well allocation permit. A formal complaint by a residential customer
has been filed conceming the L.P water and wastewater acquisitions.
A hearing schedule has been set by Administrative Law Judge
Solomon and testimonies have been filed.

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

Inc.
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of these three acquisitions in its filing and I am not recommending any adjustments relating

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

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

the pendency of this case, then I recommend that the Company's revenue requirement claim

be updated accordingly.

Please summarize the customer specific adjustments that PAWC included in its revenue

requirement claim.

PAWC included numerous adjustments that it classified as customer specific adjustments in

its revenue requirement. There were four categories of adjustments made by PAWC. First,

PAWC made adustments to revenues from Allegheny Ludlum, Community Central, JSP

lndustries, Waterfront Partners, and Thomson Consolidated Electronics to eliminate the

effects of abnormal or non-recurring events that occurred during the historic test year or to

reflect a full year of revenues for customers added during the test year. Second, adjustments

were made to revenue from Mayview State Hospital to reflect a change in consumption that

is expected to be permanent. Third, adjustments were made to eliminate revenue from

Franklin Township Municipal Authority, Municipal Authority of Center Township,

Strattanville Water Authority, and Butler Township Water and Sewer Authority to reflect

the acquisition of these systems by PAWC and therefore the loss of sales for resale revenue.

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,
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Robinson Township, and North Penn Water Authority during the future test yearr

Are you recommending any adjustments to the craims 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 resr 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 faciiities close, there will be a net loss in customers for

PAWC. At the time of the Company's filing. only one of these faciiities 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

wouid cease purchases of water in April, 2001 but would retain an emergency connection.

In its filing, PAWC has eliminated allusage revenue from this customer, eflectively reflecting

no sales to Newtown Artesian. It is likely that some sales to Newtown Artesian will continue.
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' The Company stated in the response to OTS-RS-7-D that it also expects to
Thomson Consoiidated Electronics as a customer in the future test vear and that it will
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
customers at this time.
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By the hearing phase of this case, we will have several months of actual history on

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

to Newtown Artesian be updated at that time. However, in the interim I have retatned Z5%o

of Newtown Artesian's historic test year water sales as a proxy for sales that mav be made

in the future test year.

Are you recommending any additionar customer specific adjustments?

Yes, I am recommending one additional adjustment. In respo,rse to OSBA-I-09, the

Company provided information regarding an A-ereement for Sale of Water between

Pennsylvania-American Water Company and Union County Industrial Development

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

amount was increased in February 200i when construction of the water distribution facilities

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

pro forma revenue claim. Therefore, PAWC indicated that an increase of Sl4Z,Z24 was

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

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

monthly minimum bill amounts.

what is the total impact of your customer specific adjustments?

My recommended customer specific adjustments result in an increase to the Company's gross

revenue of $525,410. In order to quantifu the impact of these adjustments on the Companv's
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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 resr 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 fiiine. This

additional revenue is included in Schedule ACC-13.

How did the company calculate its adjustment to penarty revenue?

To quantif 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
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that occur from year to year. I recommend a similar methodology for calculating

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.

Please discuss your final adjustment.

The Company obtains rental income from the lease of office space its Hershey Corporate

Office to the American Water Works Service Company. During the future test year, the

space utilized by the Service Company is expected to increase when the Hershey facility

becomes the NationalData Center for the Service Company. In its filing, PAWC did include

an adjustment to reflect increased rental income from the Service Company for the Hershey

facility. However, the Company indicated in response to OCA-I-46 that in its filing it had

underestimated the incremental revenue from the lease and that a further adjustment of

$ I 6,41 7 was necessary This additional adjustment is shown in Schedule ACC- I 5.

What is the total of the pro forma operating revenue adjustments that you are

recommending?

As shown in the Pro Forma Income Statement provided in Schedule ACC-37, my

adjustments result in an increase to gross operating revenue of 52.811.745.

Salary and Wage Expenses

How did the Company calculate its revenue requirement claim associated with salary

and wage expense?

a.
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B.
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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 l, 2002, six months after ihe 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-

yeil.

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 investment to be matched at a given point in time. The Company already has

the opponunity to file a future test vear. 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 tesr year by an additional
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six months. Therefore, at Schedule ACC-16, I have made an adjustment to eliminate these

future test year increases. In the alternative, should the Commission decide to permit some

of this increase to be included in rates, then I recommend that only increases associated with

union contracts that mandate contractual increases that take effect during this six month

period be included. This would include increases of approxim ately 542,700 for the following

unions: Mechanicsburg, Outside, Yardley, and White Deer. The remaining unions have

contracts that expire during the future test year and therefore the post-test year increases

included in the Company's filing for these unions should be rejected for two reasons. first,

they are clearly outside of the future test year thereby violating the matching principle and

second, they are neither known nor measurable.

What is your second salary and wage adjustment?

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

Company's claim. As shown in Exhibit 3-H, Page 344. the nunrber of budgeted employees

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

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

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

eachyeartoreach 1,032 in 2000. In spite of this deciine, PAWC has included irs budgeted

employees of 1.066 in its future test year claim.

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,

200i.2 Moreover, in response to OCA-I-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 sufticient 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

is 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 vacancres

in utility rates, since it provides for 7 additional employees over the latest actual employee

count available. My recommendation is shown in schedule ACC- r 7.

Have you made a corresponding adjustment to the Companyos payrol l  cost claim?

Yes, at Schedule ACC-18,I have made an adjustment to reduce the Company's payroll taxes
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consistent with both of my recommended salary and wage expense adjustments

Incentive Compensation Expense

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 Intenogatory 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. I si-9ned a

confidentiality agreement several weeks ago and other confidentiai 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 andlor its parent company. a criteriathat 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 eiigible for incentive compensation is

25o/obelow the aggregate annual base compensation increase for non-eiieible emolovees."3

Has PAWC demonstrated that its incentive compensation plans have been effective in

achieving any targeted goals?

No, it has not. In response to OCA-I-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.
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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

programd nor has PAWC shown that the incentive compensation program is necessary in

order to provide safe and adequate utility service to ratepayers. For all ofthese reasons, I

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

ACC- 1 9.

D.

0.

A

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 Julv l. 2001

Are you recommending any adjustments to the Company's claim?

Yes, I am recommending two adjustments. First, I am recommending that PAWC's _9roup

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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calculated an average historic test year cost per employee based on the Company's historic

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

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

insurance expense adjustment associated with these employees. This adjustment is shown

in Schedule ACC-20

I am also recommending that future test year cost increases be disallowed at this time.

The Company has not provided any quantitative support for its claim. Moreover, the

American Water Works system is self-funded for group insurance costs. We have asked the

Company to provide an explanation for the manner in which such self-funded costs are

estimated but to date this information has not been provided. Moreover, while the Company

indicated in its filing that this cost increase would be effective July, 2001, no additional

information on the specific amount of the cost increase, if any, has been provided to date in

spite of the OCA's requesr for such updared information.

Is there another reason why you are recommending that the cost increase be denied at

this time?

Yes, there is. In response to OCA-VI-9, PAWC indicated that "fe]ffecrive July 1,2001

associates were required tb contribute more to their health care costs....Additionally, the

ability for the associate to elect comprehensive covera-qe was eliminated, only managed care

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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care costs and given the elimination of comprehensive coverage in favor of managed care and

HMOs, it is reasonable to assume that group insurance costs may not increase at all on a per

employee basis in the future test year. Therefore, I recommend that the Company's proposed

group insurance cost increase be denied. This adjustment is also shown in Schedule ACC-20.

Other Post Employment Benefit ("OPEB") Costs

What is your recommendation with regard to the recovery of other post employment

benefit costs, or FAS 106 costs?

It is my understanding that the Commission limits FAS t 06 cost recovery to the amount of

actual contributions or funding made by a utility to an external trust. In the historic test year,

the company incurred total costs of $4,320,55I to fund the OPEB external trust accounts,

$3,346,952 of which was expensed.a For the future test year, the Company is claiming total

costs of $4,833,603, $3,844,648 of which it proposes to expense.

Did the Company provide an actuarial report to support its claim?

No, it did not. The only support provided by the Companv is a one page iist of estimated

costs by American Water Works Company provided in Erhibit 3-E, Book 3, page 49 PAWC

has not furnished any additional documentation to demonstrate how these costs were

determined, what assumptions were used to develop these costs, or who was responsible for

A.
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' 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

actuarialreport may be available in September 2001. In the absence of the actuarial repon.

we have asked PAWC to provide additional workpapers or other documentation to support

these future test year FAS I06 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 is

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, I am recommending two adjustments. First, the Company's claim includes an estimated

increase of 45% for the future test year to reflect estimated increases in premiums. ln OTS-

RE-12-D, the Company was asked to provide support for certain components of its insurance

adjustment. In response, PAWC stated that "[t]he 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-M-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 shor,vs the followine:
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General Liability

Workers Compensation

AII Risk

1999 2000

(36r,262) 0

(25,876) 0

0 0

1998

( 6 8 5 , i 3 1 )

( 72,959)

(  39 ,159)

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 rerroactive

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

G. Uncollectible Expense

a. How did the company calculate its uncollectible expense claim?

A. As shown on page 56 of Exhibit 3-A, PAWC caiculated 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

percenta-qe. PAWC appears to recognize that the use of a three year average is desirable,

since it apparently utilizes a three vear average to determine its uncollectible reserve, as

described on page 12 of PAWC Exhibit 3-E, Book l. Accordins ro the Comoanv. its
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uncollectible reserve for book purposes is derived by calculating a percent charge-offbased

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.

1 0

o

Inflation Adjustment

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 thrs 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 accounr, ro

which its inflation adjustment is applied in an effon to determine the historic level of cost

increases in these accounts. The Company's response referred us to its originai filing which
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did not contain the requested information.

adjustments and the fact that the Company

reasonable for the accounts to which it was

inflation adjustment be denied. My adjustment
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Gven the inherent problems with inflation

has not shown that such an adjustment is

applied, I recommend that the Company's

is shown in Schedule ACC-24.
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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 vear costs for chemicals and purchased power

by a.a%

a. Are you recommending any adjustments to the Company's claim for incremental

production expenses?

A. 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, I first calculated the total consumption adiustment rhar 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 I .loh to account for

costs associated with this increased consumotion.

Advertising Costs

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

ofthe advertising costs shown in that response may provide benefits to ratepayers, it is clear

that many ofthese 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

LCC-26,1 have made an adjustment to eiiminate the followrng types of advertising costs from

the Company's claim: holiday greetings, community organizations, miscellaneous, news

sen'ice and amortization of media program, promotion items, and the category "Provision of

Factual and Objective Data." My adjustments total $374,299, or approximately 360/o 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

insefts, consumer service brochure, and the company newsletter. My adjustments are shown

in Schedule ACC-26.

Charitable Contributiong

Did the Company eliminate charitable contributions from its revenue requirement

claim?

As sho\^/n on page 55 of Exhibit 3-A, the Company did eliminate donations made directiy by

PAWC. It is my understanding that donations made by the Service Compan.v 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 contributions 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 conrributions

are also often another means for the utility to promote its corporate image. For all these

reasons, I recommendthat 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 Ciass rates and the DIS tariff. PAWC originaiiy

ciaimed deferred revenues of $470.877 for the historic and future test year. in response to

OSBA-I-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 Tariffon a prospective basis and to pay PAWC the

difference between the Industrial Tariffrate and the DIS rate for service since Januarv 1.

2001. This effectiveiy eliminates any deferral for Thomson Consolidated Electronics in 2001

Therefore, my first adjustment reduces the amount of the deferral from the S470,899 included

in PAWC's original claim to $238,226.
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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 defened 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.

Afliliated 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 actualcosts incuned in 2000 reflected an increase of $1 million, or 2170, 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 SystemsiFinancial in the amount of $531,000 (or 68oh), information

Systems/Customer Biliing & Accounting in the amount of $310.000 (53%) and Human

Resources in the amount of $129,000 (22o/o\.

a. Did the Company explain the reasons for these signilicant increases?
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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 faCIors: (1) the retention of vendors for HR consulting services
($39,000); (2) the costs incurred for the retention of Merrill Lynch as
the administrator of the 40lK 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 SystemslFinancial areas was primarily attributable to:
(l) 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 expeftise was not available; and (3) increases in the
cost of equipment rentals and services.5

This response does not adequately explain an increase of $ I million in costs for the Sen,ice

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 surv'eys are not the tvpes 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 bv pAWC.

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 cosr increases

relative to 1999 Service Company expense levels.

Are you recommending any other adjustments to aff i l iated transaction costs?

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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management services rather than having these services provided by the Service Company.

PAWC began receiving these services from AWCC on July 1, 2000. The Company received

approval from the Commission to enter into this affiliated agreement on June 22,2000.In

support ofthis agreement, the Company indicated that the proposed agreement was expected

to prove more economical than the current practice of conducting the financing at the

individual subsidiaries.

It appears that the financing and cash management services provided by AWCC in the

historic test year were in fact significantly more expensive than the provision of similar

services that were previously provided by the Service Company. According to the response

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

of the historic test year. These costs indicate that the basis on which the affiliated agreement

with AWCC was approved, i.e. that it was a more economical alternative, has not been

tulfilled.

What do you recommend?

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

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

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

some protection to ratepayers against excessive charges from the shifting of certain serv'ices

to new unregulated affiliates. My adiustmenr is shown in Schedule ACC-30.
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Depreciation Expense

Ilave 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 ciaim. Therefore, my first depreciation

expense adjustment applies Mr. Majoros' recommended depreciation rates to the Company's

pro forma future r.rr r.u, 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 quantif, my

adjustments, I have applied the composite depreciation rate as calculated from Mr lv{ajoros'

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

Companv's depreciation reserve based on one-half of this annual depreciation exDense

adiustment.

Interest S),nchronization

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 Dresent 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 o/0,

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 additiorL the revenue multiplier includes uncollectible expense at 0.93oi0, the public Utility

Commission assessment of 0.650/0, the OCA assessment of 0.12oh. and the Offrce 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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revised the uncollectible expense consistent with my recommendation that a three-year

average of net write-offs be utilized.

48



The Columbia Group, Ing. Docket No R-00016339

I

2

J

4

5

6

8

9

VL

a.
A.

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 reflecrs revenue

requirement adjustments of $40,4'19,031to the Company's requested revenue requirement

increase of $38,706,3 15. 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 conserv'ation programs I have not

reviewed Mr. Colton's recommendations at this tinle 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 effects, if any, of Mr. Coiton's

recommendations are not reflected in my proposed revenue requirement.
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0.

A.

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 ar presenr

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

af 8.16Yo, as recommended by Dr. Woolridee.

Does this conclude your testimony?

At this time, this concludes my testimony. However, as of the preparation date of this

testimony, I am still waiting for certain data request responses from PAWC. Accordingly, my

testimony will be updated and revised, as necessary, based on additional dara requesr

responses and, as outlined in my testimony, on additional information provided b1,PAWC.
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of New Mexico

PG Energy

O;m:ffi,

Roxiticus Water Company

Westem Resources, lnc.

Cablevision of Allamuchy
et al.

Public Service Company
of Neur Mexico

Keauhou Community
Services, Inc.

Chem Nuclear Systems,
Systems, LLC

Atlantic City
Sewerage Company

Southern Connecticut
Gas Company

Delmarva Povrer and
Light Company

Senate Bill 190 Re:
Performance Based Ratemaking

Delmarva Poriver and
Light Company

Waitsfield Fayston
Telephone Company

Delaware Electric
Cooperative

Commission Inquiry Into
Performance Based Ratemaking

Pawtucket Water
Supply Board

Public Service Company
of New Mexico

Laie Water Company

El Paso Electric Company

Public Service Company

W New Jersey WR01030194

E Kansas 01-WSRE-949-G|E

C New Jersey CR00100824, etc.

E New Mexico 3137, Holding Co.

W Hawaii 0G0094

SW South Carolina 2000-36GA

S New Jersey WR00080575

G Connecticut 0S12-08

G Delaware 00-314

G Kansas Senate Bill 190

G Delaware 0&463F

T Vermont 6417

E Delaware 00-365

G Kansas 00-GlMG425-Glc

W Rhode lsland 3164

E New Mexico 3137, Part l l l

W Hawaii 00-0017

E New Mexico 3170, Part l l , Ph. 1

E New Mexico 3137, Part ll

G Pennsylvania R-000051 19

W Delaware 99-576

Revenue Requirements
Cost of Cap.; Rate Design

Restructuring
Financial Integrity

Cable Rates

Holding Company

Rate Design

Revenue Requirements

Revenue Requirements
Cost of Cap.; Rate Design

Affiliated Transactions

Retail Gas Marketing

Performance Based
Ratemaking Mechanisms

Fuel Costs

Revenue Requirements

Cost of Conduct
Cost Allocation Manual

Performance Based
Ratemaking Mechanisms

Revenue Requirements

Standard Offer Service

Rate Design

Electric Restructuring

Electric Restructuring

Revenue Requirements

Revenue Requirements

On Behalf Of:

Division of lhe
Ratepayer Advocate

Citizens' Utility
Ratepayer Board

Division of the Ratepayer
Advocate

Oflice of the
Attorney General

Division of Consumer
Advocacy

Department of
Consumer Affairs

Division of the
Ratepayer Advocate

ffice of Consumer
Counsel

Division of the
Public Advocate

Citizens' Utility
Ratepayer Board

Division of the
Public Advocate

Department of
Public Service

Division of the
Public Advocate

Citizens' Utility
Ratepayer Board

Division of Public
Utilities and Caniers

Office of the
Attorney General

Division of Consumer
Advocacy

Offrce of the
Attorney General

Office of the
Attorney General

Office of Consumer
Advocate

Division of the
Public Advocate

Date

8,o1

6/01

4to1

4nl

4n1

3/01

3n1

3/01

3t01

201

2t01

1ztOO

1'll00

10/00

10/00

9/00

8/00

Ttoo

7t00

6/00
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Consolidated Edison, Inc.
and Northeast Utilities

Philadelphia Suburban
Water Company

Oklahoma Natural
Gas Company

Connecticut Natural
Gas Company

Souifrwestem Public
SeMce Company

New England Electric System
Eastem Utility Associates

Delaware Electric

Long Neck
Water Company

Delmarva Power and
Light Company

Potomac Electric
Poler Company

Cablevision of
Bergen, Bayonne, Newark

Kent County
Water Authority

Montague Water and
Sewer Companies

Delmarva Power and
Light Company

Lenfesl Atlantic
db/a Suburban Cable

E/G Connecticut

W Pennsylvania

G Oklahoma

G Connecticut

E New Mexico

E Rhode lsland

E Delaware

W Delaware

E Delaware

E District of Columbia 951

99466

99-582

00-01-1 1

R-00994868,77
78, and 79

PUD 990000166

99-09-03

31  16

2930

99-457

99-04-1 8

cR99020079
et al

99-31

YY- I  OJ

wR98111197-199 5p9

2860

wR98101161
wR98101162

98-479F

CR97070479 et al

4t99

3p9

3/O0 RevenueRequirements

3O0 Cost Accounting Manual
Code of Conduct

zlCo Merger lssues

Z@ RevenueRequirements

'll130 Pro Forma Revenue
Aff iliated Transactions

1r1C0 AffiliatedTransactions

12199 Merger Approval

11Pg Merger Policy

11/99 Electric Restructuring

9/99 Affiliated Interest

6/99

Cable Rates
Form (124011205)

Revenue Requirements

6/99 ElectricRestructurino

6/99

Ratepayer Board

Division of the
Public Ndvocate

Division of the
Public Advocate

Office of Consumer
Counsel

Office of Consumer
Advocate

OCC, Public Utility
Division Staff

Office of Consumer
Counsel

Office of the
Attorney General

Department of
Attorney General

Division of the
Public Advocate

Office of Consumer
Counsel

Division of the
Ratepayer Advocate

Division of the
Public Advocate

Division of the
Public Advocate

GSA

Division of the
Ratepayer Advocate

Division of Public
Utilities & Carriers

Division of the
Ratepayer Advocate

Division of the
Public Advocate

Division of the
Ratepayer Advocate

Cooperative

Southem Connecticut G Connecticut
Gas Company

TCI Cable Company C New Jersey

C New Jersey

W Rhode lsland

WAI/W New Jersey

E Delaware

C New Jersey

Divestiture of
Generation Assets

Cable Rates
Form (1240/1205)

Reyenue Requirements

Revenue Requirements
Rate Design

Fuel Costs

J Company Utilly . _ State Dockgt -. __ Dqtg _ Topic On Behatf Of:-

Tidewater Utilities, Inc. W Delaware
PuHic Water Supply Co.

Delmarva Power and G/E Delaware
Light Company

3/99 Cable Rates



Appendix A
Page 3 of 6

The Columbia Group, Inc., festimonies of Andrea C. Crane

97-WSRE-676-ME zffi MergerApproval Citizens' Utility
Ratepayer Board

Dockets 61 17-61 '19 1 2€8 Cable Rates (Form 1240, Department of
1205, 1235) and Late Fees Public Service

EM98070433 11/98 Merger Approval Division of the
Ratepayer Advocate

CR97090624, 625 11€8 Cable Rates (Form 1235) Division of the
626 RatepayerAdvocate

CR97100792, 10/98 Payphone Subsidies Division of the
et al FCC NewServices Test RatepayerAdvocate

Docket No. 98-98 8pB Revenue Requirements Division of the

CR97100719.726 8/98 Cable Rates

Public Advocate

Division of the
Ratepayer Advocate730,732 (Onl Testimony)

Case No. 8791 8/98 Revenue Reouirements GSA
Rate Design

WR98020058 7198 Revenue Reouirements Division of the
PUC 03131-98N

TO971 00808 7198 Anti-Competitive
PUCOT1 1326-97N Practices

Cry 03264-03268 7198 Cable Rates
and CTV 05061

2674

EX941 20585U,
EO97A70457

wR97110835

cR97030141
and others

R-00971229

TX951 2-631

97-65

WSRG.486.MER

Ratepayer Advocate

Division of the
Ratepayer Advocate

Division of the
Ratepayer Advocate

4/98 Revenue Reouirements Division of Public
Utilities and Caniers

3/98 Electric Restructuring Division of the
lssues RatepayerAdvocate

2198 Revenue Requirements Division of the
Ratepayer Advocate

11197 Cable Rates Division of the
(Oral Testimony) Ratepayer Advocate

1 1/97 Alternatrve Regulation Office of Consumer
Network Modernization Advocate

987 Low Income Fund Division of the
High Cost Fund Ratepayer Advocate

9197 Cost Accounting Manual Office of the Public
Code of Conduct Advocate

9197 Transfer of Gas Assets Citizens'Utility
Ratepayer Board

f Soqpaly. . UtiLty =. . Slate ggicket Date Topic OnBeharof:
- Electric Restructuring E District of Coturnbia 945

Comments

Weetem Resources, Inc. E Kansas
Kansas City Power & Light

Adelphia Cable
Communications

C Vermont

Orange and Rocklandl E New Jersey
Consolidated Edison

Cablevision C New Jersey

Petitions of BA-NJ and T New Jersey
NJPA re: Payphone Ops.

United Water Delaware W Delaware

Cabfevision C New Jersev

Potomac Electric E Marvland
Porer Company

Mount Holly Water Company W New Jersey

lnvestigation of BA-NJ T New Jersey
IntralATA Calling Plans

TCI Cable Company/ C New Jersey
Cablevision

Pawtucket Water W Rhode lsland
Supply Board

Energy Master Plan Phase 1 E New Jersey
Proceeding - Restructuring

Shorelands Water Company W New Jersey

TCI Communications, Inc. C New Jersey

Citizens Telephone T Pennsylvania
Co. of Kecksburg

Universal Service T New Jersev
Funding

Delmarva Power and G/E Delaware
Light Company

Western Resources, G Kansas
Oneok. and WAI



,Company Utilily state Docket Date Topic on Behatf of:

Funding Funding RatepayerAdvocate

T Pennsylvania R-00971182

C New Jersey Various

lronton Telephone
Company

Comcast Cablevision

Ma:cim Sewerage
Corporation

Kent County Water
Anhority

Delmarva Power and

VVW NewJersey wR97010052

W Rhode lsland 2555

E Delaware 97-58
Light Company

Consumers Pennsylvania W Pennsylvania R-OOg73g6g
Water Co. - Roaring Creek

Middlesex Water
Company

Ma:<im Sevrerage
Corporation

Interstate Naviation
Company

Electric Restructuring
Comments

United Water Delaware

PEPCO/ BGE/
Merger Application

Utilicorp Gas

TKR Cable Company of
Gloucester

TKR Cable Company of
Waruick

Delmarva Power and
Light Company

Western Resources, Inc.

Princeville Utilities
Company, Inc.

Westem Resources, Inc.

W NewJersey wR96110818

7197 Altemative Regulation Office of Consumer
Network Modernization Ad\€cate

V1Aff New Jersey WR96080628

N Rhode lsland 2484

E District of Columbia 945

W Delaware 96-194

E District of Columbia 951

G Kansas 193,878-U

7197 Cable Rates
(Oral Testimony)

1197 Rev. Requirements

9/96 Regulatory Policy,
Cost of Capital

8/96 Rev. Requirements

7196 Cable Rates
(Oral Testimony)

5/96 Fuel Cost Recovery

5/96 Rev. Requirements
Cost of Capital

1/96 Rev. Requirements
Rate Design

1/96 Rev. Requirements
Cost of Capital. RD

DMision of the
Ratepayer Advocate

Office of the Public
Advocate

GSA

Citizens' Utility
Ratepayer Board

Division of the
Ratepayer Advocate

Division of the
Ratepayer Advocate

Office of the Public
Advocate

Citizens' Utility
Ratepayer tsoard

Princeville at Hanalei
Community Association

Citizens' Utility
Ratepayer Board

7P7 Rev. Requirements Division of the
Ratepayer Advocate

6197 Rev. Requirements Division of Public

5197 Merger Policy

Utilities and Carriers

Office of the Public
Advocate

5197 Rev. Requirements Office of Consumer
Advocate

4197 Rev. Requirements Division of the
Ratepayer Advocate

3197 Purchased Sewerage Division of the
Adjustment Ratepayer Advocate

2197 Rev. Requirements Division of Public
Cost of Capital Utilities & Carriers

187 Regulatory Policy GSA

C New Jersey

C New Jersey

E Delaware

E Electric

WAly'W Hawaii

G Kansas

cTv07030-95N

95-1 96F

193,506-U
193,507-U

95-172

193,503-U

CTV057537-95N 7/96 Cable Rates
(Oral Testimony)
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=coTpany . _. . utilily state Docket pa!e_ _ _ Topic on Behar of:
Division of the

Corpontion (Remand Hearing) Ratepayer Advocate

Lanai Water Company

Cablevision of
l.levr Jersey, Inc.

Cablevision of
New Jersey, Inc.

Chesapeake Utilities
Corporation

East Honolulu
Community Services, lnc.

Wilmingon Suburban
Water Corporation

Environmental Disposal
Corporation

Roaring Creek
Water Company

Delmarva Power and
Light Company

Delmarva Power and
Light Company

Empire District
Electric Company

Monis County Municipal
Utility Authority

US West Comrnunications

Pawtucket Water
Supply Board

Pollution Control Financing
Authority of Camden County

Roaring Creek
Water Company

Wilmington Suburban
Water Company

Kent County
Water Authority

Camden County Energy
Recovery Associates, Inc.

W Hawaii

C New Jersey

C NewJersey

G Delaware

WW Hawaii

W Delaware

WW New Jersey

W Pennsylvania

E Delaware

G Delaware

E Kansas

SW NewJersey

T Arizona

W Rhode lsland

SW New Jersey

Pennsylvania

Delaware

Rhode lsland

New Jersey

cTV01 382-95N

cTV01 381 -95N

95-73

94-n18

94-149

wR94070319

R-009431 77

94-84

J.+-ZZ

190,360-U

MM10930027
ESW 1426-94

E-1051-93-183

2158

s R 9 1 1 1 1 7 1 8 J

R-00932665

J5-t6

2098

sR91 I  1 1718J
ESW1263-92

8P5 Basic Service Rates
(Oral Testimony)

8/95 Basic Service Rates
(Oral Testimony)

7F6 Rev. Requirements

6P5 Rev. Requirements

3/95 Rev. Requirements

12€4 Rev. Requirements

12194 Rev. Requirements

11194 Rev. Requirements

8194 Rev. Requirements

8F,4 Rev. Requirements

6/94 Rev. Requirements

3F4 Rev. Requirements

3194 Rev. Requirements

V94 Rev. Requirements

9/93 Rev. Requirements

7/93 Rev. Requirements

7193 Rev. Requirements

4193 Rev. Requirements

Division of the Ratepayer
Advocate

Division of the Ratepayer
Advocate

Ofiice of the Public
Advocate

Division of Consumer
Advocacy

Office of the Public
Advocate

Division of the
Ratepayer Advocate

Office of Consumer
Advocate

Office of the Public
Advocate

Office of the Public
Advocate

Citizens' Utility
Ratepayer Board

Rate Counsel

Residential Utility
Consumer Office

Division of Public
Utililies & Caniers

Rate Counsel

Office of Consumer
Advocate

Office of Public
Advocate

Division of Public
Utilities & Carriers

Rate Counsel

94-0366 10/95 Rev. Requirements Division of Consumer
Advocacy

W

SW
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The Cdumbl4Qegp,l4g'lgelimonies of Andrea C. Crane

f Comoanv 
. Topic On Behaf Of'

- Pollution Control Financing SW New Jersey
Authority of Camden County

Jamaica Water
Supply Company

New Jersey-American
Water Company

Passaic County
Utilities Authority

East Honolulu
Community Services, lnc.

The Jersey Centnl
Povyer and Light Company

Mercer County
lmprovement Authority

Garden State Water
Gompany

Elizabethtown Water
Company

New-Jersey American
Water Company

Pennsylvania-America n
Water Company

Mercer County
lmprovement Authority

New York Telephone

Kent County
Water Authority

Ellesor Transfer
Station

Interstate
Navigation Co.

Automated Modular
Systems, Inc.

SNET Cellular, Inc.

W New York

WM/W New Jersey

SW NewJersey

WW Hawaii

New Jeney

SW NewJersey

W NewJersey

W NewJersey

WAffW NewJersey

W Pennsylvania

SW NewJersey

T New York

W Rhode lsland

SW NewJersey

N Rhode lsland

SW NewJersey

T Connecticut

ESW1263-92

92-W-0583

wR92090908J
PUC07266-92S

sR9'1 121 816J
ESW0671-92N

7064

PUC00661-92
ER91 1 21 820J

EWS11261-91S
sR911'11682J

wR9109-1483
PUC 091 18-91 S

wR9108-1293J
PUC 08057.91 N

wRg108-1399J
PUC 8246-91

R-91 1909

sR9004-0264J
PUC 3389-90

90-c-0191

1952

so871 2-1 407
PUC 1768-88

D-89-7

PUC1769-88

3193 Rev. Requirements

2193 Rev. Requirements

9192 Rev. Requirements

8192 Rev. Reguirements

7P2 Rev. Requirements

5192 Rev. Requirements

2192 Rev. Requirements

1192 Rev. Requirements

12191 Rev.Requirements

10191 Rev.Requirements

10/90 Rev. Requirements

7190 Rev. Requirements
Affiliated lnterests

6/90 Rev. Requirements
Regulatory Policy

11/89 Regulatory Policy

7189 Rev. Requirements
Regulatory Policy

5/89 Rev. Requirements
Schedules

2189 Regulatory Policy

County of Nassau
Torn of Hempstead

Rate Counsel

Rate Counsel

Division of Consumer
Advocacy

Rate Counsel

Rate Counsel

Rate Counsel

Rate Counsel

Rate Counsel

Oflice of Consumer
Advocate

Rate Counsel

NY State Consumer
Protection Board

Division of Public
Utitities & Carriers

Rate Counsel

Division of Public
Utilities & Carriers

Rate Counsel

First Selectman
Town of Redding
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1. Pro Forma Rate Base

2. Cost of Capital

3. Required Return

4. Operating lncome @ Present Rates

5. Operating Income Deficiency

6. Revenue Mult ipl ier

7. Revenue Requirement Increase $38JO63t5 $40-4773jjjjjjjjjjjjjjj�1 aaaaaaaaaaaaaaa� $ut2J_LA\

PENNSYLVANIA-AMERICAN WATER COMPANY

FUTURE TEST YEAR ENDING DECEMBER 31, 2OO1

REVENUE REQUIREMENT SUM MARY

Schedule ACC-1

Company Recommended Recommended
Claim Adjustment position

(A)
$1,306,409,765

9.43o/o

($s,757,01 1)  $1,300,652,754

8.160/o

$123,251,923

100,985,415

($17 ,118 ,658 )  $106 ,133 ,265

6,166,973 107,152,388 (D)

-1.27o/o

(B)

(c)

$22,266,508

1 .7383

($23,285,631) ($1  ,01e,123)

1 .7395 (E)

Sources:
(A) Company Exhibit 3-A, pages Z and 22.
(B) Schedule ACC-2.
(C) Exhibit JRW-1, Schedute 1.
(D) Schedule ACC-8.
(E) Schedule ACC-35.



PENNSYLVANIA.AM ERICAN WATER COMPANY

FUTURE TEST YEAR ENDING DECEMBER 31.2001

RATE BASE SUMMARY

Schedule ACC-2

Company Recomended Recomended
Claim Adiustment Position
(A)

$16,539,240 ($9,203) $16,530,037
1,730,668,548 (5,108,673) 1,725,559,875

1. Non Depreciable Plant
2. Deoreciable Plant

3. Total Utility Plant in Service

Less:
4. Contributions in Aid of Construction
5. Customer Advances for Construction
6. Excluded Property

7 Sub-Total

8. Net Utility Plant ln Service

9. Accrued Depreciation

10. Depreciated Utility Plant in Service

Plus:
11. Mater ials and Suppl ies
12. Cash Working Capital-Expenses
13. Accrued and Prepard Taxes
14. PG&W Acqursi t ion

LeSS:
15. Cash Working Capital- lnt .  & Div.
16. Unamortized ITC
17. Extension Deposits in Suspense
18. Deferred Taxes

19. Total  Rate Base Elements

s1,747 ,207 ,788

$71,380,194
36,358,208
1,558,014

($5 ,1  17 ,877)  $1 ,7  42 ,089,911

$ 7 1 , 3 8 0 , 1 9 4
36,358,208

0

1,558,014

(B)

/ F \
(F )

$ 109,296,416

$1,637,911,372

270,789,978

q n
v v

($5 ,117,877)

(57 ,e32)

$109,296 416

$1,632,793,495

270,732,046

$ 1 , 3 6 7 , 1 2 1 , 3 9 4

$1,870,785
1 ?  A n O  r q A

627,956
16,300,434

$5,437,5s0
584,579
(62,461)

($5 ,059,944)  $  1 ,362,061,450

$0 $1 ,870,785
(886 953) 12,802,203
162,126 790,082

0 16,300 434

(D )

( s /tq.)7 7A'1\ $5,409,789
584,579
(62 461)

87,244,29287.240.292

$r-30tu109265 t q . q  7 q 7  n 1 1 \  q l  ? n n  A < r  7 ( ,|s!-_Ls-. \1_LLJ !tt!Jl!i!J:rsJrl:

Sources.
(A) PAWC Exhibit 3-A, page 22
(B)Schedule ACC-3.
(C) Schedule ACC-4.
(D) Schedule ACC-32
(E)Schedu le  ACC-5.
(F)Schedule ACC-6.
(G) Schedule ACC-7



Schedule ACC-3

PEN NSYLVANIA-AMERICAN WATER COMPANY

FUTURE TEST YEAR ENDING DECEMBER 31, 2OO1

NON DEPRECIABLE UTILITY PLANT IN SERVICE

1. Claimed Plant in Service Additions - Net

2. Claimed Additions - Acquisitions - Net

3. Claimed Additions Net of Acquisitions

4. Percentage Uncompleted - 10 Year Averag-.

5. Recommended Adjustment

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

$3,053,049 (A)

(A)2.853.049

$200,000

4.600/o (B)

$9203



Schedule ACC-4

PENNSYLVANIA AMERICAN WATER COMPANY

FUTURE TEST YEAR ENDING DECEMBER 31, 2OO1

DEPRECIABLE UTILITY PLANT IN SERVICE

1. Claimed Plant in Service Additions - Net

2. Claimed Additions - Acquisitions - Net

3. Claimed Additions Net of Acquisitions

4. Percentage Uncompleted - 1O year Average

5. Recommended Adiustment

Sources:
(A) PAWC Exhibit No. 5-A.
(B) Derived from response to OCA-|-S

$158,701 ,643

47,692,471

(A)

(A)

$ 1 1 1 , 0 1 9 , 1 7 2

4.600/o

$5J08$73

(B)



ScheCule ACC-S

PENNSYLVAN IA.AM ERICAN WATER COM PANY

Cash Working Capital- Expenses

Future Test Year Ending December 31, 2001

Lag
Days

Dollar
Amount Days

1.AWWS Company (B)
2. Chemicals (C)
3. Group Insurance
4.Ins Other Than Group
5. Salary and Wages (D)
6. Leased Equipment
7. Leased Vehicles
8. Miscellaneous
9. Natural Gas

10. Purchased Power (E)
11. Purchased Water
12. Telephone
13. Waste Disposal
14. OPEBs

15. Total

16. Expense Lag

17. Revenue Lag

18, Net Lag

19. Daily Operating Expenses (F)

$1 14,337,329 $1,592,881,647

,1 ? O?

54.8

40.87

$313,253

$12,802,203

13,699,156

(A)
1 1 . 8 3
45.20
-7.50

-43.60
11.83

-19.90
0.90

24.50
38.30
30.20
40.60
25.00
34.40
0.50

(A)
$5,671,400
4,475,547
6,091,159
4,963,240

43,600,231
1,524,791
4,321,350

22,601,252
716,720

10,236,059
1,602,344
2,416,798
2,281,800
3,844,648

(A)
$67,099,342
202,294,724
(45,609,693)

(216,397,264)
515,757,521
(30,343,341)

3,999,215
553,730,674
27,45A376

309,129,992
65,055,166
60,419,700
78,493,920

1,922,324

20. Cash Working Capital Requirement

21. Company Claim (F)

22. Recommended Adiustment /qRRA O6?\
IFY=:<I<Y+-!j4I<JL

Sources:
(A) PAWC Exhibit 3-A, page 29.
(B) Lag Days reflects PAWC Payrolt Related Lags, see Schedute ACC-SA.
(C) Adjusted by an additional 15.2 days to reflect midpoint of service.
(D) See Schedule ACC-SA.
(E) Adjusted to include 15.2 days service tag and 15.0 days payment tag.
(F) PAWC Exhibit 3-A, page 28.



Schedule ACC-sA

PENNSYLVAN IA-AMER ICAN WATER COIUPANY

Cash Working Capital , Payrofl Related Costs

Future Test Year Endino December 31.2001

Amount Lag
Dollar
Days

1. Hourly Payroll-East (A)
2. Hourly Payroll-West (A)
3. Salary Payroll (A)
4. FIT and FICA (B)
5. State lncome Tax (C)
6. Fed Unemployment Tax (D)
7. State Unemployment Tax (E)

8. Total

$8,331,379
10 ,165 ,953
9,012,091
5,386,753
1  ,150 ,021

62,765
22A,219

12 .00
13.00
7.60

13 .83
1 1 . 3 0
75.06
60.20

$99,976,549
132,156,099
6 8 , 4 9 1 , 9 1 6
74,498,794
12,995,237
4 , 7 1 1  , 1 4 1

13,257,124

$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, ptus

Average Payroll Lag per line 9
(C) State lncome 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.



PENNSYLVANIA AMERICAN WATER COMPANY

FUTURE TEST YEAR ENDING DECEMBER 31,2001

CASH WORKING CAPITAL-ACCRUED AND PREPAID TAXES

Revenue EXpense

(A) (A)

Schedule ACC-6

-252.60

-102.20

33.20

20.70

7 . 1 0

Cash Working
Capital

Amount ulrement

$2,244,587 $1,553,377
1. General Assessment (B)

2. PURTA

3. State Capital Stock Tax

4. State Income Tax (B)

5. Federal Income Tax (B)

6. Total

7. Company Claim (A)

8. Recommended Adjustment

55 .10

55 .10

55 .10

55 .10

55 .1  0

-197.50

47 .10

88.30

75.80

62.20

1,974,000

2,892,495

8,918,91 1

552,720

(263,0e8)

(s0s,812)

28,125,816 (547,105)

$790,082

_ 6?ZBgq

$l_02-120

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



PENNSYLVANIA AMERICAN WATER COMPANY

FUTURE TEST YEAR ENDING DECEMBER 31,2001

CASH WORKING CAPTTAL-INTEREST AND DIVIDENDS

Schedule ACC-7

36.20 $54,897,546 ($5,443,642)

-24.90 0 o

-9.50 1,300,653 33,853

($5,40e,78e)

(5,437,ss0)

$2t ts1

Revenue Expense Net 
""t8#,ljf.tn

!?9 -. lgg - Las Amount --&e!s!r9'o9$-(A) (A)
1. Long Term Debt (B)

2. Short Term Debt

3. Preferred Dividends (C)

4. Total

5. Company Claim (A)

6. Recornmended Adjustment

55 .10

55 .10

55 .10

91 .30

30.20

45.60

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 ]NCOME SUMMARY

Schedule ACC€

Schedule No.
$'100,985,415 1

2,760.283

$98,225,132

1 . Company Claim

2.At Risk Adjustment (A)

3. Company Claim w/o At Risk Adjustment

Recommended Adjustments:

4. Residential Revenue

5. Public Fire Protection Revenue

6. Public Fire Protection - Coatesville

7. Customer Specific Adjustments

8. Billing and Collections

9. Penalty Revenue

1 0. Hershey Data Center

't 1. Salary and Wages - Post TY

12. Salary and Wges - Employees

1 3. Payroll Taxes

1 4. Incentive Compensation

15. Group Insurance

16 .FAS 106

17. Insurance Other than Group

1 8. Uncollectible Expense

1 9. Inflation Adjustment

20. Incremental Expenses

2'l . Advertising

22. Charitable Donations

23. Defened Revenue Recovery

24. Service Company Charges

25. American Water Capital Corp.

26. Depreciation Expense-Rates

27. Depreciation Expense - Plant

28. Interest Synchronization

29, Net Operating Income

1,224,745

(27,833)

79,887

?nt ntt

22,018

6,643

o Anq

308,959

7-td )<1

83,249

'l a'7 'ti a

238,754

388,1 01

847,124

(90,094)

218,989

157,680

205,818

zto,ovo

?tr  lno

? t l n A A n

67,788

(114,2s0)

q l n T  1 q ,  " a a

1 0

'1 1

1 ' )

1 3

, t <

I A

1 7

1 q

20

21

22

23

25

zo

27

28

30

31

a a

33

Sources:
(A) PAWC Exhibit 3-A, page 39, reduced by income taxes of 41 .490,6



PENNSYLVANIA AMERTCAN WATER COMPANY

FUTURE TEST YEAR ENDING DECEMBER 31. 2OO1

RESIDENTIAL CONSUMPTION

1. Company Claimed Consumption (000 Gals.)

2. Consumption Based on Five Year Average (000 Gals.)

3. Recommended Consumption Adjustment (000 Gals.)

4.Pro Forma Customers

5. Pro Forma Usage Adjustment (000 Gals.)

6. Block Rate (000 Gals.)

7. Gross Revenue Adjustment

8. Revenue Taxes @

9, Net Revenue Adiustment

10. lncome Taxes @

1 1. Net lncome

Schedule ACC-9

55.80

56.67

0.86

508,546

437,990

$4.86

$2,130,386

37,037

$2,093,348

41.49o/o 868,604

(A)

(B)

(c)

(A)

1.74o/o

$7224JA5

Sources:
(A) PAWC Exhibit 3-F, page 12.
(B) Derived from response to OCA-V|-17 and PAWC Exhibit 3-G, page 225
(C) PAWC Exhibit 3-F, pages 12 and 13.
(D) Schedule ACC-35

(D)



Schedule ACC-10

PENNSYLVANIA AMERICAN WATER COMPANY

FUTURE TEST YEAR ENDING DECEMBER 31, 2OO1

PUBLIC FIRE PROTECTION REVENUES

1. Original Company Claim

2. Revised Company Claim

3. Recommended Gross Revenue Adiustment

4. Revenue Taxes @ 1.74o/(;

5. Recommended Net Revenue Adiustment

$7,265,622

7,217,207

($48,415)

(842)

($47,573)

(19 ,740)

t$27_ffiA

(A)

(B)

6.Income Taxes @

7. Net Income

41.49o/o

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,



Schedule ACC-11

PENNSYLVANIA AMERICAN WATER COMPANY

FUTURE TEST YEAR ENDING DECEMBER 31, 2OO1

PUBLIC FIRE PROTECTION.COATESVILLE

1. Number of Hydrants

2. Monthly Hydrant Charge

3. Monthly Revenue Adjustment

4. Annual Revenue Adjustment

5. Revenue Taxes @ 1.740/o

6. Net Revenue Adjustment

579

$20.00

(A)

(B)

$ 1 1 , 5 9 0

$138,960

2,416

(c)

(D)

136,544

7. Income Taxes @

8. Net Income

41.49o/o 6A AA7

Sources:
(A) Response to OTS-RS-4-D.
(B) PAWC Exhibit 8-A, page ilt-7i , 'OtherZone 1,'
(C )  L ine  3X12 .
(D) Reflects tax rates per Schedute ACC-35.



Schedule ACC-12

PENNSYLVANIA AMERTCAN WATER COMPANY

FUTURE TEST YEAR ENDING DECEMBER 31, 2OO1

SPECIFIC CUSTOMER ADJUSTMENTS

1. Appleton Paper

2. Jaunty Textiles

3. Lion Brewery

4. Quarker Oats

5. Newtown Artesian

6. Union County Industrial Dev. Corp.

7. Total Revenue Adjustment

8. Revenue Taxes @

9. Net Revenue Adiustment

'10. lncome Taxes @

11.  Net  lncome

$139 ,913

46,944

109,605

93,553

3,271

142,224

(A)

(A)

(A)

(A)

(B)

(c)

$525,410

$302-055

Sources:
(A) PAWC Exhibit 3-A, page 10
(B) Reflecls 25o/o of adjustment on PAWC Exhibit 3-A, page 10.
(C) Response to OTS-RS-14-D.
(D) Schedule ACC-35 , l ines 2-5.

1 .74%

41.49o/o

$516,276

2 1 4 , 2 2 1

9.134 (D)



Schedute ACC-13

PENNSYLVANIA AM ERICAN WATER COM PANY

FUTURE TEST YEAR ENDING DECEMBER 31, 2OO1

BILLING AND COLLECTIONS

1. Original Company Claim

2. Revised Company Claim

3. Recommended Adjustment

4. Income Taxes @

5. Net Income

Sources:
(A) PAWC Exhibit 3-A, page
(B) Response to OCA-V|-29

$239,460

277,493

(A)

(B)

$37,633

41.49o/o 1 5 , 6 1 5

$22,01!

1 7



Schedule ACC-14

PENNSYLVANIA AMERICAN WATER COMPANY

FUTURE TEST YEAR ENDING DECEMBER 31. 2OO1

PENALTY REVENUE

1 998

1. Forfeited Discounts $705.065

2. Bi l led Revenues 276.109.831

3. Percentage 0.26o/o

4. Three Year Average

5. Total Pro Forma Billed Water Sales

6. Pro Forma Penalties Revenue

7. Company Claim

8. Recommended Adiustment

9. Income Taxes @

10. Net lncome

41.49o/o

(A) PAWC Exhibit 3-F, page 9
(B) PAWC Exhibit 3-H, page 63
(C) PAWC Exhibit  3-A, page 15
(D) Line 4 X Line 5

1 999

$958,012

286,176,317

0.33%

2400

$863,718

298,327,446

4.29o/o

0.29o/o

$307,433,224

$901,435

_ 890,081

$ 1 1 , 3 5 4

4 , 7 1 1

$6-643

(A)

(B)

(c)

(D)

(c)



Schedule ACC-1S

PEN NSYLVANIA.AMERICAN WATER COMPANY

FUTURE TEST YEAR ENDING DECEMBER 31, 2OO1

HERSHEY DATA CENTER

1. Originally Filed Claim

2. Revised Company Claim

3. Recommended Adjustment

4. lncome Taxes @ 41.4go/o

5. Net Income

Sources:
(A) Reponse to OCA 1-46.

$202,024

218,441

(A)

(A)

$16,417

6,812

$9.605



Schedule ACC-16

PENNSYLVANIA AMERICAN WATER COMPANY

FUTURE TEST YEAR ENDING DECEMBER 31, 2OO1

SALARY AND WAGE ADJUSTMENT . POST TEST YEAR

1. Post Test Year Adjustment
Included in Company Claim

2. Income Taxes @ 41.490/o

3. Net lncome

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

$528,076 (A)

219.117

$308-959



Schedule ACC-17

PENNSYLVANIA AMERICAN WATER COMPANY

FUTURE TEST YEAR ENDING DECEMBER 31, 2OO1

SALARY AND WAGE ADJUSTMENT - EMPLOYEES

1. Salaried Employees @ 12131100

2. Salaried Employees Per Company Claim

3. Recommended Adjustment

4. Average Future Test Year Cost Per Employee

5. Recommended Salary Adjustment

6. Hourly Employees @ 12131100

7. Hourly Employees Per Company Claim

8. Recommended Adjustment

9. Average Future Test Year Cost Per Employee

10. Recommended Wage Adjustment

11. Total Salary and Wage Adjustment

12. Percent Expensed

1 3. Recommended Expense Adjustment

14.Income Taxes @

15. Net Income

41.49o/o

287

296

(A)

(A)

(B)

(c)

(D)

(E)

745

770

(F)

(G)

I

$58,316

25

$45,987

$524.847

$1 ,149,676

$1,674,523

79.54o/o(H )

$ 1 , 3 3 1 , 9 1 6

552,658

vJ32s7

Sources:
(A) PAWC Exhibit 3-E, Book 3, page g.
(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.



Schedule ACC-18

PENNSYLVANIA AMERICAN WATER COMPANY

FUTURE TEST YEAR ENDING DECEMBER 31. 2OO1

PAYROLL TAXES

1. Pro Forma Salary and Wage Adjustments $1,859,992

142,2892.Payroll Taxes @ 7.650/o

3. Income Taxes @ 41.49o/o

4. Net lncome

59.041

$83249

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

page 51.

(A)

(B)



Schedule ACC-19

PENNSYLVANIA AMERICAN WATER COMPANY

FUTURE TEST YEAR ENDING DECEMBER 31. 2OO1

INCENTIVE COMPENSATION

1. Company Claim

2. Percentage Expensed

3. Recommended Expense Adjustment

$360,909

79.54%

(A)

(B)

41.49o/o

$287,067

149,7544. Income Taxes @

5. Net Income $13z-3r3

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



Schedute ACC-20

PENNSYLVANIA AMERICAN WATER COMPANY

FUTURE TEST YEAR ENDING DECEMBER 31, 2OO1

GROUP INSURANCE COSTS

1. Future Test Year Claim

2. Future Test Year Employees

3. Average Cost Per Employee

4. Recommended Employee Adjustment

5. Total Recommended FTY Cost Adjustment

6. Post FTY Increase Included by Company

7. lmpact of July 2001 Estimated Increase

8. Total Recommended Adjustment

9. Percentage Expensed

10. Pro Forma Expense Adjustment

11. lncome Taxes @

12. Net Income

41.49o/o

$7,454,A52

1,066

$6,993

34

$237,746

128

54.235

$292,1 1 0

79.54o/o

$232,344

96,409

q , 1 ? 6  0 " A
v  r v v . v v v

Book 3, page 44

(c)

(A)

(B)

(A)

(D)

(A)

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,

repriced at rates per page 43.



Schedule ACC-21

PENNSYLVANIA AMERICAN WATER COMPANY

FUTURE TEST YEAR ENDING DECEMBER 31, 2OO1

FAS 106 COSTS

1. Annual Company Claim

2. Actual Fund Contributions

3. Recommended Adjustment

4. Percentage Expensed

5. Pro Forma Expense Adjustment

$4,833.603 (A)

(B)4.320.551

$513,052

79.54o/o (A)

41.49o/o

$408,092

169,3276. lncome Taxes @

7. Net lncome $239J54

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, 2OO1

INSURANCE OTHER THAN GROUP

1 . Retroactive Adjustment

2. Inflation Adjustments

3. Total Recommended Adjustments

4. Income Taxes @

5. Net Income

$533,224

'130,123

$663.347

41.49o/o 275.246

$388-101

Book 4, page 3.

(A)

(A/

Sources:
(A) PAWC Exhibit 3-E,



Schedule ACC-23

PENNSYLVANIA AMERICAN WATER COMPANY

FUTURE TEST YEAR ENDTNG DECEMBER 31. 2OO1

UNCOLLECTIBLE EXPENSE

Year

1 .  , 1 9 9 8
2.  1999
3. 2000

Net Write Offs
(A)

2,326,962
2,863,461
2,866,322

41.49%

Bil led
Revenue

(B)
276,109,931
286,176,317
298,327,446

Percentage
Uncollectible

4.84o/o
1.00o/o
0.96%

4. Three Year Averaoe

5. Pro Forma Billed Water Sales

6. Pro Forma Uncollectible Expense

7. Company Claim (C)

8. Recommended Adiustment

0.930/o

307,433,224

$2,873,637

2,934,873

$61,236

25,4499 lncome Taxes @

10. Net Income

Sources:
(A) PAWC Exhibit 3-E, Book 1, page 12.
(B) PAWC Exhibit  3-H, page 63
(C) PAWC Exhibit 3-A, page 56.



PENNSYLVANIA AMERICAN WATER COMPANY

FUTURE TEST YEAR ENDING DECEMBER 31, 2OO1

INFLATION ADJUSTMENT

1. Inflation Adjustment Included in Company Claim

2. lncome Taxes @ 41.49o/o

3. Net Incorne

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

Schedule ACC-24

$1,447,915 (A)

600.791

$847,124



Schedule ACC-25

PENNSYLVANIA AMERICAN WATER COMPANY

FUTURE TEST YEAR ENDING DECEMBER 31, 2OO1

INCREMENTAL PRODUCTION EXPENSES

1. Appleton Paper

2. Jaunty Textiles

3. Lion Brewery

4. Quarker Oats

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 @ 41.49o/o

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.
(E) Schedule ACC-12.
(F) PAWC Exhibit 3-A, page 47.

464,747

124,842

386,337

256,485

8,464

4,379,905

(A)

(B)

(c)

(D)

(E)

(F)

5,620,779

504,581,228

1 . 1 1 %

$13,823,837

( ' .2)

(F)

cr  6?  oo ,1
r y  I  v v ,  v v  I

A? EOA
v v l v v v

$90_094



Schedule ACC-26

PEN NSYLVANIA AMERICAN WATER COM PANY

FUTURE TEST YEAR ENDING DECEMBER 31, 2OO1

ADVERTISING

(A)
1. Provision of Factual and Objective Data

2. Holiday Greetings

3. Commqnity Organizations

4. Miscellaneous

5. News Service and Amortization of Media

6. Promotion ltems

7. Miscellaneous

B. Total Recommended Adjustments

9. Income Taxes @

10. Net lncome

Sources:
(A) Response to OCA-V|-34.

Program

41.49o/o

$8,1  99

268

16,857

7,803

312,443

18,284

10.445

$374,299

1 5 5 , 3 1 0

$2r€€89



Schedule ACC-27

PENNSYLVANIA AMERTCAN WATER COMPANY

FUTURE TEST YEAR ENDING DECEMBER 31, 2OO1

CHARITABLE CONTRIBUTIONS - SERVICE COMPANY

1. Company Claim

2. Recommended Adjustment

3. lncome Taxes @ 41.49o/o

4. Net Income

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

$269,509

269,509

111,829

(A)



Schedule ACC-28

PEN NSYLVANIA.AM ERICAN WATER COM PANY

FUTURE TEST YEAR ENDING DECEMBER 31. 2OO1

DEFERRED REVENUE RECOVERY

1. Thomson Consolidated Electronics Deferral

2. Recovery of Deferral Over 2 Years

3. Deferral Recovery Included in Company's Claim

4. Recommended Adiustment

5. lncome Taxes @

6. Net lncome

41.49o/o

Sources:
(A) Resposne to OSBA-l-03.
(B) Line 1 /  2. See OTS-RS-I3-D.
(C) PAWC Exhibit 3-A, page 58.

$238,2i6

1  1 9 , 1  1 3

470,899

(A)

(B)

(c)

$351,786

145,968

s205sl8



PENNSYLVANIA AMERICAN WATER COMPANY

FUTURE TEST YEAR ENDING DECEMBER 31, 2OO1

SERVICE COMPANY CHARGES

1. Hewitt Consultants Charges

2. Information Systems/Customer Billing & Accouting

3. I nformation Systems/Financial

4. Total Recommended Adjustments

5.Income Taxes @

6. Net lncome

Schedule ACC-29

$53,000

154,970

265,304

$473,274

196,378

s2Z6396

(A)

(B)

(B)

41.49o/o

Sources:
(A) Response to OCA-V|-3S.
(B) 50% of test year increase, per PAWC Exhibit 3-E, Book 1, page 30.



PENNSYLVANIA AMERICAN WATER COMPANY

FUTURE TEST YEAR ENDING DECEMBER 31, 2OO1

AMERICAN WATER CAPITAL CORPORATION

1. Test Year Bi l l ings

2. Average of 1998/1999 Service Company Bill ings

3. Recommended Adjustment

Schedule ACC-30

$550,553

270,099

$550.553

41.49o/o 228.444

$322-109

(A)

(B)

4. Income Taxes @

5. Net lncome

Sources:
(A) Response to OCA-|-44.
(B) Response to OCA-VI-24



Schedule ACC-31

PENNSYLVANIA AMERICAN WATER COMPANY

FUTURE TEST YEAR ENDING DECEMBER 31, 2OO1

DEPRECIATION EXPENSE .RATES

1. Pro Forma Depreciation Expense Per Company

2.Pro Forma Depreciation Expense per OCA

3. Recommended Adjustment

$47,629,071

41,970,417

(A)

(B)

41.49o/o

$5,658,654

2,347,9744. Income Taxes @

5. Net Income

Sources:
(A) PAWC Exhibit 3-A, page
(B) Exhibit  MJM-1, page 4.

$3310580

t .



Schedule ACC-32

PENNSYLVANIA AMERICAN WATER COMPANY

FUTURE TEST YEAR ENDING DECEMBER 31, 2OO1

DEPRECIATION EXPENSE . PISNT ADJUSTMENT

1. Depreciable Plant Adjustment

2. Composite Depreciation Rate

3. Annual Depreciation Expense Adjustment

4. Income Taxes @

5. Net Income

6. Depreciation Reserve Adjustment

Sources:
(A) Schedule ACC-4 .
(B) Derived from Exhibit  MJM-I.
( C ) L i n e 3 / 2 .

$5,108,673

2.27o/o

(A)

(B)

41.49o/o

$1 15 ,865

48,076

$OZJ€E

$52332 (( , )



Schedule ACC-33

PENNSYLVANIA AMERICAN WATER COMPANY

FUTURE TEST YEAR ENDING DECEMBER 31. 2OO1

INTEREST SYNCRONIZATION

1. Recommended Rate Base

2. Weighted Cost of Debt

3. Pro Forma Interest Expense

4. Company Claim

5. Increase in Taxable Income

6. lncome Taxes @ 41.49o/o

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

$1,300,652,754

4.22o/o

$54,887,546

55.162.891 ( ' - l

$275,345

$r_14250

(A)

(B)



Schedule ACC-34

PENNSYLVANIA AMERICAN WATER COMPANY

FUTURE TEST YEAR ENDING DECEMBER 31, 2OO1

INCOME TA)( FACTOR

1. Revenue

2. State Income Tax Rate

3. Federal Taxable Income

4. Federal Income Taxes @ 35%

5. Net lncome

6. Total Tax Rate

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

100.00%

9.99%

90.01%

31.5Ao/o

(A)

(A)

(B)

58.51%

41.49o/o



Schedute ACC-35

PENNSYLVANIA AMERICAN WATER COMPANY

FUTURE TEST YEAR ENDING DECEMBER 31. 2OO1

REVENUE MULTIPLTER

1. Revenue

2. Uncollectibles @

3. PUC Assessment @

4. OCA Assessment @

5. OSBA Assessment @

6. State Taxable lncome

7. State Income Taxes @

8. Federal Taxable lncome

9. Federal Income Taxes @ 3|o/o

10 Net Income

11.  Revenue /  lncome

Sources
(A) Schedule ACC-23 .
(B) PAWC Exhibit  3-A, page 61.
(C) PAWC Exhibit 3-A, page 64
(D)  L ine 1 /  L ine 10.

0.93%

0.650/o

4.12o/o

0.03%

9.99%

100.00

0.93

0.65

0 . 1 2

0.03

(A)

(B)

(B)

(B)

98.26

9.82

88.45

30.96

(c)

(c)

(D)

57.49

7JA



Schedule ACC-36

PENNSYLVAN IA.AM ERICAN WATER COM PANY

FUTURE TEST YEAR ENDING DECEMBER 31, 2OO1

REVENUE REQUIREMENT IMPACT OF ADJUSTMENTS

1. Rate of Return

2. Non Depreciable Plant
3. Depreciable Plant
4. Accrued Depreciation
5. Cash Working Capital-Expenses
6. Accrued and Prepaid Taxes
7. Cash Working Capital-lnt. & Div.

8. At Risk Adjustment
9. Residential Revenue

10. Public Fire Proiection Revenue
11. Public Fire Protection - Coatesvi l le
12. Customer Specif ic Adjustments
13.  B i l l ing and Col lect ions
14. Penalty Revenue
15. Hershey Data Center
16. Salary and Wages - Post TY
17. Salary and Wges - Employees
18. Payroll Taxes
1 9. Incentive Compensation
20. Group Insurance
21 .  FAS 106
22. Insurance Other than Group
23. Uncollectible Expense
24. Inf lat ion Adjustment
25. Incremental Expenses
26. Advert ising
27 . Charilable Donations
28. Deferred Revenue Recovery
29. Service Company Charges
30, American Water Capital Corp.
31. Depreciation Expense - Plant
32. Depreciation Expense-Rates
33. Interest Synchronization
34. Revenue Mult ipl ier

35. Total Adjustments

($28,941 ,091)

($1,305)
(724,650)

8 , 2 1 8
(125,812)

22,997
3,938

$4,798,256
(2,128,998)

48,383
(138,870)
(525,068)
(38,274)
(11,547)
(16,697)

(537,069)
(1,354,598)

(144,713)
(238,694)
(236,301)
(4 1 5,031 )
(674,644)
(62,279)

(1,472,573)
l  q A  A 1 ?

(380,673)
(274,099)
(357,777)
(481,333)
(559,929)
(1  17 ,838)

(5,755,022)
198,603

( 1 , 1 5 4 )

($40,479,031)

38 ,706 ,315
Otu 

company ctaim

37. Recommended Revenue Reouirement Deficiencv {$1_712J_L6)



PENNSYLVANIA.AMERICAN WATER COMPANY

FUTURE TEST YEAR ENDING DECEMBER 31. 2OO1

PRO FORMA INCOME STATEMENT

Per
Companv

Schedule ACC-37

Pro Forma Recommended Pro Forma
Recommended Present Rate Proposed
Adiustments Rates Adiustment Rates

1. Operating Revenues

2. Operating Expenses
3. Depreciation and Amortization
4. Taxes Other Than lncome

5. Taxable Income
Before Interest Exoenses

6. Interest Expense

7. Taxable Income

8. Income Taxes @

9. Net Operating lncome

10. Rate Base

'11. Rate of Return

$311,643,975

117,272,202
49,724,568
10,463,257

$2,811,745 5314,455,720 ($1,772,716) $312,683,003

(2,055,134) 115,217 ,068 0 1 15,217 ,068
(5,774,519) 43,950,049 0 43,950 049

(94,544) 10 368,713 (30 ,819 )  10 ,337 ,894

$134 ,183 ,948

55,162,891

$10 ,735 ,94 '1  $144 ,919 ,889  ($1 ,741 ,897 )  $143 ,177 ,991

(275,345j 54,887,546 0 54,887,546

$79,021,057 $11,01 1,285 $90,032,342 ($1,741,897) $88,290,445

41 .49o/o 33,198,533 4,568,968 37 ,767 ,501 (722,774) 37 ,044,727

$100 ,985 ,415

$1,306,409,765

$6,166,973 $107,152,388 ($1 ,019,123)  $106,133,264

7Ji%|

$1,300,652,754

824%

$1,300,652,754

816%



APPENDIX C

Referenced Data Requests

Response to OCA-I-5
Response to OCA-I-IO
Response to OCA-I-I7
Response to OCA-I-2?
Response to OCA-I-23
Response to OCA-I-28
Response to OCA-I-44
Response to OCA-I-46
Response to OCA-VI-9

Response to OCA-VI-I1
Response to OCA-VI-14
Response to OCA-W-I7
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-t-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-3 I -D

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



ocA-r-0s Q.

ocA-I-Os A.

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

_ ocA_I-Os

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 l99l -2000 inclusive.

The company budgets its capital needs on the basis of projected
cash expendinres 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 wrrNESS: steven J. Seidl, vice president Engineering



1 991
1 992
1 993
1 994
1 995
1 996
1 997
1998
1 999
2000

375,053
2A3,741
527,O34

2,779,*4
6,567,049
6,036,641
2421,560

274,361
6,009,646
6,603,834

0.81%
0.60%
1.33%
5.52o/o
9.90%
9.56%
2.570�rt
0.30%
5.4Ao/o

10.Yo/o

PLAT{NED

46,900,655
33,91 4,326
40,149,927
53,078,357
72,876,056
69,211,360
96,639,290
90,526,923

117 ,355,274
70,460,916

ACruAL

46,425,602
33,710,585
39,622,893
50,299,523
66,309,008
ffi,174,719
sA,217,720
90,25Z.562

1 11,345,628
63,857,082

DIFFERENCE PERCENT



ocA-I-lO Q.

ocA-I-r0 A.

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

ocA-I-l0

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

Attached is 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 wIThiESS: steven J. seidl, vice president Engineering
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ocA-I-l7 a.

ocA-I-17 A.

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

ocA-I-I7

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 avaiiable through
the course of this proceeding.
a. number of actual employees broken down by tlpe (e.g.,

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

salaried, hourly, union, non-union, temporary, etc.);
c. reguiar payroll broken down between expensed, capitalized and

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

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

and other; and
f. other payroll (specify).

On March 22,2001, the Company acquired the assets and
workforce of the City of Coatesville Authority (..CCA"). As a
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 sysrem acquired from the CCA is set forth at
page 40 of Exhibit No.3-A, and detailed supporting calculations
are set forth jn Exhibir No. 3-E, Book 3. The requested
information that corresponds ro this portion of the Company's
claim is 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.

o
RESPONSIBLE wrrNEss : Maria G. Balmer, Financial Analyst
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PET{NSYLVAI{IA-AMERICAN WATER COMPANY
DOCKET NO.00016339

CA SET I, QUESTION 17

PENNSYLVANIA.AMERICAN WATER COM PANY

MONTH

JAN 1998
FEB
MAR
APR
MAY
JUN
JUL
AUG
SEP
ocT
NOV
DEC

JAN 1999
FEB
MAR
APR
MAY
JUN
JUL
AUG
SEP
ocT
NOV
DEC

JAN 2OOO
FEB
MAR
APR
MAY
JUN
JUL
AUG
SEP
ocr
NOV
ntra

JAN 2OO1
trtre

MAR
APR

1 998
1999
2000
2001

TOTAL

1089
1084
1083
1081
1090
1 086
1083
1081

, 1079
1 080
1063
1085

1081
1 081
1078
1076

.  1071
1 1 6 8
1076
1 086
1091
1093
1088
1088

1 088
1067
1065
1054
1 045
1040
1 040
1 037
1034
1 034
1 032
1 032

1 029
1025
1025
1025

1 085
1 095
1085
1 066

UNION

5 1 1
508
506
504
507
503
499
499
496
495
497
499

y7

488
488
4U
482
479
4U
494
493
480
478
478

478
469
468
4U
459
458
459
459
458
458
457
459

NON.T'NION SALARY TEMP

293
293
293
290
294
295
296
295
296
298
299
298

285
283
2U
287
289
288
288
287
287
287
287
288

0
0
0
0
0
0
0
0
0
0
0
0

0
0
0
0
0
0
0
0
0

0

298
299
297
299
298
398
299
299
300
301
299
301

236
294
293
293
291
291
293
293
298
312
? . t  l

309

309
302
302
299
296
294
291
290
289
289
286
286

301
296
295
291
290
288
290
288
287
287
289
287

287
28s
285
282

0
0
0

0
0
0
0
0
0
0

456
455
459
460

286
285
282
281

290
296
293
286

0

0

0
0
0
0

b . 497
497
491
484

298
302
301
296o



PENNSYLVANIA:AMERICAN WATER COMPANY
locKET NO- 00016339
IDCA SET I, QUESTTON 17- c. EXPENSED TOTAL EXPENSED CAPITALIZED

JAN 98
FEB
MAR
APR
MAY
JUN
JUL
AUG
SEP
ocr
NOV
DEC

JAN 99
FEB
MAR
APR
MAY
JUN
JUL
AUG
SEP
ocr
NOV
DEC

JAN 2OOO
rEE

MAR
APR
MAY
JUN
JUL
AUG
strtr

ocT
NOV
ntra

3,787,140
3,617,633
3,917,699
3,858,400
3,657,293
3,836,157
3 ,913 ,817
3,91 1,735
3,934,589
3,761,868
3 .991 ,312
4,084,603

3,339.393
3,018,750
3,178,227
3,167.932
2,948,207
3 ,051 ,691
3,154,958
3,104,075
3,1 1 1 ,938
3,087,211
3,280,858
3,376,209

6,645,485

447,747
598,883
739,472
690,468
709,086
784,466
758,859
807.660
822,651
674,657
710,4U
708,394

8,452,797

676,321
697,056
773,222
693,073
655,265
798,034
785,092
874,055
709,  1 97
988,260
702,263
658,450

9,010.288

625,747
705.598
684,236
7 6 1 . 1 4 6

3,857,204 3,139,050 71A,154
3,394.240 3.017,990 376,251
3,680,826 3,151,717 529.109
3,628,840 3,094,135 534,705
3,585.286 3,116,405 468,880
3,464,315 3,053,963 410,352
3,746,925 3,244.775 502,1s0
3,646,765 3,1 19,713 527,052
3,890,489 3,1s4,102 736.387
3,836,340 3,202,868 633,472
3,661,954 3,104.864 557.091
3,924,165 3,272,283 651.882

44,317.349 37,671.864

46,272,246 37,819,449

3,962.513
3 ,835 .718
3.786.227
3,563,721
3,804,957
3.645.344
3,815,448
4,017,040
3 .716 .335
4 ,131 .687
3.935,165
3.863,507

3,286,192
3,138,662
3,013,005
2.870,648
3,149,692
2,847,310
3,030,356
3,142.985
3 ,007 ,138
3,143,427
3,232,902
3,205.057

46.077.662 37,067,374

JAN 01
FEB
MAR
APR

4.025.996
3,925,578
3.948.903
3,813.782

3,400,249
3.219.980
3.264.667
3,052,636



PENNSYLVANI,A-AMERICAN WATER COMPANY
^-ocKET NO. 00015339
ICA SET I, QUESTION
-. ovERTtME

JAN 98
FEB
MAR
APR
MAY
JUN
JUL
AUG
SEP
ocr
NOV
DEC

JAN 99
trtrFl

MAR
APR
MAY
JUN
JUL
AUG
SEP
ocr
NOV
DEC

JAN 2OOO
r E E

MAR
APR
MAY
JUN
JUL
AUG
Dtrts
ocr
NOV
DEC

1 7
TOTAL EXPENSED

417,953 357,088
212,U2 168,342
233,949 176,571
247,241 191,096
24,719 185,579
325,094 225.895
453.753 331,407
331,394 235,918
330,845 2y,u9
360,s03 2U.087
384,100 286,443

, 354,011 295,203

3,896,403 2,992.277

556,373
227,8A4
249,167
206,940
196,920
282.986
420,568
460,952
379,342
372,339
398,747
370,749

4j22387

447,193
370,127
243,U1
193,679
268,449
294,258
361,731
377,1 55
378,740
355.260
373 ,183
429.228

4,092.A44

459,860
217 .365
206.935
204,1 65

4E8,556
1 8 6 , 1 1 3
165,824
128,745
121 ,363
154 ,911
252,681
304,557
237,0U
243,1 09
242,100
293,657

2,818.670

362,393
288.O21
150,958
131 ,970
164.672
178,558
241,418
226,358
248,050
244,5U
271,149
327,636

2,835,747

363 .316
1 57,1 60
134.453
115.271

JAN O1
FEB
MAR
APR

NONE

CAPITALIZED

60,865
44,499
57,378
56,145
59,140
99,199

122347
95,476
76 ,196
76,415
97,658
58,808

904,127

67 ,817
4.1,691
83,343
78 ,195
75,557

128,075
167,887
156,395
142,288
129.230
156,647
77,A92

1,304,217

84,800
82 ,106
92,683
61,709

143.777
1 15,700
120 ,313
150,797
130,690
1 10,696
102.034
101 ,592

1.256.897

96,544
60,205
72.482
88.894



PENNSYLVANIATAilERICAN WATER COUPANY
DOCKET NO.00016339

CA SET I, QUESTION 17
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- PENNSYLVANIA-AMERICAN WATER COMPANY
locxET No. ooo1633e
-cA sET t. QUESTTON 17

COATESVILLE

MONTH

MAR 2OO1
APR

2001

EXPENSED

MAR 01
APR

OVERTIME

MAR 01
APR

NONE

NONE

TOTAL

9,996
121JU

TOTAL

282
4,707

1 8
1 8

1 8

EXPENSED

g,996
121,1U

EXPENSED

282
4,707

0
0

0

CAPITALIZED

o
0

CAPITALIZED

TOTAL UNION NON.UNION SALARY TEMP

0
0

0

29
29

29

1 1
1 1

1 1b.

c.

d.

0
0

v
f.

o



ocA-r-22 Q.

oc[-t-22 A.

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

ocA-t-22

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 injtiated.

The aggregate annual increase in base compensation for employees
eligible for incentive compensation is 2So/obelow the aggregate
annual base compensation increase for non-eligible employees.

RESPONSIBLE \VITNESS: Robert W. Freeston. Vice President and Treasurer



ocA-r-23 Q.

ocA-I-23 A.

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

ocA-I-23

Please explain how the company determines that the achievement
of any incentive compensation goars are reached as a result of the
incentive compensation plan, as opposed to other reasons. provide
all supporting empirical data.

The company is not aware of any empiricar basis to prove the
direct causal connection the question assumes. please refer to the
Company's response to OCA-I-2I.

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



ocA-r-28

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

ocA-t-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 yes,
state rhe rinring and number of affecred employe"r. A]ro
state the projecred costs and savings of any such plan.

The conrpanv has no plans for a voluntary earl_v- retirement
program or similar force reduction program in the nexr three
years. Howe'er, the American Water System has launched
initiatives to consolidate at the Service Company level
customer conract (call center) and cenain other functions that
are currently preformed by pAWC and American,s other
water utiliry subsidiaries. As a result of these initiati'es,
PAwc anticipates that a reduction in irs employee level can
be achie'ed. Although there will be a concomitant increase
in charges to PAWC by the Service Compan.v, PAWC
expects to achieve a net savinss in annual. on-going
expenses. In addition, there will be stan-up and/or transition
costs thar rvill be borne by pAWC and American's other
r.vater utility subsidiaries. Currently, PAWC does not have
sufficient data to calculate the rever of savin_es and costs or to
identify tlre employee positions that rvill be eiiminated. The
Compan-"* anricipares that it rvill be able to provide a
reasonable estimate of such savinqs and costs shortiv.

a.

A.

a RESPONSIBLE WITNESS: Robert W. Freeston. Vice president and Treasurer



ocA-I-44 Q.

ocA-I-44 A.

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

Regarding Question 22, page
total amount billed to PAWC
each affiliate.

ocA-I-44

153, Exhibit 3-H, please provide the
in each of the past three years by

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.

(l) American Water Capiul 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 Compaay.
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
("A,AET") (Docket No. G-00990706). Under this agreement,
PAWC leases granular activated carbon for its treaulxent plants,
exclusive of those in Northeast and Montrose. A three-vear historv
of billings by area is anached.

(5) AAET (Docket No. G-00000741). Under this agreement,
PAWC leases granular activated carbon for its treatnnent 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 filine.



(7) Service Co. (Docket No. G-00880131). This is the Service
Co. contact 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:

s4,594,112
$4,723,327
s5,724,288

1998
1999
2000

o
RESPONSIBLE WTINESS :Maria G. Balmer, FinancialAnalysr



PENNSYLVANIA-AMERICAN WATER COMPANY
locxET No. ooo16s39
uDcA sET I OUES1191.,1S{

PLANT

PITTSBURGH
NORTHEAST
NEW CASTLE

HAYS MINE
ALDRICH
YELLOW BREECHES
NORRISTOWN
NORRISTOWN
HERSHEY
CEASETOWN
CEASETOWN
NEW CASTLE

HAYS MINE
ALDRICH
HERSHEY

J =-=--= .-:
- NEW CASTLE

FXPENDED

430,290
17,596

259,583

239,710
152,395
106,747
122,512
146,383
114,705
28,765

127,967
147,929

?28,653
173,3y
75,396

147,636
7,643

143,686

YEAR

2000

1999

1998

a



ocA-I-46 a.

ocA-I-46

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.

o
RESPONSIBLE WTINESS : Jo Anne Lontz. Financial Analyst



ocA I  46

LEASE AGREEMENT

TEIS AGREEMENT OF LEASE, made as ofthi *$aay otlanuary, 2000, by and berween
PENNSEVAIiIA-AI\'1EzuCAIIWATERCOMPA}{f, aPeonsylvaniacorporatiorwi6ofrcclocarcd
at 800 West Hershey Park Drive, Hershey, Penrsyivania 17033 (baeinafter refc,rred to as the'!ESSOR'), and AI4ERICAI{ WATER WORKS SERVICE COMPA}.IY, n,tc., a Delaware
corporation witb offices located at I 025 Laurel Oak Road" Voorhees, New Jersey 08043 (hereinafter
referred to as the *LESSEE').

WITNESSETE:

ARTICLE 1.
LEASED PREIVIISES

1.1 LESSOR hereby leases to LESSEE and LESSEE hereby rents from LESSOR Five
Thousand Seven Huodred Eigbty(5,780) square feet ofoffice qpace (tbe 'T-eased Preorises') on the ground
floorin anofficebuildingwhic\ togetherwiththetractofreal estateandottreri-Froveiuelrtstbereor, is
lqrown as 800 West Hershey Park Drivg Hersbey, Pennsylvania (tbe '?ropert5/), the exact description of
whicb is attached hereto, made a part hereoi and marked Exhibit.,A-.

L-2 TheLeasedPreroisessballbeusedasabusinessoffice,andsuchassociatedrsesasmaybe
necessarytoconductitsbusiness. LEssEEshallnotusetbesaidl-easedPremisesforanyotberpulpose
thanthatset forthhereianorpernitther:se ofanypartofthe sameby any otberperson or entityforany
other purpose. Assignment of this Lease is prohibited except by written permission of tbe LESSOR

ARTICLE 2.
TERM

2.1 The term ofthis Lease shail be fifteen ( 15) years (the "Term"), commetrcing on l', day of
March, 2000 and ending on the 286 day of February, 2015.

2-2 Tbe Lessee shall have tbe right" at its optiono to reoew tbe term ofthis Lease for an additional .
term offive (5) years.

ARTICLE 3.
REtiT

3.1 Annual Rent.

a (a) The LESSEE coveoants to pay to the LESSOR a rent for the Leased Premises
-- duringthefrrnyearoftbeTermatarateof$8.gjpersquarefoogoratotalof FIITy-ONETHOUS41,{D
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a SE\IENEUI{DREDTEIRTY-ONE ($51,731)DOLLARS,(tbeaforesaidannualrent" ashereinafter- adjusted,beinghereinafterreferredtoasthe"AanualRenf). AttheendofeachyearoftheleaseTerm,
theAuualRentwillbeadjustedindirwtproportiouto increaseintbeAllCities Consr:merpricelndex for
All Urban Consumers published by the Br:reau ofl*bor Statistics ofthe Uuited States Deparment ofl-abor
(the "Consumcr Price Index'), using the Consumer Price Index for January 2000 as the base index;
provided' however,rh'tinno eve,ntsballtbeAnnnalRot, afterhavingbeenadjpstedin accorda'cewith
the Consumer Price lndex, be increased by more tbat tbree (3o/o) percentper armum.

(b) The Aanual Rent for the Temr shall be payable in equal monthly instanmeuts, in
advaDce, onthefirstdayofeachmonth, withoutnoticeordemand, andwithoutabate,oent, deduction, or
set-ofi at tbe address ofthe LESSOR The fint such monthly instaiLaent in tbe amount ofFOUR
TEOUSAIID TEREE EIINDRED TEN D OLLARS At{D NINETY-TWO CENTS ($4J I 0.e2)
shall be payable on tbe Commencenrent Date.

3.2 Addidonal Rent.

(a) in addition to each monthly insta[ment ofAnnual Rent specified in paragraph 3.1,
LESSEEshallpaytoLESSoRasadditionalrentbereunder,anamouotequalto i/l2oftheproportionate
share of (i) all real estate taxes and assessme,lrts levied and assessed agaiast the Leased premises and
payableduringthetam, (ii)erebuildingmainteoance,and(iii)utiiities srppliedto tbeLeasedpreinises, and
otber reiated costs related to the Leased Prerrises, based on a tbree-year average, which sum shall be
derivedbydividingthesquarefootageofofficespaceoccupiedby LESSEET:ndertheLeasebythetotal
scluare footage of the office building occupied.

(b) As additional rent bereunder, LESSEE shell rcimluse LESSOR for all amouots
expendedbyLESSORforleaseholdinrprovenreotsconstnrctedatl,EssEE'srequest. Tbetotalasro,nt
shall be amortized in equalmonthlypayme,nts overtbslgsleiningterm oftheLease at aninterestrate equal
totheprctaxmteofrctumauthorizedbytbePerusylvaniahrblicutilitycommissionin r.F'.ssoR'smost
recent rate case, or the pretax rate of return identified or as reported iD LESSOR'S iatest rate case
settlernentapprovedbytbePennsylvaniaPublicUtilityCommissioe attherimethettheimprovem€ots are
completely installed.

ARTICLE 4.
IVIAINTENAI'{CE AND S ERVICES

4.r LESSEE shall, duringtbeTerm ofthis Lease, at LESSEE's owu eost and expeose, keep the
Leased Presrises in good order and repajr.
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f| 42 LESSORresenrestherighttodiscontinueanysenriceswhicb,duringtheTermofthislease
V theLESSOR voluntarily elects to renderbutwhich arenot expressly covenanted forinthislease. since

they do not constitute any part of the consideration for this Lease.

43 LESSOR shall see to the removal ofrefirse and rubbish &om the Leased preoises on a
regular basis.

4.4 LESSEE sball pay for all repain to and replacenreut of any part of the Leased prenrises
necessitated by damage or injury occurring in moving LESSEE's properry onto or out of the Leased
Prcrnises ortbeProperty orininstalting therein orreloovingtherefromf:cn:res andalt o&ertypes ofpropeny
ofLESSEEorresulri'gAomthenegligenceorabrseof LESSEE. Allrepainandreplace,oenaiequired
by any of the foregoing provisions shall be in quality and ciass equat to the original materials and
woricnaanshiP and shail be performed oniy by contractors and/or mechanics approved by LESSOR.

4-5 LESSEf, 5hall aslpcrrit anymechanics' orotberiiens forworic,labor, senrices ormaterials
to attach to the Leased Prernises or to the Property as a result oftbe instailation ofor rernoval of LESSEE,s
fixtures, or other properry of LESSEE. Wbenever any such lien or iiens shall be filed, or shall attacb,
LESSEEshali,withiutan(10) days ttrereafter, eitherpaytbesameorprocurethesatisfactionordiscbarge
thaeofinsuchmanneras is orshall beprescribedbylaw;provided, however, thatif LESSEEdesiresto

.-. contest any such lien it may do so provided LESSEE shall bond any such lien ia the full amoqnt tbereof,
I including accrued interest, in accordance witb the applcable iaws ofthe Commonwealth ofpennsylvania.v

ARTICLE 5.
LESSEE'S COT{DUCT AND COMPLIANCE

5.1 LESSEE shall not at any time use or occupy the Leased Premises or permit or suffer the
seme to beusedorocctrpied inviolation ofany stahrte, ordinance orotberrequiremeitt ofanygovernme,otal
authority.

5.2 LESSEE agrees tbat it wili perform or comply with all ofthe covcnants, conditions aod
agreelDents berein expressed on its part to be perforned and complied witb, and that LESSEE will,
ironediatelyuponreceiptofwrjttenootice, where noticeofnon-pafomunceornon.@Elplianceisrequired
by this Lease, comply with the requirerneot or srch notice and futa, if LRSSEE shall violate any covenarr,
conditionoragreelnentherein,whetherornotnoticeisrequted, LEsSORmayatitsoptiondoorcause
to be done any or all things provided by this Lease and in so doing LESSORshall have tbe right to cause
is ageats, eoployees, and contractors to enter upou tbe Leased Premises and in zuch event shall bave no
liability to LESSEE for any loss or damage resulting in any way from s.rch actioq and LESSEE agre6 to
pay within teo ( l0) days ofdernaad any monies paid or expeDses incurred by LESSOR in taking such
aaion, includiDg cornsel fees, any zuch sum to be collrcuble from LESSEE as additional rent berenruda.

O ^ 
53 ln the eveut LESSOR or LESSEE sbail be delayed, hind6gd or prevented from tbe- perforroance ofany act required hereunder (otber than the paymeDt ofrent or additional rent), by reason
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of act of God, fire casualty, action ofthe elanents, strikes, lockouts, other labor troubies, inability to
proqtre, or general shortage oflabor, equipment, facilities, materials or suppiic, failure oftransportation,
orofpower, govarrrnenallaws orrcgulations, riots, inzurrection, waroranyothercapsesimilarordissimilar
to the foregoing beyond the contol of tbe LESSOR or LESSEE ( a "Force Majeure Event"), the
performanceofanysucb actshall beexcr:sed fortheperiodofdelay, andtheperiodfortheperformance
ofanysucb actshdlbeextendedfortheperiodnecessaryto completeperformancefotiowingtheperiod
ofzuch delay. A Force Maj eure Event shall not affect LESSEE's obligation to pay rent and additional rent
or coustitute grounds for canceling this Lease.

5.4 AviolationbyLESSEEofthisArticleshallbeconsideredadefault,andLEsSoRshallbe
entitled to exercise dl rights and rernedies of this Lease against LESSEE.

ARTICLE 6.
FrRE TNSURANqE

5.1 LESSEE, atits solecostandocpensg shailseoreandmaintainthroughouttheTerm of this
Lease fire, casr:aity and extended coverage insurance covering the Leased Prenaisc. LESSEE shall, at its
sole cost and experse, be responsible for carrying frre and extended coverage insurance on all personal
properry and fixtures located on the Leased prernises.

7 -1 Ia the event that the Leased Prernises are totally or partially destoyed or damaged by
casralry, this Lease shall tenr"rinate absolutelyasof*redate ofsuchtermination orcasualty andtherent and
allsumspayableasreotshallabateforthebaianceoftheTermhereof. lnsuchcase, LESSORshallrefund
to LESSEE tberent and all otherchargespaidin advanceby LESSEE, apportionedtothedateofsuch
casulty, and LESSEEshailsurrenderthel-easedPrernisesimmediatelyto I rssgRv/hi&mayenterupon
and repossess thern.

ARTICLE 8.
EMINENT DOMAIN

8.1 ln the event during the Terna of this Lease, of the taking by exercise ofthepower of erninent
domain of the wbole or any part ofthe Leased Prernises or the Properfy to sucb an extent as to Exaterialiy
andadverselyafectthereasoaable conduct of LESSEE'srseofthe LeasedPremises, thi5 Leaseshall
tcrminate as oftbe date ofsuch taking. ln such event, the rent and other charges payable herer.rnder as rent
shall be apportioned to said date of termination of this Lease and LESSEE waives all gtaims againsl
LESSOR fororon account oforincideot ofzucbtaking,but expresslyreser''resany and ailrigbts availabie

^ rrnder applicable law to the LESSEE againql the conde-nor as tbe result of zucb taking.

t
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ARTICLE 9.
INDEMNIFICATION - LIABILITY INSURANCE

9. 1 LESSEE shali indernnify and save LEsS OR harmless from and against any and ail claims,
actioos, damages, iiability and expense in connection with loss oflife, persoual injury and/or damage to
propertyoco:rringinorabouf orarisingouto{tbeLeasedPrerrrises, occasionedwbollyorinpartbiany
act or omission of LESSEE its age,nts, sub-tenants, licens6, contractors, customem or ernployees. In case
LESSORshailbemadeapartytoanylitigationcommeocedbyoragainst LESSEqitsagents, nrb-tenants,
licensees, contactors, ctlstomers oreurpioyees, asaforcmentiond then LESSEE shailprotect andhold
LESSORharrrless and shall pay all costs, expenses andreasonable attorneys' fees incurred ornaid bv
LESSOR in coruection witb such iitigation.

92 LESSEEshall,atalltimesdruingtheTermbereof,keepinforceatitsowDexpense:pubiic
liability and casualty insrrance in companic doing bnsiness in Penrsylvania acceptabie to LESSORnaming
LESSEE as the insrrred parry, and LESSOR as the additional insured., with limits ofnot less than FivJ
Hundred Thousand Dollars ($500,000) on account ofbodilyinjuryto ordeath ofanyoneperson andnot
lesstban OneMillion($ 1,000,000) Dollars onaccountofbodilyinjurytoordeathofmorethanoneperson
aodnotlessthanFiveHundredTborsand ($500,000) Dollan on accountofloss ordamagefrom anycar:se
totbeProperty of LESSEEon theleased Prernises as theresult ofany one accident ordisaste6 provided
furtherthatsaid casraityinsranceshall irsure LEsSEEagainsanylossitmayincr:rasarespltofdamages
to any interest LESSEE may have in this Lease, in betterments and in leasehold improve@@ts, wbether
made by LESSOR or LESSEE.

9.3 LESSEE shall, at all times during the Term ofthis Lease, be responsible for all darnage to
the Leased Prernises caused by burglary, robbery, vandalism ormaiicious mischief, and shall maintain
insurance for that purpose.

9 '4 LESSEE shall furnish to LESSOR, at least one ( I ) day priorto the Corunencesrent Date
and at least ten ( l0 ) days prior to each asrivenary date thereof, copies of policies or certificates of
insrance evidencing coverages required by this Lease. LESSEE shaii also furnisb evidence ofrenewals
of such policies prior to the expiration of sr-e.

95 LESSEEshall besolelyresporsible forprocnringtheaforesaidliabiiityinsgraceandcas:alty
insumnce on the contents ofthe Leased Preroises, and LESSEE's failue to procure agy insgrance shall
not impose any liabiliry upon LESSOR.

ARTICLE ].0.
wArvER OF SUBROGATION

10.1 Each of the Parties hereto hereby waives all rigbts of subrogation and rigbts of recovery

-O 3gtfuj}. 
otber and against its agents, servants and employees, for any and all losses incurring to the

- tsasedPremisesand/ortoanyFoperty,whetherrealorpersonalcontainedtherein,duriDgtheTermofthis
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Lease (or any renewal or extension thereof), whether or not caused by the fault or negiigence ofthe other
party, or its agents, sewallts, or ernployees or whether or not the other parry, or its ageots, ssrvants, or
e,rrployeesshall, inanyway,have contibutedto zuchloss, to the extentofthereleasingparty's iusurance
coverage.

ARTICLE 11
CHAI{GE BY LESSOR

11.1 LESSORshall aisohavetheright at anytime, withoutthe same constituting an actual or
constnrctive eviction and without abatement ofrent orbcurring any liabiiifyto LESSEE to make changes
totheLeasedPrernises, includingbutnotlimilgd 1e enteringupontbeLeasedPrenrisesto instal,repair, or
maintain any present or future pipelines orutiiity service iines, provided that LESSOR does not deny
LESSEEaccesstotheLeasedPrernises orunreasonablyinterferewithtbeconductof LESSEE,sbT:siness
activities.

ARTICLE 12.
END OF TERM

l2-l Upon the expiration orothertenrrination ofthe Term ofthis Lease, or any extension or
renewal hereof, LESSEEsbail quit" srrenderanddeliverto LESSOR&eLeasedPreoises ingoodorda
and repair, reasonable wear and tear and damage excepted, and LESSEE shall remove ail of i1, trade
fixtures and equipment. LESSEE's obligation to observe orperform this covenantshall survive sucb
expiration or other termination.

12.2 If LESSEE l€tains possession of the Leased Premises or any part thereof after the
termination ofthis Lease, LESSEEshallpayLESSORas agreedrent dr:ring anyzuchunlaurfirlretentiog
an aslount, calcuiatedon aperdiembasis foreach day ofsuchretention, equaltonricetheAnnual Rent
applicabletothelastmontboftheTermofthisLease,forthetime LEsSEEranainsinpossessioo. Without
limitinganyrightsandreroediesofLEsSORresultingfromthewrongfulboldingoverby LESSEE,oT
creatinganyrighth LESSEEIo continueinpossession oftheLeasedPrenises, all LESSEE'sobligations
with respect to the use, occupancy and maintenance ofthe Leased Prernises shall continue dgriog sucb
period of rurlawful retention.

123 LESSEEshallisdeff'nifyandholdharmlessLEssgRfromandagaiastanyandallliability,
loss, damage, costaod expeose suffered, incurred orthreatened asaresultofanynotice,complabt, clainq
deroand, zuit, controveNy, order, miljudgnent, stahrte,reguiationorotberlegalrequirer:oen! including
without limitation of the generality of the foregoing, court costs, attomeys'and consultants' fees,
environmeotal clean-up costs, naturalresources d"mages, fines, penalties gsd darna€iestopersons,personai
ProPelty,rcalproperty, andbrsiness enterprises, includingany and ati claimsandliabilities arisingoutofor
relating to tbe Leased Precoises, or any release or threat of release of anyhazardors subsunce, other
pollutarrt slsenlami4alt orwaste ofanykindia on, under, orfromthe Leased Premises, ail to tbe extent
arising from and as ares,rlt of LESSEE's failure to comply with any environmental law, rule orregulation.
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Notwithstanding any thing to tbe confary in the Lease, the provision ofthis indernnity shall s'rvive the
palment, release, foreclosure, satisfaction, termination, discbarge, or other disposition of this Lease.

ARTICLE 13.
ACCESS TO PREMISES

13.1 LESSOR and LESSOR's agents shall have tbe rigbt to enter tbe Leased prenrises at
reasonable times to examine the same, or to make such installations, repairs, or additions to the Leased
Premises (including but uot iimited to utiiity lines) to the Properry as LESS oR may <ieern necessary or
desirable, and LESSOR shall be allowed to take all material into and upon the Leased prernises thatmay
be required without the same constituting an eviction of r .ESSEE in whol e or in part and the rent reserved
sbail in no wise abate while tbe irutallation, repairs, or additions are bei:lg made, by reason of loss or
intemrption of business to LESSEE, or othennise.

ARTICLE 14.
ASS IGNMENT/ S UBLETTING

14.1 LESSEE shall not voluntarily, involuntarily or by operation of iaw, assign, tansfer,
mortgage,pledgeorotberwiseencrrrnberthis Lease, all oranypartof LESSEE's interestinthisLeaseor
LeasedPremises, in wholeorinparg orsublettbewhole oranypart ofthe Leasedpreraises, withoutthe
prior wrinen consent of LESSOR.

142 LESSoRshallhavetherighttouansferandassig4inwholeorinpartallandeveryfeature
and obiigation hereunder and in the Leased Prenrises, the Property and improvements referred to herein,
and such transfer or assignment may be made to any pemon and shall be in all things respected and
recognized by LESSEE.

ARTICLE 15.
SI.IBORDINATION

15.1 This Lease and all ofiu terms, covelants and provisions are nrbordinate to tbe liens ofany
mortgageormortgages as noworhereaftershallbeplaced from timeto tioeupontbePropertyandro any
lssgrs,rnls, cxtension,msdificatignsorconsolidatioru thereof, and to all advancesheretoforeorhereafter

' made from time to time upon the security thereofwithout the necessity ofany fi:rtberinstrurnegt or ac1 on
tbe part of LESSEE to effect subordinatioa.

ARTICLE 16.
DEFAULT

15.1 Ifat any tirne LESSEE shall fail to remedy any default in tbe payr:nent ofany sum due under

-JbeoherprovisioDs,covenantsorconditiorsoftbisLeasetobekeptorpedormedby 
LESSEEwithiDtrtrty
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(30)days afternotice,orif LESsEEabandons theLeasedPremises, orif LESSEEbreaches anyobligation
underthis Leasewhichcannotbecr.rd tbeninanyzuchevent LESSORmayatLESSOR's option and
wittroutlimitingLESSORintheexerciseofanyotherrigbtorranedy LEsSORmayhaveonaccountof
such default, and without any firther deraand or uotice, re-enter tbe Leased Pre,nises, with or without
process oflaw, andrepossessthesane, andtbe LESSEEshall vacatesaidLeasedPnemises withoutfinttrer
notice. Suchrepossessionshallnotbeheldtobeawaiverofanyotherrernedywhich LESSORmayhave
for recovery ofsuch breach.

ARTICLE 17.
qurET ENJOyNIENT

17.l LESSoRcovenantswithLEsSORthatuponLEsSEEpayingthenotandobsenringand
performing all tbe 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

f8.1 AilnoticestobegivenrlrderthisLeasesbailbedeerredsufficientlygivenoniyifinwriting
andsentcertifiedmail,retumreceiPtrequested,addressedtothe LESSORortheLESSEE'respectively,
at the ad&esses set forth above, or such other address as either parry may designate by notice given in the
menner provided in this Article. Notices sent by certified mail shall be deemed received as ofthe date set
forth on the return receipt.

ARTICLE 19.
SUCCESSORS Ar{D ASSIGNS

r9.1 Alirights,obligationsandliabiiitieshereingivento,orimposedupontberespectiveparties
hereto, shall extend to and bind the several respective heirs, executors, adminis6ators, zuccessors and
assigns ofsaid parties, except as otbqrvise expressly provided.

ARTICLE 20.
COMMON AREAS

20.1 LESSORshallmaiotainthe courmouar€as ofthePropertyingood orderandrepair,wbich
sballbefortbejoiltrseofLESSEEandLESSOR LEssEEshalibavetherighttorsetbecomrnonareas
and the Leased Prem.ises at any time of the day.

o
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ARTICLE 21.
NO RECORDING OF LEASE

zL.l Tbe parties agee that this Lease shall not be recorded.

ARTICLE 22.

zz,r Theiawsoftbecommonwealthofpenuyrvaniashail govemtbevalidity,performanceand
enforcement of this Lease.

ARTICLE 23.
qoNprTIoN PRECEpENT

23.l Nonvithstandinganyo&erSectionofthisl-ease,pursr:anttoChapter2l ofthePennsylvania
hrblicUtiiityCode, this Lease shallnotbecomeeffectiveuntil approvedinwritingbythePeansylvania
hblicUtiliryCommission ShouldtbePennsylvaniahrblicUtilityCommissionfriltograntinapprrovaf tbis
Lease shall become null and void.

a INWTTNESSWHEREOF,andintendingtobelegallyboundthereby,thepartiesberetohave
- hereunto settbeirbands andsealsuotothis Leaseandcarsedittobeexecutd thedayandyearfintnnitteo

above.

Robert V/. Freestoo
Vice President and Comptroller

AIvIERJCAI.I WATER WORKS SERVICE

AfiEST:

ATTEST:
COMPAi.ry, INC. 7 t .gss..

Vice President and Comptrolicr

a
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THIS ADDEIIDI/M (hereafter referred to as "Addendr:m') is made and eotered i'to this l3r
day of Marcb' 2001, by and betweeo PENNSIT,VAIIIA-AN,IERICAI.I WATER COMpAlrry, a
Peonsylvania corporatioq witb offces at 800 West Hershelpark Drive, Hc,rshey, pe,nnsytvani a 17033
(hereinafter referred to as "LESSOR'),

AhiD

AI4EzuCAI{ WATER WORKS SERVICE, COMPAI\ry, D.iC., a Delaware corporation
with offices located at 1025 Laurel oak Road, voorhees, New Jersey, 08043 (hereinafter referred to
as "LESSEE").

WITNESSETH

WHEREAS' LESSOR is the owner ofreal proper{y improved witb a two story building (the'tsuilding" or "Pre'mises') sinrated at 800 West Hersheypark Drive, Hershey, pennsylvaniq (tbe'?roperq/); and

WHEREAS, tbe parties e'ntered into a Lease Agreement on or about January 24,2000 (tbe"Lease Agreement') whereby LESSEE leases approximately Five Thorsand Seve,n Hr:ndred Eighty
(5'780) square feet of floor space on the first floor of the Building at 800 west He6heypark Dd;,
Hershey, P ennsylvania (the ..Leased pre,nises')

WHEREAS, by and tbrougb this Addendum to Lease Agreement (the "Adde,ndr:m.) LEssEE
desires to lease additionai space in tbe Building which shall be refe,rred to as the..Additioual Leased
Prenises" and which shall consist of approximately Three Thousand Two Hnndred and Fifty-One
(3'251) square feet of floor sPace on tbe first floor of tbe Building which is in addition to tbe origilal
Five Tbousand Seven Hundred Eighfy (5,780) square feet of floor space on the first floor.

WHEREAS, LESSOR desires to Lease tbe Additionat Leased Premises to LESSEE upon the
terms and conditions set forth in this Addendr:o which, in Do way aiters el diminicles tbe terms and
conditions set forth in the Lease Agree,meo! whicb shall lsroai! fut full force and eft'ect.

NOw, TI{EREFORI, in consideration of the muhral promises contained h€rein aod intending
to be legally bo'nd hereby, tbe parties agree as follows:

-O
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ARTICTJ 1A]\{EI\TDED
LEASED PREMISES

1.1 Leased hemiss. LESSOR hereby leases to LESSEE and LESSEE herebv
leases

fron IJSSOR the Additional Leased Premises.
ARTICLE 2.

TERM

2-l The term of this Lease shall.be fourteen (14) years (the "Term"), commencbg on I'
day of Marcb, 2001 and ending on the 2Bh day of February, ZOIS.

2-2 The Lessee shall have the right, at its optioD, to renew the term of this Lease
Addendum for an additional term of five (5) years.

ARTICTJ 3
RENT

3-1 Additional Annual Rent (a) IJSSEE will pay to LESSOR aa annual rent for
the Additional Leased Premises during the Term in the anount ofForry-Five Thousand Five
Hundred Fourteen ($45,514) Dollars, (the aforesaid annuat reat being hereinafter referred to as
tle "Additional AnnualRent"); (b) The "Additional Annual Rent" for each applicable lease year
shall be payable by LESSEE to LESSOR in equal monthly insallments of onl-twelfth (l/t2j of
said Additionai AnnualRent, or Three Thousand Seven Hundred l.iiaery-Two Dollars and Eighfy-
Three Cents ($3,792.83), in advaoce on the first day of eacb caiendar montb, without notice or 

-

demand, and without abatement, deduction, or set-ofi, at tbe address of the LESSOR The first
snrch montbly installnent sball be payable on tbe Commeocemeut D8te. The rent for aoy
fraaional montb at tbe beginning or end of the term ia which LESSEE has ocanpied the
Additional Leased Premises shall be prorated on a per diem basis based on a three hundred sixty-
five (365) day yezr. Rent shall be paid to LESSOR at its address sEt forrh in this "Addenduu'i
or at nrch other address as LESSOR may, from time to time, specify by writteu notice to
LESSEE.

(a) At the end of each year of the Lease Tero, the AdditioDal Arnul Rent will
be adjusted in direa proportion to increase in the Ail Cities Consumer Price Indoc for All Urbaa
Consumers published by the Bureau of Labor Statistics of tbe United States Departrrent of Labor
(tbe "Consumer Price Index"), using the Consumer Price Index for ldarch 200i as tbe base indsg
provided, however, that in no event 5hall $e Additionat Annual Rent, after having been adjusted
in accordance with the Corsumer Price Index, be increased by more that tbree (3%) perceot per
aanum.

o
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3.2 Additional Rent

(a) in addition to each mouthly iastalbnent of Additioual Anmal Rat specified in
Paragraph 3'i, LESSEE shall pay to LEssoR as additional rent hereuuder, an amount eq,ral to l/r2
of tbe proportionate share of (i) all real estate taxes and assessneats levied and assessed against the
Pre'mises and payable during the term, (ii) tbe building maintenance, and (iii) utilities ,oppti"a to the
Prcmises, and othcr costs related to the Additional Leased Pre,oises, based on a tbree- yoi ,uoug,
which sum shall be derived by dividing tbe square footage of offce space occupied by LEssEE under
the Lease by tbe total square footage of the office buiiding occupied.

(b) As additional rent h€reunder, LESSEE shall reimbruse LESSOR for aliarnounts expended by LESSOR for leasebold improvements constmcted at LESSEETS requesl The
total amount shail be amortized in equal montbly payrrents over the ls6aining te,rm of tbe Lease
Addendum at an interest rate equal to the pretax rate of return authorized by the pennsylvania public
utility cornmission in LESSOR's most recent rate case, or the pretax rateofretun identified or as
reported iD LESSOR'S latest rate case settlemeot approved by the Pennsylvania public Utiliry
commission, at the time that the improveorents are completely insalled.

ARTICLE 4.

4'1 LESSEE sball, during the Term of this Lease Addendum, at LESSEE,s own cost and
expense, keep the Additionai Leased prenrises in good order and repair.

4'2 LEssoR reserves the right to discontinue any senrices whic\ during the Term of this
Lease Addendum tbe LESSOR voluntarily elects to render but whicb are not expressly coveiranted forin this Lease Addendum, since they do uot coustitute any part of the consideration for this Lease
Addendum.

43 LESSOR shall see to tbe rernoval of refr:se and rubbish from tbe Additional Leased
Premises on a regular basis.

4'4 LESSEE shall pay for all repairs to and replaceme,nt of any part of tbe Additionai
Leased Prem'ises necessitated by d^mzgg or injury occurring in moving LESSEE's properfy onto or
out of tbe Additional Leased Prem,ises or the Property or in irutalling tberein or removing therefiom
fixtures and all other types of property of LESSEE or resulting fron the negligence or abr:se of
LESSEE' All repain and replacemeots requhed by any of the foregoing prorririo* shall be in qpality
and class eqnal to the original materials and workmanship and shail be performed only by contractors
and/or mechanics approved by LESSOR-a
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4-5 LESSEE shall uot permit any mechanics' or other liens for worl<, labor, senrices or
materials to attach to the Additional Leased Preurises or to the Property as a result of the installation of
or removal of LESSEE's fixhres, or other property of LESSEE. Whe,lrever any sgch liea or liens
sball be file4 or shall attac\ LESSEE shell, vithin ten (10) days thereafter, eitherpay the same or
Procure tbe satisfaction or discharge thereof in such manner as is or shall be prescnbed by law;
provided, however, that if LESSEE desires to contest any such lieo it may do so provided LESSEE
sball bond any such iien ia tbe full amourlt thereo{, including accrued interes! in accordance with the
applicable laws of the Co-"'onweaith of pansvlvania-

ARTICLE 5.
, LESSEE'S CONDUCT AND COMPLIANCE

5.1 LESSEE sball not at any time use or occupy tire Additional Leased pre,nises or permit
or s;uffer the same to be used or occupied in violation of any statute, ordinance or other requirelnent of
any governmental authority.

5-2 LESSEE agrees that it wilt perfomr or comply with all of tbe covenatrts, cond.itions and
agreements herein expressed on its part to be perforned and complied with, and that LESSEE will,
immediately upoD receipt of written notice, where notice of non-perfounagce or nog-compliance is
required by this Lease Addendr:m, comply with tbe requirement or such uotice aod furtber, ifLESSEE
shall vie|31e aDy covenan! conditio! or agreement herein, whether or not notice is required, LESSOR
may at its option do or cause to be done any or all rhings provided by this Lease Addendum and in so
doing LESSOR shall have the rigbt to cause its agents, employees, and con6actors to enter upon the
Additional Leased Premises aod in such event sball have no liability to LESSEE for any loss or da,,,age
razuiting in any way from such action; and LESSEE agrees to pay within ten (i0) days of demand ary
monies paid or expenses incured by LESSOR in taking sucb action, including cognsel fees, any zuch
surn to be collectible from LESSEE as additioaal rent berer:nder.

5J In the event LESSOR or LESSEE shall be delayed, hindered or prevented &om tbe
performance of any act required hereunder (other than tbe payueut of rent or additioual rent), by
reason of act of God, fire casualty, action of the elements, stikes, lockouts, other labor troubles,
inability to Procure, or general sbortage of labor, equipment" faciiities, materials or supplies, fail:re of
transportation, or of power, governmental iaws or regulatious, riots, irurrectioq war or any otber
cause similu'or dissimilar to tbe foregoing beyond the control of tbe LESSOR or LESSEE ( a "Force
Majerue Eveot"), tbe performance of any such act shali be exclsed for tbe period of delay, and the
period for tbe performance of aoy such act shail be extended for tbe period Decessary to complete
performance following the period of such delay. A Force Majepre Event sball not affect LESSEE's
obligation to pay reut and additional reot or constitute grounds for caoceling this Lease Ad.dendum.
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5.4 A violation by LESSEE of this Article shall be considered a default, and LESSOR shali
be e'ntitled to exercise ali rigbts and re,oedies of this Lease Addendum agailst LESSEE.

ARTICLE 6.
FEIE INSURAITCE

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

1.7 In the event that the Additionai Leased Prem.ises are totally or partially destoyed or
damaged by casualty, this Lease Addendum shail terminate absolutely as of tbe date of sucb terainatioa
or casualty and the rent and all sums payable as rent shall abate for the balance of the Term AddEndum
hereof. ln such case, LESSOR sball refund to LESSEE the reut and all other charges paid in advance
by LESSEE, apportioned to the date of zuch casualty, and LESSEE shaLl nrrender the Additionai
Leased Pre,mises irnmsdisfsly to LESSOR which may enter upon and repossess thern.

ARTICLE 8.
EMINENT DOIVIAIN

8.1 In the event duriag the Term of this Lease Addendnm, of tbe taking by exercise of the
Power of eminent domain of the whole or any part of tbe Additional Leased Prenrises or the Property
to such an extent as to materiatiy and adversely affect the reasonabie conduct of LESSEE,s use of the
Additional Leased Prc,oises, this Lease Addendum shall teroinate as of the date of zuch tahng. ln
sucb event the re,lrt and other charges payable hercunder as re,nt shall be apportioned to said date of
termination of this Lease Addendum and LESSEE waives all claims against LESSOR for or on
accouDt of or incident of such taking, but expressly resenres any and aU rigbts available gnder applicable
law to the LESSEE againsl the condcmnor as the resuit of sucb talcing.

ARTICLE 9.

9.1 LESSEE shall indemnify and save LESSOR harmless from and agains any and all
slnims, actions, damages, liability and expense in connection with loss of life, p€,rsonal rnjgry and/or

^ dqma$c to ProPerty occurring in or about, or arising out of tbe Additional Leased pre,:reises,

=1- occasioncd wboliy or in part by any act or omission of LESSEE, its age,nts, sub-tenants, licenses,

ARTICLE 7



ocA I  46

cotrtactors, custome,tT or e,o.ployees. In case LESSOR shall be made a parfy to ary litigation
commenced by or a$airsl LESSEE, its agents, sub-tenants, iicensees, contracto$, ctstomers or
e,oployees, as aforenoentioned, theo LESSEE shall protect and hold LESSOR harmless aod shall pay
all cos8, expenses and reasonable attomeys' fees incurred or paid by LESSOR in connection with
such litigation.

92 LESSEE sball, at all times during tbe Tero bereo{ keep in force at its own expense:
public liabilily and casualty iasurance in companies doing business in Pennsylvania acceptable to
LESSOR saming LESSEE as the insrued party, a:rd LESSOR as tbe additional insured, witb limits of
not less tban Five Huodred Tborsand Doilars ($500,000) on account of bodily injr:ry to or death of any
one persotr and not less tban One Million ($1,000,000) Dollars on account of bodily injury to or death
of more than one person and not less than Five Hnndred Thousand ($500,000) Dollars on account of
loss or damage from any cause to the property of LESSEE on tbe Additional Leased Prem.ises as tae
resuit of aoy one accident or disaster; provided furtber that said casualty insurance shall insu's
LESSEE ageinsl any loss it may incu as a result of dnmages to any interest LESSEE may have in this
Lease, in betterments and in leasehold improve,ments, whether made by LESSOR or LESSEE.

93 LESSEE shall, at all times drring the Term of this Lease Addendum, be responsible for
ail danrage to tbe Additional Leased Prerrises caused by br:rglary, robbery, vandalisrn or malicious
mischief, and shall6aiatain insurance for that pupose.

9.4 LESSEE shall fumisb to LESSOR, at least one (1) day prior to tbe Commencerneot
Date and at least ten (10 ) days prior to eacb anniversary date ttrereo{ copies of poiicies or cfiificates
of insurance evidencing coverages required by this Lease Addendum. LESSEE shall also fi:rnish
evidence of renewals of such poiicies prior to tbe expiration of same.

9.5 LESSEE shail be solely responsible for procuring tbe aforesaid liability insrance and
casualty insuraoce on tbe contents of tbe Additional Leased Prenises, and LESSEE's failure to
procure any insurance shail not impose any Iiability upon LESSOR.

ARTICLE 10.
WAWER OF SUBROGATION

10.1 Eacb of tbe pa:ties hereto baeby waives aU rigbs of nrbrogation and rights of recovery
agaimt the otber and against its agents, servatts and employees, for any and all losses iracurriog to tbe
Additional Leased Prenises andJor to any property, wbether real or personal contained tbereiq dr:ring
tbe Term of this Lease Addendum (or any reaewal or extension thereof), whether or Dot caused by tbe
fault or Degligeoce of tbe otber party, or its ageirts, seryatrts, or ernployees or wbethcr or not tbe othcr
party, or its ageots, seryants, or ernployees shell, in any way, bave conEibuted to srch loss, to the
extent of tbe releasing party's insrrraace coverage.
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ARTICLE 1.1
CHANGE BY LESSOR

11.1 LESSORshall aiso havetherightatauyri-e, withouttheseme constitutinganactual or
constructiveevictionandwitbouabataentofrentorincuninganyiiabilityto LEsSEE'tomakechanges
to tbe Additionai Leased Prenrises, including but Dot limitsd to eoterirg upon the Additional Leased
Prernisesto instali, repair, ormaintainanyprese,atorfutr:repipelines orutilitysenricelines, proyjdsd that
LESSORdoes not denyLESSEEaccesstotheAdditional LeasedPrenises orunreasonablyinterfere
with the conduct of LESSEE's business activities.

ARTICLE 12.
END OF TERM

l2-l Upon the expiration or other termination of the Term of this Lease Addendruq or any
octensionorre,newalhereot, LESSEEstrall quit, surrenderand deliverto LELSSORtbeAdditionalLeased
Premises in good order and repair, reasonable wear and tear and damage excepted, and LESSEE shail
re,move all ofits trade fixtr:res aad equipment. LESSEE's obligation to observe orperform this cov@ant
shall snrvive such expiration or other termination.

122 If LES SEE retains possession ofthe Additional Leased Premises or any part thereof after
tbe termination ofthis Lease Addendum, LESSEE shall pay LESSOR as agreed rent dr:ring any zuch
r:nlaurful retention, an amount, calculated on a per die,o basis for each day ofzuchrae,lrtion, eqgai to twice
the Additioad Annual Re,nt applicable to the last montb oftbe Term ofthis Lease Adde,udr:ro, for the time
LESSEEremainsisps55ession- Withoutlimitinganyrigbsaod.remediesof LESSORresultingfromthe
wrongfirlhoidingoverby LESSEE, orcteating anyrightin LESSEEto continueinpossession oftbe
Additional Leased Prennises, ail LESSEE's obligations witb respect to tbe use, occ'pancy and
maiatenance of the Additionai Leased Prenrises shall contiaue during zuch period of rrlsurfi;1 retention.

123 LESSEEsballinde,nnifiandholdbarmless LESSORSonadaginstayandallliability,
loss, damlge, costand expensenrffered, incurred ortbreatenedas aresultofanynotice, compiaing claim,
deman4 zuit, controvsrsy, order, writ, judgme,nl statute, regulation or otha legal requiremen! including
witbout limitation of tbe geireraiity of the foregoing, court costs, attot1eys' and consuitants' fees,
eovironmental clean-up costs, natuzl resornces damages, fines, peoaltic md d-.ages to persons, penonal
proPerfy, real property, andbusiness eaterprises, includingaDyand all claios andliabilities arisingoutof
or reiating to the Additional Leased Prernises, or any release or tbreat of release of any hazardors
substance, ofterpoiirtatorcootaminantorwasteofanykindiaon,unda, orAomtheAdditionalLeased
Prernises, all to the exteat arising from and as a result of LESSEE's failure to comply with any
euviro"mentallaw,ruleorregulatiou Notwithsandiuganyrhingtotbecongzryirabel-eas€,frep,rovision
oftbisindemnityshell sunrivethepaymeot,release,foreciosre, satisfictiorLtprmin^rioadischage, oro6er
disposition of this Lease Addendua.
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ARTICLE T3.
ACCESS TO PREMISES

13.1 LESSOR and LESSOR's agents shall have therigbtto entertheAdditioual Leased
Premises atreasonabletimestoexamiuethesame, ortomakesuchinstallations,repairs, oradditionsto
theAdditionalLeasedPr€mises(inciudinglutsetlimitdtoutiiityline)tothePropertyas LESSORmay
dee,m necessary or desirable, and LESSOR sball be allowed to take alt material into and upon the
Additionai I-eased Premises that may be required witbout tbe same constituting an eviction of LESSEE
inwholeorinpartandtherentreseryed5hall issewiseabatewhiletheinstaliation, repairs, or additions
are being made, by reason of loss or intemrption of business to LESSEE, or o&enrise.

ARTICLE 14.
ASSIGNMENT/ SUBLETTING

14.1 LESSEE sball not voluntarily, involuutarily orby operation oflaw, assign, transfer,
mortgage,pledgeorotheruriseencunberthis LeaseAddendum, all oranypartof LESSET'"sinterestin
thisLease AddendumortheAdditionalLeasedPrem,ises,inwholeorinpargorsubletttlewboleorany
part of tbe Additional Leased Prenises, rvithout the prior written consent of LESSOR.

142 LEssORsballbavetherigbttotransferandassign,inwholeorinpartallandweryfixtue
audobligationhereunderandintheAdditionaiLeasedPreoises,tbePropertyandimproveme,lrtsreferred
to hcrein, and suchransfer orassignmeotmaybemadeto anyperson and sball!siD all thingsrespected
and reco8nized by LESSEE.

ARTICLE 15.
SUBORDINATION

15.1 This Lease Addendnm and all ofits terms, covenants and provisions are subordinate to the
lieos ofanynortgageornortgagcasnoworhereaftexshall lsplacedfromtimeto timeuponthePr,operry
andto anyrenewals, extension, modifications orcoasoiidations tbereof, and to all advancesberetoforeor
bereaftermade&omtimeto rimeupontbe securitytbereofwithouttbenecessity ofaayfirrtherinstnrment
or act on the part of LESSEE to effect sulssdinatiea.

ARTICLE T6.
DEFAI'LT

16.1 Ifatanytime LESSEEshall ffitoEnedyanydebultinthepalmentofanysumdueunder
thisLcaseforfiSeen(15) days, withoutnoticetbereof, orfails to remedyany defaultwitbrespectto aty
of tbe otberprovisions, coveuants or cooditions of this Lease Addendr:m to be kept or pcrformed by
LESSEE within thuty (3 0) days after notice , or if LESSEE abandons tbe Additional l-eased Premises, ora
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f ifLESS.EEbreachesanyobiiguionundq'thislsseAddendumwhic.hcannotbecured, theoinanyzuch
eveotlBssORmayatLESSOR'soptionandwitboutiimitingLEsSORintbeocerciseofanyotberrigbt
orrcoredyLESSORmayhaveon accountofzuch defautt, andwithoutanyfirtherd.'r,a.dornotice,re-
entertheAdditioual LeasedPreaises, witborwitboutprocess oflaw, and,repossessthesame, andtbe
LESSEEshall vacatesaidAdditionalLeaseclPrremiseswitboutfifihernotice. Suc.hreposssssiesshell ns1
be held to be a waiver of any other re,medy which LESSOR may bave for recovery of zuch breach.

ARTICLE 17.
OUMT ENJOYIVIENT

17.l LESSORcovenantswithLESSORthatuponLESSEEpayingthcre,ntandobseruing
andperformingallthe'terms, coveoantsandconditions,on LESSEErspattobeobue*"a-aperformed,
LESSEEmaypeaceablyandquietlydoytheAdditionalLeasedPremiseszubjec!nEvertheless,tothe
terms and conditions of this Lease Addendum.

ARTICLE 18.
NOTICES

18.1 Allnoticestobegivenunderthis LeaseAddeodrmr shall !s dsemednrfrcieotlygivenonly
ifinwritingandsentcertifiedmail,returnreceiptrequested,addressedtothe LESSORoTtheLESSEE'
respectively, at the addresses set fortb abovg or nrcb other address as either party may designate by noti ce
giveninthemannerproviddinthisArticie. Noticessentbycertifiedmailshallbedee,Eedreceivedasof
the date set fortb on the return receiot.

ARTICLE 19.
SUCCESSORS A}{D ASSIGNS

l'9.1 All rights, obligations andliabititieshereingive,:r to, orimposedupontberespectiveparties
hereto, shall extend to and bind the several respective beirs, executors, nrtministrators, successors and
assigns of said parties, except as otberwise expressly provided.

ARTICLE 20.
COMMON AREAS

20.1 r 'F-s$Qf,shall maintainbecorrmonareas ofthePropertyingoodorderandrepair,which
shall fs fortbejointuseof LESSEE andLESSOR LESSEE sballhavetberighttopsethe common
areas and the Additional Leased Prenises at any time of tbe day.
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ARTICLE 21.
- -NO RECORDING OF LEASE

2l.l Tbe parties agee that this Lease Addendum shall sel be recorded.

ARTICLE 22.
APPLICASLE LAW

22-r Therawsofthecommonwealthofpennsylvaniasha[govenrberralidity,perforoanceaad
enforce,ment of this Lease Addendum

ARTICLE 23.
cotvDlTrolt PRECEpENT

23.1 Notwitbstanding any other Section ofthis Lease Addendunq purnrant to Chapter 2 I ofthe
Pennsyhania h$lic Utility Code, this fease Addendr:m shall not become effective unfl approved in q'riting
bythePennsylvaniahrblcUtilityComrnission ShouldthePennqyiraniahrblicUtilityCornmissionfailto
grant its approval, this Lease Addendum shall become null and void.

IN WTTNESS WEEREOF, and intending to be legaliy bound tbereby, tbe parties hereto have
hereunto set tbeirbands and seals unto this Lease Addeodum and caused it to be execute4 the day and
year first writteo above.

A},IERICA}I WATER WORKS SERViCE
COMPAI'ry, NC., Lessee

AMEzuCAI.I WATER

Robert W. Freeston
Vice president and Treasurer

1 0
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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

TOTAL

NCREASE TO REVENUES

SQUARE
FOOTAGE

SQUARE
FOOTAGE

5,79A
3,251
9,031

COST PER
SOUARE

FOOT

$22.37
$22.37

TOTAL
LEASE

REVENUE

$129,299
$72,725

s202,024

5,780
3,251
9,031

COST PER
SQUARE

FOOT

$22.37
s27.42

TOTAL
LEASE

REVENUE

$129,299
$89,142

$218,441

$16,417

o



ocA-vl-09 Q.

ocA-vl-09 A.

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

OCA-VI.O9

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 l, 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



ocA-vl-r r o.

ocA-vl-]1 A.

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

ocA-vl-t I
Rcgarding Appendi.r A to Starernent No. 2, please provide the
status of each of the pending acquisitions shown on l},is Appendix.

The acquisitrons of the Butler Township Water Authoriry and Fox
Knolf werc completed prior to Ap'il27,2000. The acqursitions of
Sandy Rid.r;e and West Decatur are held up duc to thc complaint
filed by Houtzdale Municipal Authoriq'concerning rhe welj
allocation perr,rit. A ibrmal cornplalnt by a residential custc,ner
has bcen filcd concerning the LP Watcr and Wastewater
acquisitions. A hearing scbcdule has been scl by Admhrjstralivc
Law Judge Solomon and tesrimonies have been filed.

o RESPONStsLE $'IINESS: Charles Johnston, Vice President B'asiness Development



ocA-vl-I4 Q.

ocA-vl-l4 A.

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

ocA-vl-14

Please reconcile the historic test year OPEB charge of $3,468,952
shown on page 42 of Exhibit 3-A with the amount of 54,320,551
referenced on page 138 of Exhibit 3-H.

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
rvas charged to expense for the nvelve months ended December 31,
2000. The difference is the amount capitalized during the twelve
n'ronths errded December 31, 2000.

RESPONSIBLE WITNESS: Maria G. Balmer, Financial Analyst



ocA-vl-17 Q.

ocA-VI-r 7 A.

Pa. P.U.C. Docket No. R_00016339

ocA_VI_I7

Regarding page 225 of Exhibit 3-G, prease update this information
to includc data from l99l through f 9lS.

Please refer to the attached schedule.
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(CONSUMPTION tN OOO GALLONS}

PEIiSYLVAI{IA ATERC|AN WATER COr|PAIiIY

cusTotERs ato coxsurPnoN

YEAR ENOED
31O.c.92

YEAR EIIDEO
3lOm4l

YEAR EIIOED
31Oqq€a

YEAR ENDE6
3r€.c45

I[IETERED S^LES

I
I REStDENTIAT
I COMMERCT,AL
I rNousrRAr
I MUNTCTPAL

I sALEs FoR RESATE

I 
MTSCEUJNEOUS

I
lrorAl METEREO

lr"*arr*ao ro...

i ^r'or*,^.
i  COMMERCIAL
I INOUSTRIAL

I r,rUNrCrPAL

I SALES FOR RESALE
MrscSu-ANEOUS

TOTAL METERED

PRIVATE FIRE PROTECTION

PUBLIC FIRE PROTECTTOII

CUSIOr|ER COxSUxpTtOr{cusToxER COxSUUPT|Or|cusToxER colrsuuPTtox cusTor.ER coxsuuPltoN cusToraER coxsuuPnoN
JJO.693 m.Jtl.t3!
27.755 s.998.02C

E33 6.29.r.098
1.676 2.62t.09E

33 r.8.9.858

339:03 20.446,..-
27.818 8.685,987

820 5.7{7.893
1,6n 2.509.a5€

33 1,755.956
O a

v2|21 20.500.52t
a.w 9.044,805

609 3.373.33€
1,7N 2.43.817

33 1.719.492
i 1 4.a33

3.5.200 20.546.E41
2E,0r6 9.208.598

611 5,339.657
1,7.9 2.716.025

32 1247.423
0 n

3s3,514 20.965.?04
2A,077 9.62.986

605 5,273.753
1.809 2.090.563

31 n4.698
0 o

366.990

0

369.551 39.r56.14:

0

0

0

n

372,839

0
0
0
0
0
0

39,0E6.40?

0
0

376.608 39.058.547

0

0
U 0

0i

384.036 3s.967.20.

6.324
1
0

0

't.B7l
1.58E

214

0 0

1,370 18.963

2 4 � , , � 6

r.556

'l
:t

6.325

t  < 1 a

2s3

n

t71,3E31 39.155.r.i t7..5!!L !9.r05,t70 :lr.rrzl lg,ogo,sarl 39?.1'l7l 38.967.2&



ocA-\rl-24 Q.

ocA-vl-24 .A,.

Pa. P.U.C. Docker No. R.00016339

ocA-\/t-24

Rc-garding the response ro ocA-l- r 3, preasc provide thc foilowing
infornnation about Arnerican Water Capiral Corporarion:

a) why rt \r'as necessary lo fornr a separate corporation to pro'ide
financing and cash rnanagement sen'ices ra:her than havine

- these sen,ices provided b1,rhe Sen,ice Company; 
---s

b) How PAWC obtained financng and cash 'n-ug"rrnt sen ices
prior to rhe formation of American water capirit comoratio:r;

c) All amounrs for American water capiral corporation rncluded
in the historic lesl .year costs incuned by pAWC;

d) All contracts for servrces befween pAwc and Arneican ['arer
Capiml Corporation and the date each conrracr,*,as appro'ed
by rhc PPUC;

e) The chr:rges incurred by pAWC for Inanong arrci cash
managsnent sen,ices in 1998 and 1999:

0 The date PAWC began receiving sen icss from American
Water (laoiral Corporation.

a.b,d,) Please refer ro copies of the appro..,ed Affiliated lntcresr
Agreement and the Comrnissions order approving same are
altacherl.

c) See response ro OCA -I-q4, subse:rion t.
e )  i 99B  $171 ,832
0 ju iy  l ,  2000

I999 .5:68.366

RESPONStsLE wI.[N-*ESS: Roberr W. Frceston. \,rce presidenr & Treasurer
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PENNSYLVANIA
PUBIJC UTILITY COMMISSION

flerrisburg, PA. l7105-3265

Comrnissioners Present :

John M. Quain, Chairrnan
Robert K. Bloom, Vice Chairman
Nora Mead Bro*nell
Aaron Wilson, Jr.
Tenance J. Fitz?atrick

AfIi liated i nterest agreem ent between penn syl vani a_
American Warer Company (PAWC) and American
Watcr Capiral Corp. (A$,CC) concerning the
provision of financial sen,ices by AWW- to pAWC.

Public Meeting hcld June 22,2}Cf,l

Docket Number:
G-00000763

OPINION AND ORDER

BY THE COMMISSION:

on lr{ay 24,zoao, Pennsl,'lvania-American waler company (pAwc) filcd for
approval pursulnt to Chapter 2l of the Pennsytvania hrblic Utiliry Code, 66 pa.

c.s. $$$2l0l et seg., rhe above-captioned afEliated interest agreement. The
agreernent is intended to govern the provision of certain financial services by an
affrliate, Arncrican warer capitar co1p. (AWCC), to pAwc. pAWC is a
regulated utility providing water and wastewatcr service to rnore than 500,000
customers in ponions of 3l counties across pennsylvarria. Both pAWC urd
Awcc are wholly-ov*ned subsidianes of American water works company, Inc.
(A\r\4.
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PAWC has proposed that it enter a Financial Services Agreernent
r-Urder which AWW's financing subsidiary, Awcc, will provide both long-rerrn
and short-tcrm financing to pAwc. The agreement is one of rnany AW\4'has
inshtuted wjth its utilitl'subsicliaics as it prepares ro issue publicly- or pnvately-
held debt urd preferred stock by the parent company, and then ro be issued similar
sec,rifies by the subsidiaries according to the capital needs of each. Aww
belicves such issuances by the larger entity will prove more economical tban the
cursnt practicc of conducting fte financing ar thc indivjdual subsidiaries.

PAWC notes several reasons for such corporate-$,ide financing to be
nore econornical. Among thern is thc ability of AWW, through Awcc, to issue
much larger amounts of publicly-issued debt at one tirne, instead of the smaller
atnounts of debt issucd by PAWC and other subsidiaries as private piaccments.
The latger size, togethcr with tlre fact that it is a public issue, will afford investors
the chance for grcater liguidity in posl-issuance trading of the securities. Another
reason is the stronger credit rating or the perception of greater credjt srcngth of
Aww compared to pAWC because of the greater geographical and reguiatory
diversiqv of dre larger entity Both tjrose factors would contribute to mvestors
rcquiring lower rates of retum than thry would require from pAWC and its sister
subsidiaries' Moreover, whilc public issuanccs requke more costly registration
requirernenb at the securities and Exchange commission (tbe sEc), rncurring
such issuance cost once for largc dollar amousts *ill, according to PAWC, rcsult
in a much lowcr overall issuance cost as a percent of 0re proceeds of rhe issuance.
This saving will in tum will be passed on to pAWC allowing it to experience
lower issuance costs tlan the Pennsylvania utiliry currently incurs u,hen issuing
securities on tts own



The terms which AWCC will impose on PAWC for long-term toans
to the subsidiary will mirror the terms and conditions of rhe securities issued
publicly by the national entiry. including intcrest or dividend rates that reflect the
issuance costs of AWCC. Such terms u'ill be included in the notcs to be issued by
P.qwc to AWCc. such issuances by pAwc will be made pursuant ro one or
more securities cenificates which the Peunsyh'ania subsidiary n.ilt file n,ith us.
However' those certificates will nol reguire concomitant filings of aftiliated
interest agrccmcnb, it being the puqpose of thc insranr Financial sglices
Agrcement to, govern furure long-tenn financing b1,pAWC.

The proposed Financial Services Agreement also provides for a cash
management progran for rhe participaring subsidiaries, includjng pAWC, which
will allow the subsidiaries to aggregate their short-rcrm borrowrng and their
investment of excess cash flou's. Such facility will replace the maintenance by the
subsidiaries of separate bank credit facilities, and will allow the inha-A\[l[' use of
tenporary surpluses at one subsidiary to offset short-term cash flow shofffalls ar
another subsidiary. This will aliow the AWW svstern to reduce jts reliance on
external lenders, urd to afford its subsidiaries lower bonowing costs anC the
ability lo earn more cornpetitive intersst on thcir short-tcrm inycstments. Thc
agreement filed by PAwc for approval provrdes thar AWCC will make darly
sweeps of P-A'WC's and other subsidiaries' excess cash and pay thosc subsid.iaries
the seme interest rate AWCC would be obliged to pay its lendrag cornpany. such
firnds rfill ncxt bc provided to those subsidiaries having cash shorrfails, and rhose
subsidiaries will be chargcd the same interest rate AWCC would orlrem'isc have ro
pay to its lender. fury exccss funds will bc invested in tbe money markcr and
earnings credited to the companies proriding excess cash in proporrion ro dre
arnount provided by each. In the money market as $,elt as the market for long-
tenn debt' size offers an ad'antage. AWCC will being able to invest larger



:unounts, and thus earn better interest rates, than would have been available ro
PAWC and is sister subsidjaries acting on their own.

For both its rong-terrr and short-term bonowing, pAu/c wiil be
required to provide to Awcc estirnates of its rnaximum bonowing needs over the
forthcoming thrceyear period. such estirnates from alt tbe subsidiaries will allow
Awcc to establish the amourt of borrowing capacity jt needs ro arrange *ith
outside lcnders' Those esdmates of maximurns expectcd for short- and long-term
borrowing will also be used to proponionalty ajlocate t0 users any overhcad
expenses' including AWCC's administative expenses and cornrnitrnent fecs for
bank credit lines.

PAwc argues that the more favorable interest rates it will incru and
earn under the proposed arrangement will become reflected in the capital costs to
be recovered in future ralc procecdings, and will thereby allow thc beaefirs to be
passed on to the utrlity's custonters.

We note that our approval of the Financial Sennces Agrccment docs
not constirutc a delermination that the associated payments of interest and fees are
reasonable or prudent for puqposes of derermining rates. However folloning oru
exa'nination of the proposed agreemest and the proposcd notes, u,e have
detcrrnined that the terms and conditions appcar to bc rcasonablc and consistent
wirh thc public inrerest; THEREFORE,

o
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IT IS ORDERIID:

r. That the Financiar sen'ices Agreemcnt between pennsyrvania_
American watcr company and American water capirar corp. is hereby approved.

2' That our approvar of this agreement docs not prccrude orc
commissiou from investigating in any fornnal proceeding the reasonableness of
any of the fees or interest payrnents to be incurrec p'rsuant to thc agreement.

BY T}IE COMMISSION,

v,-..*v7nql1
James J. McNulty
Secrctary

(sEAr.)

ORDER ADOPTED: June 22, ZOOO

ORDER ENTERED. JUTI 2 2 tfJg/l
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BEFORE THE
PENNSYLVANI A PUBLIC UTILITY COMN''ISSIOTi

PENNSYLVANIA-AMERICAN WATER
coMPA\rY'S REQUIST FOR APPROVAL
UNDER CHAPTER 2I OF THE PUBLIC
UTILITY CODE OF A FINANCIAL SERVICES
AGREEMENT WITII AN AFFILIATED
FINAITCI.YG CORPORATION

DOCKET NO.

TO THE PENNSYLVANIA PUBLIC UTILITY COMMISSION:

I. INTRODTICTION

l. pursuant ro Secrion 2102 of the public Uriliry Codc (66 pa.C.S. $21027,

Pennsylvasia-American waler company ("pAwc" or tl:e ,.compan).,') requesls that the

Pcnns-vlvania Public Utiliry Commissjon ("PUC" or the "Commission") 
approve rhc Financial

s:rvices Agrcemenl between pAwc and Arnencan srarer capital Corp. (..AWCC,, or rhe
"Finarrcing Corporation")attached hereto as Appendix A as *'eJl as the provisjon of financial

sen'ices by 'Awcc to PAWC in accordance with rhe terrns of that Asreem:nt.

2. The name and address of rhe utirity requesring chaprer 2 r approval is:

Pennsy)vani a-American Water Company
800 Wesr Hershcypark Drive
P.O. Box 8E8
Hershey, PA t7033

I trl; llia€9. t . l -
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3. The names and addresses of the ailorneys for pA\\'c a:,e as lbllows:

Thomas P. Gadsden, Esq.
.Anrhony C. DeCusatis, Esq.
Morgan, Lewis & Bockius LLp
l701 Marker Srreer
Philadelphia. PA I 9103-?921
zt5-963-5234
2 l5-963-5299 (Fax)

Velma A. Redmond, Esq. 
7'

Vice President, Corporbre Counsel and Secrerarv
Painsyl vania-Amcrican Warer Company
800 Wesr Henheypark Drjve
P.O. Box EEB
Hershey, PA 17033
717-53t-32 I 0
717-531-3252 (Fax)

IT. THE COMPANIES INVOLVED

4' PAWC is a corporatiolr crganized and existing un,Jer lhe ta*,s of rhe

commonwealth of Pennsylvania and is a whollv owncd subsidiary of the Afieican water works

Company, Inc' (".AWw') PAWC furnishes rvater seruicc in a cenificared service lemioD,

cncoropassing portions of 3I countres across the Commonweallh. As of December 31, I999,

-2-l . t i l : i l l0lt9 |



PAwc provided warer seryice to approximarery 543,3gg customers

classifications:

in the following

Rcsidential:
Cornmercial:
Industrial:
Municipal, Rcsaie and 0ther:
Firc Protection:

498,62E
38,95?

8 l l
2,261
2,731

In addition, PAwC fumishes wastewatcr service to apprcximatety 4.800 customcrs within a

ccrtificated seryice territor-v located in the Pocono Mountain region of pennsylvania and

encompassing the development known as A pocono Counrn,place.

5' Aww is a corporatlon organized and existing undcr the laws of tbe Srare of

Delau'are that o*'ns the stock ol-vasi6{rs subsidiar-v operating warer utjtities. AWW subsidiarics

provide water service to approximalely 2.5 rnitlion customers in 22 states. The common slock oi

AWW is lisrcd on rhe New york Stock Exchanse.

6' AwCC is a corporation organizcd and existjng under the laws of the Srare of

Dclawarc and is a wholly owned subsidiary of AWW. Awcc is dedicarcd ro providing financiat

services to Aww, its subsidiary l^'aler companies and limited Iiability companies organrzed by

certain subsidianes to lacilitate financing (collectivcly, the "Participating 
Cornpanies,') tn a

m:uu'ef, designed to caPture econornies of scope and scale and, thereby, rcducc the cost of dcbt

and prefcned stock financing for those cornpanies. Appenciix B herero ;s a list oithe AWw

subsidiarics lhat, sub.icct to neccssary regularory approvals, wilt obtain financing senices from

AWCC.

l .  tra.l tS.5t.l -J -



III. THE FU\ANCIAL SERVICES AGREEMENT

7 ' subject to commission approral, PAWC and AWCC wi]l enrer into a Financial

Senrices Agreernent in the form attached harrto as Appendix A. subjecr ro necessary reguletcrl,

approvals in other jurisdj;tjons. sirnjlar Financial Services Agreemenrs wil! be executed between

AwCC and the olher Panicipating Oornpanics.r' Under the rerrns of rhe Financial Services

Aglcerncnl, Awcc wilt provide long-term lending, shon-terrr, tending and cash managemenr

sen'ices ro PAWC, as morc fully descnbed below.

A. Long-Terrn Debt Financing

8. Through its Financial Scn,ices Agreemcnr wirh Awcc, pAwc u,jp get the

ability to access the public debt markets at favorable rates while rninirnrzing issuance and

administratiye fees and expenses. To achieve lhis goal, AwcC will aggregate the bonowrng

power of the Participating Con:panies in order to make ofi'erings of substar:tial size. By,

capturing economics of rale and scope jn this rvay, each Parricipating Company wilt gun access

lo the public debt markct at lower costs than ir courd obrain on irs owlr

9' Cunentll', each Participating Company provides its own long-term debt financing.

For the rnost pan, such financing is obtaincd through so-called "privare placcmenrs,. of long-rerm

rl The Financial Sen'ices Agreernents provide thar each panicipating cornpany,s
obligarions are "several and not ioinr." see 15. This means rhat no companl:will bc
responsiblc for payrnent of an'1 amounr in cxccss of what is due by that corpan:/ t0
AWCC for its own borrowings and tbe services rendered directly to it.

I  t t : l l$16! .  t a
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debt secured by a mortgage indenture creatinq a lien on the issuer's property. Thc tenn..private

ptacernent" refers to thc issuance of securities under the exemption crealed by Section 4(2) of the

securitjes Act of 1933 (15 u.s.c. {i ?7d(2)) from the overarching rcgui:ement of Section 5 oithe

securities Act ( l5 u's'c $7?e) that a registration sraternent be in effecr fbr any inrerslate sale .f
sccurities' Specifically, Section 4(2) exempts "transactions 

b1, an issuer nor involving a public

offtring'" To implcmcnt tbis cxernption, rhe securities and Excharge commjssion (..spc,.)

issued Regulation D ( I 7 c.F-R. $$230.501-230,506) containiag objecrive guidelines whjch. if
satisfied' assute issusn that a proposed transacrion is wirhin the sectjon 4(.zl exemption. These
"safe harbor" rules: ( I ) prohibir offers or sales rhrough general soliciration or advcrtising; (2)

reguire purchascrs to be "accreditcd 
investors," i.e., have knon,ledge and soph:shcation ir:

financia! and busi'ess matlers and bt: capable of evaluating the merirs and risks of the offered

investment, or obtain the advice of a ..purchaser 
reDresenlaiive,,u,ho has such knowtedge and

expertise; (3) requjre the tssuer lo mlret cenain infornration and drsclosure obligations; and (4)

restrict the resale of secuiities acquirr-'d under a Regularion D exemprion un)ess the sccunties ale

subsequenrly regisrered cr sold pursuant to a valid exemption.

l0' The principal benefit of pri'ate clacernenrs is thar they eliminate the rime and

expense of preparing a registration staternenr. The bulk of the cost of the reglstrarion process

(legal' accounting, pnntin-e' for cxarnple) is the same regardrcss of the size of rhe issue regrstaed.

consoqucntly, it is seldom cost effec'lrve for small issuers to incur that expense because any

savings from the potentially lo*er coupon rate achievable or publicli,issued debt would be

outweighed by issuance costs and undenrriting fees. wl,ilc Rcguralion D crcatcd alr gcon'mic

t-il.n9t 69 I ' J -
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alternalive to registration, its reslriclions on horv secrnrics may be ol'fered, rvho may purchase

thern and how thev may be resold linrit rhe nnge of likety invesrors and the amounr of capital

available for invesrrnenr.

I I ' The market for arivate placemenls cf utility debt has largely been limjred ro

financial inslirutions' such as insurance companies, retiremenr funds or bank rrust departrnents,
which meet lhc "accrcdited 

futveslor" criteria. In recent.vears, financial markets bave un,Jcrgone
several srucnral changes that caused private placemens lo become less desirable for bodr
lenders and borrowers' Becausc of busincss and regularory considerations, institutionat Jenden
seek investments thal offer ahigher degreeof lrquidit,v an.i Jower risk rha.r relativel.v small
private placen:enls of dcbt or orefened srock can provide. To achieve their goal, jnstjrurional

Jendrs increasingl-'- look to the public debt market for investrnent opporrunlties. publicty issucci
debt is a more llquid investment because it can be raded on major excharges or or.er rie counter
and, as a consequence, a healthv secondary market ha-s Ceveloped

12' As institutionat lenders ha'r'e miggarcd ro the pubtic debt market. the pool of
potential purchasers of pnvatc piaccnrenls iras shrunk. As a resurr, rssuers ha'e been recelvrng

fewer bids at each private placement auction. and rhe reduced comperiticn for rhcir bond.r has
exerted upward pressure on interesr rates for privatery praccd debt.

l3' At thc same time that lenders' preference for publicry :ssued debr was increasing,
rhe hurdlc costs for borrowers lo enter the public debt nuket have been decreasing. In addirion,

borroq'en are able lo reduce borrou'ing costs rhrough judicious market timing. which is pcssiblc

l .P r t : l ta .69 , l -G



by use of the so-callcd "shelf-rcgislration" 
p:occdure authorized by sEC Rule 415 (17 c.F.R

$230'41 5) Under Rule 4l 5. gualiff ing secuntie*' can be regisrered for an offering ro be made

on a continuous or delaycd basis. The regrstratroD star€rnenr contains rhe generaltenns of thc

securities' which can be sold at intervals and in amounts detcrmined by rhe:ssuer within rwo

years of thc effective date cf :he reg:strarion slalemenr. At the time oJ'sate, the registration

sbtetlent is supplernenled *'ith thc rpccific tcrms of each issue, such as rate and maturity. A

shelf registration gives ti:e issuer fiexibilitl' to respond quickly to changes in the rnarkel and setl

securitics when interest rales are favorable. The issuer does not have to miss a wjndow of

opporrunit-v while waiting for post'elTective zu-ppiements ro the regisrration staterncnt ro bccomc

effective' '1tu-.s 
flexibility is parricularly irnportanl rvhen finansial markers experiei,ce high le'els

of volarility.

l4' The rnechanics of tire borrowing prog:r:un avaitable through AWCC are

straightfonilard' Each ycar PA\\'C and the other Participaring Companies rvill give AWCC an

cstrmate of their long-term and short-lenn bonowing requiremenrs for prospecljve one anc three-

yearperiods' Based on this informatron, AWCC will determine ihc aggregare annual long-rerm

and short-term borrowing targe'rs for three years in the future. (Thc shon-rerm borowing

requirenents are discussed in Section B, infra.) Awcc will arrange for $e registration of debt

and/or prefcrrcd sccuritics in an anrount sufficicnt to meel the ixiividual comoanies, needs and

u For the most part, shelf regisrralion can be used only by companies that qualifu forregisrrafion on Form S'3, which is avaitable to ,rrrrrc with estabJrshed records that aresubjcct lo the rcporting requiremcnts of rhc Sccuntics Exchangc Act of I 934 (l j U.S.C
$$78a-78kk). Notabry. pAw('courd nor satisfo this requrrernenr.

j .  rtt: l l ir€9 l
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will arrange with one or rnore invcstment trankers for either an underwnften or agenclLbased sale

of thc securilies Thus' only one registration slaternent need be filed. Moreover. the anounl of

the issue can be very large because it represents the aggregaie ilnancing needs ofall rhe

Participating Cornpanies. This also provides sevrngs because undenrnting fees arc srated as a

Percent of thc total offenng, and the percentage generally declines as d:e principalamount of rhe

c'ffering increases. Upon rcceipt of the proceeds of thc issuance, AWCC wjll lend to esch of the

Panicipating Companies its share of the toral. The loan from.4wCC to a.participating Company

wilt be evidenced by a Promissory Note in the form attached as Exhibir B to rhe Financia.i

Scrvices Agleernent, which will mirror tbe lerrns and condirions of the boncis or othcr sccunrics

issued b,v AWCC.

I 5' It is cunently anticipated that all of .A,wCC's borrorryings u,iil tre unsecurcd and,

thereforc' tlrc corresponding loans from AWCC ro the Participaring Companies will also be

unsecured. Howeve;, to providc assurance to lenders of AWCC,s pa.wnent ofprincipal and

intcrcsl, A\l1v rvill jssue a "suF'�po:l 
l:lter" for:he benefit of thc purchasers of A\vCC bonds.

"support letlcr" is a term of art jn the financ:al markcr referring to an insuument thar reguires tbe

parent of an affiliated group. for lhe term of $e bonds rssued by its financing subsidiary; (l) ro

o$'n all of the issucd and outslandrng stock cf ihe financing subsidian,(AWCC in rhis case); (2)

10 cause its financing subsidiary tc nraintain a positive rangible net wonh; and (3) if the financrng

subsidiary is unable tc satisfy its obligations, to provide funds ro assure rhat paymcpts of inreresr

and principal are made u'hen due. As'W's obligarions under the suppon letter would be

classified as a "securiry" for PurPoses of the reginrauon requirement of Scctjon 5 of the

I .Fr.nxa69 . I -8 .



securities Act and. therefore, Awu' wourd have to b'e a co-regisrrant, r\,rth A w,cc, for any

Awcc securities that benefit from ihe financjal assurance of thc AWW suppon leller. where

AWW support leners are provrded, ratrng agencies will assess the credjrwonhiness of Awcc,s

debt on the sfrenglh of AW'W's cretjir as well as ihe cash flows availabte from rhc dividcnd

stream Aww receives from its utility subsidiaries. Accordingly, rhe credir ratings oJ AWCC

debt should reflect the crcdit qualiry of the Amen'can waler works Systam. .ll is reascnable to

expect that a System-wide credit evaluation will Vield higher credit rarings than the panicipating

conpanies could achleve on thejr orvn. This *'ouJd result from a number of faclors, inctuding

reduced business risk for the system as a whole. as compared to any onc participating compurl,

due to the dispersion of AWW's utility subsjdranes among djfferenr geoqrapliic regions arrd

regularory juri sdi crions.

l6' For the reasons discussed above. PAwc projects rhat it u,:!t realize meaningful

savings by obtaining long-terrn debr tjnancing from Awcc under the Financial Servrces

Agreernent' For a public debt issuance by A\t'cC of as much as s200 rnjilion, thc potentiat

interest rate savings couid be between 25 and 40 basis pornrs as compared to private plac.emenls

of under $ I 00 million' In addit jon, it is anticipatcd thar each parricipating Company,s share of

issuance costs wilj be less, per dollar borrowed, rhan it cunently incurs to borrow in the private

placcmcnt markct' As a c'oltsequence, the f ield to maturity anc!, therefore, the wcighted cost of

long-term debt inctuded in revenue requirernenl and reflecled in customers, retes ..r.ill be lower

tban would be the case if thc cu*err nrethods oifinancing were continueri.

1.n: !13169. I -v-
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17 ' Through the use of AWCC as ,tn ag-etregator of their inrirvidual iong-lerm

linanc'ing requirernents,lhe Particip,rting Conrpanix wrilbe able to: g; e.xpand the poot of

potential in'estor-s beyond those avairabre in the private prace.rnant rnarket; (2) obtain accrss to

favorable interest rates and other terrrs offered by the pr:blic debr markets on a cosr effcctive

basis by increasing scale economtes and reduclng regisrration, unde:*.riring and ofter is"-ua.rce

costs; (3) realize the ma:kct tirning benefits nade possibte by the shelf registration process; ard

(4) obtain long'term debt financing lhat is not jssued undcr their respective mongage indenrures

and. t\erefore, does not lmpose a tien on Lheir propeay. Also, because the participating

Companies u'ill not bc required to borrow exc)usively un,cer the Finarci,r; sen,ices Agrcemcnti,,,

PAIVC can pursue other sources of low-cost finurc:ng, such as lcw-interest loa's fcn ihe

Pcnnsylvania lnfrastructure Inv€stmsnr Autho:ity ("pennVest") and rax ad,,.antaged loans

available through rhe Pennsylvanja rlepanmenl of comnerce.

l8' Thc long'term botruwiltg progrem avarlable rrom AWCC rs consistent wrlh tJ:e

findings and conclusions (Cl l -22) arxl implemenrs the recornmendarion (R I I - 14) rnade b.v

Davjes Associates, Inc. tn its comprehensive Management Aucjit of p.4!v(' issued Augusr l,

I992, which stated in peninenr parr:

The Compnny's increasine reliance on a single group of in'esrors
(insura'ce companies) to pro'ide funrjs for the consrruction
program can put the continuance ofthe p;ogram at risk and
increase the cosr, especrally if the bond iaring slips belou. single A.

3/ In addirion ro irs non-cxcl'sivity provis:<rrr 11r), the Finurcial
be terminared by PA\f:e upon ten <ia),s prior \*.nlten notice to

Serviccs Agrcement may
Awcc (Te).

I .tx: I ttr69 . I -10-
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Bccausc of {hese facrors, pennsyt'uia-American shourd develop aplan for errlering rbe pubtic rnari"r.

In response to the foregoing recomrnendalion. pnurc, with the assistance of financial

professionals' carefully analyzed the feasibility of issuing publicly-traded dcbt. Thc anarysis

showed that for cfferin-es of rhe sjze made by PAWC, puhlic debt issuances woutd not prcvide a
cost advantage rclative to continued use of privare placements.r, However, as pre*iously

explained' by aggregating PAWC's long-term financing with thar of the other panicipnring

companies through their reqpective Financial Scnices Agreemenrs. Awcc *.ill bc able ro

achieve for PAwc the benefis of prrblic debt issuances discussed in rhe Management Audit b_y

capturing scale eccnomies and. theleby, reducing issuance costs as a percentage of the amounr

borrowed.

l9' As previously cxplained, Awcc anricipates using the..shelf-reg:stratron,,

proccss to rcgistcr debt securities to irc issucd over a prospectlve two.year pcriod in a.'rounis and
at tirnes that' jn '{wcc's judgment' rninirnize rotal borrowing costs. As also explained,

!/ Ho*'ever, base'J on thc results of thc aforclnenlioned uralysis, pAwc sal* an oppollunrryto acbieve incrcrnental savines on a cosr-effbctiu" ursls iy qualifying fururc privateplacements so thal pu;chasers couid rescll n. r""u.;,i.r puor-, ro SEC Ruie I +tA (l 7c'F'R' $230 144A)' Rule 144.{ was adopted ro foster a secondary rnarket for pnvareil,placed sccurities among "qualilied 
institutional buy.rs'; iy easing rhe restricrions an theresale of restricted (non-rcgistcrcd) secunties. As a consequence, Rule ! 44A-clrgiblesecurities have a greater degree of hquidity rhan other kinds of pnvarelv placed sccuntics.but are still less liguid lhan sccurities for which a registrarion starement is on file q,rth rhesEc' PAwc issued $33 rnillion of Rule l14A-eiigible debr in Novembe r l9g7 under irs .Medium Term Note Ptogratnt which was approved by tlrc commission's registration ofPAWC's securitics certificarc at Docket No. 5-00970635, as dcscnbed in paragraph No.19, infra. 

- ..1
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PAWC's long-terrn borrowings from AWCC rvill consist of a ponion of the proceeds fiom such

dsbt issuances and q'ill mirror $e lems and conditions thereof. In order to assure symmelry

betwccn AWCC's obligations to put,lic dcbt holdrs and PAWC's obligations to AWCC. pAWC

intcnds to file secunlies ccrtificates rvith lhe Comnission from time to rime llrat corespond to

the "shelf-registratjons" 
obtained by AV/CC. PAWC's securiries certjficatcs wijt sct forth the

maxlmurn principal anrounl of dcbt il expccts to issue over a stated prospcctive pcriocl and wjjl

also sct forth the anticipated maturitl'and interest rate on a not-trexceed basis. Upon

r:gistration by the Commisslon, the secunties ccnificates willprovide PAWC wirh sufficient

flexibility in the interesl rates, amounts and timing of its debt issuryrces so that it can property

match the terms of AWCC's exlcrnal financing. l'his fonn of securjtres cerljficale has

prcviously been rcgistercd by thc Cornmission, u,hjch recogtrized the benefits ro the Compan-v

and its cuslomers frorn granting ttre ()ornpany rhis lcvel of flexibility . See !n Re: Securities

CertiJ'icate Qf Pennsyh,ania-American Hlater Conpanr- For The lssuance From Ttme To Time In

An Ailstunding Amount Not 7o Exceed 52A0,00A,000 Of ,lleciium Tcrm Notes (General

Mongage Boncis) Ltnder The General Mortgage Indenture,secunties Certificate Docket No. S-

00970635 (,Augusr ZB, t9991.

B. Short-Term Debt Financing and Cash Management

20' Undcr the Financial Services Agreemen! PAWC u,ill obtain short-term loans

(i.c.,loans u'ith a term of less rhan one year) and cash management scn.ices iiom AS'CC at

favorable ratcs and cosls To achicve rhis goal, AWCC will agg:cgatc and intcgrate rh: sbort-

t . r r . : t5 .Q I
't ''



tcrm financlng and cash nranagernent of all o1'tlre Participating Companies and, thereby, obtain

cost-efficiencies from econornies ofscope and scale.

21. Curcntly, cacb participating Contpany obtarns irs own shon-lerm financing

through scParalc. comPan-v-spccific Unes of crectit established with banks in or near rhejr

respcctive principal officcs. Each Participating Company is charged a commi1'enr fee bv the

lender to establish the credit line and is chareed a narket rare of inrerest on the principal amount

bonowed. Additionally, each Participatin-e Company is resprcnsible for managing irs cash ro

assurc sufficient funds arc on hand tr pay expenses, make othcr e>:pendiru:es when due and

invest excess cash, if possible, in a wav that does not compromise its abjlity to meel irs finaacial

obligations. As a conseguence, the I'articipating Companies have nrult:ple ljnes of credjr with a

number of banks and a corresponding numbs of credir line fees. Additiona!11,, each

Participating companl'atlcmpls to realize a retu!'n from rhe excess cash rt generates, which

ntBal)s that therc atc a ltulltber of smaller amounts of nloney that each company tries to invesl on

its own.

22. Through the rcspcctive Financral Services Agreernents, AWCC will aggregare rhe

Participating Companies' short'term bonowings. Based on the paniciparing Companies,

prolections of annual short'term bonowing needs for a prospective rhree-year period. AWCC

will arrange for a syndicated bank line of credir to cover the total projeclions or, when

appropriate, may issue shod-tcrm obligations in the public debt rnarket for some portion or all of

the short-term borrowing nceds. .{WCC will lend to each of rhe parriciparing Companies the

amount it requires lo mcet those short-term obligarions. The loans from AWCC to a

I  h l ; l136 l  I - t3.
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Panicipating company wiil be evidcrrced by ir promissory N.le in rhe form

to the Financial sen'ices Agreement. which wiil rnirror the interest rare anc

of rhc credit hcililies used by AWCC.

9 e ' - ! 1 9 . . : ; . . e  r  t 2

anached as Exhibit A

other relevani terms

23' The AWCC shorl-term bonowing prog;am wil! provide cosr savings ro the

Participating companies jn several viays. Flrst, ir may reduce the commirment fces incurred to

rnaintain credit lines by rolling up thc various irrdivrdual company crcdir frcilirics inro a srngie

syndicat:d crpdit ljne. Second, the interest rare chargcd on draw-dorvns from the credit Une wi1l

bc lower bccausc lenders will look to ihe credir qualiry,of the American System to suppon

AWCC's obligations and, therefore,',vjil perceive less nsk $an lending ro individual

Participating companies- Finally, to the cxtent Awcc can successfulJy tap the shon-rerm public

debt market, it will obtain funds at lower cosl than those availablc from bank crcdit far;iliries

21' Aw(lc $'rli also provide an integrated cash managemenr prograrn for the

Participaring Cornpanies. Under rhis prograrn, AWCC wiil conduct daily ,.sweeps..of 
cash

surpluses in the operating accorrnts of each Paniciparing Company. .{ co;Dpany that has a

tcmporary exccss cash balance wijl lend rhat cash to AWCC, for whjch AWCC will pay lnterest

at the sune rate it pays under its bank credir line. The funds Awcc obrains through rts daily
"$ve?s" 

of Participatrng Compan)'accounts w'rll bc loaned to other panicipating Co:npanres

that have a cash dcScit, and those loans will bear thc sarne intersst rarc AwCC is obliged to Fa),

the lending conpan)'' Available cash exceeding thar needed for intra-S1,stem bcrrowings *,ill be

invcstcd by A\4'cc on behalf of the Participating companjes that have e:cess cash. Because

Al\tcc will be investing larger sums of monel'rhan anv one participaring cornpany could inrest

t ' i l t : l l9ta5!. l -14-



on ils own, the Panicipating Companres can expecl to realizea hrgher rale of return than rhey

would otherwise achieve. Through $e inregration of Sl,stem-wide i;rternally generated cash, in

the manner described abot'e, AWCC u'ili reduce the arnount it otherwise would havs 1s bonow

under a bank line ol'credit or olher credit faciliry and will maximizetle rerurn on amoun*

invested extemally.

25' The AWCC cash rnanagernent prograrn will benefir the panicipating Companies

in several ways' Firs! by maximizing the use of System-wide internally-generated cash to meet

thc Participating Companies' sbon'term bonowing needs, overall bonou,ing costs wiil be

lowered by reducing the syslem's dependence on exrcmal borrowing and, thereby, dccreasing

bolb commiunent fecs and interesr expense. Second. bv acrivell, managing the inreglated cash

availability of the Participaring Cornpanies, Awcc wil! providc shorr-terrn investment

opporrunities for companies with temporary exc3ss ca-sh rhat otherwise would not be available.

Third' the cash managemenl progtarn witl provrde Iandrng compa-nies a higiler retum rhan rhey

could otherwise achieve. At thc sarne time, Partrcipating Companies that are net borrowers ,*,ill

not paY more than a market rate of interest on intra-System loans obrained through the cash

management program.

?6' Customers \^'ill benefit from rhe rcduction of short-rerrn borrowing cosrs rn

sevetal ways First, since commitrnent fees for bank crcdir tincs are an operating expens€

included in revenue reguiremenL any reduction in those fees will producc a coolmensurate

reduction in costs bomc by cuslomers. Seond, to the extent p.qwc is or may become a net

lender/investor under the cash managemert procrarn, increa-ces in inves::ncnr incorne rvjll reducc

I tr:! l tfr69 ) - l - : -



is prospctive bonou'ing necds. Finally, alrhough -chon-rerm debr is ncr included in p.AWC,s

capital smrcrure for ratemaking Durposes, it is a rnajcr componenr :f pA,vVC,s Artowanc.e rbr

Funds Used During Construction (.,,{fLDC"). A reduclion in shon-renn borrorving costs wjlj

reduce PAWC's AFLTDC rale and, thereby, reduce the amount oiAFLTDC capitaiizcd in

connection with addirions to uriJiry pl'nt included in rhc companl.'s rate base.

27. The short-term borro.ving and cash management proBran that A\['cc rvitl

provide is similar,in all material respeds to a Jinancial sen ices arrangcmenr amoDg the Bell

Atlantrc tclcphone ccrmpanie$'and Bell Atfanric Nerwcrk Fr.inding Corporation, whjch the

Comrnission forurd to be rcasonabJe and rn the public inreresr and, rherelbre, approved un6er

section 2102. Alfilioted lnterest .4greement Between The Bell reiephone c,onpony of

Pennsylvania And Beil Atlanhc Funcing Corporation Proiding Fot The .4cquisition of Cenain

Financial senices, Docker No c-ggOr r4 (seprember 29. r9g6i,

C. Al locat ion 0f Expenses

28' Aparl frorn interest expense, which will be charged 1o each paniciparing

Company in the manner dcscribed in Sections .{. and B., above. there are r}ree catcgoies of

exptnses to be incurred by AWCC that u'ilt be allocatcd among rhe paniciparing Companies rn

the manncr 'set forth in Paragraph 2 of rhe Financial Servjces Agreemenl and summanzed belou.

5/ The companies consistcd of the forrner Bell Telephone Companl' c,f per,:rsylvania, Neu
Jersey Bell Telephone Company, Diamond Stare Telephone'Corp*y', Chesapeake and
Potomac Telephone Cor,rpany of lr{aryland, Chesapcake and po:om.. T.t.pton.
company of \/irginia ard crresapcake anrj poromac Telephone company oi wrg
Virginia.

).ht: l l i l tg. I . 1 6 -
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a' Issuance Costs For Long-Term Borrowings. Issuance costs for each

long-term borrowing will be allocated arnong the Parricipating Cornpanres i:r proportion lo the

principal amounr of such borrorving thst is loancd to cach cortpanv.

b' Costs Of Short'Term Borrowings. Ttre annual costs of shon-rerm

borrowings othcr than interest exPense, rvhich consisls of commitment fccs for bank crcdit tincs

and the issuance costs of any oublic debt olferings, u,ill be allocated among the panicipating

compurics rn proportion to the moilmum pnncipal arnount that each compan),requcsls be made

available to it for rhe year.

c' overhead. Overbead costs cons:st pnrnan)y of the ,Jay-ro-day cosrs

incuncd by AWCC lo provide financial services under rhe Financial Senices .{greements with

the Participating Companies' overheads will be allocaled among :he panicipating Ccmpanies

in lhe same propofiion as cach companv's long-ter:n and maximunr rcquestcd shon-term

borrowings and invcstments in a calendar -year bear to all of the long.tcrm and maximurn

requested sbon-term bonowings and investmenrs by all Participating Companies dunng the same

yeaI.

29. fhe proposed arocatirrns are farr and reasonabre because rbey wiil ailocate the

cost of providing financial sen'ices to the Participating Compan:es based on rhe exlenr of their

use of the scn'ices provided' which is consistent witj: well-esublished cost ailocation and

ratenoaking pri ncip les.

o l .Px:l l$r53 I t ' t-  t  t -
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Iv. THE FINANCIAL SERVICES AGREEMEI\T SHOULD BE AppROvED

30. Sectjon ?lOZ(b) provides, in perrinenr part:

The commission sha!r approve such conrract or arrangement [withan afrlliared inreresrJ . . . onry if ir shalr crearry appeaf anc be
esrablished upon invesrigation rhat it is reasonabii and consisrent
with the public inrerest.

3l ' For the reasons set fonh in detaii in Section III, above, :he Frnancial Services

Agreement will provide substantial benefits to cusromers rluougb lower costs for Jong-term a'd

short-ternr debt financing. Addirionally, rhe A-rareement pror,ides a fair and reasonable mcans ro

aliocate ilnong the Participating companjes tre cosls incuned by AWCC to provide such

benefits' Tberefore, thc Financial sq'iccs Agrecmenr is reasonable and consjstenr with the

public intercsl and should be approved by rhe Cornrnjssion.

I Fl;lltrr69 I - l 8 -
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\,. CONCLUSION

For the reasons sct forth hercinabove, rhe Ct,rnmission should enrer an order granting irs

approval under Section 2 I 0l of the Financial Servjccs Agreement, rhe lorms of prornissory Notes

attached thereto as Exhibirs A and B, and the provision of financial services by AWCG to pAWC

in accordance with the terms of the l'inancial Servjces Agreernent, including loans rnade frorn

tirne to time by AWCC ro pA\\fC.

Respectfully submiued,

J'homas P. 6adsden, Esq.
Anthony C. DeCusatjs, Esq.
Morgan Lewis & Bockius LLp
l70l Market Streer
Philadelphia PA I9t 03-2921
2 l 5-963-5?34
2 r 5-963.5299

\/elna A. Redmond, Esq.
Vice-Presrdent, Corporale Counset and Secretarv
Pennsyl vania- Ameri can Water Cornpanv
800 Wesr Hershcypark Drive
P.O. Box 888
H:rshey, PA 17033
7 l ? - 5 3 t - 3 2 1 0
717-531-3252 (Fax)

Dated: May I I, 2000
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Thc Conpany cuneotly perfonirs its orra finureial srrv-ices.
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H{ECUTION COPY

I THIS AGRIEMENI, dated rc of Junc 15, 2000, by and be:wccr Pcunsyl.vrnia-ADGri{ar watcr conrpury (thc'€omprnf) 'nc rncricu-mii iapital crrp. 1;,lwcc'1.

; Ho*wer, the Coapury lus &tcrraiued thu it can obtain these ecrvrceE ruore
:jttllf 

ty"$s. consoljdaqoa or.at ln noccssary r.*go,er,r and staf funcuons wit!
cff cic{tly rhrorgh- rbe consoljdadoa ir cataln noccssary r.*go,errr and staf funcuons wit!
:,$-L*Pf_for 

otba endties that may cntcr inlo rgrecraent qith AWCC subnaatiailyslmrlaqto lhrs one Ctro-prrticipans,.).

o

!

; 
Awcc is dcdicarcd to pcrfonnlag sucb covuolidsrcd funcrrons.

' Accot9tgJy, thl paniel havc.dstermincd to cntcr inro thir tgreeneat for tbe
llt^"-'-t:!1or.1nanciet t#.cl uy nwccio &e Compeny urd fcr rlrc Frope? cet:mination aniallocsfn of thc corts ofprovicing such scnrics.

l

; Thcrlforc, thc prrtics agrcc 8s bllows:
t'

I  A 9 B I E U E N !
I
; l' 9sivices. AWCC will providg clthcr directly or tiuougft arnagrnenrs

I$^*tj:*t:9t tirffi-"ar of oe Comprny, such financial sewiccs u rhi conrpury r:i
i::l.tt:y.lo? :r)t to time agroc, includirg but not liroitcd to rhose more fully desc;jbcd in
Appcnfu I attacbed io this Agreemenr.

coss. In coosiderslo.l of tbe provision cf thc scrviccs contemplaed by

L. ,-l 
sutgncql-.ti 

lwcc udl prcparc and dcriver ro the compaay northlystuemfnts of thc rcrnicel prcdded by awCc and amornts payablc to Awcc, gr,n; effecr ro

l"ttg'{Pl l, t}re CgqprDy rStscE t9 pay AwCc r pottioo oitb. *rt, a.nd approyrirtc ovcrhcad:ncun* uy tlcg in.provi-ding tbosc rcrviocs, ., fouoorr. The cons incu:rcd by awcc i-r
f^T*:l:il :: 

b.-l crcdit hnee urd sbort*crnr public bormwings w:lt be cividd among rheLo'rr?crPa..1ts lD proPorticn to the maxinun priaeipal urorErt that eacb Co.partciiar.t
::'_:* 

bc mlde avrilable to it d'rring tbo ocunc of a yer. The costs iacurred by AWCC in

,t:ifT."rtl Tqh long-ta1n bonowing by Awcc wifl be dirided amons cacu co.puticipaatln-lrolontoD 10 thc pnacpal smount of tbrl bonowng thar is loued rr&er Co.partlcijaalAWCG's ovcrhead will be-allocatcd !$ong hc Co.Parhls'lpcnts in hc sarne proportior as each
9_?:l*1":P{:t's long- n:l rnd nraximur:r:, rcqpestcd rhort-tcra borrow.ings and Lrvcrtncats in a
:tlt:_of lo"t bT o ']l of te loEg and maxin':n short-tcrm bonowings-ar:d irvestmeru ty all
L.c-ra+rctparu duing thc sane year,

:

Jll-2a-eEr :,S:le ?:"5313252 9V, P. e;
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all thelnrornsions- of this Agrer*rent. Th. icmpu,y shall pay tbc n?t err:ouil sbo*.n on irs
statemfnt within thirty (30) days afar the billing dare,

i 4. Irsocction. Upon rersguab)s noticc, AWCC will nnake availabte ro rhe
Cgmpfr for its i:upcction AWCC'r bools, rccords, billr, accounts and a.ry other doorrnents
which pcscribc 6 support tbe cosrs dlocatcd to the Comp&ly undq this Agrccrrcnl

t
I

i . gEli&ggg$ge! fwcc and thc Company exprcssly agrcc: (a) rtrar
tbe obfea$oru of tbe-Company urd each Co-?anicipurt to AWCC ri sertrrl .t a iot jcini; (b)
bt:Fl Cgry*tyll not re rcspoosiblc to uly Co.Prrticrpurt ro AWCC o, ro .y ..iignr.'oi
T"dil.f of AWCC foq ury ?s),rDcrlt ir, qccss bf pepoens duc by ihe Ccmpany to AwCC under
ttu; 

ffecmcnl.o: I Notc in thc fora atiached :o rhis Agree6s6[; end (c) thar no Co.participant
:lll.t.tff.!tj'lo tbc Compsny, to aay otlcr CoPrrticipEn! ro AwCC or :o !n:/ assigr:ie or
.I*l{_.f AWCC fo: ury Pa}mcnt in cxccss of payrrcnts due by thsr Co-Pafiicipurt ro AWCC
unoa ln)' a9leenrct:t rubsturtially simila! to tlrir Agrcema:t or tnCcr any Notc itrecbed to thar
oth:r 

freemrzrt. - AwcC covcnurts rnd agrcx thriit will requirc, ar a conciition ro i:s entec,ng
into a{r s.uc} othl r!trecorent *:th a Co-Prrticipanl thrt slch other agreemcnt contairs rhe
same dovision as that conta:ned in &re immcdarcly preccdiag scatencc.

,,^.

O

{
l r
t .. Notce. The Compa{'s bonowingr uadcr thie Agrcernent will bc

w!6e:Tec by one ot morc promi3sory notcs in'thc forrn of Pxhicit A or ExHbit B anached ro :hjs
.4,greerfent.

I

l "
i _ '. . {on-Exclusiv:tv, Notfing in this Agrcemcn: prohibrts or rasrricrs rhe

9o-pftv. frorn borrowing iom r.\ild puties, or obtaining scnriccs Acsl;uea in rhis Agrcemanr
=om u:rd parllss, whcncvci and on whatcverter:ns it dccrns appropria:c.

/
R Efrcctiveness. Thir.l u. l'tlcctrYcnesE. Thir Agreeocat rhall be effrpti'rc as of June 22, 2C00

providtd hat, if pnor rppovrl by tire rcgultory comrnission of a.ry jr,rnsdiction is requuerijr,nsdiction is raquueri
befo:e 

frrls 
Lgtccrtcnt may bccome efletrvc rs to ihc Compa:ry, or before .{wCC nray plovide

r panifular seflicc hcrqtndsr to thc Compary, this ege;cni'shall not bc cffccivc as ro rhe

S-Tefy ot..t -F tbat tcrrrcc, as the casl raay bc, uriless urd uril rhe re4uircC approvai has
b1l ofenf' 

Jd* an! unril &ir Agc"mcc! becomee cfecrive as ro rbe Ccmpany ra wboic
?t in fn: urc.Cornpaay shali noi be entirlod to t}e berref;ts of, nor shall it bave-ary riglrts or
dutjce 

|tdo., this Agreeaenr. Tb.r Agrcenrot raey bc arncadcd or resqnced oniy by *rr:ren
instruimr signcd bf'thc Con:pany ud AWCC.

; . 9. . Tcmrinarion. The cernpury ruly trr:rdnare its paniciprtior :a uis
AF�ee4lent by glving t.nTOEr prior wricco notice of n:ch terninadon ro AWCC; a-rC (o;
AWCC rnay tcrurinat this Aprecnant bv crigino ninrlv /Q0\ rlrwc nriar u.r'il.:n nario af qrnLnay tcrninat this Agrecmart by gfing niaery (90) days pnor writ:cn noticc of suc.-.
tcrnirltion to tba Coapany. Tenrirutior o};itiingraemeot wilf not afiect; (r) rbe Compc.1,'s
obliga{ons unccr aoy Promislory }'Ioter: O) ny perry'r obligaions wirir respcci ro an)' amoun:s
o*ng[under-scctious 2 rnd 3 of u\il Agtc€mcroi 1;n.iualng sucb amounrs attribu,.ab]e ro
obligafons of any tcrninating parD' unda aly honisscry l,iotca 6ar rcrnain outstanding afia
Ft .$*ttent is tcaroirated as lo that prny); or (c) AWCC's obligations to repay a:ryFt nF*trent is tcaroirared as to rhat prny); or (r
lnvcsTc:lrs nade $ a Con:pany pusua!: to Apper&x I

.'
' L -
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I l0 Copiee. This Agrccur$t may bc cnecttcd by the puties in onc or morc
coplcs fand eacb exeued copy sball bc coruidlrcd ur original.

Iu wiurccs of the foregoing lach of thc Conpury and .e,wCC has causcd its

d
respccfve corpontc scel to bc aflired to thiq Agreernatt rad bas ca'lscd this Agreerrmt ro be
sigcdpn its behaif by itl duly authorizcd ofdqrrs.

YLVAI.ITA.AMERI CAN \AIATER

CAPNALA\,tER

byr

o c r:rd Secrcerty

Prxide4 urd Secrarry

AITE

Flv"

Tidc: Joccph F.
Vlcr Prcsi l f i t  and Trragure:

-3-

I
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APPEND:X I

DESCRIPTION OP PNANCIAL SERVTCES

Sa fortlr bclow is a list of tlre scrr{ccr wbiqh AWCC rgrccs tc providc to tire
' upon iE tqucst plrrlut to the Agrcernsrt ro whicb th:s Appcndix is atracbed.

l. Short-Tcnrr Lornr. AWCC will provide Short-Tcno Lourr to ba
Pursuani to drc terms set foni in thc promissoif notcs to bc isruad by thc Cornpany ro

, each obstratiaiiy in thc form rf,ached ro this Agrcraeat u Exhibi: A.

Lonq-Tlrrn Borr_owings. AWCC wiU provide lorns othcr thaa Sho:t-Term
Loans the Conpu:y punuqt to thc tenus sct fortb ia the porahsory Dotes to be issucd by thc

to AWCC, cach rubttantially in tbe form ansched bcreto e F-xhibjt B.

3. Cash Muragnrent, C8sb not rcquircC by thc Conrpany to pay in daily
or to p8y whar duc thc principal of urd inrres: on, the Conpany'e bonow:ngs

'CC othcr than Shcn-Te-a Lours will beurcd by AWCC 6rst to rcduce thc ourstanding
bala.uce of hc Compury's Shcrrt-Term Loang o*ing tc AWCC a.rd a;ry exc€ss will be

t
:o bc jnvened rr.irh AWCC and will earu a dai)y rarc of jnterst thar js cq:u! rc the
incomc camcd by aWCC an (hose f.rnds. Upon thc r?qu6r of thar Compaoy, aWCC

sball one or morc prornissor,v aotcs in favor of thc Conpaay, in forrn ard substance
ally sinilu to he Promissory Note atrachcd as Exbibit A tc thc Ageerncnt u cvider,ce

ofs investmsnt.

ryi--'o \L L
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lnore
until
Notr

payab
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forc

Frincipal Sum"), or such lcsscr emoslt as shail cqrul thc Eggrcglts urpdC pinc:pal
am of the lou:r made by Lcndcr to Borowcr (other than loans cvideoced by a promissoq'

r i .  ! . 1 r r a ! f ; i  A  - i \ : . (  . - 9 - 6

Sztsa,�r Pc-c,r,,ERl.ffr i.JFTER 'lC

EXIIIBIT A
PROMISSORY NOTB

FOR SIiORT:TERM LOANS

2000

FOR VALUE RECENED, F{AI\,IE OF COMPAIiYJ, a
coqporation (trctain 'Borowcr") h*by lrroa:3cr to pay ON

D o the ordcr of Amcrican Y/atcr C4itd Ccap., a Dclawa:t coryoratiou ('lr:rder'), in
fi:ndr et ib ofEccs rt Voorhccs, Nov Jcrscy or such othet place as Lcoder may tcn

timc derigrure, the prlrcipa- sr.un of dollars (S ) (thc

which thc prinapal azrounl is duc and payablc in one or norc schedulcd installnents
ore ycalai,er tbc date of iu issuc), togaha wift iatcrert tbceou Aom Lhc datc hseof

id in full: tntcrcet rvrll bc chargcd oa &c urpaid ourtanding principal balance of tlus
a :ate per rtrnun equal to Lenda's acnral cost of funds to raske such lorn, euch retc to
as Lmdct'l actual cost of funds cburgcs, Inte*st on borrowings shall be due and
on tbe 5nt business day of slcb nonth, comrarncing vith :he first buiness Cay of thc

iaw, ol if acrion shall be '.aken by Borower for the pJrposes of effccrrag ury of thc

(c) Ary orda, judgmcnr or decrec shdl bc qtaad by a::y coun of
cn: ;urisdictisrL approvir:g a pcdtior sceking reorg$lzatiqn of Bonowcr or d: or r
tid pa,n of thc assas cf Borrowa, or appointing a :ccciver, trlstec or liquidrror of

mon*r fier ihe month in which lbis Notc ir cxccutcd. In the abreircc of rnaaifest enor. ti:c
maiatarnod by l-cnder of the srnou.Dt urd tesn, i3 aay, of bononings hereunder shall be
conclusive.

Borrowauay bon.ow, rrpry ald rcborrow bercundcr iu anounrs wirich do not, in
ouutmding at any timc, erceed tbe Marim'.rn Principd Slna.

The occurrence of oue ot more of ury cf the followirg shall constjtute an evert oi
urdcr:

(a) Borrowcr thall fat to rnakc Eny pafncil of prilipai aadror
duc bcrcundcr ol undcr any othcr pronissory notc betwccn Lcocer a:rd Bonowsr withjn
inesc days aficr thc sune shall bccomo due urd payabla, whather ar rrrnuiry or by
ion or otbqnrise;

O) Borrowc,r shdl apply for or coascrt to tbe appoinbncrt of a
, trrstce or liquidato; of itself or lny of ilr propcrt)', sdmit n uriing iu ioabitity tc pay
as they :n8ture, male a general aesigrureot for the bencfit of cedito:s, be adjudrca:ed a
or tnsolvcnt or filc a voluntary'pctiuon in buricruptcy or a paition cr an lrslrcr secking

ion or rn arangemmt with creditor or to telc rdvrntagc of ury b&Iilrptcy,
iort iasoiveDcy, rcadjusbcnt of dcbt, dissolutiol or liquidadon of ]aw ot surutc, ot

an ans admininj tbe material allegations of a pcririon filed agairut ir ir any pocceding under

intc
five

recci
its dr
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o P(HIBN A
PROMISSOR.Y NOTE

FOR, SHORT.TERM LOANS

2000

FOR VALUE RECE[\'ED, fNAI\4E Or COMPA]ryl] a
col2oration (lrcroin 'Borrowcr") hcrcby prom:rer ro pay ON

to the ordcr of ,q,nericrn Watcr Caprtd Corp., e Dchwrc mryc'ration ('l,e:rder'), in
fundr ar iu officce rt Voorhes, Nelr, Jcrsey or nrch c$er plrce as Lader may fiom

timc dedgrutc, thc principa- sun of _ dollars (S ) ('ec
PrinciprJ Sum"), cr such lesser amor:nt as ahali equal tbe aggtcgats .ulpaid pinc:pal

of the lou:r madc by Lcndu ro Borower (other than loang evidcnced by a prcrnis.ror;'
which thc pnncipal amount is due anC payabie in onc or norc scbedulcti installmmts
o:te ycar afler the Catc oi its issua), togelha wi0r interert tbercon iom tirc date hereof
jn full. Intaest vill bc cbargcd oa tbc unpsid outsturding priocipd balance of this

a ratc per ru:urn cqual to !:ndcr's acn:al cost of furrds to nuke such lorno susb ralc to
as Lendsr'r actuai cosr of funds cbrnges. Intcrcst on 5s3vontlgs shalj be Cue aad
on $c 5rst bruiners day of crcb month, cornrocncing with thc first busiocss day of tbe

month ftcr the mosth in which tLis liotc ie excartcd, in rhe abrc'r:ce of nacifcst etror, tha
majatainad by tznder of thc ano."nr uri ts::a, if any, of bonoslttgs herarnCer shall be
conclusive.

Borrowcr may borrow, rapry a.ld rcbcrrrow hercunda in anounts wtrich cio not. in
a1e oulstending ai any time, cxcccd the Mrximurn Pnnqpd Sun.

The occu:reacc of one or more of u:y of the follo*'rrg shail constinrte a:r cvent of
berct:ader:

(a) Bonorrcr shdl rcl ro msko any prymert of prbcipal urd;cr
due hcranudsr or under any othcr promrsso4f note beiween Lc$dcr and Borowq witlun

five inese days af,er thc sane shdl bccomc due and payable, wtraher a: manujty or by
on or othet''ndse:

sat1c
trne

lotc r

motc
unril
Nou
chanr

/^

o

rccctr
i ts dc

(b) Bormwa shall apply for or coDsedt to 'i. zppoi:rtmcnt of a

, blsrec or liquidato of itself or eay of itg propcrtyr rdmit il witing is inability to Pay
as they mrture, makc a general assignncnt for tbc be.rcfit of crcditcrs, bc adjudicatxi a
cr inrolvent or filc a vo)u:rtary pet,tion in banbuptcy or a paition or an 8n$tcr sccking

iOn Or lrl Ssr;rgea1en: w:th srcditorS sr 19 trles rd"rantage of any banbrptcy,
zation, inroivcnq', rcaCjusueent of dcbt, dissolution cr liquidation of hw or sualte, or
er admitting rbe material allegrtions of a pctition filcd againsr it in any p:oceedjng tutdet

any law, or if rcdon shall be takea by Borrower for thc purFscs oicffccti.Ag ury of thc

(c) Ary ordar, judgment or occrcc $all bc tltcrod by asy cou:'l of
jrrisdictioa approving a peition scehng reorganiagon cf Bcno*a' or all or

subs :al pan of the asscg of Bo:Towa, or appointing a :ectivcr, n'$tec or liquiCetor

an

a
ot
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or any of its propcrtY, arrd'such ordf, juCgrncnt or dccrcc shall continue unsEfd rpd

for aay priod of dxtv (60) days.

tbc :ng, upou Lile occursncc of any lvcat of Cefault, Lcnder nay fonhwith cxercisc
singly, oncurrently, successively or othcrrrtbc ury urd dl ritbts and rcnredier rvailable to

lrw, e4uity, slatut! or othsrwisc.

Borrower hcreby wriver prcgl$trnent,. dernead, nodce of nonpayrncnl plotBst,
protcst or otler norice of dishonor inieonnection *ith eny default in tba palmenl o{ or

of hc peyncnt of, all arnou{r Cuc hercunder. To the exteil peru:ined by law,
waiver rhc right 10 eny stay of cxecdrion rnd the bcaefit of aU cxcrnption laws Dow or
in effcc't

Fotloring thc occunsncc of Fny evcsl of defautr, Bonower will pry upon

esivito
aI costr ard expcnses (jnchding all foounu paiC to attor!c)'s, acco'rctsnts, urd other
cmployed by Lender), incuncd by L{nder iu drc cxercisc of aay of iu rigbts,.rcmcdies
rs hercrurdsr with respect to such e*nt of dafrult, and roy a$ourt tlgeof not paid
followilg dcrnurd thcrcfor sball bc $dcd to thc principal sun hercunCer ud will b€at

at *lE so!trrcr rats set forth hcrcin i1m tbc datc of s.lch d€Nnstd until pdd in full. In

Upon the occurcnce of any dveat of &fault, thc corirc unpaid priacipd sum
plus alJ intctest sccnrcd lhereon plrs all other sums drrc and payablc to Lender
shdl, at rhe option of Lgcdcr, bccqne due and payablc im.urediarly. ln addition to

ln rvith and as par of the foregoing, h thc cvcnt tber this liote is ptaccd in the hads of
ry for tbe collection of any surn pey$lc hcrcurrdcr, Borrower 8gces to pry rcrsonabie
' fees for the collccticn of thc azrorirt bcing clrirned hercunder, rs rrcll as all cosu,

This hornrr:ory Norc ir one of ttrc promhsory loter refered to in the Flcancial
.Agreeanent datexj rs of June 15, 200dbetrner Bonowcr and Lcndet to whic,h rcfcrcnce

for a stlternent of addirional righs urd obligations of the prrties ncr€to.

-

ot

any

and a]lowar:ces providcd by lrri.

If for any reason one or morc d d:e prcvisioru of tiris Notc or thcir applicatioa to
ty or circumstanccs sLall ba hcld to bc inniid, illegd or unenforocablc in aty rtspcct or

to il:y ent, nlch provisions shdl neverrbclqss rernaia vdi( legd and enforccrble ia all such
other snd to such erlent a6 may b| pennissible. In add:riorr' aly such invdiCiry,
it o: unenforccabiliry shdl nnt affect aqy o$er provisioru of tnis Notc, but :lrjs Note s\all
be as rf rucb invalid, illagal or ulcaforceablc provis:on had nevct beea conrsined
hctcin,

urd tBr

i
l
ld-2

I
I

?r?:31=52

Tbis Notc inu:rs to tbe bcaefiq of Lcnda rnd bbds Borovrcr ud Lcnder's and
's rcsp;ctive successors arrd usifis, rnd the words 'T-cndrr' aDd "Borrow6"

occuning herein shall be deerneC ald constnred to include such respcctive succrssors

o
4,, t ' . l d (
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IIV WITNESS I*TiEREOF, Bo=ower hu executed th:s Promissory Nota the day
6rn wrinca abovc.

[BoRRoqER]

By:
Nanrc r.od Titlc:

o

A-3
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EX}IIBIT B
PROMISSORY NOTE

FOR LONGTERM BORROWNGS

2000
i

: FOR VALLT RECEIVED, lliAME Or COMP,LVn, E _ .
corporftion (bcrcin 'Bonowcr') he:eby lro:rrrsss to pay to tbe ordcr of AJlqicaD Watcr C"t,rul
Cotp., i " Delrwrrc co'rporation ("1-codcr''), in satnc day nrnds at is orIccs at

or sucb o'.bcr placc as I*:rilcr ney frca rirae to rimc designate, tb:
surn of dollus (S \, tqgetbcr wirh inreresr thereon
da:r hcr@ lnrereitT-uc-cbupcin the rurpaid ouuuud.rrg

I balstcc hcraof a I rare pcr unun cqual to :he ntc paid aod to bc pa:d by Lrndcr witb
ro $c borrorringr it medc in orda to prolidc frr.rds to Bonowcr beranade;. Jntcrest on

sball bc due rnd payablr in inmediatcly evrilabic funds oa tir sane busincss day on
whish fhe L^eeCcr tnut: pay intcren on thc bonourngs it rnadc in ader ro provide fuads to thc

times frd 
jn such.ataounts and :n n:ch jnstallmenu hsra.$dcr at thc Lader urust pry with

rcspecqto tic bon6*'ings it madc ir ordcr to prolide fusds to thc Eonowa hsre'.r,rda. Lender
has pr{vtded Borowcr with a copy' of thc docuncrtation evidcacing tbe borrourngs made by
Lendalin order to provioc firncis to Bcrrcwa hqcundcr, in thc absa:cc of maaifcrt cr:ror, nrch
donrmlntation and the records u:aintaincd by Lmder of :irc anount and tcrln, if ury, of
borroufngs bcrcundcr shall be dcemed cooclueive.

i
I

J m. ocsureuce of one or moic of ary of tbc followin3 shall co$titut€ aa event of
defauldhacuDder:

I
I
I (8) Borower shall farl to rnalc any prynent of principal ar:d/or

intaesl due hcreuudqr or undrr any othr prorniesory notc bctween Lcndcr ar.d Borrowcr wi'Jrin
five brlsilcrs drys afi,er the same shCl beconc duc urd payable, nhaher at matr:ri) or 5y
accclaldon or othc6r'i s:;

I
i O) Borower shal. apply fcr or conrcril to tlrc appoitaett of a

reccivf, trustac or hguidrtot of itsclf or any of irs popcrty, aCnit in writing is inability to pry
its debp u thcy malurc, make a g"neral assiguncni for the benefit of crsditors, bc adjudrcatci a
ba*upt ci tnsolvcnt or filo a volur:wy pridon u bnlruptcy or r pctition or rtl srrE'er rccking
roorgar{ization or rn arrugcment u'ith crcditcrs or to take adlrntage of any bar:}ruprc;-.
reorga{iz.ation, bolwncy, rcadjruunot of debt, dissolution or liquiCation of }aw or statJtc, or
an ursler ad.rnitdnS tbc matqial allcgatior.s of a pctidon f,lcd rgainst i: in any poceeding unda
aly sulh iaw, or if action sbajl bc takcn by Bcrowe fof tbc pu:poses of effccti;rg ar:y of tire
foregoflng; or

I
t t.l Any orda, judgrncnt or dccrrc shrll lbe cntcred by any corrt of

ccmpfit jr.risdiction, approring r petitior scaking recrgaaization of Bororver or all or a
srbsnrlnd put of tbe asscts of Bonower, or rpporrtiag a rcDciver, tnlsue or )iguidator cf
Boro{er or uty of its ptoperry, aad such order, judgneni or deree shaJl cornruc ursrayed and
rn eft{t fo; ary pcflod of six:y, (60) days.

^

o

ts-l
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singly,concurEltly, succcssjvcly or otherwisr any and all rigrts urd rcnredies availarle to
law, ecuity, statuE cr othcnvisc.

Borrgw?r bercby rv{verr prescntrreoq dentld, noiicc of nonpaymenL p:o:cs!
protcst or othgr Dotlcc of 4dronor in connaclion with any defauh in the palment o:', or

of the paymcnt of, all amouus duc hercundcr, To the extenr permined by iaw,
waives thc righ: to sny stqy of aiscution urd thc bencfit of ail cxcrr,ptiou laws now or

in e{fect.

Followiag thc occlucncc of rny eveut of dcfault Borrowcr will pay upon
all coss and expci:scs (inobding rll anro,:ntr paid to anohGys, accolutant!, utd ahsr
cnrployed by Lender), incrrrcd by Lcndcr in thc cxcrcise of any of its righu, rcneCils

hcreuud:r with rrspect p ruch evern of dcfault, uC ury a?ounl $srcof not paid
followiag demud therefor sball bc addcd to rhe pnocipd nrsr heuudcr ard will bcar

at thc comact tate set for*r bcrsin from th: drtc of such dcrrend until oaid in full. ln
with urd as pzll of the forcgoing. in thc event thar this Notc is placed in the ha,rds of
for the collasdon of ury sum payablc hercwr&r, Borower agrces to ply rersoneble

' fecs for the collecion of the amount being clcmed hcrsunder, as well as dl costs,
and allornnces provi&d by law,

an ano
anot:le

Upoa drc ocsurencr of any cvctt of dcfault" the entire unpaid principal nrn
plus all intcrest acc:ucd tkreon plus all d.lrer surns due and payrblc to Lende:
shall, at the oprion of Lender, beeooe due and payable iramcCiately. !o aCditioa to
ing, upoa the occunence of rny rvc?t of default, Leader may fonhwiib cxcrcisc

If for arry Eason onc or nore of the provisisl3 of this Nots or thcir applicatioo to
y or circumstanccs shail b: lrcld to bc invalid, illegnl or rurcnforcable il ury lcapcct or

such provisions shglt levenhelas remeln rdid, lcgal and enforcEable in all such
utd'to such exent ss may bc permissiblc. In rdditicq uty such invaliriit-v,

^ .

o
ilicgaji or unenforccacility shall noi affeci any other provisions cf this Note, but this Nctc shall
be as if ruch invalid, ilhgd or unenforceablc provisicn had never been contarned
herein.

This Note inues to $re benafit of Lender r.'rd blrds Bomr+'cr anC Lcndcr't and
's trspoctivc succcssors rsd assigns, and the wordl "Lendet't and "Bot?o$tt"

occurring hctein shall be decmcd and constn:cd to ine)udc such rcspcctirrc succcsrcn

This Proarissory Nou is one of thc pronlssory notes rcfcrred to ia tha Finaneial
Agrecrrent dared as of Juno 15, 2000 bctrrwn Bonower crd Lcndr to which refcrence
for a seteont of rdditjonal ighu and obligatior,s of Lendcr anC Borrourcr,

Serv
is mi

o B-2
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IN WITNESS WHEREOF, Borrower hu executed this Prornissory Notc the day
firsr rvrincs aborc.

lBoR.ROwERl

tsy.
Nunc and Tirlc:

o
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5 .
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i .

8 .

9.

r0.
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12.

1 3 .

14 .

1 5 .

1 6 .

1 7 .

t E .

1 9 .

20.
a t
- L .

22.

23.

24.

25.
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APPENDIX B

List of Water Company Subsidiaries
Of Arnerican Water Works Company

Arizona-Amerjcan Water Conrpany

BluefieJd Valley Water Works Clompany

Cab fomia- Am eri can W at er Co,n pan-"-

Connecticut-American Waler Company

Hampton Water Worlcs Company

Hawaii -American Wa.ter Company

I llinois-Amencan Weter Company

Indiana- Arned can Water Company

Iowa-Amerrcan Water Company

K entucky-American Water Con:pany

l,ong Isla;rd Water Corporation

Maryland-American Water Company

Massachusens-Ameri c.an Water Company

Micbi gan-.Amen can Water Conrpany

Mi ssouri-American \\'ater Company

)iew Jersey-Amencan Waler Company

)iew Mexico-Amencan Water Company

New York-American Water Compan.v

Ohio-Amencan Water Company

Pennsylvania-American Water Company

St. Louis County Water Company

Tennessee- Arnen can Water Comp any

The Salisbury Water Cornpany

Virginia-Ameri can Waler Company

West.Virg:nia-American Watcr Company



ocA-vr-29 Q.

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

ocA-vl-29

For each agreement identified in response to OCA-I-S9, 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 totalnumber of actjve 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, c, 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 municipalitjes 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 5277.093, an increase of
$37,663, 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 AII Cities CPI.

ocA-Vr-29 A.

RESPONSIBLE wITNEss: Jo Anne Lontz, Financial Analysr (parts a, b, c, and e)
Robert W. Freeston, Vice President & Treasurer (palt d)

o



O ocA sErvr
ouEsTroN 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

(a)

RATE
PER BILL

$0.55
$0.55
$0.ss
s0.5s
$0.55
$0.5s
$0.5s
$0.s5
$0.ss
$0.5s
$0.s5
$0.70
$0.55
$0.s5
$0.5s

(b)
ACTIVE

ACCOUNTS
AT 1A31|OO

2,066
958

1 1 , 3 1 8
3,160
3,597
4,512

0
0
0

681
4,326

50
0
0
0

(c)
PROJECTED
ACCOUNTS
AT 12/31rc1

2,066
958

1 1  ,318
3,160
3,597
4,512

0
0

2,002
681

4,326
50
0
0
0

(e)
SERV]CE

COMMENCEMENT
DATE

APR 2OOO
MAR 2OOO
APR 2OOO
APR 2OOO
ocT 2000
APR 2OOO
JAN 2OO1
FEB 2OO1
FEB 2OO1
JUL 1998
DEC 1994

FEB 2OO1
MAY 2OO1
FEB 2OO1

VggpggcH oF HoMESTEAD
BOROUGH OF CRAFTON
BOROUGH OF NESCOPECK
MCDONALD SEWER AUTHORITY
WHITE DEER TOWNSHIP

TOTAL

$0.55
$0.5s
s0.55
$0.s5
$0.ss

ACTIVE
ACCOUNTS
AT 6/30/01

1,304
2,250

524
1,017

607

ADJUSTED
REVENUE

ct-ArM

$8,606
14,850
3,458
6,712
4,006

$37,633

o



ocA-vr-34 Q.

ocA-vt-34 A.
DESCRIPTION

PUBLIC HEALTH AND SAFETY
CONSERVATION OF WATER
EXPLANATION OF BILLING PRACTTCES
PROVISION OF FACTUAL AND OBJECTIVE DATA
OTHER ADVERTISING PROGRAMS
CIASSIFIED ADVERTISING
HOLIDAY GREETINGS
COMMUN ITY ORGANIZATTONS
DIRECTORY CHARGES
HYDRANT FLUSHING
MISCELLANEOUS

SUBTOTAL FROM EXH 3.E, BOOK #1. QUES #25

NEWS SERVICE AND AMORTIZATION OF MEDIA PROGRAM
CONSUMER CONFIDENCE REPORTS
BILL INSERTS
CUSTOMER SERVICE BROCHURE
COMPANY NEWSLETTER
PROMOTION ITEMS
MISCELLANOUS

TOTAL ACCOUNT 660.8 @ HISTORIC

ADDITIONAL AMOUNT FROM COATESVILLE ADJUSTMENT

TOTAL ACCOUNT 660.8 @ FUTURE

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

ocA-VI_34
Regarding the $1,038,579 claimed in Account 660.g 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.

AMOUNT

15,701
0

(2,579)
9,1 gg

1 3,1 25
268

16,857
1'1,666
46,379
7,803

117,420

312,443
347,891
179,114
12,257
25,683
18,284
10,445

1,023,537

15,042

1,038,579

RESPONSIBLE MTNESS: Maria G. Balmer, Financial Analyst



ocA-vr-35 Q.

ocA-vl-35 A.

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

ocA_vl_35
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.

a) The increase is the Human Resources area was primarily due to
three facrors: (l) the retention of vendors for HR consulting
services ($39,000); (2) the costs incured for the retention of
Merrill Lynch as the administrator of the 40lK plan ($27,000);
and (3) Hewitt consultants preparation of compensation suryey
information and other benefit related surveys ($53,000).

b) and c) The increase in Information Systems/Customer
B illing and Accounting and Information Systems/Financi al
areas was primarily attributable to: (l) 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. Freeston, Vice president & Treasurer



ocA-vr-36 Q.

ocA-vl-36 A.

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

ocA-VI-36

Please provide all supporting calculations for the Company.s
inflation adjustmenr shown on page 54 of Exhibit 3-n, inciuding
the amount of each test year expense, by account, to which the
inflation factor has been applied.

Details for the calculation of the inflation adjustment are contained
in Exlribit No. 3-8, Book 4, page 39.

RESPONSIBLE WITNESS: Maria G. Balmer, Financial Analyst



ocA-vr-37 Q.

ocA-VI-37 A.

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

ocA-vl-37

Re-earding pa-ee 3 of Exhibit 3-8, 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.

The retroactive adjustment is the reflection of the deficit cash
position that has developed for the 1997 -1998 and I 99g- I 999
casualt-v insurance policy years as detailed on the attached
schedule.

RESPONSIBLE WITNESS: Maria G. Balmer, FinancialAnalyst



PENNSYLVANIA-AMERICAN WATER COMPANY
DOCKET NO. R-00016339
ocA-vr-37

POLICY

GENERAL LIABILITY
WORKERS COMPENSATION
ALL RISK

1998 1999

(685,131) (361,262)
(72,e5e) (2s,876)
(3e,158)  0

0
0 .
0



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

ocA-IX-16

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?

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 firings, provided that the
information has been retained.

ocA-rx-16 a.

ocA-Ix-l6 A.

RESPONSIBLE wrrNEss: Jo Anne Lontz,Financial Analyst



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

oTs-Rs-l-D Q.

oTs-Rs-l-D A.

Company acquired,
Num'uertf hydrants,
Rate as of December 31.2000.
Current rate,
Annual increase(s),
Phase in period,
The final rate,
Date when the rate will be final.

oTs_Rs_i-D

In reference to the Public Fire rates that are being phased-
in, provide a schedule that shows:

A)
B)
c)
D)
E)
F)
G)
H)

Please see the aftached_ schedule. In preparing its supporting dat4
(Exhibit No. 3-G, p.49), the company inconictry aruruarized
public fire protection revenue for the Butler Township water and
sewer Authority's system at $240 per year per hydran t (for 222
hydrants) and $l 13.64 per year per hydranr (for i hydrants). In its
prdl approving rhe company's acquisition of the iutler sysrem,
the commission specified the fire piotection 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 548,415.

o
RESPONSIBLE wITNEss: Jo Anne Lonrz, Financiar Anar1,s1



.9,

o
o
(\I

(v)

N

(!

(J
o
o

(!

c!

o

o(,)
q)

o

' t

o $
6 O

.ji o)
x o
- o

-9 .g
n ? i

= A

o S

o P

o €
c ) 6
. = i i
'= ..
x !

L l ) C
e l

t ! ( D
B O

o ; '
t, lE

Q) L)

9 , n
E X

S F F F F g $ $
q E E q E  e q  q
E 8 ? 8 8  8 8  3a \ -

* f t v * *  v P -  P -
T E F F F  F $  F
l r , t n l l ) . D r o l o | r ) | ' )

8 8 q B B  B B  p
E B I P $  & e  s

E s 3 f i 3  ! 3  3

8 8 8 8 8  8 8  P
8 R 9 3 8  & R  N

o tq q
c ) . t
g F

N
N 6 r(\

q a 8 8 8  8 8g s 8 R s  i R

s
?\
ts

e F F p F  F F  F

H
o
d E
g F f t

u l  . n ;F  - H  E

E  :  ;  E  E =  g  ; .
p fi i 't + E= B Eg
s  a  E  E  =  5F  j  ??
aaaaa z g = [ df; 3 HH
F 5E $ E =E r, H?

lrJ
o
u,
E U J
O Fz <

=
l!

d H
=fr
7 a
u l O
o 7
* < f i
t o -

1 Q

5 f iz t r
Z O< z

? ? 8
? u Q
1 * ?

z < Q
< ( ! N

X s/)
e Z
i i <
- - A

= >

a 4
(\l t-
N u i
& x
r 5

{ f i s
z * * <
< d
> !
J - . , .

F g H
i . f t , s
> o

-\
u,
t

5
n
t \

o
l

e 7
- 4
(h
F r \
i . \ x

v

o



oTs-Rs-4-D Q.

OTS.RS-4-D A.

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

OTS-RS-4-D

Provide a schedule that shows the number of public Fire hydrants
by municipality in the territory formerly served by the ciry of
Coatesville Water Authority.

The public fire hydrants, by municipality, irs shown below.

Coatesville lg4
South Coatesville 38
Caln 160
East Fallowfield 20
Valley Township 26
West Caln 23
Sadsbury Township (CC) 30
Wesr Sadsbury 2
Parkesburg 80
Atglen I
Sadsbury Township (LC) i
Bart I
Eden I
Quarryville I
Colerain I
Total 579

-o
RESONSIBLE WITNESS: Jo Anne Lontz, FinanciarAnalysr



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) frwide a copy of the viable alternative information given ro
PAwc in order for that customer to be eligible for tti",ia",
rate.

A) The contract went into effect on December 15, 1999

B) Please refer to Attachment A.

Please note that Thomson consumer Electronics recentlv
announced that it is closing its plant in the third quarter orzoot.
PAwc will revise its pro forma revenues at present rates to reflect
this change.

o
RESPONSIBLE WITNESS: Paul T. Diskin, Assistant Director Rates and Revenues



ATTACHME].{T A

OTS-RS - 7



*'x Octobs 6, 1999

ylrralria Americgl' Water Compeny'est 
He$hey ParL Drirc

rate ae e "viable coBpetitiv! dtcraetive'to the water senrjce at the Sc;1utou fla^ut. .

P.1Pd 
on this "ni"b-I" go*patitive alteroative", TCE.-. and, qril Bhift pmducioa frorn thesq|P^IltoD pl."t 

!o the Msrlq plant-as neoaossrJr f,s rnq?i"nize profits aad, gmvitir- The

operating costs of whict, water B€reice ia signifrcaat. unforttraately for the
plaat'_tbe Marion platt erjoya g rig^;f,asltbr bwer water rate. TCE viewe this

ScrHnton-plaat iq g r^qior ildllrftial eustorDer m, PAWC'e qystem. usiDg seer 26g railliou
91?,:: 

of 
:"ft ia l'998,-aad anr3lift in poductioa awEy from the Sccauton plalt would.

SaCili

l i
Sinr:e-u-

l i
,reb,

/ ' .

I TnoMsoN coNsuMEB ELEcTROiilCS
1002 Nrw Hohrd rnnu, lrnann. PA t76ot. U.SA Tc[ (217) 29]tt45. Fr= p17) ft$Zto(

lr Tubc Oilntofi
'Tubc: & Oirplrn

L. Roboc'eki
, Ratea etdBevenue

, PA 1?O3B

IvIr. Bobowshl

ConsuEer Elecholics _CfCE) ilesirea a trew lret€r aenrica rate for its Sqraatou
S:9: Deoaad BasedFa*u{ scnrice rider @ider Drs) as aece,ibea be

Anedcas water conpany'e €ewq anrrent tgrifi, tu" utt n,poui""rV
the prerequiaite tls.t f€E have a'viable coopedtive altar:aative' to ttre watertfiat the Sqraatm Plert receives from PAWC in order to qualiry for a ruaei OIS

Scraatoa plaBt rnaau&,aures color televisioa picture ttrbee. TCE algo.operatee a
T* tt".t 

hYT* lbe lvlarim pl"ot hae tbe 8bilitt to produce e,ractly
;i#rv;'h;"i;i;

dlocation- TcE allocstes ira production ba$d on a wide "iri"ty "f igru;,

reelflt in sigDificart detrirqeat to pAwc aaa ru other cuglorBers.

hopes tbs1thi'q letter adequately addreeaaa tb.e "viable conpetitire altqnative,' isgue
reeards to tbe Scraltou plant'e indusion ia PA\trC's Ridq On. a"v furt5er questions
regards to tbis rnarter ehould. be directed to Mr. Larry Stoli.a, M*;# - Energr,

9Ho", a.ud MaiatEuslce s.t (S?0) 969-8406-

l \ t l t

lvt
r riFaSrd.eut,

icas T\,rbe Openati.*"

fioMsoN



A}T ORDSIANCE ESTABLTSHING RATES A}iDCHAR,GES FOR THE USE OF WATER SWPirr",
!y TIq, WATERWOR,T$ sysrE}4 oF TIIE crryollegoN, rlrDrANA, AND ReBEernrc ;Jl-. ORDINA}ICES OR PAiITS OF ORDINAT.ICES-

IN CONEUCT IHEREUTrrI{

;*" Hi:Hy-.tfll.--,}1{ an! rhe Commou C-ouncil of rhe ciry ofpkli::^lgry1 1i.", n.- "c.*t il;J:ffi; HIft *,J'ir.f,,ljffi.ililfifi'.HH
iOn. rnaint.nrn.. hna,| a-.r . '- ' .--- '-:----

iJ},ffi ::"::10,*-a*=l:iarses,'p*'id..;*";"L#;"pffi 
'ffoTJ

,ff,:"Sf:.#1iiT.Trre.*ail1,r,ry,o".;'i'i?iilffi h:l.J:rarcs and charges should rhercforc be incrcas.d; a"d-

S, ir presurrly appcars thar fu is nec'xsary rhar rhc prescnr rare schedulcs of chc
f:.trSjt,tj:, f :YF: irs eusrcmcr:r rcasonabia aad jrsr rarcs urafor scrvices as dcfined by IC e-f :i_i-eti), arra

I tls
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- - - - $'v q ̂ *r\r'r.r'rs r'

-Ow, iHER.EFoRE,
Indiana;

lphere'shall be and ale hercby esablished for use of warer supplied by rie n"aerworkntef 
lot 

the cicy of Marion, tndiana. rhe folrowi& ;; ard cherB$:

BE IT ORDAINED by rhe common co'ncil of ehe ciry of

SE-CTION T

Rare Per 100 Cu. Fr.

I
i,o,

Finr 133 Cu- Fr.
Ne:c 53a Cu. Fr.
Nert 9,333 Cu. Fr.
Over 10,000 Cu. Fc

Minimurn Chaige per Monh

s2.49
2.16
L, / )

.tz

et.l 
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Size of Mecr

5/E Inch Mercr
314 Indr Mcar
I Inch Mcrcr
L Llzlnch Mier
2 Inch Mscr
3 'Inch Metcr
4 Incb Mecr
6 Indr Mecr
E Ilch Mcter

Firc Drotecrioq - Per Ajrnurn

Public Hydrznt - pcr hydrut
Prhrare Hydrurr. pcr hydrant
Sprinkler l{cads .- pcr hcad

Non-Recuffins Chat€es

. L Reconneci Charges

Duing Working llosn
After Hours' 
Weekends

ii. Pool Filling l-abor Chaqges

Hourly Rate

iii- Reoeat Calls to Same Residenee
Fof Off-reodr (3 czjls't

iv. Deoosits

5/E & 3/4Inch Meten
1 & I lf2 Inch Meten

- 2 Inch Merers i
3 incir Meters
4Inch Merers
6 Inch Mercrs

Per Month fMinimun)

$6.96
u.32
19.90
30.42
52.lg

toli.76
. 21t.qi

316.31
421J9

Batrs

s259.82
b9.n

27

Rares

5i0.00
20.00
35.00

sE.00

s10-00

Approved by MJSB
- 8nat92

560.00
100.00
200-00
350.00
650.00

I,00(1.00 l h \ l l



SEETTON IT

ordinalc€s arrd pans of ordhauces in conflicr hcrewirh are hcrcby rc1=lcd.

. SECTION UT

ordinancc sbrll be in full force urd effect from asd aJrcr irs passage, a.u"d appmlct
by the l'fayor.

ADPPTTD. !I3. common council of rtre ciry of }darion, Indiana, rhis' , 1992.

T%r:y 
me ro dre *r:t or rhe ,iv) Marion, indiana, rhis Z- day of

i I
i**3-l9*D by me as Mayor of rhe ciry of Maiion, Indiana, thk /"+{ day of

- J -



oTS-RS-13-D a.

oTs-RS- 13-D A.

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

oTS-RS-13-D

Provide a schedule that shows how the 5470,877 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 at5470,877. 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 MTNESS: Paul T. Diskin, Assistant Director Rates and Revenues



ATTACHMENTA

OTS _ RS -13

Rrspot'tsIBLE WTTNESS: Paul r. Diskin, Assistant Director Rates and Revenues
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-Pa. P.U.C. Docket No. R-00016339

oTs-Rs-r4-D Q.

oTS-RS-14-D A.

oTS-RS_14-D

Pllri9l a copy of the UCIDC agreement reference.d on page V_g
of PAWC Exhibit 8-A.

A copy of the contract between pennsylvania-American water
company and union county Industriar Development corporation
is attached. In February 2001, the facility was tompleted and the
monthly minimum bill amount was increased from blO,++g.0g to
s21,762.40. Pro Forma revenue for this customer, as reflected in
the company's filing, was carculated at $r0,44g.0g per month.
consequently, the company will revise its revenue .t"i,n for this
increase as shown below.

Present Rates 2001
Less: Per Books 2000
Adjustment

s261,149
I 18,925
142,224

RESPONSIBLE WITNESS: Jo Anne Lontz, Rate Analyst



AGREEMENT FOR SLT OF.WATER

This AGR-EEMENT, is made this g*r day of april , 1999, by and berweenPENNSYLANIA-AMERICAII 
*ATER coMpANy, a co{poration organized and existingunder the laws of the comrnonwealth of pennsylvani4 having an office for tire transaction ofbusiness at 800 west Hershey Park Drive, Hershey, pA 17033, (hereinafter cailed ..pAwc,),

and uNIioN qotNTY INDUSTRLAL DEVELOPMENT coRpoRATIoN, a corporationorganized and existing under the laws of the state of pennsyrvania, having an office for thetransaction of business at 2lg D Hafer Road, Lewisburg, pA t7g37 ,(hereinafter referrEd ro as"ucIDc").

WHEREAS, UCIDC iS
Counry, pennsylvania; and

the owner of a certain properfy situate in Gregg Township, Union

WHEREAS' PAwc is a public utiliry authorized to provide warer service to the pubrii"in

lnion 
of Gregg Township, Union County, pennsylvania; and
WHEREAS, in order for UCIDC to develop the Great

on a certain ponion of its property, ir is necessary for UCIDC
supply; and

WHEREAS, UCIDC desires to purchase warer from
water to UCIDC; and

PAWC and PAWC desires to supply

, WHEREAS' it is necessary to co$Euct additional water distribution facilities in order to
lsupply water to UCIDC and the (araq(es^-- nwarer to ucrDc and the creat steam commons Bu.irr.r. park; and

WHER-EAS' the parties desire to enter into an agreement to ser fonh the terms andconditions of service.

Now THEREFoRE, uclDc and pAwc, intending to be legally bound hereby, dolereby covenant and agree as follows:
l . upon .o,npi.tion of the construction of the facilities referred to in paragraph.2.-

Stream Commons Business park

to provide utiiities, including warer

rv,  4 sUItable water for the Great stream comrnons Business park located in Gregg Township,



union County, Penasylvania, at such rates of flow and such pressures and in such quantities as
le and will be available in PAWC's distibution system from time to'rime, and subject to such-inrerrupnons and fluctuation in service as may from time to time occur.

2' PAwc shall have its discribution system extended from its presenr terminus in
Gregg Township approximately 8,250 feet in accordance with the drawing identified as Master
sketch Plan for Great stream comrnons anached hereto and made a parr hereof as ..Attachmenr

A"' This project wiil require the installation of i6", 12", and g', ductile iron cement Iined water
iine' a new distribution storage tank, and modificarions to an existing booster pumping station to
)e owned, operated, and maintained by PAWC.

3' A meter at the point of deiivery will measure the quanrities of water delivered to
lJclDc and serve as a basis for billing uclDc ar the reguiar rates of pAwc now or hereafter
rom time ro dme lawfully established.

4' uclDc agrees that, at its own cost and expense, it will insrall and subsequently
naintain a meter tiie and all appurtenances in accordance with pAWC,s specificarions, which

' .  - avill house rhe meter assembly to be furnished by PAWC.

t 
5' UcIDc shall, during each and every monthiy billing period for a period of

eighty'four (84) consecutive monthly billing periods, purchase from pAwc a minimum quantiry
of water which shail, when billed in accordance with pAWC's duly filed and approved tariff,
generate charges per month ("Minimum Purchase Requirement,') equal ro the total amounts
expended by PAwc to date on constructirn of the faciiities di'rided bv eighry-four (ga). uclDc
agrees that if its metered water consumption does nor equai or exceed the Minimum purchase
Requirement, UCIDC wiil pay for such additional quantities as necessary to meet such Minimum

iPurchase Requirement. uciDC shall be responsible for such Minimum purchase Requirement

;tor 
a Reriod of 84 months from the date that the facilities described at paragraph 2 are installed
placed in service.

in service' The Minimum Purchase Requirement shall be recalculated as any



^ remaining Ponions of the water disu'ibution facilities are placed in service. The recalculated
It Minimum Purchase Requirement shali be based on the total finai cost incurred by pAwc to

install the water disribution facilities less previor:s monthJy paymenrs made by ucIDC under
the agreement' uclDc shall pay the recalculated Minimum purchase Requirement each and
every billing period that is remaining in tbe eigirry-fo'r (84) month consecutive billing period
established herein.

7 ' In the event that addirional customers anach d,irecrly to and are served by the
Main Extension' as distinguished from extensions or branches rhereof, pAwc shall, on a regurar
monthiy billing schedule, read ail of the PAwc meters at ail of rhe r.retering points along the
Main Extension' PAwc shall credir the amor:nt of such additional cl:stomer revenues to,*.ards
UcIDC's Minimum Purchase Requirement. Nothrng herein shail be constrr:ed to obligate
uclDc to be responsibre for the water bilrs of the other cusromers.

8' upon the execution of this Agreernent, and prior io any construction of facilities
by PAwc' uclDc shall furnish to PAwc a Guaranteed Indemniry Agreemenr execured by

llpnion county to guarantee paymenr for the Minimum p,rchase Requirement. 
- 't

- 9' PAwc and ia represeutative, anployees, agents, and congactors shaii have theright to enter upon the premises of uciDc for the pwpose of tesdng, removing, replacing, orinspecting it' meters, or making such tests or inspections as ir deems necessary and it sha, havethe right' at ic own expense' to attach any testing device or use any mearls which it may elect roascertain the condition of the service pipe and other fac.ities.
i0' ucllc hereby agrees' in consideration of the amount of $1.00, to convey a Deedof Easement and fught-of-way for the facilities described at.paragraph 2 hereof, and inconsideration of fajr market vaiue ro convey a Deed for a sire suitable to cons.uct a disrributionst.rage tank. such conveyances shail be made by separate agreeraent.
I l ' PAwc shall at all times have the right to corulecr other cusromers to the MainExte:sion' and to connect water rines to the Main Extensic:

. 
tt' The ownership of the Main Extension and appurtenant faciiities installedqereunder 

shall at alr times be in pAwc, its successors and assigns.
l3' This Agreement shall be binding upon and inure ro the benefit of the parries

and their respective successors and assims.



oTS-RI-I2-D Q.

oTs-RE-r2-D A.

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

oTs-RE-12-D
Refer to Exhibit 3-d page 49, and Exhibit 3-E, Book 4 of 7,page 3' Provide exoranations -a.a"ultion, to s,rppon-;u orthe following adjuitnents:

a. ReFoactive adjustrnent 5533,224
b. AII Risk $ 4O0,IOT

18.041
$4lg,g4g

Please refer to Exhibit No. 3-8, Book No. 4, page 6.

The new All Risk po!:l and premium notice have not beenreceived. The sum of $l+f,g+g is an estimate of thepremium for this coverage. This claim will be ,Oa""awhen the policy becomei available.

a.

b.

RESPONSIBLE WTTNESS:Maria G. Balrner



oTs-RE-31-D a.

OTS.RE.3I.D A.

Pa. P.u.c. Docket No. R_00016339

oTs-RE-3I_D
Refer ro page 5 of pa-American Exhibit 3-E, Book 2 of 7(Revenue and Exoense Lag). On ttil-p"ge the average lagdays is calculatjas (z.r).I*pi"in *ny you used g.6.

fhe^average lag of g.6 daln was used in compliance withthe commission's directive in *r" rii"r order at DocketNo. R-922428

l

t
a

I

RESPONSIBLE WTI-NESS:Paul T. Diskin,. Assistant Director Rates and Revenues



osBA-r-o3 Q.

osBA-I-o3 A.

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

OSBA.I.O3

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,g77. 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 2ir0t. As a
consequence, Thomson has agreed that: (l) prospectively, it will
take service at the company's industriar crass rate; ana tji ror
service since January 1,2001, billed at the contraci rate, iiwill 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, g77 to $23g,226 to
eliminate the claimed revenue deferral for 2001. Therefore the
deferral revenue adjustment wiil be revised to $23g,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 Analvst
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osBA-r-Og Q.

osBA-I-og A.

Pa. p.U.C. Docket No. R_00016339

osBA_I-09
Reference page V-g of Exhibit No. g-A. prease provide a detairedexplanation for the ..UCIDC 

Agreement,, Iine item.
"uclDc 

Agreement" refers to the Agreement for sare of waterbenveen- Pennsyr van i a-Am eri can w;er Company and uni oncounty Industriar Deveropment corporation, a copy of which isattached' In February 200r, construction of the water distributionfacilities was compreted and ttre tnonthty minimum bir amountwas increased from $r0,44g.0g to $2r,762.40, in accordance withthe terms o-f.the agreement. pro formarevenue for this cusromer,as reflected in the Company's filing, was calculatea ai$t0,44g.0g
ll_llonrh: 

Consequenrly, the Company will revise itr r"u..,u"clarm, as shown.

Present Rates
Less: PerBooks 2000
Adjustment

$26t,149
llg,g25
142,224

RESPONSIBLE WITNESS:Jo Anne Lontz, Financial Analvst



AGREEMENT FOR SXTT OF.WG

This AGREEMENT, is made this gtrr day of lpril , rggg, by and berweenPENNSYLANIA-A'''ERI.A''' 
*ATER coMpAlflr, a corpontion organized and existingunder the laws of the corn'uoowealth of Pennsyrvani* having an office for the transaction ofbusiness at 800 west Hershey Park Drive, Hershey, pA 17033, (hereinafter calred .?Awc,),and I/NI'N qouNTY IND''TRLAL DE'EL''MENT coRpoRATIoN, a corporationorganized and existing under the laws of the state of pennsyrvania, having an office for thetransaction of business at 219 D Hafer Road, Lewisburg, pA r 7g37,(hereinafter referred to as

"ucIDC").

WHEREAS, UCIDC is tbe c
counry, pennsylva*ia; and 

)wDer of a certain Property sinrate in Gregg Township, union

^ WHEREAS' PAwc is a public utiliry authorized to provide water senrice to the pubricrin
r--I.nlon of Gregg Township, Union County, pennsylvania; and

*HEREAS' in order for uclDc to develop the Great stream comrnons Business parkh a certain ponion of its propery, it is necessary for uclDc ro provide utilities, incruding wateriupply; and

,.,., ,rHlff:.:r"tt"c 
desires to purchase water &om pAWc and pAwc desires to supply

i WHER'EAS' it is necessary to constnrct additional water disribution facilities in order to
toott 

water to uclDc and the Great sueam commons B'siness park: anrf
vr ecrr o.rtrzun uommons Brrsiness park; and

i^ 
WHEREAS' the Parties desire to enter into an agreement to set forth the terms anditonditions of service_

Now THEREF.RE, uclDc and pAwc, intending to be regary bound hcreby, docovenant and agree as follows:



lunion county' Penasylvania' at such rates of flow and such pressures and in such quantities as-are and will be avaitable in PAwc's distriburion system from time to'time, and subject to suchintemrptions and flucruation in service as may from tirne to dme occur.
2' PAwc shall have ia distribution system extended from its present rerminus inGregg Township approximately 8,250 feet in accordance with the drawing identified as MasterSketch Plan for Great stream comrnons anached hereto and made a part hereof as ,.Attachment

A'i' This project will require the installation of 16", 12,,, and g,, ductile iron cement lined warerIine' a new disribution storage tar*, and modifications to an existing boosrer pumping station tobe owned, operated, and maintained by pAwc. 
---e vvvetv' vut'purg s'nor

3' A meter at the point of delivery will measure the quantities of water derivered to .uclDc and serve as a basis for billing uclDc ar the regurar rates of pAwc now or hereafterfrom time to time lawfully established.

4' uciDc agrees that, at is own cost and expense, it will install and subsequendymaintain a meter tile and all appwenances in accordance with pAWc,s specifications, whichftt house tbe meter assembly to be furnished by pAwC. ....2

5' UCIDC shall' during each and every monthiy billing period for a period ofeighty-four (94) coruecutive mon'y bilring periods, purchase from pAWc a minimum quantityof water which shail, when billed in accordance with pAWC,s duly filed and approved tariff,generate charges per month ("Minimum Purchase Requirement,) equal to the total amountsexpended by PAwc to date on coastnrction of tbe facilities divided by eighry-four (g4). uclDcagrees tbat if its metered water consumption does not equar or exceed the Minimum purchasciRequiremenL 
uclDc will pay for such additional quantitiesas necessary to ,oeer such Minimumi Prrrchase Requirement' uclDc shall be responsible for such Minimum purchase Requirement

i*:f::d.-"tto 
months from the date that the faciiities described at paragrapb 2 are installed



ei;

remaining ponions of the warer disribution facilities are praced in service. Thc recaiculated
Minimum Purchase Requirement shall be based on the total final cost incurred by pAwc toinstall the water distribution facilities Iess previo's monthry payments made by uclDc underthe agreemenl uclDc shall pay the recalculated Minimum purchase Requirement each andevery billing period that is remaining il tbe eighry'fo'r (84) month consecutive blring periodestablished herein.

7 ' In the event that additjonai customers anach directly to and are served by theMain Extension' as distinguished from extensions or branchcs rhereod pAwc shar, on a regularmonthiy billing schedule, read all of tbe PAwc meters at ail of rhe metering poios arong theMain Extension' PAWG shall credit the amount of such additionar customer revenues towardsuclDc's Minimum Purchase Requirement. Nothing herein shail be construed to obrigate
uclDc to be responsibre for the water bills of the other cusromers.

8' Upon the execution of this Agreernent, and prior to any construction of facilities
by PAwc' uclDc shall furnish to PAwc a Guaranreed Indemniry Agreemenr executed by

lnion counry to guarantee payment for the Minimum pr.ucbase Requiremeot. 

- ---- 'l 
' :-

9' PAwc and ia representative, aoployees, agents, and contracton shall have theright to enter upon the premises of ucIDC for the pupose of testing, removing, replacing, orinspecting its meters' or making such tests or inspections as it deems necessary and it shalr havethe right' at ic own exPense, to anach any testing device or use any means which it may elect toascertain the condition of the senrice pipe and otbcr faciiities.
l0' UctDc hereby agrees, i,n considcration of the aroount of s1.00, to convey a Deedof Easement ar:d fught'of-way for che facilities descnbed at-paragraph 2 hereod, and in

' consideration of fair market vaiue to convey a Deed for a site suitabre to construct a disributionI! storage tank. such conveyances sbalr be made by separate agreemenl

i I l' PAwc shall at all trcres have the rigbt to connect other customers to the MainI  E-^,l *

i 
txtension, and to connect watcr lines to the Main Extension.

12' Thc ownership of the Main Exteruion and appurtenant facilities installed
er shall at all tirnes be ia pAWC, its successors a-nd assigns.

|-.- 
". 

. 
This Agreement shall be binding upon and inure to the benefit of the partiesqetcto 

and their rcpective successors and assigru



=€ s
^-' 14' This Agreement consrirutes the entire understanding by and between the partiesr-nereto' except as subject to the rules and regulations of pAwc's duly fiied and approved tariff.

l5' All notices, demands, requests, or orher communicatious hereunder shall be
deemed sufficient and properly given if in writl:g and deiivered in person to tbe following
address (or such otler or additional addresses provided by notice to the other parcy) or sent by
certified or registered mail, Postage prepaid with rerur:a receipt requested at such addresses:

P ennsylvania-American Water Companv
800 West Hershey park Drive
Hersbey, pA 17033

'A}ID

Uniog C orlrty Indust iai D evel opment Corporari on
219 D Hafer Road
Lewisbr:rg,pA 17937

l6' This Agreement shaU be constnred in accordance with the laws of the
lftrnnonwealth of pennsylvarria. 

u
v 17 ' This Agreecrent is conditioned upoa approvai by &e pennsylvania public utility

Commission, to the extent such approval is required.

IN wlTNEsS WI{EREoF, the parties have carsed this Agreernent to be exrcuted by the
iespective duly autborized officers, under their respective seals, as of thc day and year first above
Xln'hr-.  .  .  r s W g .

i^tr.rt
1 , /

(Seal)

Union County Indr:stiai D evelopment Corporation

P enruylvania-Anerican Water Compaoy
TTEST

eiaxy eal)

- /

(Vice President)


