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- I Introductiono
2 Q. WOULD YOU PLEASE STATE YOUR NAME AND BUSINESS

3 ADDRESS?

^ ^,. My name is Lafayette K. Morgan, Jr. My business address is 10480 Little Patuxento+r1
5 Parkway, Columbia, Maryland, 21044. I am a Public Utilities Consultant working

6 with Exeter Associates, Inc. Exeter is a firm of consulting economists specializing in

O 7 issues pertaining to public utilities.

8 Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND

9 QUALIFICATIONS.

O 10 A. I received a master's Degree in Business Administration from The George

1l Washington University. The major area of concentration for this degree was Finance.

12 I received a bachelor's Degree in Business Administration with a concentration in

O 13 Accounting from North Carolina Central University. I was previously a CPA

14 licensed in the state of North Carolina, but, in 2009,I elected to place my license in

15 an inactive status as I focused on start-up activities for other business interests.

a 16 a. woulD You PLEASE DESCRTBE YOUR PROFESSIONAL

17 EXPERIENCE?

l8 A. From May 1984 until June 1990, I was employed by the North Carolina Utilities

O 19 Commission - Public Staff in Raleigh, North Carolina. I was responsible for

20 analyzingtestimony, exhibits, and other data presented by parties before the North

2l Carolina Utilities Commission. I had the additional responsibility of performing

O 22 examinations of books and records of utilities involved in rate proceedings and

23 summarizing the results into testimony and exhibits for presentation before that

24 Commission. I was also involved in numerous special projects, including

I
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participating in compliance and prudence audits of a major utility and conducting

research on several issues affecting natural gas and electric utilities.

From June 1990 until July 1993, I was employed by Potomac Electric Power

company (Pepco) in washington, D.c. At Pepco, I was involved in the preparation

of the cost of service, rate base and ratemaking adjustments supporting the company's

requests for revenue increases in the State of Maryland and the District of Columbia.

I also conducted research on several issues affecting the electric utility industry for

presentation to management.

From July 1993 through 20I0,I was employed by Exeter Associates, Tnc. as a

Senior Regulatory Analyst. During that period, I was involved in the analysis of the

operations of public utilities, with particular emphasis on utility rate regulation. I

reviewed andanalyzed utility rate filings, focusing primarily on revenue requirement

determinations. This work involved nattral gas, water, electric and telephone

companies.

In 2010, I left Exeter Associates to pursue other business interests. In late

2014,I returned to Exeter to continue to work in a similar capacity to my work prior

to my hiatus.

HAVE YOU PREVIOUSLY TESTIFIED IN REGULATORY

PROCEEDINGS ON UTILITY RATES?

Yes. I have previously presented testimony and affrdavits on numerous occasions

before the North Carolina Utilities Commission, the Pennsylvania Public Utility

Commission, the Virginia Corporation Commission, the Louisiana Public Service

Commission, the Georgia Public Service Commission, the Maine Public Utilities

Commission, the Kentucky Public Service Commission, the Public Utilities

Commission of Rhode Island, the vermont Public Service Board. the Illinois

a
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Commerce Commission, the West Virginia Public Service Commission, the

Maryland Public Service Commission, the Corporation Commission of Oklahoma,

the Kansas Corporation Commission, the Philadelphia Water, Sewer and Storm Water

Rate Board and the Federal Energy Regulatory Commission (FERC). Myresume is

attached hereto as Appendix A.

ON WHOSE BEHALF ARE YOU APPEARING?

I am presenting testimony on behalf of the Office of Consumer Advocate (OCA).

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS

PROCEEDING?

The OCA has retained Exeter Associates to assist in the evaluation of the general rate

filing submitted by SUEZ Water Pennsylvania, Inc. ("SUEZ" or "the Company").

The OCA has asked me to determine the level of revenues that SUEZ should be

authorized in this proceeding. In this testimony, I present my findings regarding

SUEZ's test year rate base and net operating income at present rates. Based on these

amounts, I have determined the revenues that are required to generate the overall rate

of retum on rate base recommended by Aaron L. Rothschild on behalf of the OCA.

IN CONNECTION WITH THIS CASE, HAVE YOU PERFORMED AN

EXAMINATION AND REVIEW OF THE COMPANY'S TESTIMONY

AND EXHIBITS?

Yes. I have reviewed SUEZ's testimony, exhibits and its rate filing. I have also

reviewed the Company's responses to the interrogatories of the OCA, the Bureau of

Investigation & Enforcement (I&E) and other parties.

HAVE YOU PREPARED SCHEDULES TO ACCOMPANY YOUR

TESTIMONY?

Direct Testimony of Lafayette K. Morgan, Jr.
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1 A. Yes. I have prepared Schedules LKM-I through LKM-25. Schedule LKM-I provideso
2 a summary of revenues and expenses under present and proposed rates. My

3 adjustments to SUEZ's claimed revenues and operating expenses are presented on

O 4 Schedules LKM-2 through LKM-25. These adjustments also incorporate the

5 adiustments of OCA witness Rothschild.

6

a 7 Summarv and Reco+mendationsIt

8 Q. PLEASE SUMMARIZETHE RATE RELIEF REQUESTED BY SUEZ IN

9 TTS FILING.

t l0 A. In the Company's application filed on April 30,2018, SUEZ proposed an increase in

1l rates designed to produce additional revenues of approximately $6.2 million per year.

12 According to the Company, for a residential customer using an average of 3,500

O 13 gallons of water per month, the $6.2 million increase would result in a total bill

14 increase from $43.94 to $48.85 or an increase of ll.2 percent. The $6.2 million

l5 requested increase is based upon the fully projected future test year ending December

O 16 3l , 2019 ("FPFTY"). The Company is requesting an overall rate of return of 7 .95o/o,

I7 which includes a return on equity of 10.75o/o and a cost of debt rate of 4.65%o.

18 A. PLEASE SUMMARIZE YOUR FINDINGS AND RECOMMENDATIONS.

a 19 A. As shown on Schedule LKM-I, I have determined that the Company's proposed

20 revenue should be reduced to reflect a net decrease of $3,483,852 million for the

2l FPFTY ending December 31,2019. This represents a decrease of 89,720,257 from

O 22 SUEZ's requested net increase of $6,236,405. This is the amotrnt by which revenues

23 exceed those required to generate an overall rate of return of 6.5 I percent after

24 accounting for the OCA's adjustments to SUEZ's claimed rate base and operating

o
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income. This overall return of 6.51 percent represents OCA witness Rothschild's

findings regarding the Company's overall rate of return.

Schedule LKM-2 summarizes my adjustments to SUEZ's proposed rate year

rate base. Schedule LKM-3 provides a sunmary of my adjustrnents to rate year

revenues and expenses and the resulting operating income.

WHAT TIME PERIOD DID YOU USE IN MAKING YOUR

DETERMINATION OF SUEZ'S REVENUE REQUIREMENTS?

Consistent with SUEZ's filing, I have used the FPFTY ending December 31, 2019 as

the basis for determining SUEZ'S rate year revenue requirements. This is the same

period used by the Company in its filing.

HOW IS THE REMAINDER OF YOUR TESTIMONY ORGANIZED?

In the remainder of my testimony, I document and explain each of the adjustments to

rate base and operating income that I have made to arrive at the rate year revenue

increase shown on Schedule LKM-1. My discussion of these adjustments is

organized into sections corresponding to the issue being addressed. These sections

are set forth in the Table of Contents for this testimonv.

Fully Proiected Future Test Year

HOW HAS SUEZ CALCULATED ITS RATE BASE AND OPERATING

INCOME FOR THE FPFTY?

SUEZ's FPFTY cost of service is based upon an end of period basis. Specifically, the

Company's claim for utility plant in service is calculated using the closing plant

balances as of December 31, 2017 (the historical test year or "HTY"), and budgeted

plant additions for the years ending December 3 1 , 201 8 (the fuflre test year or

"FTY") and December 31, 2019 (FPFTY). Similarly, for the accumulated

Direct Testimony of Lafayette K. Morgan, Jr. Page 5
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1 depreciation, SUEZ started with accumulated depreciation as of December 3I, 2017 ,o
2 added the budgeted level of depreciation expense for the FTY and FPFTY, and

3 included the impact of the FTY and FPFTY plant retirements and a provision for net

O 4 salvage to derive the end of period amount.

5 Q. HAS SUEZ PROPERLY CALCULATED ITS REVENUE

6 REQUIREMENTS IN THE FPFTY?

O 7 A. No. As I understand it, the use of a fully projected future test year or rate year is

8 intended to allow rates to be set to reflect the costs that will be incurred during the

9 first year the rates will be in effect. SUEZ has overstated its future rate year cost of

O l0 service by reflecting costs at end of FPFTY levels rather than at the levels of costs

1l that will be experienced during the rate year. Rather than reflecting costs that will be

12 incurred during the rate year ending December 31,2019, the use of the end of period

O 13 means SUEZ has reflected costs that will be incurred as of January 1,2020.

14 a. cAN YOU FURTHER EXPLAIN HOW SUEZ'S USE OF THE END OF

15 THE FPFTY HAS OVERSTATED THE COMPANY'S RATE YEAR

O 16 COST OF SERVICE?

17 A. Yes. I will explain using the example of the inclusion of the projected plant in

I 8 service as of December 3 I , 2019 in rate base and calculating depreciation expense

O 19 based on the balance of plant in service as of December 31, 2019. If accepted,

20 SUEZ's proposal would result in SUEZ earning a return, beginning on the first day of

2I the rate ye:r, on plant that will not be in service until the end of the FPFTY and,

O 22 hence, will not be used and useful for up to one year later. Similarly, the Company

23 would be allowed to recover a full year of depreciation expense on plant that will not

24 be in service for the entire rate vear.

o
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DO YOU HAVE ANY ADDITIONAL OBSERVATIONS REGARDING

SUEZ'S DETERMINATION OF ITS RATE YEAR REVENUE

REQUIREMENT?

Yes. In rate cases that predated Act 11, utilities' revenue requirements were

established based on FTY costs. Because the FTY ended at approximately the same

time that rates were scheduled to take effect, adjustments were made to reflect plant

in service, wage levels and other costs as of the end of the FTY. SUEZ has followed

a similar approach in calculating its FPFTY revenue requirements in this proceeding.

While reflecting costs at end of year levels may have been appropriate when revenue

requirements were being established to reflect costs for a future test year that ended at

the time that rates would go into effect, adjusting costs to year end levels is not

appropriate now that a FPFTY is being used to establish rates. Adjusting costs to end

of rate year levels and beyond would result in SUEZ recovering costs from ratepayers

that ne in excess of the costs that will be incurred as the rate year progresses.

WHAT IS THE PROPER APPROACH TO DETERMINE REVENUE

REQUIREMENTS FOR THE RATE YEAR?

As noted previously, the use of a FPFTY is intended to allow rates to be set to recover

the costs that will be incurred during the first year the rates are in effect.

Accordingly,rate base should reflect the average balances of plant in service,

accumulated depreciation, accumulated deferred income taxes ("ADIT") and other

elements. Similarly, the amounts included for depreciation, wages and other

expenses should be based on the costs that will be incurred during the rate year.

Wages, for exiimple, should reflect the wage rates in eflect each month of the year,

not the wage rates that will be in eflect at the end of the year. Depreciation expense

should reflect average levels of plant in service during the rate year.

Direct Testimony of Lafayette K. Morgan, Jr. PageT
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Aygl3pBelg Base

WHAT ADJUSTMENTS ARE YOU PROPOSING TO MAKE TO SUEZ'S

FILED CLAIM TO REFLECT AVERAGE RATE BASE DURING THE

RATE YEAR?

In its filing, SUEZ has reflected plant in service, accumulated depreciation, and

accumulated defened income taxes at the projected December 31,2019 end of year

levels in determining its FPFTY rate base claim. As explained previously, including

the end of rate year plant in service and related balances in rate base would result in

SUEZ eaming a return on a rate base that exceeds the Company's actual investment

during the rate year. To reflect the Company's projected investment over the course

of the first year the rates in this case will be in effect, I have adjusted plant in service,

accumulated depreciation and ADIT included in rate base to reflect the average

balances during the rate year.

HOW HAVE YOU CALCULATED THE AVERAGE BALANCES OF

PLANT, ACCUMULATED DEPRECIATION AND ADIT?

I have calculated the average balances of plant in service, accumulated depreciation

and ADIT using the balances from December 31, 2018 and December 3I,2019 and

averaging both.

HAVE YOU PREPARED A SCHEDULE THAT SHOWS THE EFFECT

OF ADruSTING SUEZ'S CLAIMED RATE BASE TO REFLECT THE 12-

MONTH AVERAGE BALANCES OF PLANT IN SERVICE,

ACCUMULATED DEPRECIATION AND ADIT DURING THE FIRST

YEAR THAT THE RATES APPROVED IN THIS PROCEEDING WILL

BE IN EFFECT?

a.

A.o
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A. Yes. Schedule LKM-5 presents my adjustment to reflect the average rate year

balances of plant, accumulated depreciation and ADIT. As shown there, the net

effect of this adjustment is to reduce rate base by $17.2 million.

Allowance for Cash Workine Capital

HOW DO YOU DEFINE CASH WORKING CAPITAL?

For ratemaking purposes, cash working capital is the investment that a utility needs to

have on hand to fund its dayto-day operations. Positive cash working capital

represents funds provided by investors that should be included in rate base so that the

utility earns a return on it. Negative cash working capital represents f,nds supplied

by ratepayers that should be recognized as a rate base offset to reflect funds advanced

for operations by ratepayers.

HOW DID THE COMPANY REFLECT CASH WORKING CAPITAL IN

ITS FILING?

The Company's cash working capital allowance is calculated based upon the results

of a lead/lag study. Aleadllag study is an in-depth analysis that measures the

difference between the lapse of time when a company receives revenue for the

provision of service and the lapse of time when a company pays for the costs of

providing service. This difference is expressed as a number of days and is used to

calculate the level of investor-supplied firnds advanced for operations, or the funds

advanced by customers for operations.

WHAT CHANGES HAVE YOU MADE TO THE ALLOWANCE FOR

CASH WORKING CAPITAL?

I have made an adjustment to cash working capital to reduce rate base by $40,283.

This adjustment is the result of reflecting the adjustments I have recommended be

a.

A.

o

a.O

A.

a

o
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made to Operation & Maintenance ("O&M") expenses and taxes in the lead/lag

study. The O&M expenses are the bases on which the lead/lag working capital is

calculated. Therefore, when deriving the allowance for cash working capital, it is

appropriate to reflect any O&M expense adjustment made to the cost of service in the

leadllag study.

On Schedule LKM-9, I present this adjustment which reduces the working

capital allowance by $40,283.

Potential Mahonine Township Water Svstem Acquisition

PLEASE EXPLAIN SUEZ'S ADJUSTMENT TO INCLUDE THE COSTS

RELATING TO THE POTENTIAL ACQUISITION OF THE MAHONING

TOWNSHIP WATER SYSTEM-

The Company states that it anticipates acquiring the Mahoning Township water and

wastewater systems pursuant to Section 1329 of the Pennsylvania Public Utility

Code. The purchase price, under the Asset Purchase Agreement executed on April

20,2018, for both the water and wastewater systems is $9.5 million. The system

serves approximately 1,200 water customers and 1,200 wastewater customers. The

acquired water system assets include approximately twenty-three miles of main, and

associated appurtenances that include hydrants, services, meters and valves; three

storage tanks; and four pumping stations. The wastewater system consists of

approximately twenty-six miles of collection mains and the associated appurtenances,

and two pumping stations.

WHAT COSTS IS THE COMPANY CLAIMING IN THIS PROCEEDING?

According to Company witness Hollenbach, SUEZ is making no claims related to the

wastewater system acquisition in this rate case. However, the Company included

a
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approximately 60 percent of the $9.5 million purchase price in rate base in this frling,

or $5.8 million, representing the water system's portion of the purchase price. In

addition, the Company is claiming Purchased Water Expense of $360,835,

Maintenance and Outside Services Expense of $45,000, and Utility Expense of

$24,948. These expenses are supposed to represent the operating costs of the acquired

system.

HAS THE COMMISSION APPROVED THE MAHONING TOWNSHIP

ACQUISITION AND DETERMINED THE RATEMAKING RATE BASE

UNDER SECTION 1329?

No. As of the date I finalized this Direct Testimony, SUEZ had not filed an

application with the Public Utility Commission to acquire the Mahoning Township

systems. The value of the system that is to be included in rate base, if the acquisition

is approved, has not been determined.

SHOULD THE COSTS OF THE MAHONING TOWNSHIP WATER

SYSTEM BE INCLUDED IN THIS PROCEEDING?

No. The inclusion of the Mahoning Township water system costs in this proceeding is

not appropriate because the costs are not known and measurable. First, the Company

has not filed an application for Commission approval of the acquisition. If an

application is filed under Section 1329 of the Public Utility Code, the Commission

has 6 months to issue an order establishing the ratemaking rate base for the acquired

system. The application must also be approved under Chapter l1 of the Public Utility

Code. The Commission's Order could be appealed. It cannot be reasonably known

whether the Commission will approve the application and whether the acquisition

will close within the FPFTY. Thus, it is premature to include any costs for Mahoning

Township in rale base or expenses in this proceeding.

a.

o
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Second, SUEZ includes $5.8 million in rate base, which is 60 percent of the

$9.5 million acquisition price of the Mahoning Township water and wastewater

systems. This value is not based on appraisals. Moreover, the water asset listing

provided by the Company in the response to OCA-IV-23 indicates that the water

assets included in the cost of service are $5,820,000, which is a difference of

$120,000. Further, it is unknown at this point whether the value assigned to the water

assets versus the wastewater assets is reasonable. Even if the Company provides

support for the allocation, however, there are too many other assumptions and

unknowns to include any specific amount in rate base in this proceeding. It would

require the assumptions that an application will be filed and perfected, that the

Commission will approve the application and that the acquisition will close within the

FPFTY. It would also require the assumption that the purchase price will be the

ratemaking rate base. This, in turn, requires the assumptions that the Commission

does not adjust the appraisals and that, if any adjustments are made, they will not

reduce the average of the appraisals to an amount less than the purchase price. As

stated above, this determination could be 6 months away, or longer. Hearings and

briefs in this base rate proceeding will conclude in 3 months. Thus, by the time all of

the assumptions are answered, it will be too late for inclusion of the costs in revenue

requirement in this proceeding.

Third, Section 1329 requires a specific review process to determine an

acquired system's ratemaking rate base using fair market value methods. Including a

value for the Mahoning Township water system in the base rates established in this

case, would predetermine the ratemaking rate base before the Section 1329

application, investigation and review takes place. Consequently, where the buyer is an

existing utility, Section 1329 requires that the inclusion of the costs of the acquired

Direct Testimony of Lafayette K. Morgan, Jr. Page 12
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system in rates be done in the utility's next base rate case, post-acquisition. Under

Section 1329:

(1) The ratemaking rate base of the selling utility shall be incorporated
into the rate base of,

(i) the acquiring public utility during the acquiring public
utility's next base rate case

(2) The ratemaking rate base "i*. selling utility shall be the lesser of
the purchase price negotiated by the acquiring public utility or entity
and selling utility or the fair market value of the selling utility.

No Commission-determined fair market value has been presented in this base rate

proceeding and an investigation of the acquisition of the Mahoning Township system

has not occurred. Therefore, the inclusion of these costs in this proceeding is

premature, and it is not in accordance with Section1329.

Fourth, the Company has included $483,336 in depreciation and O&M

expenses to reflect its claim for expenses to operate the Mahoning Township system,

which it has not acquired. None of the costs are known and certain. The Company is

claiming Purchased Water Expense of $360,835, Maintenance and Outside Services

Expense of $45,000, and Utility Expense of $24,948. Those amounts are based upon

Mahoning Township's 2016 fiscal year. It is unknown whether those costs contain

any unusual or unnecessary costs. It is also unknown, whether some of the costs will

continue at the level presented by the Company. For instanc e, SUEZ has already

received Commission approval to extend its mains to the Mahoning Township border.

An interconnection could change the cost incuned to provide service to Mahoning

Township,l in particular, the claimed $360,835 Purchase Water Expense.

One justification for regionalization and consolidation of water service is to

create efficiencies and lower costs. Therefore, simply adding in the costs previously

t SWPA StatementNo. l, Direct Testimony of John D. Hollenbach, page 24,lnes 12 tbroueh 15.

o
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incurred by the acquired system, when it was a stand-alone system and before it was

operated by a larger, regional utility, could lead to the inclusion of higher costs than

what the system will incw. Quite simply, the operating costs will not be known and

measurable until (and unless) SUEZ acquires and begins operating the system.

Therefore, inclusion of these costs in this proceeding, pre-acquisition, is premature.

Further, I support the recommendation of OCA wibress Jerome D. Mierzwa

that SUEZ perform a separate Cost of Service Study for Mahoning Township post-

acquisition, which can be provided with SUEZ's next base rate filing where the costs

can be reviewed to determine what level of expense is properly included in SUEZ's

revenue requirement.

Based upon the foregoing, I have made an adjustment to remove the costs

associated with the Matroning Township Water System Acquisition from the cost of

service on Schedule LKM-6. This adjustment results in a decrease in rate base of

95,767,447, revenue of $613,260 and depreciation and O&M expenses of $483,336.

Route 15 Service Territorv Expansion2

PLEASE EXPLAIN THE ROUTE 15 SERVICE TERRITORY

EXPANSION.

On March 1, 2018, SUEZ received a certificate of public convenience from the

Commission to serve customers along Route 11 in Montour and Cooper Townships.

The proposed territory abuts existing SUEZ water service territory in Montour

Township, Columbia County. The expanded franchise area encompasses 1,503 acres

that includes a portion of Montour Township, Columbia County and a portion of

2 The Dhect Testimony of SUEZ's witness Hollenbach refers to the Expansion territory as "Route l5 Service
Territory Expansion". In the response to OCAJV-I4 and 19, SUEZ refers to the area as "Route I1". Also, the
map and metes and bounds description provided in Exhibits B-1 and B-2 of the SUEZ Application filed in
Docket Number A-2017-2626908 indicate the extension will serve customers alone Route I l.

a.
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Cooper Township, Montour County. To provide water service to this area, the

Company plans to install six miles of 16-inch water mains and a booster station.

According to the Company, there is no public water system that serves this area.

Therefore, SUEZ will be providing the area with its first public water system.

The Company has included $8.9 million in rate base for provision of service

to this area. The Company projects that the expansion infrastructure will be

completed and in service by December 2019. The Company has also included

revenues of $119,862 based on252 customers.

DO YOU AGREE T}IAT THE COSTS AND REVENUES SHOULD BE

INCLUDED IN COST OF SERVICE IN THIS CASE?

No. I do not think it is appropriate to include the costs of the Route 15 expansion in

cost ofservice in this base rate proceeding, for several reasons. First, I note that the

Commission placed several conditions on its approval of the service territory

expansion. In its January 2018 Order in A-20l7-2626908,the Commission stated,3

That at the time of filing its next base rate case, which proposes to include this
Application's proposed water main extension assets in rate base, SUEZ Water
Pennsylvania, Inc. shall specifically identiff and provide the following:

a. SUEZ Water Pennsylvania, Inc.'s actual contribution amount toward
the cost of installing the proposed 16-inch diameter water main
extension and any customer advances for construction.

b. All accounting entries which record the costs of the proposed water
main extension.

c. A cost comparison that quantifies the estimated cost of completing this
water main extension utilizing an 8-inch diameter ductile iron water
pipe in lieu of the proposed 16-inch diameter ductile iron water pipe.

d. A detailed explanation justiffing how the proposed 16-inch diameter
ductile iron water main is used and useful.

3 Docket No. A-2017-2626908 January 18, 2018 Order, pages 8-9.
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e. A hypothetical calculation of bona fide customer advance amounts for
each of the two businesses requesting water service in the
Application's requested territory, for the proposed water main
extension, based on the curent in effect tariffof SUEZWater
Pennsylvania, Inc.

To my knowledge, the Company did not provide this information in its filing but

proposes to include the assets in rate base. This information needs to be provided in

determining what costs, if any, should be included in revenue requirement.

Also, in its January and March 2018 Orders, the Commission stated,

That in its first base rate proceeding following the completion
and placement into service of the subject water main extension
within the subject territory, SUEZ Water Pennsylvania, Inc.
shall, for informational purposes:

a. Submit a cost of service study that removes all costs
and revenues associated with the operations of the
subject water main extension within the subject
territory.

b. Use the same rate design methodology it proposes to
be adopted in that case, and show how the exclusion
of the impact of the water main extension would
impact its proposed rates.

The cost of service study was provided in SUEZ Exhibit PRH-2.

Second, in this proceeding, SUEZ states that the main extension project will

be in service by the end of the FPFTY in December 31,2019.In the response to

OCA-IV-I8, the Company stated:

The infrastructure to serve these customers is scheduled to be in
service by December 2019 at which time the Company will provide
service to those customers that apply.

In an Order entered six months ago in Docket No. 4-2017-2626908, the Commission

noted that SUEZ planned to complete the project by December 31, 2020.4 The 12-

a Docket No. A-2017 -2626908 January I 8, 20 I 8 Order, pase 4.
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month reduction in the construction period raises questions whether the plant that is

claimed in cost of service will be used and useful by the end of FPFTY. The project is

still in the design phase. As outlined on pages 2l and22 of the Direct Testimony of

Mr. Hollenbach, project delays are not uncommon. ln fact, in the response to OCA

VI-9, the Company stated, with respect to this project, that "The project design is

currently at 50o/o and final design is scheduled to be completed in August but may slip

till September." If the design is delayed, the stages that follow will also be delayed.

Based on the information provided, the Company has not shown that the project will

be in service by the end of December 2019.

HAVE YOU MADE AN ADJUSTMENT WITH REGARD TO THE

EXPANSION TERRITORY?

Yes. Because the Company did not provide the information required by the

Commission in the application proceeding and because the Company has not

demonstrated that the project will be in service afull 12 months earlier than originally

projected, it is not appropriate to include the costs of this extension in this case.

Therefore, I am recommending an adjustment to remove all of the costs and revenues

for the expansion project from revenue requirement. On Schedule LKM-7, I present

this adjustment which reduces rate base by $8,929,800, operating revenues by

$1 19,862 and depreciation expense by $70,200.

DO YOU HAVE ANY OTHER CONCERNS ABOUT THE PROJECT

COSTS?

Yes. Apart from my concerns about the in-service date for the project and the maffers

flagged by the Commission for review, the Company has not shown that the project is

economic. The Commission instructed SUEZ to provide information in this rate case

regarding the costs associated with this extension and quantifications of the particular

a.
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proposals regarding the main. The Company did not provide this information. In its

January 2018 Order in the application proceeding, the Commission stated that SUEZ

estimated annual expenses to be $200,250 and total annual revenue to be $175,983,

resulting in an estimated net annual loss of $24,267.s I have not addressed this

concern, because my recommended adjustment removed all of the costs from rate

base in this case. Whether the project is economic will need to be addressed in a

future case when the required information is available and provided.

Administrative Office Buildine

PLEASE EXPLAIN THE ADruSTMENT YOU HAVE MADE TO THE

NEW ADMINISTRATIVE OFFICE BUILDING.

The Company has included $2.1 million in rate base for the cost of its new

administrative office building. The building is planned to replace the current

administrative office building that the Company is leasing. According to the

Company, construction of the new administrative office is expected to begin October

2018 with an in-service date of December 2019.In addition to the inclusion of the

cost of the new office building, the Company has included the cost of leasing the

curent office building in the revenue requirement in this proceeding. According to

the Company, in its response to OCA-IV-I5, the rationale for including both of these

costs in the revenue requirement is that the Company plans to have the new office

facility in service by December 2019, therefore the 2019lease costs are included in

the cost of service presumably because it will be incurred all year. In other words,

since the cost of leasing the current office building will be inctured during the entire

2019, the Company believes the lease costs should be included in the cost of service

5 DocketNo. A-2017-2626908 Januarv 18.2018 Order. page 6. SUEZ's estimates assumed 271 customers.
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despite the fact that when the new office is placed in service, the lease on the old

office will terminate. On the other hand, the end of FPFTY plant in service approach

used by the Company includes the cost of the new office building as if it were in

service the entire 2019 year, even though it will not be ready until the end of the

FPFTY.

The approach taken by the Company with respect to the office building is

inappropriate because it leads to an over-collection ofits costs. Rates are set

prospectively, so the costs that are included in rates should be reflective of the normal

ongoing cost of providing service. The approach taken by the Company would

include two sets of costs in rates for administrative offices. One is the capital cost of

the new building and the other is the lease cost of the old building. According to

SUEZ, it will not retain the old administrative office building once it moves into the

new building. Therefore, the cost of occupying both buildings simultaneously is not

part of normal operations going forward. As a result, it is inappropriate to include the

cost of both buildings in the cost of service.

On Schedule LKM-S, I have made an adjustment which reduces rate base by

$2,039,100 to remove the cost of the new office building from the cost of service.

WHY DID YOU REMOVE THE COST OF THE NEW

ADMINISTRATIVE OFFICE BUILDING RATHER THAN THE OLD

ADMINISTRATIVE OFFICE BUILDING?

I have removed the cost of the new office building because the construction has not

yet begun on the new administrative office building. It is common for planned

construction to be delayed for unexpected reasons.6 Therefore, there is a higher

degree of uncertainty with respect to the completion of the construction of the office

6 On page 22,lnes 4 through 17 of Mr. Hollenbach's Direct Testimony, he cites instances where planned
construction projects were delayed.

a.

A.
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I

I building then there is that the Company will continue to make lease payments for theo
2 current office building. Consequently, I removed the more uncertain costs from the

3 cost ofservice.

A

OT
5 Revenues Annualization

6 Q. PLEASE EXPLAIN YOUR ADruSTMENT TO THE ANNUALIZED

o 7 REVENUES.

8 A. To determine the annualized operating revenues, one of the components of the

9 calculation is the average customer usage. SUEZ has used a regression analysis to

t 10 determine the data points to use to derive the average usage for the FPFTY. The

1 1 regression analysis for the average usage produced a trendline based upon the

12 historical data that serve as the basis for projection. The data points along the

O l3 trendline are typically the points used to predict the movement of data when trying to

14 project future data. Rather than using the trendline to predict the average

15 consumption for the FTY and FPFTY, SUEZ has chosen to calculate what it calls

O 16 "Slope on Actual" and then used those data points to project the future usage per

17 customer.

18 I disagree with this approach because, in general, the purpose for performing

a 19 the regression analysis in ratemaking scenarios like this is to determine the trendline

20 for projecting revenues. Therefore, consistent with using a regression analysis, I have

2l recalculated the FPFTY revenues using the data point on the trendline. This

O 22 recalculation results in total service water service revenues at present rates of

23 $47,367,835. This amount results in an adjustment of $14,415 to operating revenues

24 as presented on Schedule LKM-I1.

o
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BgE[EIpgnses

PLEASE EXPLAIN YOUR ADruSTMENT TO PAYROLL EXPENSE.

SUEZ has adjusted O&M expenses to include five new employees during the FPFTY.

Four of these employees will be assigned to the existing system and one is slated to

work on the Mahoning Township system. The Company has included these costs as if

the employees will all be hired and on payroll for the entire year, when that is not

likely to be the case. Given that the costs included in the FPFTY should reflect the

costs to be incurred during the FPFTY rather than the annualized amorurt, I have

adjusted payroll to reflect six months of cost for four of these employees. I have

removed all of the cost of the fifth employee consistent with my position that all of

the costs related to the Mahoning Township acquisition should be removed from the

cost of service. On Schedule LKM-12, I present this adjustment to reduce payroll by

s133.459.

Emplovee Benefits Expenses

PLEASE EXPLAIN YOUR ADruSTMENT TO EMPLOYEE BENEFITS

EXPENSE.

Consistent with my adjustment to reflect six months of payroll for the new employees

discussed above, I have made an adjustment on Schedule LKM-13 to remove six

months of employee benefits related to the new employees. This adjustment decreases

O&M expenses by $50,133.

Pension Expense

A. WHY HAVE YOU ADruSTED PENSION EXPENSE?

a.o

A.
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1 A. The pension expense included in the cost of service is based upon an estimatedo
2 amount rather that actuarial principles. Pension costs are based on complex

3 assumptions rather than simple projections. Therefore, I have removed the FPFTY

^ increase to reflect the most recent actuarial costs for pension expense as provided byOT
5 the Company for the FTY on Exhibit No. CEH-2, Schedule-4, Adjustment No. 3.

6 This adjustment is presented on Schedule LKM-14 and results in a decrease of

o 7 532,421.

8

9 Purchased Water Expenses

T 10 A. PLEASE EXPLAIN YOUR ADJUSTMENT TO PURCHASED WATER

1I EXPENSE.

12 A. In the cost of service, SUEZ has adjusted purchased water expense by escalating the

O 13 3-yen average purchased water expense by inflation factors for 20 I 8 and 201 9 to

14 derive the FPFTY expense. The Company then increased the purchased water

15 expense to reflect an increase of $105,000 for additional purchased water from

a 16 Susquehanna Area Regional Airport Authority (SARAA).

17 I am recommending an adjustment that removes the projected increase in

l8 purchased water expense. First, with regard to the projected inflationary increase,

a 19 there is not sufficient evidence to support the impact of inflation on these costs. The

20 chart below presents a summary of the cost of water.

Year

2015

20r6
2017

Cost of Water

$ 84,246

$ 70,706

$ 68,621

Standby Fee

$ 20,100

$ 20,100

$ 20,100

Cost of Water
Less Stand by Fee

s 64,146

$ 50,606

$ 48,521

Purchased
Volumes

16,208,000

12,811,000

t3,612,000

Costper 1000
Gallons

$ 3.9s8

$ 3.9s0

$ 3.565

Source: to OCA-IV-37.

o2r

o
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As can be seen in the table above, the average cost of water has decreased over the

historic three-year period. It is important to note that the water suppliers have not

changed, so the decrease in costs is not the result ofchanging suppliers.

With regard to the inclusion of $ I 05,000 related to water purchased from

SARAA, I have removed these costs because the Company has not demonstrated the

need for the additional volumes. The Company's reason for including these costs

seems to be based upon the fact that several years ago it purchased water from

SARAA and it anticipates resuming water purchases in the near future.7 The

Company stopped purchasing water from SAILM because of a contamination issue,

which SARAA is currently addressing but remains unresolved. The inclusion of these

costs is uncertain at this time and should not be included in the cost of service.

Moreover, the Company's revenue projections indicate that there is declining

customer usage. Therefore, inclusion of the additional source of water means that the

current sources of water would be reduced by the additional quantity of additional

purchased water. The Company has not made an adjustment to reduce the cost of

current water supply, whether purchased or produced by SUEZ, to reflect an offset

brought about by the projected SARAA increase. In the response to I&E-RE-27,the

Company indicated that water purchased from SARAA is "only used in conjunction

with the Company's Ha:risburg system". Clearly, that means that current source of

supply for the Harrisburg will decrease if the water purchased from SARAA is

included.

On Schedule LKM-15, I present my adjustment which reduces O&M expense

by $114,307. This reflects an adjustrnent of $9,307 to remove the projected

inflationary increase and $105,000 to remove the projected SAIL{r{ increase.

7 Respolrse to OCA-IV-37(e) and \&E-RE-27.

o
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,- I Purchased Power Expensest
2 Q. PLEASE EXPLAIN YOUR ADJUSTMENT TO PURCHASED POWER

3 EXPENSE.

O 4 A. SUEZ has adjusted purchased power expense by escalating the 3-year average

5 purchased power expense by inflation factors for 2018 and,2019 to derive the FPFTY

6 expense. Purchased power is not the type of expense that fluctuates based upon

O 7 inflation. Tlpically purchased power is acquired through rates that are fixed by the

8 Commission or subject to a contractual arrangement. Therefore, the approach of

9 escalating the average expense is not an appropriate way to project the FPFTY

t 10 purchased power expense. Instead, such a projected increase should be supported by

11 evidence such as revised Commission-approved tariffs or citation of a contract

12 provision. Neither of those were provided by the Company. Therefore, on Schedule

O 13 LKM-16, I present my adjustment which reduces purchased power expense by

t4 s327.852.

15

) 16 Materials & Supplies Exnense

17 A. PLEASE EXPLAIN YOUR MATERTALS & SUPPLIES EXPENSE

18 ADJUSTMENT.

O 19 A. SUEZ has adjusted materials and supplies expense by escalating the 3-year average of

20 materials and supplies expense by inflation factors for 2018 and,20l9 to derive the

2l FPFTY expense. The 3-year average containedthe level ofexpense reported for

O 22 2015. The 2015 amount is much higher than the amoturts reported for 2016 and20l7.

23 According to the Company, after 2015, there was a change in the Company Fixed

24 Assets Capitalization policy which broaden the definition of the items that should be

O 25 capitalizedrather than expense. Therefore, it is inappropriate to use the 2015 amount

Direct Testimony of Lafayette K. Morgan, Jr. Page24

o



o

o

a

a

o

a

o

o

I

a.a

A.

I

2

J

4

5

6

7

8

9

10

1l

t2

13

t4

15

t6

t7

l8

I9

20

2I

22

23

in the average used to project the FPFTY materials and supplies expense because the

change in capitalization policy is a permanent change. The permanent change means

the 2015 expense is higher than the ongoing level of expense because it encompasses

costs that are no longer charged to expenses, and no longer representative of

operating expenses. Consequently, I believe it should be excluded from the

calculation of the materials and supplies expense. This is consistent with the approach

taken by the Company in its adjustment to Outside Contractors Expense.8

On Schedule LKM-17, I calculate my adjustment to Materials & Supplies

expense by using the average expens€ based upon 2017 and2016. This results in a

decrease of 527,623 to O&M expenses.

Management and Service Fee

PLEASE EXPLAIN THE MANAGEMENT AND SERVICE FEE

INCLUDED IN THE COST OF SERVICE.

According to the Company, SUEZ Water Management and Services, lnc. (M&S), a

wholly owned subsidiary of SUEZ Water, Inc., provides administrative, engineering,

legal, operations, accounting, finance, human resources, purchasing, insurance, data

processing, customer service, billing, public relations, planning and ratemaking

services, collectively known as "Shared Seryices" to the operating subsidiaries of

SUEZ Water, Inc. SUEZ Water Pennsylvania, Inc. is one of the subsidiaries that

receives services from M&S. The Management and Service fee in the Company's

cost of service for the FPFTY is based upon a 3 percent escalation for the FTY and

the FPFTY and the inclusion of a common asset allocation.

8 See Response to OCA-IV47(a).
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The FPFTY M&S fee that was included in the cost of service was $5,359,497.

This amount is made up of $4,492,483, which was the FTY amount for the various

services highlighted above, escalated at 3 percent and $867,014 for Common Asset

Allocation.

According to the Company, the 3 percent escalation is justified based upon the

factthat most of the M&S services are labor-related costs. Regarding the inclusion of

the Common Asset Allocation, the Company states that the Common Asset

Allocation is in accordance with its cost allocation manual. In the response to I&E-

RE-1 Attachment D-III-6, the calculation shows that the Common Asset Allocation is

composed of the both the return component and the depreciation component.

Regarding the return component, SUEZ calculated the return based upon its requested

return and capital structure. Ultimately, whatever return and capital structure the

Commission determines in this proceeding will have to be used in the calculation of

the M&S fees.

W}IAT ADruSTMENT HAVE YOU MADE TO THE M&S FEES?

I have adjusted M&S fees to revise the return component of the Common Asset

Allocation to reflect the OCA recommended return on equity.

In addition to revising the return on equity in the Common Asset Allocation, I

have reduced the inflation escalation that is applied to the other shared service

expenses from 3 percent to 2 percent. The Company claims that the M&S fees are

for the most part, labor-related costs and that the escalation rate is in line with the

non-bargaining employees merit increases. However, not all labor-related costs are

payroll-related costs. For costs that are not related to payroll, the Company uses an

inflation factor as the escalation rate. Therefore, I have applied the Company's

general inflation factor for the FTY and FPFTY as a reasonable escalation of cost

a
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increases. On Schedule LKM-I8, I present this adjustment that reduces O&M

expenses by 5244,863.

Outside Contractors Expense

PLEASE EXPLAIN YOUR ADJUSTMENT TO OUTSIDE

CONTRACTORS EXPENSE.

SUEZ has adjusted outside contractors' expense by escalatin gthe 2-year average of

the expense by inflation factors for 2018 and 2019 to derive the FPFTY expense. The

Company then adjusted the expense to include $150,000 for additional convenience

fees for Western Union payments, $150,000 for a non-revenue water study'NRW

study''and $75,000 for an inventory study.

I have made several adjustments to revise the components of the Company's

adjustments because they overstate the Company's claim. First, I have revised the

amount included for the Western Union convenience fee from $150,000 to

$1I,764. The Company claims that it expects to incur an 8.5 percent increase in these

fees. However, the HTY amount on which the Company applies the inflation factor

already includes convenience fees of $ 138,236. Therefore, only the incremental

amount (representing the 8.5 percent increase) should be included in the adjustment.

Therefore, it is necessary to revise the Company's claim.

The second revision I have made to the Company's adjustment relates to the

NRW study. The Company included $150,000 in its adjustment for the NRW study in

both the FTY and the FPFTY. However, there are uncertainties relating to the

frequency of the study and the cost. The Company has stated that the study (also

described as a survey) is not a requirement of any governmental agency. Therefore, it

appears that the frequency of the study is at the Company's discretion. SUEZ states
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the last time an NRw study was performed was 10 years ago. Regarding the costs,

the most recent information I am aware of is from adatarequest response wherein the

Company indicated that it had not received the bids for the work. Therefore, I have

revised the Company adjustment to reflect a4-year normalization of the cost. The 4-

year nonnalizationwas chosen to moderate the impact of the projected costs on

ratepayers. Given that the bids for the project was to be received on June 15, 2018, if
SUEZ provides the OCA with the winning bid amount, I will revise my normalization

adj ustment if necessary.

The final revision I have made to the Company's adjustrnent is to reflect a 4-

year nonnalization of the cost of the inventory study. According to the Company, it

has not conducted an inventory study in the past using an outside consultant. The

Company also indicated the project has not gone out for bids and that it would be

meeting in July to define what the project will entail. Given these uncertainties, I

have normalized the amount to moderate the impact on ratepayers. The reason I have

chosen to moderate the impact is because it is possible that these costs could be

infrequent and not annually recurring. In addition, these costs are not yet known and

certain, but I recognize that the need for the study stems from the Focused

Management and Operations Audit. Therefore, I believe the 4-normalization is a

reasonable approach to recovering the inventory study costs.

On Schedule LKM-19, I present these three adjustrnents, which reduce O&M

expenses by $250,736.

Transportation Expense

A. PLEASE EXPLAIN YOUR TRANSPORTATION EXPENSE

ADruSTMENT.

a
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A. SUEZ has adjusted transportation expense by escalating the 3-year average of

transportation expense by inflation factors for 2018 and2019 to derive the FPFTY

expense. The 3-year average included the expense reported for 2015. The 2015

expense amount is much higher than the amounts reported for 2016 and2017 and the

capitalized amounts are much higher in2016 and2017. Transportation costs are

usually allocated on a pro rata basis to expense and capital accounts. As I have noted

in this testimony, there are several instances where expenses in 2015 were not

representative of the ongoing level of expenses because of the Company's change in

its capitalization policy. It appears that transportation expense is another instance

where the expense for 2015 is affected. Therefore, it is not appropriate to include the

2015 amount in the derivation of the FPFTY transportation expense because the

change in capitalization policy is a permanent change. Consequently, I believe it

should be excluded from the calculation of the transportation expense.

On Schedule LKM-20, I calculate my adjustment to Transportation expense

by using the average expense based upon 2017 and2016. This results in a decrease of

$73,983 to O&M expenses.

Depreciation Expense

WHY HAVE YOU ADruSTED DEPRECIATION EXPENSE?

Earlier I explained why it is necessary to use the average plant in service balances in

rate base when using the FPFTY. The adjustment I have presented on Schedule

LKM-21 reduces depreciation expense by $252,063. This adjustment is necessary

because of the use of the average plant in service.
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Pavroll Taxes

WHY HAVE YOU ADruSTED PAYROLL TAXES?

Earlier I explained that I am recommending an adjustment to payroll expense. Since

there is a change in payroll expense, there is a corollary effect on payroll taxes.

Therefore on ScheduleLWI-22,I am recommending an adjustment to payroll taxes

to reflect a reduction of S14.201.

Act 40

WHAT DOES ACT 40 REQUIRE?

Act 40 changes the way federal income tax expense is computed for ratemaking

purposes for many Pennsylvania utilities that participate in a consolidated federal

income tax return. In part, Act 40 states:

If an expense or investrnent is allowed to be included in a public
utility's rates for ratemaking pulposes, the related income tax
deductions and credits shall also be included in the computation of
current or deferred income tax expense to reduce rates. If an expense
or investment is not allowed to be included in a public utility's rates,
the related income tax deductions and credits, including tax losses of
the public utility's parent or affiliated companies, shall not be
included in the computation of income tax expense to reduce rates.
The deferred income taxes used to determine the rate base of a public
utility for ratemaking purposes shall be based solely on the tax
deductions and credits received by the public utility and shall not
include any deductions or credits generated by the expenses or
investments of a public utility's parent or any affiliated entity. The
income tax expense shall be computed using the statutory income tax
rates.

Act 40 also states:

REVENUE USE - If a differential accrues to a public utility resulting
from applying the ratemaking methods employed by the commission
prior to the effective date of subsection (a) for ratemaking purposes,
the differential shall be used as follows:
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(1) Fifty percent to support reliability or infrastructure related to the
rate-base eligible capital investment as determined by the
commission; and
(2) Fifty percent for general corporate purposes.

5 Q. IIAS THE COMPANY CALCULATED A CONSOLIDATED TAX
I 6 EXPENSE ADruSTMENT?

7 A. Yes. In its response to I&E-RE-63, the Company calculated a consolidated tax

8 expense adjustment of $1,543,234. The calculation of the consolidated tax adjustrnent
a

9 reflects the use of the modified effective tax rate methodology traditionally used by

l0 the Commission prior to the enactrnent of Act 40. However, in the filing the

11 Company did not include a provision for the Act 40 requirements.
o

12 a. DID THE COMPANY COMpLy WITH ACT 40 OF 2016?

13 A. No. As outlined above, Act 40 requires 50 percent of the consolidated tax savings be

- 14 earmarked to support reliability or infrastructure related to the rate-base eligiblea
15 capital investment. The Company made no adjustments to address this requirement.

16 In its response to I&E-RE-64,SUEZ states:

.13
l9
20

The Company has not applied the 50o/o differential in its filing and
would propose at this point that the amount be generally applied to
capital additions in this case and that the accounting for this
adjustment be applied over a 3 year period.

2r a. HAS THE COMPANY ADDRESSED THE USE OF s0% FOR GENERAL
I 22 CORPORATE PURPOSES?

23 A. The Company also did not address the treatment for the 50 percent use of

24 consolidated tax savings for general corporate purposes.
o 25 A. WHAT DO YOU CONCLUDE REGARDING THE 50% OF THE

I

26

27

28

DIFFERENTIAL THAT ACT 40 REQUIRES BE USED TO SUPPORT

RELIABILITY OF INFRASTRUCTURE RELATED TO RATE BASE

ELIGIBLE CAPITAL INVESTMENT?
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I A. The 50 percent of the differential should be used to offset rate base in this case. TheI
2 rate base reduction supports infrastructure and reliability investment and reduces the

3 burden of rate base-eligible capital investment on ratepayers.

a 4 a. WHAT DO YOU CONCLUDE ABOUT THE 50 PERCENT OF THE

5 DIFFERENTIAL TO BE USED FOR GENERAL CORPORATE

6 PURPOSES?

O 7 A. I conclude that the Company has no specific plans for and did not address how the 50

8 percent differential will be spent with regard to general corporate purposes. Tlpical

9 examples of general corporate spending needs include capital expenditures to execute

I 10 utility business plans, paylng offdebt, funding construction projects, paylng

11 dividends, paytng for maintenance and operating expenses, investment in utility plant

12 in Pennsylvania and to provide a source of working capital. As this 50 percent

a 13 revenue differential represents ratepayer-supplied capital, it should not result in a

14 windfall to the Company, but rather should benefit the Company's ratepayers. I

15 recommend that the 50 percent differential for general corporate purposes be reflected

O 16 as a source of non-investor-supplied funding for utility working capital.

17 A. HAVE YOU CALCULATED AN ADruSTMENT RELATED TO THE TAX

I8 SAVINGS DIFFERENTIAL PROVISIONS OF ACT 40?

O 19 A. Yes, On Schedule LKM-I0, I present my adjustment which reduces rate base by

20 $1,543,234.

2I A. DOES ACT 40 IMPACT THE DISTRIBUTION SYSTEM IMPROVEMENT

o 22 CHARGE (..DSIC")?

o
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A. The impact of Act 40 on the treatment of income tax deductions and credits in the

DSIC calculation was raised in the FirstEnergy DSIC case.e That case is currently on

appeal.l0 Pending the outcome of that proceeding, any necessary changes to SUEZ's

DSIC calculation and tariff will need to be addressed in a future filins.

Tax Cuts and Jobs Act

PLEASE EXPLAIN THE COMPANY'S POSITION ON THE EFFECTS OF

THE TAX CUTS AND JOBS ACT?

on December 22,2017,the Tax Cuts and Jobs Act (TCJA) was signed into law. one

of the primary changes brought about by the TCJA is the reduction in the corporate

income tax rate from 35 percent to 21 percent. The TCJA became effective on

January 1, 2018. On that date, the income tax rate decreased from 35 percent to 21

percent for SUEZ. While the TCJA is complicated and there remain some issues to

resolve regarding the implementation of the law, the issues that we have to resolve in

this rate proceeding are (1) The flowback of the tax savings between January 2018

and the effective date of rates from this proceeding; (2) The flowback of excess

deferred taxes; and (3) The tax effects on Contributions in Aid of Construction

(crAC).

In accordance with Generally Accepted Accounting Principles (GAAP), the

Company was required to reflect the effects of the tax rate change on its financial

statements. One area of change is the accumulated deferred income taxes. Over the

past years, deferred income taxes were accrued at the 35 percent income tax rate,

those taxes will now be paid at the new 21 percent rate when they become due. [n its

9

. P_2015_
25089 42, C-201 6-253 | 040, et al.
r0 McCloske), v. Pa. PUC ,697 C.D.2018.
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2017 frnancial statements, the Company restated the ADIT balance resulting from the

change in the federal income tax rate from35Voto 2lTo. The Company indicated that

the difference between the ADIT at the 35 percent rate and the 2l percent rate has

been reflected as a regulatory liability on the Company's balance sheets as of

December 31,2017 . SUEZ states that:

The net change, or excess ADIT, resulting from the calculation was
recorded as a regulatory liability. This regulatory liability was then
"grossed-up" to reflectthe tax effect at2lo/o ofthe regulatory liability
including state income tax. The "gross-up" creates an equal and
offsetting defenedtax asset which is included in the overall ADIT of
the Company. As a result, the amowrt of ADIT plus the amount of
the grossed-up regulatory liability is equivalent to the ADIT before
reflection of the effects of the TCJA.

SUEZ believes that the regulatory liability established, which was contributed by

customers, should be refumed to customers over time.

HAS THE COMPANY CALCULATED THE FLOWBACK OF THE

REGULATORY LIABILITY?

Yes. On Exhibit JCC-1, the Company calculated an annual amortization of the

regulatory liability of $265,189. This amount was calculated using the Reverse South

Georgia Method.

DID THE COMPANY REFLECT THE $265.189 AMORTZATION IN ITS

REVENUE REQUIREMENT?

No. The Company states that it is currently reviewing, in detail, its income tax

records in order to verify the balance of the regulatory liability subject to continued

normalization (protected) as well as those that are not (unprotected), and that the

review is also determining the amounts subject to the Average Rate Assumption

Method (ARAM) amortization or the Reverse South Georgia Method amortization.

a
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A.

The regulatory liability (or excess ADIT) stems from ADIT which arose from

temporary tax differences which were required by IRS regulations to be normalized

or tax differences that were not required to be normalized. Those tax differences that

were required to be normalized are considered "protected" and, even as a regulatory

liability, cannot be amortized faster than the period over which the related ADIT

would have otherwise reversed. The IRS regulations also indicate that if the

accounting records exists, ARAM must be utilized to amortize or flowback the

regulatory liability. If the records do not exist, then the Reverse South Georgia

Method can be used. The tax differences that were not required to be normalized arc

considered to be "unprotected". The regulatory liability related to those items can be

arnortized over a period determined at the Commission's discretion.

WHAT IS YOUR RECOMMENDATION REGARDING THE EXCESS

DEFERRED INCOME TAXES?

I recommend that the Company begins the $265,189 amortization of the Excess

Deferred Income Taxes regulatory liability now. I also recommend that the

Commission require SUEZ, within six months, to make a filing that identifies the

protected and unprotected components of the Excess Deferred Income Taxes, its

proposal to flow back the Excess Defened Income Taxes to customers, and whether

the ARAM or Reverse South Georgia Method can be used. Any differences in the

amortization amount between what is allowed in this proceeding and the amount

determined from that filing should be recorded in a regulatory liability or asset

account and flowed back in the Company's next rate case.

On Schedule LKM-23, I present this adjustment which reduces current

Federal Income Tax by $265,189.
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DID THE COMPANY REFLECT THE IMPACT OF THE TCJA IN THE

DETERMINATION OF THE 2019 FPFTY REVENUE REQUIREMENT?

Yes. As can be seen on SUEZ's Exhibit No. CEH-2, Schedule-34, Adjustment No.

33, the Company used the new federal income tax rate of 2lYo in the calculation of

pro forma income tax expense.

DID THE COMPANY INCLUDE THE 2018 TAX SAVINGS IN THE

REVENUE REQUIREMENT AS FILED?

No. The 2018 tax savings represent the tax savings, as a result of the decrease in the

tax rate, from January 1, 2018 to the date that rates from this proceeding go into

effect. The Company did not include those savings in the revenue requirement in this

proceeding. However, it indicated that, in anticipation of this amount being returned

to ratepayers, it has and will continue to record as a regulatory liability the effect of

the change in federal income tax rate from 35% to 2lYo until the change in rate is

reflected in the Company's base rates. [n its response to I&E-RE-58, the Company

estimated the amount of the regulatory liability to be $ 1,700,000 and proposed to

amortize that amount over a 36-month period. According to the Company, the 36-

month period was chosen to approximate the historical time period between rate

cases. I recommend that the 2018 tax savings be flowed back to customers through a

surcharge mechanism over a period no longer than the period over which the savings

accrued.ll In the alternative, the savings can be flowed back to customers through a

one-time credit in the first quarter after new rates take effect.

''Based upon the date the rates from this case are expected to go into effect, January 20 I 9 and the effective date
of the TCJA, January 2018, that period would be l3 months.
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^ 1 Contributions in Aid of Construction Gross-upI
2 Q. PLEASE SUMMARZE THE COMPANY'S POSITION ON THE GROSS-

3 UP OF CONTRIBUTIONS IN AID OF CONSTRUCTION.

L A. Under the TCJA, water utilities and sewer utilities are no longer exempt fromo
5 recognizing Contributions in Aid of Construction ("CIAC") as taxable income. Based

6 upon how taxable CIAC has been addressed in other jurisdictions for other SUEZ

O 7 operating affiliates, the Company has proposed the following:

8 o SUEZ would be authorized to gross-up the CIAC charged to developers at

9 the net present value of cash flows resulting from the taxability of the

O 10 CIAC and the future deductibility for income tax purposes of the resulting

I 1 asset.

12 o The deferred income tax impact of such a transaction would be held

| 13 outside of the ratemaking process such that water service customers are

14 not impacted.

15 o The Company would utilize the actual capital structure and debt cost rate

O 16 of SUEZ Water Resources (SWPA's immediate parent) and the water

l7 proxy group return on equity amount in effect as of December 31 of each

18 year. The Company proposes to update this calculation once per year.

o 19 a. Do you DISAGREE wITH ANy oF THE crAC pRoposALS pur

20 FORTH BY THE COMPANY?

2l A. I do not object to the gross up of the CIAC for taxes or the exclusion of the deferred

O 22 income taxes from the ratemaking process. However, I believe the proposal regarding

23 capital structwe, debt costs and retum on equity should be modified.

24 I recommend that the Company follow the approach used to calculate

I 25 quarterly DSIC rates, but make the gross-up calculation annually. SUEZ calculates its
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DSIC rate using the capital structure and debt cost of its parent, which is the same as

its proposal for the gross-up. However, for equity cost, SUEZ calculates its DSIC

rate using the equity return rate approved in its most recent fully litigated base rate

proceeding, consistent with the Section 1357 of the Public Utility Code which states:

(2) The cost of equity shall be the equity return rate approved in the
utility's most recent fully litigated base rate proceeding for which a
final order was entered not more than two years prior to the
effective date of the distribution system improvement charge.

(3) If more than two years have elapsed between the entry of a final
order and the effective date of the distribution system improvement
charge, the equity return rate used in the calculation shall be the
equity return rate calculated by the commission in the most recent
Quarterly Report on the Earnings of Jurisdictional Utilities released
bythe commission.

Using the DSIC method would mean the Company would use the equity cost rate

approved in its own base rate proceeding for 2 years, or I year longer than the

Company's proposed method. After 2 years, it would mean the Commission, rather

than the Company, would be calculating the equity cost rate. Thus, using an approach

consistent with the DSIC method would simpliff the gross-up calculation and

streamline review.

Interest Svnchronization

PLEASE E)(PLAIN YOUR INTEREST SYNCHRONZATION

ADJUSTMENT.

To determine the tax-deductible interest for ratemaking, I have multiplied the OCA's

recommended rate base by the weighted cost of debt included in the capital structure

recommended by OCA witness Rothschild. This procedure synchronizes the interest

deduction for tax purposes with the interest component of the return on rate base to be
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O I recovered from ratepayers. As shown on ScheduleLl(NI-24,this adjustnent reduces

2 the interest deduction by $757,666 compared to the interest deduction recognized by

3 SUEZ. This increases state and federal income ta:<es by $75,691 and $143,215,

O 4 respectively.

5 Q. DOES THIS END YOUR DIRECT TESTMONY?

6 A. Yes, it does. However, I reserved the right to update this testimony as may be

| 7 necessary.
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LAFAYETTE K. MORGAN, JR.

Mr. Morgan is an independent regulatory consultant focusing in the area of the analysis of the
operations of public utilities with particular emphasis on rate regulation. He has reviewed and
analyzed utility rate filings, focusing primarily on revenue requirements determination,
accounting and regulatory policy and cost recovery mechanisms. This work has included natural
gas, water, electric, and telephone utilities.

Education and Oualifications

B.B.A. (Accounting) - North Carolina Central University, 1983

M.B.A. (Finance) - The George Washington University, 1993

C.P.A. - Licensed in the State of North Carolina (Inactive status)

Previous Employment

1993-2010 SeniorRegulatoryAnalyst
Exeter Associates, Inc.
Columbia, MD

1990-1993 SeniorFinancialAnalyst
Potomac Electric Power Company
Washington, D.C.

1984-1990 StaffAccountant
North Carolina Utilities Commission - Public Staff
Raleigh, NC

Professional Experience

As a StaffAccountant with the North Carolina Utilities Commission - Public Staff, Mr. Morgan
was responsible for analyzingtestimony, exhibits, and other data presented by parties before the
Commission. tn addition, he performed examinations of the books and records of utilities
involved in rate proceedings and summanzedthe results into testimony and exhibits for
presentation before the Commission. Mr. Morgan also participated in several policy proceedings
and audits involving regulated utilities.
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As a Senior Financial Analyst with Potomac Electric Power Company, Mr. Morgan was a lead
analyst and was involved in the preparation of the cost of service, rate base, and ratemaking
adjustments supporting the Company's request for revenue increases in its retail jurisdictions.

As a Senior Regulatory Analyst with Exeter Associates, lnc., Mr. Morgan has been involved in
the analysis of the operations of public utilities with particular emphasis on rate regulation. He
has reviewed and analyzed utility rate filings, focusing primarily on revenue requirements
determination, accounting and regulatory policy and cost recovery mechanisms. This work
included natural gas, water, electric, and telephone utilities.
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Expert Testimony

of Lafayette K. Morsan. Jr.

Kings Grant Water Company (North Carolina Utilities Commission, Docket No. W-250, Sub 5),
1984. Presented testimony on rate base, cost of service, and revenue and expense
adjustments on behalf of the North Carolina Utilities Commission - Public Staff.

Northwood Water Company (North Carolina Utilities Commission, Docket No. W-690, Sub 1),
1 985. Presented testimony on rate base, cost of service, and revenue and expense
adjustments on behalf of the North Carolina Utilities Comrnission - Public Staff.

Emerald Village Water System (North Carolina Utilities Commission, Docket No. W-184,
Sub 3), I 985. Presented testimony on rate base, cost of service, and revenue and expense
adjustments on behalf of the North Carolina Utilities Commission - Public Staff.

General Telephone Company of the South (North Carolina Utilities Commission, Docket No. P-
19, Sub 207), htly 1986. Presented testimony on the level of cash working capital allowance
on behalf of the Norftr Carolina Utilities Commission - Public Staff.

Heins Telephone Company (North Carolina Utilities Commission, Docket No. P-26, Sub 93),
November 1986. Presented testimony on rate base, cost of service, and revenue and expense
adjustments on behalf of the North Carolina Utilities Commission - Public Staff.

Carolina Power and Light Company (North Carolina Utilities Commission, Docket No. E-2,
Sub 537), March 1988. Presented testimony on rate base, cost of service, and revenue and
expense adjusftnents on behalf of the North Carolina Utilities Commission - Public Staff.

Public Service Company ofNorth Carolina, Inc. (North Carolina Utilities Commission, Docket
No. G-5, Sub 246), August 1989. Presented testimony on rate base, cash working capital
allowance, cost of service, and revenue and expense adjustments on behalf of the North
Carolina Utilities Commission - Public Staff.

Conestoga Telephone and Telegraph Company (Pennsylvania Public Utility Commission,
Docket No. I-00920015), September 1993. Presented testimony on cost of service on behalf
of the Pennsylvania Offrce of Consumer Advocate.

Louisiana Power and Light Cornpany (Louisiana Public Service Commission, Docket No. U-
20925), February 1995. Presented testimony on rate base and working capital issues on
behalf of the Louisiana Public Service Commission Staff.

South Central Bell Telephone Company - Louisiana (Louisiana Public Service Commission,
Docket No. U-l7949, Subdocket E), June 1995. Presented testimony on rate base and
working capital issues on behalf of the Louisiana Public Service Commission Staff.
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of Lafayette K. Morean. Jr.

Apollo Gas Company (Pennsylvania Public Utility Commission, Docket No. R-00953378),
August 1995. Presented testimony on rate base and cost of service issues on behalf of the
Pennsylvania Office of Consumer Advocate.

Carnegie Natural Gas Company (Pennsylvania Public Utility Commission, Docket No. R-
00953379), August 1995. Presented testimony on rate base and cost of service issues on
behalf of the Pennsylvania Office of Consumer Advocate.

Tennessee Gas Pipeline Company (Federal Energy Regulatory Commission, Docket No. RP95-
I I 2), September 1 995. Presented testimony rate base and cost of service issues on behalf of
the Pennsylvania Office of Consumer Advocate.

Virginia-American Water Company (Virginia State Corporation Commission, Case No. PUE-
950003), March 1996. Presented testimony on rate base and cost of service issues on behalf
of the City of Alexandria.

GTE North, Inc. Interconnection Arbitration (Pennsylvania Public Utility Commission, Docket
No. A-310125F0002), September 1996. Presented testimony on the determination of the
appropriate resale discount on behalf of the Pennsylvania Office of Consumer Advocate.

United Cities Gas Company (Georgia Public Service Commission, Docket No. 6691-U), October
1996. Presented testimony on rate base and cost of service issues on behalf of the Office of
Governor, Consumer Utility Counsel Division.

GTE North, Inc. (Pennsylvania Public Utility Commission, Docket Nos. R-00963666 and R-
00963666C001), February 1997. Presented testimony on the determination of the
appropriate resale discount on behalf of the Pennsylvania Office of Consumer Advocate.

Consumers Maine Water Company (Maine Public Utilities Commission, Docket No. 96-739),
May 1997 . Presented testimony on rate base, cost of service, and rate of return issues on
behalf of the Maine Office of the Public Advocate.

Pennsylvania-American Water Company (Pennsylvania Public Utility Commission, DocketNo.
R-00973944), July 1997. Presented testimony on rate base and cost of service issues on
behalf of the Pennsylvania Office of Consumer Advocate.

Pennsylvania-American Water Company - Wastewater Operations (Pennsylvania Public Utility
Commission, Docket No. R-00973973), July 1997. Presented testimony on rate base, cost of
service, depreciation, and rate design issues on behalf of the Pennsylvania Office of
Consumer Advocate.
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of Lafayette K. Morgan. Jr.

Jackson Purchase Electric Cooperative Corporation (Kentucky Public Service Commission, Case
No.97-224), December 1997. Presented testimony on rate base and cost of service issues on
behalf of the Kentucky Office of the Attorney General.

Henderson Union Electric Cooperative Corporation (Kentucky Public Service Commission, Case
No. 97-220), January 1998. Presented testimony on the return of patronage capital on behalf
of the Kentucky Offrce of the Attorney General.

Green River Electric Corporation (Kentucky Public Service Commission, Case No. 97-219),
January 1998. Presented testimony on the return of patronage capital on behalf of the
Kentucky Office of the Attorney General.

Western Kentucky Gas Company (Kentucky Public Service Commission, Case No. 99-070),
November 1999. Presented testimony on rate base and cost of service issues on behalf of the
Kentucky Office of the Attorney General.

American Broadband, Inc. (Rhode Island Public Utilities Commission, Docket No. 2000-C-3),
June 2000. Presented report and testimony on the Company's financing plan on behalf of the
Rhode Island Division of Public Utilities and Carriers.

PPL Utilities @ennsylvania Public Utility Conunission, Docket No. R-00005277), October 2000.
Presented testimony on rate base and cost of service issues on behalf of the Pennsylvania
Office of Consumer Advocate.

T.W. Phillips Oil and Gas Company (Pennsylvania Public Utility Commission, Docket No. R-
00005459), October 2000. Presented testimony on rate base and cost of service issues on
behalf of the Pennsylvania Office of Consumer Advocate.

Pike County Light & Power Company (Pennsylvania Public Utility Commission, Docket No. P-
000 1 1 872), May 2001 . Presented testimony on rate base and cost of service issues on behalf
of the Pennsylvania Office of Consumer Advocate.

Vermont Gas Systems, Inc. (Vermont Public Service Board, Docket No. 6495), June 2001.
Presented testimony on rate base and cost of service issues on behalf of the Vermont Public
Service Department.

Community Service Telephone Company (Maine Public Utilities Commission, DocketNo.
2001-249), July 2001. Presented joint testimony on rate base and cost of service issues on
behalf of the Maine Office of the Public Advocate.
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West Virginia-American Water Company (Public Service Commission of West Virginia, Docket
No. 0l-0326-W-42-T), August 2001. Presented testimony on rate base and cost of service
issues on behalf of the Consumer Advocate Division.

Philadelphia Suburban Water Company (Pennsylvania Public Utility Commission, Docket No.
R-00016750) February 2002. Presented testimony on rate base and cost of service issues on
behalf of the Pennsylvania OfFrce of Consumer Advocate.

Illinois-American Water Company (Illinois Commerce Commission, Docket No. 02-0690)
January 2003. Presented testimony on cost of service issues on behalf of Citizens Utility
Board.

Pennsylvania-American Water Company (Pennsylvania Public Utility Commission, Docket No.
R-00027983), February 2003. Presented testimony addressing stucharge mechanism to
recover security costs on behalf of the Pennsylvania Office of Consumer Advocate.

FairPoint New England Telephone Companies (Maine Public Utilities Commission, Docket Nos.
2002-7 47, 2003 -3 4, 2003 -3 5, 2003 -3 6, and 2003 -3 7), June 2003 . Presented testimony on
rate base and cost of service issues on behalf of the Maine Office of the Consumer Advocate.

Pennsylvania-American Water Company (Pennsylvania Public Utility Commission, Docket No.
R-00038304), August 2003. Presented testimony on rate base and cost of service issues on
behalf of the Pennsylvania Office of Consumer Advocate.

PPL Electric Utilities Corporation (Pennsylvania Public Utility Commission, Docket No. R-
00049255), June 2004. Presented testimony on rate base and cost of service issues on behalf
of the Pennsylvania Office of Consumer Advocate.

Entergy Louisiana, Inc. (Louisiana Public Service Commission, Docket No. U-20925 RRF
2004), August 2004. Presented testimony on rate base and cost of service issues on behalf of
the Louisiana Public Service Commission Staff.

Vectren Energy Delivery of Indiana (Indiana Utility Regulatory Commission, Cause No. 42598),
September 2004. Presented testimony on O&M expense issues on behalf of the Indiana
Office of Utility Consumer Counselor.

National Fuel Gas Distribution Corporation (Pennsylvania Public Utility Commission, Docket
No. R-00049656), December 2004. Presented testimony on rate base and cost of service
issues on behalf of the Pennsylvania Offrce of Consumer Advocate.
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Expert Testimony

of Lafayette K. Morean. Jr.

Block Island Power Company (Rhode Island Public Utilities Commission, DocketNo. 3655),
April 2005. Presented testimony on cash working capital on behalf of the Rhode Island
Division of Public Utilities & Ca:riers.

Verizon New England, Inc. (Maine Public Utilities Commission, Docket No. 2005-155),
September 2005. Presented joint testimony with Thomas S. Catlin on rate base and cost of
service issues on behalf of the Maine Offrce of the Public Advocate.

T.W. Phillips Oil and Gas Company (Pennsylvania Public Utility Commission, Docket No. R-
00051 178), May 2006. Presented testimony on rate base and cost of service issues on behalf
of the Pennsylvania Office of Consumer Advocate.

Duquesne Light Company (Pennsylvania Public Utility Commission, Docket No. R-0006I346),
July 2006. Presented testimony on rate base and cost of service issues on behalf of the
Pennsylvania Offrce of Consumer Advocate.

National Fuel Gas Distribution Company (Pennsylvania Public Utility Commission, Docket No.
R-00061493), September 2006. Presented testimony on rate base and cost of service issues
on behalf of the Pennsylvania Office of Consumer Advocate.

Southern Indiana Gas & Electric Co. (Indiana Utility Regulatory Commission, Cause No.
43112), January 2007. Presented testimony on rate base and cost of service issues on behalf
of the Indiana Office of Utility Consumer Counsel.

PPL Electric Utilities (Pennsylvania Public Utility Commission, Docket No. R-00072155), July
2007. Presented testimony on rate base and cost of service issues on behalf of the
Pennsylvania Offrce of Consumer Advocate

Aqua Pennsylvania, Inc. (Pennsylvania Public Utility Commission, Docket No. R-0007271I),
February 2008. Presented testimony on rate base and cost of service issues on behalf of the
Pennsylvania Office of Consumer Advocate.

Equitable Gas Company (Pennsylvania Public Utility Commission, Docket No. R-2008-
2029325), October 2008. Presented testimony on rate base and cost of service issues on
behalf of the Pennsylvania Office of Consumer Advocate.

The Narragansett Bay Commission (Rhode Island Public Utilities Commission, Docket No.
4026), April 2009. Presented testimony on rate base and cost of service issues on behalf of
the Rhode Island Division of Public Utilities and Carriers.
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Expert Testimony

of Lafavette K. Morgan. Jr.

Maryland-American Water Company (Maryland Public Service Commission, Case No. 9187),
July 2009. Presented testimony on rate base and cost of service issues on behalf of the
Maryland Office of People's Counsel.

Monongahela Power Company & The Potomac Edison Company, both d/b/a Allegheny Power
Company (West Virginia Public Service Commission, Case No. 09-1352-E-42T), February
2010 . Presented testimony on rate base and cost of service issues on behalf of the West
Virginia Consumer Advocate Division.

PPL Electric Utilities @ennsylvania Public Utility Commission, Docket No. R-2010-2161694),
June 2010. Presented testimony on rate base and cost of service issues on behalf of the
Pennsylvania Offrce of Consumer Advocate.

Pawtucket Water Supply Board (Rhode Island Public Utilities Commission, Docket No. 4550),
June 2015. Presented testimony on revenue requirements issues on behalf of the Rhode
Island Division of Public Utilities and Carriers.

Columbia Gas of Pennsylvania (Pennsylvania Public Utility Commission, Docket No. R-2015-
2468056), June 2015. Presented testimony on rate base and cost of seryice issues on behalf
of the Pennsylvania Office of Consumer Advocate.

Indianapolis Power and Light Company (Indiana Utility Regulatory Commission, Cause No.
44576/44602), JuJy 2015. Presented testimony on revenue requirements issues on behalf of
the Indiana Office of Utility Consumer Counselor.

Public Service Company of Oklahoma (Corporation Commission of Oklahoma, Cause No. PUD
201500208), October 2015. Presented testimony on revenue requirements and environmental
compliance rider issues on behalf of the United States Department of Defense and the
Federal Executive Agencies.

Northern Indiana Public Service Company (Indiana Utility Regulatory Commission, Cause No.
44688), January 2016. Presented testimony on the company's electric division operating
revenues, operating expenses and income taxes issues on behalf of the Indiana Office of
Utility Consumer Counselor.

Philadelphia Water Department (Philadelphia Water, Sewer And Storm Water Rate Board,
FY20l7-2018 Rate Proceeding), March 2016. Presented testimony on revenue requirements
issues on behalf of the Public Advocate.

Columbia Gas of Maryland (Public Service Commission of Maryland, Case No. 9417), June
2016. Presented testimony on rate base and cost of service issues on behalf of the Office of
People's Counsel.
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of Lafayette K. Morean. Jr.

Chesapeake Utilities Corporation (Delaware Public Service Commission, PSC Docket No. 15-
1734), August 2016. Presented testimony on rate base and cost of service issues on behalf of
the Staffof the Delaware Public Service Commission.

Kent County Water Authority (Public Service Commission of Rhode Island, Docket No. 4611),
September 2016. Presented testimony on rate base and cost of service issues on behalf of the
Division of Public Utilities and Carriers.

Northern Utilities, Inc. (Maine Public Utilities Commission, Docket No. 2017-00065), August
2017 . Assisted the Maine Office of Public Advocate (OPA) with Northern Utilities
application for an increase in rates. Mr. Morgan provided testimony, on behalf of the OPA,
on accounting issues including test year revenue requirements, the utility's request to renew
and modifu its alternative rate plan, and its Targeted Infrastructure Replacement Adjustment.

Indiana Michigan Power Company (Indiana Utility Regulatory Commission, Cause No. 44967),
November 2017. Presented testimony on rate base, operating revenues and operating
expenses issues on behalf of the Indiana Office of Utility Consumer Counselor.

Emera Maine (Maine Public Utilities Commission, Docket No. 2017-00198), December 2017.
Assisted the Maine Office of Public Advocate (OPA) with Emera Maine's application for an
increase in rates. Mr. Morgan provided testimony, on behalf of the OPA, on accounting
issues including test year revenue requirements, the utility's request to reflect the changes
brought about by the Tax Change and Jobs Act of 2017.

UGl-Electric (Pennsylvania Public Utility Commission, Docket No. R-2017-2640058), April
2018. Assisted the Pennsylvania Office of Consumer Advocate (OCA) with UGl-Electric's
application for an increase in rates. Mr. Morgan provided testimony, on behalf of the OCA,
on accounting issues including test year revenue requirements, the utility's request to reflect
the changes brought about by the Tax Change and Jobs Act of 2017.

Philadelphia Water Departrnent (Philadelphia Water, Sewer And Storm Water Rate Board,
FY20l9-2020 Rate Proceeding), April20l8. Presented testimony on revenue requirements
and the Department's three-year rate plan issues on behalf of the Public Advocate.

Westar Energy, Inc. (Westar Energy) and Kansas Gas and Electric Company (KGE), (Kansas
State Corporation Commission, Docket No. 18-WSEE-328-RTS), May 2018. Presented
testimony on revenue requirements on behalf on behalf of the Federal Executive Agencies.
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of Lafayette K. Morean. Jr.

Duquesne Light Company @ennsylvania Public Utility Commission, Docket No. R-2018-
3000124), June 2018. Assisted the Pennsylvania Office of Consumer Advocate (OCA) with
UGl-Electric's application for an increase in rates. Presented testimony, on behalf of the
OCA, on accounting issues including test year revenue requirements, the utility's request to
reflect the changes brought about by the Tor Change and Jobs Act of 2017.

Bangor Natwal Gas Company (Maine Public Utilities Commission, Docket No. 2018-00007),
June 2018. Assisted the Maine Office of Public Advocate (OPA) Presented testimony, on
behalf of the OPA, on the changes brought about by the Tax Change and Jobs Act of 2017.
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Special Proiects

Developed a Uniform System of Accounts and Financial Data Collection Template for five
countries participating in the National Association of Regulatory Utility Commissioners
(NARUC)iEast Africa Regional Energy Regulatory Partnership. Also conducted haining
seminars and participated as a panel member addressing issues in the utility industry from the
perspective of the regulator. This work was conducted by NARUC) and the United States
Agency for International Development (USAID).

Other Proiects

Texas Gas Transmission Corporation (Federal Energy Regulatory Commission, Docket No.
RP93-106). Technical analysis and participation in settlement negotiations on cost of
service, invested capital, and revenue deficiency on behalf of the Indiana Office of Utility
Consumer Counselor.

Natural Gas Pipeline Company of America (Federal Energy Regulatory Commission, Docket
No. RP93-36). Technical analysis and participation in settlement negotiations on cost of
service, invested capital, and revenue deficiency on behalf of the Indiana Office of Utility
Consumer Counselor.

Texas Gas Transmission Company (Federal Energy Regulatory Commission, Docket No. RP94-
423). Teclnical analysis and participation in settlement negotiations on cost of service,
invested capital, and revenue deficiency on behalf of the lndiana OfFrce of Utility Consumer
Counselor.

Lafourche Telephone Company (Louisiana Public Service Commission, Docket No. U-21181).
Analysis and investigation of earnings and appropriate rate of return on behalf of the
Louisiana Public Service Commission Staff.

Natural Gas Pipeline Company of America (Federal Energy Regulatory Commission, Docket
No. RP95-326). Tectnical analysis and participation in settlement negotiations on cost of
service, invested capital, and revenue deficiency on behalf of the Indiana Office of Utility
Consumer Counselor.

Pymatuning Independent Telephone Company (Pennsylvania Public Utility Commission, Docket
No. R-00953502). Technical analysis and development of settlement position in the
Company's rate case on behalf of the Pennsylvania Ofhce of Consumer Advocate.

Illinois Bell Telephone Company (Illinois Commerce Commission, Docket No. 96-0172).
Technical analysis of the Company's annual rate filing pursuant to its Price Cap Plan on
behalf of Citizens Utilitv Board.
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Illinois Bell Telephone Company (Illinois Commerce Commission, Docket No. 97-0157).
Technical analysis of the Company's annual rate filing pursuant to its Price Cap Plan on
behalf of Citizens Utility Board.

TDS Telecom (Pennsylvania Public Utility Commission, Docket Nos. R-00973892 and R-
00973893). Technical analysis regarding rate base, cost of service, rate design, and rate of
return, and assistance in settlement negotiations in the Company's rate case and alternative
regulatory filing on behalf of the Pennsylvania Office of Consumer Advocate.

Appalachian Power Company (Virginia State Corporation Commission, Case No. PUE 960301).
Technical analysis regarding rate base and cost of service and assistance in settlement
negotiations in the Company's rate case and alternative regulatory filing on behalf of the
Virginia Office of the Attorney General.

Central Maine Power Company (Maine Public Utilities Commission, Docket No. 97-580).
Technical analysis regarding attrition and accounting issues in the Company's Transmission
zlnd Distribution unbundling proceeding on behalf of the Maine Public Utilities Commission
Staff.

Illinois Bell Telephone Company (Illinois Commerce Commission, Docket No. 98-0259).
Technical Analysis of the Company's annual rate filing pursuant to its Price Cap Plan on
behalf of Citizens Utility Board.

Maine Public Service Company (Maine Public Utilities Commission, Docket No. 98-577).
Technical analysis regarding attrition and accounting issues in the Company's Transmission
and Distribution unbundling proceeding on behalf of the Maine Public Utilities Commission
Staff.

Bangor Hydro-Electric Company (Maine Public Utilities Commission, Docket No. 97-596).
Technical analysis regarding attrition and accounting issues in the Company's Transmission
and Distribution urbundling proceeding on behalf of the Maine Public Utilities Commission
Staff.

TDS Telecom (Maine Public Utilities Commission, Docket Nos. 98-894, 98-895, 98-904, 98-
906, 98-91 l, and 98-912). Technical analysis regarding accounting issues and access rate
changes on behalf of the Maine Office of the Public Advocate.

Mid-Maine Telecom (Maine Public Utilities Commission, Docket No. 2000-810). Technical
analysis regarding accounting issues and access rate changes on behalf of the Maine Office
of the Public Advocate.

Unitel, Inc. (Maine Public Utilities Commission, Docket No. 2000-813). Technical analysis
regarding accounting issues and access rate changes on behalf of the Maine Offrce of the
Public Advocate.
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Hydraulics International, Inc. (Armed Services Board of Contract Appeals, ASBCA No. 51285).
Technical analysis and support relating to the Economic Adjustment Clause claim on behalf
of the Air Force Materiel Command.

Tidewater Telecom and Lincolnville Telephone Company (Maine Public Utilities Commission,
Docket Nos. 2002-100 and 2002-99). Technical analysis regarding accounting issues and
access rate changes on behalf of the Maine Offrce of the Public Advocate.

TDS Telecom (Vermont Public Service Board, DocketNo. 6576). Technical analysis regarding
rate base, cost of service, and depreciation expense on behalf of the Vermont Departrnent of
Public Service.

CenterPoint Energy-Entex (Louisiana Public Service Commission, Docket No. U-26720,
Subdocket A). Technical analysis regarding rate base and cost of service on behalf of the
Louisiana Public Service Commission Staff.

CenterPoint Energy-Arkla (Louisiana Public Service Commission, Docket No. U-27676).
Technical analysis regarding rate base and cost of service on behalf of the Louisiana Public
Service Commission Staff.

Provided technical analysis and support on behalf of the Louisiana Public Service Commission
Staff relating to CLECO Power LLC Rate Stabilization Plan.

Provided technical analysis and support on behalf of the Louisiana Public Service Comrnission
Staff relating to CLECO Power LLC post-Katrina power purchases.

Provided technical analysis and support on behalf of the Louisiana Public Service Commission
Staffrelating to Entergy Louisiana LLC recovery of storm damage costs.

Westar Energy, Inc. (Westar Energy) and Kansas Gas and Electric Company (KGE), (Kansas
State Corporation Commission, Docket No. l7-WSEE-147-RTS). Technical analysis
regarding rate base and cost of service on behalf of the Federal Executive Agencies.

Westar Energy, Inc. (Westar Energy) and Kansas Gas and Electric Company (KGE), (Kansas
State Corporation Commission, DocketNo. I7-WSEE-147-RTS). Technical analysis
regarding rate base and cost of service on behalf of the Federal Executive Agencies.
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SUEZ WATER PENNSYLVANIA INC.

Summary of Operating Income
Forthe Rate Year Ending December 31, 2019

Docket No. R-2018-3000834
Schedule LKM- 1

Page 1 of 2

Amounts After
Change in
Revenues

Line
No.

O1
z

3

4
5
6
7

o

Descriotion

@
Operating Revenues
Revenue lncrease

Total Operating Revenues

Ooeratinq Exoenses
O&M ExDenses

Depreciation
Amortization of Acquisition Adjustment
Amortization of Regulatory Asset
Taxes Other Than lncome Taxes

Total Operating Expenses

Operating Income Before Income Taxes

Federal & State lncome Taxes

Net Operating Income

Rate Base

Return On Rate Base

Company
Amounts at

Present Rates

$ 47,fi2,250

$ 47,382,250

$ '19,205,688

8,722p62
57,744

(265,1s8)
968,391

$ 28,689,587

$ 18,692,663

$ 3,732,7E8

$ 14,959,875

$ 243,448,859

6.14o/o

Amounts After
OCA Adiustments

$ 46,634,713

$ 46,634,713

$ '17,519,52E

8,287,246
57,744

(265,1 98)
954,190

$ 26,553,510

$ 20,0E1,203

$ 4,087,682

$ 15,993,521

$ 207,949,669

7.690/o

Pro Forma
Change in
RevenuesOCA Adiustments

s (747,537)

$ (747,537)

$ (1,686,160)
(43s,716)

(14,2011

$ (2,136,077)

$ 1,388,540

$ 354,894

$ 1,033,646

$-
(3,483,852)

$ (3,483,652)

$ (12,403)

(17,5/,8)

$ (29,9s1)

$ (3,453,901)

$ (ee7,e(X)

$ (2,4s5,996)

$ ,f6,634,713
(3,483,8s2)

$ 43,150,861

$ 17,507,12s
8,287,246

57,744
(265,1 98)
936,642

$ 26,523,559

$ '16,627,302

$ 3,089,778

$ 13,537,524

$ 207,949,669

6.51o/o

8

Y

10
11

12
,ia

14
15

16
17

18
t9
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Line
No. Description

SUEZ WATER PENNSYLVANIA INC.

Summary of Revenue Increase at OCA Rate of Return
For the Rate Year Ending December 31, 2019

Docket No. R-201 8-3000834
Schedule LKM- 1

Page 2 ol 2

SourceAmount

1

2
3
4
5
6
7
8

I
10

't1

12
13
14
15

16
17
18
19
20
21

22
23
24

Adjusted Rate Base
Required Rate of Return

Net Operating Income Required
Net Operating Income at Present Rates

I ncome Deflciency/(Surplus)
Revenue Multiplier

Required Change in Company Revenue

Proposed Revenue Change
Less: Uncollectibles
Revenues After Uncollectibles
Gross Receipts Tax
PUC / OCA & SBA Assessment
Income Before State Taxes
State Income Tax Effect Tax Rate
Less: State lncome Tax

Income Before Federal Taxes
Federal Income Tax

Net Income Surplus/(Deficiency)

$ 207,949,669
6.510%

$ 13,s37,s23
15,993,521

$ (2,4s5,ee8)
1.418508

$ (3,483,852)

$ (3,483,852)
0.3s60% (12,403)

(3,471,449)
0.0000% 0
0.5037% (17,548)

$ (3,453,e01)
9.9900%

(345,045)

$ (3,108,856)
21.0000% (652,860)

$ (2,455,ee6)

Schedule LKM-2, Page 2
Per OCA Witness Rothchild

Schedule LKM-1, Page 1
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SUEZ WATER PENNSYLVANIA INC.

Summary of Rate Base
For the Rate Year Ending December 31 , 2019

Amount per OCA Rate Base

$ 409,389,892
(85,360,944)

$ 324,028,948

$ 863,746
481,594

$ (37,757,885)
3,555,615

$ (u,202,270)

$ (811,e00)

Docket No. R-201 8-3000834
Schedule LKM- 2

Page 1 ol 2

Amount After

ocA

$ 371,632,008
(81,805,32e)

$ 289,826,678

$ 51,846
481.594

Line

No.

1

2

3
4
5
6
7

I
9
10
11

12
13
't4

15
16
17

Description

Utilig Plant
Accumulated Depreciation

Net Plant in Service
Additions

Working Capital
Materials & Supplies
Excess Pension Capitalized

Total Rate Base Additions
Deductions

Customer Deposits
Customer Advances for Construction
Rate Base for Infrastructure Investment (Act 40)
Regulatory Liability
Accumulated Deferred lncome Taxes

Total Rate Base Deductions

Total Rate Base

Company Filing Adjustments Adjustments

$ 1,345,340

$
(63,114,693)

(18,810,736)

$ (81,925,42e)

$ 243,448,8s9

$ (811,e00)

$-

(771,617)

286,597

$ 286,597

$_l9u99J_9q)

533,440

$-
(63,114,6e3)

(771,617)

(18,s24,139)

$ (81,638,832)

$ 207,949,669
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SUEZ WATER PENNSYLVANIA INC.

Summary of Rate Base Adjustments
For the Rate Year Ending December 31,2019

Docket No. R-201 8-3000834
Schedule LKM- 2

Page2ol2

Amount
Line
No.o Description

1

2
3
4
5
6
7
8
9
10
1',l

'|'2
13
14
15

o

o

Rate Base per Company Filing

OCA Adiustments:
Reflect Average Balance for Plant and Related ltems
Remove Mahoning Township Water System
Remove Route 11 Expansion Tenitory
Remove Cost of New Office Building
Reflect the Requirements of Act 40
Adjustment to Cash Working Capital

Total Ratemaking Adjustments

Adjusted Rate Base per OCA

Schedule LKM-2, Page 1 $ 243,448,859

Schedule LKM-S
Schedule LKM€
Schedule LKM-7
Schedule LKM-8
Schedule LKM-10
Schedule LKM-9

$ (17,179,326)
(5,767,47)
(8,929,800)
(2,039,100)
(1,il3,2%)

(40,283)

$ (35,499,190)

$ 207,949,669
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SUEZ WATER PENNSYLVANIA INC.

Summary of Adjustments to Income Before Income Taxes
For the Rate Year Ending December 31,2019

Amount

Docket No. R-2018-3000834
Schedule LKM- 3

Page 1 of 2

Source

2
3

4
5
6
7
8
I
10

11

12

13

14

15
16

17

18
19

20

21

22
23

a

o

o

o

Operating Income per Company

OCA Adiustments:
Remove Mahoning Township Water System
Remove Route 11 Expansion Territory
Remove Cost of New Office Building
Annualized Revenues at Present Rates
Annualize Payroll Expense
Employee Group Health & Life lnsurance
Annualize Pension Expense
Annualize Purchased Water Expense
Annualize Purchased Power Expense
Annualize Materials and Supplies Expense
Normalize Management & Services Fees
Annualize Outside Contractors Fees
Annualize Transportation Expense
Reflect FPFTY Depreciation Expense
Amortization of EDIT
I nterest Synchronization

Total OCA Adjustments

Operating Income per OCA

$ '14,959,875

$ (e2,386)
(35,314)
43,305

(1 53)
94,900
35,649
23,054
81,281

233,129
19,642

174,117
178,293
52,608

179,237
265,1 89

(218,e06)

Schedule LKM-1

Schedule LKM-6
Schedule LKM-7
Schedule LKM-8
Schedule LKM-10
Schedule LKM-12
Schedule LKM-13
Schedule LKM-14
Schedule LKM-15
Schedule LKM-16
Schedule LKM-17
Schedule LKM-18
Schedule LKM-19
Schedule LKM-20
Schedule LKM-22
Schedule LKM-23
Schedule LKM-24

1,033,646

$ 15,993,521
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SUEZ WATER PENNSYLVANIA INC.

Summary of Adjustments to Income Before Income Taxes
For the Rate Year Ending December 31, 2019

Depreciation &
Amortization

Docket No. R-201 8-3000834
Schedule LKM- 3

Page2 of 2

Operating
Income Before
Income Taxes

Operating
Revenues

$ 47,382,250

$ (613,260)
(11e,862)

(14,415)

o&M
Expenses

$ 19,205,688

$ (430,783)

(133,45s)
(50,1 33)
(32,421)

(114,307)
(327,852)

(27,623)
(244,863)
(250,736)

(73,e83)

Line
No.

Taxes Other
Than lncome

State &
Federal
Income
Taxes

1

2
3
4
5
6
7
8
I
10
11

12
13
14
'15

16

17
18
19
20
21

22
23

Amount per Company

OCA Adiustments:
Remove Mahoning Township Water System
Remove Route 11 Expansion Territory
Remove Cost of New Office Building
Annualized Revenues at Present Rates
Annualize Payroll Expense
Employee Group Health & Life Insurance
Annualize Pension Expense
Annualize Purchased Water Expense
Annualize Purchased Power Expense
Annualize Materials and Supplies Expense
Normalize Management & Services Fees
Annualize Outside Contractors Fees
Annualize Transportation Expense
Reflect FPFTY Depreciation Expense
Amortization of EDIT
I nterest Synchronization

Total OCA Adjustments

TotalAdjusted Income Before Income Taxes

$ 8,515,508

$ (s2,553)
(70,200)
(60,s00)

(252,063)

$ 968,391

$-

(14,2O1)

(37,538)
(14,348)
17,595

(62)
38,559
14,4U
9,367

33,026
94,723
7,981

70,746
72,443
21,375
72,826

(265,1 8e)
218,906

$ 354,894

(92,386)
(35,314)
43,305

(153)
94,900
35,649
23,054
81,281

233,129
19,642

174,117
178,293
52,608

179,237
265,1 89

$ 3,732,788 $ 14,959,875

$ (747,537) $ (1,686,160) $ (435,716) $ (14,201)

$ 46,634,713 $ 17,519,528 $ 8,079,792 $ 954,190 $ 4,087,682
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Docket No. R-2018-3000834

Schedule LKM- 4

SUEZ WATER PENNSYTVANIA INC.

Calculation of Current of State and Federal Income Taxes
For the Rate Year Ending December 31, 2019

AfterCompany Adj OCA Adiustments After OCA Adjustments After OCA Rate Change

Line

No.

Dec-19

Federal

lncome Tax

Dec-19

State

lncome Tax

Dec-19

Federal

lncome Tax

Dec-19

State

lncome Tax

Dec-19

Federal

lncome Tax

Dec-19

State

lncome Tax

Dec-19

Federal

Income Tax

Dec-19

State

lncome Tax
Current Rates Current Rates

s 18,592,653 s 18,592,663

5,186,994 5,186,994

I,086,677

2,222,92r
505,570

Current Rates Current Rates

S 1,388,s40 S 1,38s,s40

Prooosed Rates Prooosed Rates

5 20,081,203 5 2O,O8L,2O3

4,429,328 4,429,328
1,301,083

2,222,92I
505,570

Current Rates Current Rates

5 (3,4s3,e01) S (3,4s3,901)

(34s,04s)

5 (3,108,8s6) s (3,4s3,e01)

9.99%

(34s,04s)

2,222,92L
7I7,tL3

(7s7,6661

2r4,406
(7s7,6661

2,222,92t
7t7,rr3

5 9,689,500 5 10,56s,534

9.99%

1,055,507

3I,L7O

2L.OO%

S 1,931,800 5 zlqe,zos 5 11,621,300 5 L2,77I,84O

9.99%

2,O34,795

38,L23

405,678 2r4,406 2,440,473

38,123

9.99Yo 2!.OO/o

I,269,9L3

3t,L70

(5s2,850)

1

2

3

4

5

6

8

9

10

LL

12

13

t4
15

15
17

18

19

20

ZL

22

23

24

25

26

27
z6
29

30

31

32

Descriotion

OperatinB Income Before Income Taxes
Interest Expense

State Income Tax

Repair Adjustment on 2018 Additions
Repair Adjustment on 2019 Additions
Excess OfTax Depreciation Over Book

Taxable lncome

Income Tax Rate

Pro Forma Income Tax : Current
CTA Adjustment
Amortization of Flow through Taxes
Amortization of Income Tax Credit

Total - Current Income Taxes

Deferred Income Tax:

Repair Adjustment
Less: State Deduction
Income Tax Rate

Deferred Income Tax - Repair Adjustment

Excess OfTax Depreciation Over Book
Less: State Deferred lncome Tax

Income Tax Rate

Deferred Income Tax - Tax/Book Deprec.
Total Deferred Income Tax (120+124)

Amortization of EDIT

Total Income Taxes (115+125)

Total lncome Taxes

2,O72,9I8 S Loes,stt 5 +os,sza S ztq,qos

2,222,927

2L.OO% 2L.OO%

466,8r3

506,570

2t.oo%

S z,qtz,sgs 5 r,gor,oss

2,222,927

27.OO%

l_____.Ei4qE l_M!!s)_

2L.O0%

21.00%

(25s,189)

5 t,o86,677 5 rqo,+ss

5 3,732,788

466,813

505,570 s

2t.oo% 9.99%o

105,380

573,L93

s (5s2,850) s (34s,04s)

s (9s7,904)

5-
2t.oo%

105,380

573,r93

5 2,645,ttL
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SUEZ WATER PENNSYLVANIA INC.

Adjustment to Rate Base to Reflect Average Balance for Plant and Related ltems
For the Rate Year Ending December 31,2019

Line

No. Description

Balance Per Balance Per
Company at Company at

December 31, December 31, Average Balance
2019 11 2018 1/ per OCA OCA Adjustment

$ 409,389,892 $ 367,714,123 $ 388,552,008 $ (20,837,88s)

(85,360,944) (78,617,020) (81 ,988,982) 3,371,962

$ 324,028,948 $ 289,097,103 $ 306,563,026 g (17,465,923)

(63,114,693) (63,114,693) (63,114,693)

$ 305,218,212 $ 270,859,561 $ 288,038,887

1 Plant In Service
2
3 AccumulatedDepreciation
4
5 Net Plant
6
7 CIAC and Contributions
8
9 Accumulated Deferred Income Taxes (18,810,736) (18,237,542\ (18,524,139) 296,597
10
11 Net Balance $ (17,179,326)

Notes:
1/ Exhibit No. CEH-1, Schedule '1.1.
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Descriplion

Adjustment to Plant in Servie

Adjustment to Accumulabd Depreciation

Net Adjustment to Rate Base

Operating Revenues

Adjustment to Deprcciation Epense

Adjustment to Purchased Water

Energy/ PqYer Expense

Additional Subcontractor

Total Adjustment to Depreciation and O&M Expenses

Notes:
'll Schedule LKM6, page 2.
2|/ Exhibit No. CEH-2,Schedule 29, Adjustment No.28.

Depreciation
1l Rate 2l Amount

Docket No. R-201 &3000834
Schedule LKlr- 6

Page 1

$(s,820,000) 1/

$ 52,s53 1/

$(5,767,447)

$ (613,260)

(52,553) 1/

(360,835) 2/

(24,51812l

(45,000) z

$ (483,336)

SUEZ WATER PENNSYLVANIA Ii{C.

Adjustment to Remove Mahoning Torwrship Water Syetem
For the Rate Year Ending December 31 , 201 9

Line

No.

1

2
3

4
5

6
7

I
I
10
11

12
13
14
15
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SUEZ WATER PENNSYLVANIA INC.

Adjustment to Remove Mahoning Township Water System
For the Rate Year Ending December 31 , 201 I

$ 3000
3 000

Line

No.

1

2
3
4
5
o
7
I
Y

10
11

't2
42.

14
15
16
17
18
19
20
21

22
23
24
25
26
27
28
29
30
31

32
33
34
?A

36

37

38

39

o

o

t

o

o

o

Descriotion Amount

Depreciation
'll Rate

8,616
2,685

361
977

1,160
870
145

114

2,464

3,590

1,903
26,'t67
26,855

7,625
6,282

7,992

7,301

$ (10s,106)

Plant Account 303.2
5.8 Acres
23 Easements or Rights-of-Way

Plant Account 330.4
300,000 Gallon Tank
500,000 Gallon Tank
75,000 Gallon Tank

Plant Account 304.4
Route 1'l Water Booster Station
Montgomery Village Booster Station
Edgewood Booster Station
Woods of Welsh Booster Station
Pressure Reducing Station

Plant Account 304.3
Chlorination Building

Plant Account 304.5
Storage Building

Plant Account 335.4
137 Hydrants

Plant Account 331.4
3,485 ft. - 4" Main
44,141 ft. - 6" Main
45.302 ft. - 8" Main
12,778ft. - 10" Main
10,454ft. - 12" Mah

Plant Account 334.4
1,200 Meters

Plant Account 333.4
1,200 Services

Adjustment to Depreciation Expense

Notes:
1/ Company's response to OCA -lV-23.
2/ Exhibit No. JJS-3

308,800
96,240

12,450
33,700
40,000
30,000

5,000

5,000

70,000

214,553

121,975
1,677,358
1,721 ,476

488,759
402,689

180,000

405,600

$ 5,820,000

2.79o/o

2.79o/o

2.90o/o

2.90o/o

2.90o/o

2.90o/o

2.90To

2.29o/o

3.52o/o

1.67Yo

1.560/o

1.560/o

1.560/o

'' .560/o

1.56Vo

4A4%

1.80o/o

o
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Line

No.

1

2
3
4
5

SUEZ WATER PENNSYLVANIA INC.

Adjustment to Remove Route 11 Expansion Tenitory
Forthe Rate Year Ending Deoember 31, 2019

Description

Docket No. R-2018-3000834
Schedule LKM- 7

$ (9,000,000) 1/
70,200

Plant in Service
Depreciation Reserve

Adjustment to Rate Base

Operating Revenues

Adjustment to Depreciation Expense @1.560/oz

Note:
1/ Company response to OCA-IV-19.
2/ Company response to OCA-IV-16.
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Line

No.

SUEZ WATER PENNSYLVANIA INC.

Adjustment to Remove Cost of New Office Building
For the Rate Year Ending December 3'1,20'19

Description Amount 1l

1 Plant in Service $(2,100,000) 1/
2 Depreciation Reserve 60,900
3
4 Adjustmentto Rate Base $(2,039,100)
5
6 Adjustment to Depreciation Expense @2.60o/oa $ (60,900)

Note:
1/ SWPA Statement No.1, page 19.
Z Exhibit No. JJS-3, Account No. 304.51.

a
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SUEZ WATER PENNSYLVANIA INC.

Adjustment to Cash Working Capital to Reflect O&M Adjustments
For the Rate Year Ending December 31, 2019

Amounts

Ending OCA

After
ocA

Docket No. R-201 8-3000834
Schedule LKM- 9

Cash

WorkingLine

No.

1

2
?

6

7

8
o

10

11

12
't3

14

15

16

17

18

19

22

Utility Operating Expenses Net Lag Days 72/3!/2Ot9 Adjustments Adjustmens Capita

25

26

27
28

29

30
31

32
33
34

36

t

o

Labor El@ense

Employee Group Health & Life

Employee Pension Benefits

Purchased Water

Purchased Power

Fuel for Power Production

Chemicals

Materials and Supplies

Management and Service Fees

Lab Testing Fees

Outside Contractors

Outside Professional Services

Rental - Building/Real Property

Rental of Equipment

Transportation Expense

Prop& Gen Liab. Insurance

Worker Compensation

Regulatory Commission Expense

Office Expense and Utilities

Postage and Air Freight Expense

Other O&M
Real Estate Tax
Payroll Taxes

Federal Income Taxes
State Income Taxes

19.9

20.6

-24.1

17.9

6.3

-3.4

8.2

22.8

18.5

L7.8

4.5

-76.4

48

38.4

2.3

92.9

19.5

110.3

29.3

3.2

19.5

60.2

L4.7

-3.7

4.6

5,280,483

1,389,388

1,409,589

(2s2,214)
't,217.888

23,696

599,527

255,816

5,331,874

83,542

896,378

68,1 93

60,476

51,375

486,339

4,935

110,717

270,O77

540,894

366,358

203,938
318,'t78
636,012

3,954,898
1,918,544

$ 5,458,942

1,439,521

1,442,010

182,928

1,570,688

23,696

599,527

283,439

5,359,497

83,542

7,L47,7r4
68,193

60,476

51,375

560,322

4,935

110,7't7

270,O77

540,894

355,358

203,938
318,178

650,213

3,814,409
1,704,138

$ (178,45s) $

(50,1 33)

(32,421)

(475,142)

(352,800)

(27,623)

(27,623)

(250,736)

$ 287,895

78,415
(s3,071)

(14,330)

21,021

(221)

13,469

15,980

271,706

4,O74

11,297

(3,064)

7,953

5,405

3,065

1,256

5,945

81,615

43,420

3,212

10,895

52,478
25,615

(40,091)
24,179

$ 818,'l'18
858,401

$ (40,283)

(73,e83)

(14,201)

140,489
214,406

Adjustment to CWC

o
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Docket No. R-201 8-3000834
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SUEIZ WATER PENNSYLVAI{IA INC.

Adjustment to Rate Base to Reflect the Requirements of Act 40
For the Rate Year Ending December 3'1,2019

1 Consofidated Tax Savings Adjustment $ 1,il3/4 1l
2
3 AdjustmenttoWorking Capital $ (771,6171

4
5 Adjustment to Reflect Cost Free Capital $ (771,617)

Notes:
1/ Response to |&E-RE63.

Line
No. Descriotion

a
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No.

SUEZ WATER PENNSYLVANIA INC.

Adjustment to Annualized Revenues at Present Rates
For the Rate Year Ending December 31, 2019

Docket No. R-20'1 8-3000834
Schedule LKM- 11

Page 1

Adjustment to
Revenues

1

2
3
4
5
6
7
8
I
10
11

12

13
14

o

o

a

METERED SALES
Residential
Commercial
lndustrial
Public Sales

Total Sales of Water

Private Fire
Public Fire

Other Operating Revenues

Total

Customer
Classification

Total Pro Forma
Revenue

Present Rates
Per Company

$ 29,345,020
11,959,637

1,467,311
1,935,763

$ 44,606,731

$ t,446,048
923,861

405,611

$ 47,382,250

Total Pro Forma
Revenue

Present Rates
Per OCA

$ 29,157,892
12,131,350

1,467,311
1,935,763

$ 44,592,316

$ t,446,048
923,861

405,611

$ 47,367,835

$ (187,128)

$ (14,415)

$ (14,415)
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Line
No.

Custorner
Classlfication

SUEZ WATER PENNSYLVA}IIA INC.

Summary of Revenue Under Present RaFs
For the Rate Year Ending December 31, 2019

Bill Analysis
Adjusted

Revenues,
Per Books Revenu€s,

Present Rates Present Rates
1Z31nU7 Gl (Schedule 5)

$ 26,796,924 $ 26,824,015
11,M5,912 1,t.(X8,045
1,278,U1 1,278,758
1,772,s't2 1,787,388

$ 40,893,989 $ 40,938,206

Pro Forma
Adjushnents

Revenues Under Prosent Rates
Prasent Rates (Schedule 5 and 7)

Add Back
Total

Pro Forma
Annualized DSIC Revenue

Revenue Pr$€nt Rates

Adjustment
Factor

1

2
3
4
5
6
7
I
I
10
11

12
13
14

METERED SALES
Residential
Commercial
Industdal
Public Sales

Total Sabs of Water

Private Fire
Public Fire

Other Operating Revenues

Total

$ 1,436,836
923,861

$ 1,436,836
923,861

0.99899003
0.9998693
0.99990886
o.9s167720

1.0(x)0fl)00
1.00000000

$ 26,796,924 $
11,0/.5,912
1,278,il1
1.772.512

$ 2,034,272
846,373
102,371
128,074

$ 29,157,892
12,131,350
1,#7,31',1
1,835,763

$ 44,592,316

1,,f46,048
923,8€1

405,611

326,697
239,065

86,299
(64,82s)

405,611 405,611

_t_m 66n rc?_ 3 Lailld 4^

0 40,893,989 $ 587,235 $ 3,111,092

1,436,836 $
923,861

9,211

405,611

$ 43,660,297 A 596.446 $ 3.1 1 1.092 $ 47.367.835

(a) Exdudes DSIC and Unbilled Revenue.
(c) S€€ Schedule 6.
(d) See Schedub 7.
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SUEZ WATER PENNSYLVANIA INC.

Summary of Application of Present Rates to Customer Bill Analysis and Pro Forma Adjustments
For the Rate Year Ending December 31 ,2019

Residential Commercial Industrial Large lndustrial Public Authority

Line
No. Rate Zone

1 Present Rate Aoplication
2
3 Total Revenue
4
5

6
7
8
9
10
11

12
13
14
15
16
17
18
19

20
21

$ 11,048,045 $ 664,03s

_$_lL@g19- _q_664,09q_

Metered
Total

$ 614,723 $ 1,787,388 $ 40,938,206

$ 614,723 L 1,787,388 $ 40,938,206

$ 86,299 $ (56,722) $ (11,420)

$ 86,299 $ (56,722) $ (11,420):-

$ 26,824,015

$ 26,824,015

Pro Forma Adiustments - 2018

Total Adjustments

Subtotal

$ (160,210)

$ (160,210)

$ 1 19,21 3

$ 1 19,213 $

--

Pro Forma Adiustments - 2019

Arl
Trunk Line
Mahoning Twp.

Subtotal

Total Adjustments

$ (68,086)

$ 119,862
$ 435,131

$ 486,907

$ 326,697

$ (8,103) $
$

(134,467)
119,862

$ 613,261

$

$

(58,2781

1 78.1 30

$ 119,852 $

$ 23s,06s $

_$ -__ _$__l8'199I _$_999,9!9_
$ 86,2es $ (64,825) $ 587,235
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Line

No

1

2

12

13

14

15

16

17

16

19

20
21

22

23
24

31

32
??

34

35
s
5l
at

39
40
41

42
43
44
45
46
47
46
49
50
EI

az

60
61

oz
63
64
A5

66
o/

Rate Block
1000 Gallons

Customer Charge
5/8
Subtotal

All Usage - Test Year
Subtotal

Total Residential

Customer Charge
5/8
3t4
a

Subtotal

Test Year First Block (First 25)
Test Year Second Block (Over 25)

Subtotal

Total Class

Customer Charge
4

Subtotal

Take or Pay Volume
Subtotal

Total

Customer Charge
5/8

Subtotal

First Block (First 160)
Second Block (Over 160)

Subtotal

Total

Total

SUEZ WATER PENNSYLVANIA INC.

Application of Present Raies aM Proposed Rates to Pro forma Adjustments
For the Rate Year Endir€ Oecember 31, 2019

Number Total TestYear/Present
Of Bills ConsumDtion Rate Revenue

Residential - Monthlv

$ 13.7s $ 2s4,953
2y,953

7.7506 (363,386)
(363,386)

18,il2

--------:- 
(t16,8E5)

- ('16'885)

Proposed Proposed
Rate Revenue

$ 15.00 $ 278,130
278,.t30

9.6700 (4s3.377)
(453.377)

678

678

(46,885)

Commercial - Monthlv

(108,434)

19,323

19,323

41,612

41,612

60,93s

86,299
86,299

86,299

(1,540)
(1,540)

(2't,702)
(41,584)
(63,286)

(64,E26)

n12.325\

- (17s,247)

15.00
15.00
31.09 21.079

21,079

9.6700 51 ,917
7 1020

5'r,917

72,996

333.00
666.00

15.00

I 6700

(1,680)
(1,680)

(27,076)
7.1O2O (54,367)

(81,443)

(83,123)

_____ll_qggsI

13.75
'13.75

28.50

7.7506
5.4321

7.7506
5.4321

o

- 23,U2 3.6045
- 23p42

- 23,94:2

Public Authoritv - Monthlv

(112)
(112)

- 13.75

(2,800)
(7,655)

(10,455)

(10,45s)

__Mpz1t

o
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SUEZ WATER PENNSYLVANA INC.

Adjustment for Customer Growh Revenue Under Present Rates
For lhe Rate Year Ending December 31 , 201 I

Line
No.

1

2

4

a Descriotion
Historic TY Customer Growth Calcuhtbn
Actual Normalized Bills
Actual Annualized Bills
Projecied Daily Usage in gallons (a)
Monhly Volumes per Normalization (1000 Galbns)
Line 3 X30 /1000
HTY Customer Annualized Grcwth Bills (Line 2-Line
1) Divided by 2
HTY Customer Annualized Growth Volumes (Line 4
XLine5/2)
Prk-d At Fist Block
Priced At Second Block

Average Service Charge
Revenue From Service Charge (Line 7 X Line 5)
Volume Charge - First Block
Volume Charge - Second Block
Revenue from Volumetric Charge (Line 9 X Line 6)
Priced At First Block
Priced At Second Block
Total Historical TY Adiustment (Line I + Line 10)

Forecasted Customer Growth
Annualized Bills (Line 12 X 12)
Average Volumes Per Nomalization
Priced At First Block
Priced At Second Block
Normalized Volumes (Line 13 X Line 14)
Revenue From Service Charge (Line 7 X Line 13)
Revenue from Volumefic Charge (Line 9 X Line 15)
Priced At First Block
Priced At Second Block
Total FTY Adjustrnent (Line 16 + Line 1 7)

Forecasted Customer GroMh
Annualized Bilb (Line 12 X 12)
Average Volumes Per Normalization
Priced Al Fist Block
Priced At Second Block

Total
Normalized Volumes (Line 13 X Line 14)
Revenue From Service Charge (Line 7 X Line 1 3)
Revenue from Volumetric Charge (Line 9 X Line 15)
Priced At First Block
Priced At Second Block
Total FryAdiustment (Line 16 + Line 17)
Total Adjustment

Public Private
Residential Commercial Industrial Authoriv Fire Total

652,728
656,760

110.20

56,712
56,712
811.00

28.50

7.7506
5.4321

28.3

24.33

8,248
9,662

24.33
8,244

$ 9,662

612
612

14,515.03

435.45

2p52
2,7U

3,111 67

YJ JC

(84)

(7,u11

(2,100)
(s,741)

13.75
(1 ,1 55)
7 7506
5 4321

(16,276)

714,0?2
717,8U

18,548

(1) 1,931

- (1,1771

4,565
(5,741',,

| 10.98
(111)

4,661 $ 106,956

$ 2U,197

s 4,661 $ 106,956

$ 2U,197

1,018
1,016

3.31 24.33

NA

NA

NA

NA
o

5

o

7
8
I

10
11

12
13
14
15

16

17
1E

19
20
21

22
ZJ
24
25
26

28
ZJ
JU

31

32
?a

v
35
36
37
38
39
40
41
42
43
44
45
46
47

48
49
cu
51

52
Eq

54

2,016

6,665

$ 13.75

$ 27,720
7.7506

$ 51,657

$
$

562.6
6,751

331

22,319
$ 92,826

s 172,9U

coz o
6,751

3.31

331
22,319

$ 92,826

('t.21
(14)

25.00
68 35

(1e3) $

(2,713)

42

$

3.5
42

28.3
339

24.33

(1.2',)

(14)

25.00
AA 1q

efu5
(3s0)

$ (1e3)

$ (2,713)$ 172,9U $ 63,926
$-$-$(5,198)(5,197)
$ 265,810 S 73,s87 $ - $ (8,103)$ 4,661 $ 335,956
$ 610,998 $ 147j75 $ - $ (64,825)$ 9,211 $ 7o2.ss8

(a) For resijential and commercial, see declining usage wortpaper. For Indusrial and Public, based on 2Ol 7 usage

of Customers
Endlngrzl3ULs
Endingt2l3rh6
T€st Year Period Endingl2l3'-llT
2015-2016

20rG20fl
Growth/{Decline}

Resldential Commercial

53,269.3 4,669.0
53,804.7 4,686 I
u,394.4 4,725.6

535 4 17.8
589.8 38.8
562.6 28.3

Public

Industrial Authority
51.1 248.5
51.0 246.2
5'1.0 246 2
(0.1) (0 3)
_ (2.0)
(0.0) (1.2)

Private Fire

Protectlon
1,O11.1

1,021 g

1,018.2
10.8
(3.8)

t
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o

SUAZ WATER PENNSYLVANIA INC.

Adjustnent to Ref,ect Declining Usage Revenues
Forthe Rate Year Ending DecEmber 31,2019

Description

Docket No. R-201 8-30O0834
Schedule LKM- 11

Page 6

Residential Commercial

o

t

o

o

o

o

o

Line
No.

1

2

3

4

5

6

7
I
9

Actual Normalizpd Bilb

Actual 2017 Daily Usage (Galbns)

Prciected Daily Usage in gallons - 2018

Difierence in Daily Usagc - Line 3 - Line 2

Difierence in 1fi)0 galbn Monthly Usage - Line 4 X 30 divided by '1000

Annual Declining Usage Adjustment - Line 1 X Line 5

Pric€d At First Block
FiEt Block Under Present Rates
Adjustnent Under Prcsant Ratos

Actual Nomdized Elills

Actual 2017 Daily Usage (Gallons)

Projected Daily Usage in gallons - 2019

Difference in Daily Usage - Line 11 - Line 12

Diffieren@ in 1000 gallon Monthly Usage - Line 13 X 30 divided by 10@

Annual Declining Usage Adjustment - Line 10 X Line 5

Pricod At First Block
First Block Under Present Rates
Adjustnent Under Prcsent Rates
Incremental Adjustnent over 2018

652,728

115.73

112.40

(3.33)

(0.10)

(6s,208)

(65,208)
7.7s06 $

(50s,3e7) $

652,728

115.73

110.20

(s.53)

(0.17)

(108,288)

(108,288)
7.7506

(839,2s4)
(333,896)

fi,712

817.54

82'1.00

3.46

0.'t0

5,887

5,887
7.7506
45,626

56,7',t2

817.il

81 1.00

(6.54)

(0.20)

(11,127)

(11,127'
7.7506

(86,240)
(131,866)

DECLINING USAGE REVENUE ADJUSTMENT - PRESENT RATES
FOR THE TEST YEAR ENDING DECEMBER 31. 2019

Residential Commercial

$
$

$
$
$

$
$
$

10

11

12

13

14

15

16
17
16
19

a



o

o

I

t

t

o

I

o

I

a

SUEZ WATER PENNSYLVAT{IA INC.

Adjustment to Annualize Payroll Expense
For the Rate Year Ending December 31, 2019

Docket No. R-201 8-3000834
Schedule LKM- 12

Line

a No. Description
-

1 Payroll Expense per OCA
2
3 Payroll Expense per Company

4 Adjustment to O&M Expenses

Notes:
1/ Calculated based on Workpaper CEH-2.1
2I Exhibit No. CEH-2 Schedule -2, Adjustment No.1.
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SUEZ WATER PENNSYLVANIA INC.

Adjustment to Annualize Employee Group Health & Life Insurance
For the Rate Year Ending Deeember 31,2019

Description

Docket No. R-201 8-3000834
Schedule LKM- 13

Amount

Line

No.

1

2

3

4

5
6
7
8

9
10
11

12

13

14
15

Remove Prooosed Emolovee for Mahonino Townshio
Cost per Employee

Number of Employees

Amount Related to Proposed Employee for Mahoning Township

Reflect 1/2 Year Erpense for Remainino New Emolovees
Cost per Employee
Half-Year Factor

Half-Year Expense

Number of Employees

Amount Related to Remaining Employees

Total O&M Expense Adjustment

16,711 1t
1

$ 16,711
2

8,356
4

1l

Notes:
1/ Response to OCA-|V-10.
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1t

Line

No.

SUEZ WATER PEIIINSYLVA},IIA INC.

Adjustment to Annualize Pension Expense
For the Rate Year Ending December 31, 2019

Description

1

2
3

4
5

OCA FPFTY Pension Expense

Company FPFTY Pension Expense

Adjustment to O&M Expense

Notes:
1/ Exhibit No. CEH-2 Schedule 4, Adjustment No.3.
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a
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SUEZ WATER PENNSYLVAI{IA ING.

Adjustment to Annualize Purchased Water Expense
For the Rate Year Ending December 31,2019

Line No. Description Amount 1l

1 Reverse lnflation lncrease $ 9,307
2
3 Remove SARM Purchased Water 105,000

4
5 Adjustment to O&M Expense $ (114,307)

Notes:
1/ Exhibit No. CEH-2 Schedule 7 Adjustment No.6.
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Description

Line

No.

SUEZ WATER PENNSYLVANIA INC.

Adjustment to Annualize Purchased Power Expense
For the Rate Year Ending December 31, 2019

Amount 'll

1 Reverse lnflation Increase $ 327.8s2
2
3 Adjustment to O&M Expense $(327,852)

Notes:
1/ Exhibit No. CEH-2 Schedule 8 Adjustment No.7.

o



o

o

o

SUEZ WATER PENNSYLVANIA INC.

Adjustsnent to Annualize Materials and Supplies Expense
For the Rate Year Ending December 31 , 2019

Docket No. R-201&3000834
Schedule LKM- 17

Fully Projected

Future Test Year

Line

No. Description

12 Months
Ended

t2l3u20L7
Future Test

Yearo
,|

2

3
4

5
6

7

I
9

10
1',1

12

13

14
15

16
't7
18

o

o

Materials and Supplies

Total Materials and Supplies

FPFTY Expense per Company

Adjustment to O&M Expense

2-Year Average

lnflation Rate:
Future Test Year
Fully Pmjecied Future Test Year

2il.476

Materials

and Supplies

Expense

$ 235,247
2U,476

$ 2,14,861

250,06s 255,816

2016
20't7

2.125o/o

2.fi0o/o

I

o

o

o

t

Notes:

V Exhibit No. CEH-2 Schedule 11, Adjustment No.10.
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No.

Docket No. R-201 8-3000834
Schedule LKM- 18

Page 1

Amount

1

2

3

4
5
6
7
8
I
10
11

12

13
14

15

16

SUEZ WATER PENNSYLVANIA INC.

Adjustment to Normalize Management & Services Fees
For the Rate Year Ending December 31,2019

Description

HistoricalTest YearManagement & Service Fees
Depreciation Related to Common Asset Allocation

Management & Service Fees Subject to Escalation
FTY Escalation

FTY Management & Service Fee
FPFTY Escalation

FPFTY Management & Service Fee
FPFTY Common Asset Allocation

Total FPFTY Management & Service Fee
FPFTY Management & Service Fee per Company

Adjustment to O&M Expense

$ 4,s09,809
275,213

$ 4,234,596
102.125% 3t

$ 4,324,581
102.300% 3t

$ 4,424,047
690,587

$ 5,114,634
5,359,497 1/

$__G4fffiJ

1t
2l

Notes:
1/ Exhibit No. CEH-2 Schedule 12, Adjustment No.11.
2/ Response to |&E-RE-31.
3/ Exhibit No. CEH-2 Schedule 30, Adjustment No.29.



o

o

o

o

o

a

Docket No. R-201 8-3000834
Schedule LKM- 18

Page2

Line
No.o Description

SUEZ WATER PENNSYLVANIA INC.

Calculation of Common Asset Allocation
For the Rate Year Ending December 31,2019

Annualized Amount

12t3112018',t2t31t2019

1

2

3

4

5

6

7

8

I

10

o

o

I

Plant in Service
Accumulated Depreciation
ADIT
Net Rate Base

Pr+Tax ROR (1)

Retum, Interest, and Income Taxes

Depreciation Expense

Total Annualized Amount

Allocation Factor

Pro forma total

LTD
Equity

(a) (b)

$42,510,450 $42,510,450
13,339,436 19,356,696
3,5U,674 3,3U,427

25,636,339 19,919,327

8-29o/o 8.29o/o

2,125,253 1,U3,O22

6,127,039 5,970,94

8,252,292 7,613,966

9.07o/o 9.07o/o

748,483 690,587

(1) Calculation of Proposed Pre-tax Rate of Retum:

Capital
Structure

45.82o/o

54.18o/o

Cost
Rates

4.650/o

8.08%

Wdghted
Cost Rates

2.13o/o

4.38o/o

Pre -Tax
Rates

2.13o/o

6.160/o

6.s1% 8.29o/o

9.99%
21.OOo/o

28.89o/o

a



o

O

o

a

o

a

I

o

o

I

o

Line

No. Description

12 Months

Ended

7213t/2OL7

$ 74qW 1t

Future Test

Year

SUEZ WATER PENNSYLVANIA ING.

Adjustment to Annualize OLrtside Conhactors Fees
For the Rate Year Ending December 3'l , 2019

Docket No. R-201 &3000834
Schedule LKM- 19

Fully Projected

Future Test Year

1

2
3

4
5

6

7

I
I
't0

11

12

13

14
15
16

17

18

19
20

Outside Conhactors

Additbnal Convenience Fees
NRW Stndy

lnventory Process Study

Total Outside Contractors

FPFTY Eryense per Company

Adjustment to O&M Epense

2016
2017

Two YearAverage

Inflation Rate:
Future Teet Year
Fully Proiected Futurc Test Year

2.125o/o

2.M%

Notes:

1/ Exhibit No. CEH-2 Schedule 14, Adjustment No.13.

2/ 5150,000 - 5138,236 (lncremental cost = Projected annual cost minus HTy cost).
3l Four-year Normalization of S 300,000.
4l Four-year Normalization of 5 150,0fi).
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o

o

SUEZ WATER PENNSYLVANIA INC.

Adjustment to Annualize Transportation Expense
For the Rate Year Ending December 31,2019

Docket No. R-2018-3000834
Schedule LKM- 20

Fully Projected

Future Test Year 1lDescription

12 Months
Ended Future Test

L2/3t/20L7 1l Year

o

Line

No,

1

2
?

4
5

6
7
8
I
10

11

12

13

14

15

16

17

18

19

20
21

22
23
24
25
26
27
28
29
30
31

32

33

u
35
36

$ 304,464
15,800

138,998
139,311

24,060

(3,500)
5,998

$ 625,129
$ (218,0e6)

$ 285,266
1 6,1 36

132,582
146,862

33,629

(1,787)
5,279

$ 617,967
$ (226,3e0)

Leases
Car Allowance
Fuel
Maintenance & Repair
Payroll
lnsurance
Depreciation
Disposal of Vehicle
Other

Total Costs
Less Cap and Billed Out

Total Transportation Expense

Adjustment

Description

$ 377,583
16,507

135,631
150,240

34,403

(1,828)
5,400

$ 717,936
(231,597)

$ 486,339
560,322

.t

o

o

o

o

o

o

$ 15,800

138,998
139,31 1

24,060

(3,500)
5,998

(218,096)

$ (73,e83)

2 Year

Average

$ 15,800

129,823
143,806

32,930

(1,750)
5,169

(221,679)

20L7

Car Allowance
Fuel
Maintenance & Repair
Payroll
lnsurance
Depreciation
Disposal of Vehicle
Other

Less Cap and Billed Out

Inflation Rate:

15,800

120,ilg
148,302

41,799

4,U0

(225,263)

2.13Yo

2.30o/o

Future Test Year
Fully Projected Future Test Year

Notes:

1/ Exhibit No. CEH-2 Schedule 18, Adjustment No.17.
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SUEZ WATER PENNSYLVANIA INC.

Adjustment to Reflect FPFTY Depreciation Expense

For the Rate Year Ending December 31, 201 9

Line Account
No. No.

13M
2 305

3 306

4 307

s 308

6 311

7 320

8 330

I 331

10 333

11 334

12 335

13 339

14 340

15 Ul

16 343

17 344

18 346

19 v7

20

Notes:

Descriotion

Structures & lmprovements $

Collecting and lmpounding Reservoir

Lake, Rivers and Other Intakes

Wells & Springs

lnfiltration Galleries and Tunnels

Pumping Equipment

Water Treatment

Dishibution Reservoirs and Standpipes

Transmission & Distribution Mains

Services

Meters

Hydrants

Other Plant and Miscellaneous Equipment

Office Furniture & Equipment

Transportation Equipment - Trucks

Tools, Shop & Garage Equipment

Laboratory Equipment

Communications Equipment

Miscellaneous Equipment

Total

End of FTY
Depreciation

Expense

876,254

8,166

73,789

18,050

410

528,782

1,398,003

308,'192

2,602,037

725,U7

919,115

1U,145

8,564

504,887

254

1il,*5

4,778

573,126

10,948

$ 8,849,892

End of FPFTY
Depreciation

1/ Expense

$ 999,202

7,983

208,785

17,514

400

587,060

'1,472,735

385,353

2,992,182

736,362

955,415

1 35,573

8,424

'I 19,602

215

1 58,526

4,514

553,841

10,332

$ 9,354,018

Average FPFTY
Depreciation

Expense

$ 937,728

8,075

't4't,287

17,782

405

557,921

1,435,369

3/,6,773

2,797,110

731,105

937,265

134,859

8,494

312,245

235

156,536

4,646

563,484

10,640

$ 9,101 ,955

Adjustment to
Depreciation

Expense

$ (61,474)

92

(67,4s8)

268

4

(2e,13e)

(37,366)

(38,581)

(195,073)

(5,258)

(1 8,150)

(714)

70

't92,U3

zu

(1 ,ssl )

132

9,643

308

$ (252,063)

1/ Exhibit No. JJS-2
2/ Exhibit No. JJS-3

o
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o

Line
No.

o

SUEZ WATER PENNSYLVAI{IA INC.

Adjustment to Payroll Taxes
For the Rate Year Ending December 31, 2019

Description Rate 1l Amount A

1

2
3
4
5
6
7
I
9

10
11

a

o

Adjustment to Payroll

SocialSecurity

Medicare

FUTA

SUTA

Totral Adjustment

6.2Oo/o

1.45o/o

0.60%

2.39o/o

$ (133,459)

$ (8,274)

$ (1,s3s)

$ (801)

$ (3,190)

$ (14,201)

Notes:

1/ Exhibit No. CEH-2 Schedule 32, Adjustment No.31.
Z Schedule LKM-12.
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SUEZ WATER PENNSYLVAT{IA INC.

Adjustment to Reflect Flow Back of Excess Defened Incone Taxes
For the Rate Year Ending December 31,2019

Line

No. Description Amount 1l

1 Amortization of Excess Defened Income Tares $ 265,189
2
3 Adjustment to Federal lncome Tax

4
5

$ (265,189)

Notes:
1/ Exhibit No. CEH-2 Schedule -4, Adjustment No.3.
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a

Line

No.

1

2
3
4
5
6
7
I
9
10

11

12
13
14
15

Dese,ription

Company Rate Baee
Weighbd Cost of Debt

Adjusted lnterest Deduction
Interest Deduction Per Company

Adjustment to Synchronize Interest Expense
Effective State lncome Tax Rate

Adjustment to State lncome Taxes

Federal Income Tax Base
Federal lncome Tax Rate

Adjustment to Federal lncome Taxes

Notes:
1/ Schedule LKM-2, Page 1.

Z Exhibit No. CEH-2, Schedule-34, Adjustment No.33.

SUEZ WATER PENNSYLVAI{IA INC.

I nterest Synchronization Adjustment
For the Rate Year Ending Deecmber 31, 2019

Docket No. R-2018-3000834
Schedule LKM- 24

Amount

$ 2A7,9/,9,669 1/
2.130o/o

$ 4,429,328
5,186,994 2y

(757,666)
9.99%

$ 25,691

$ (681,975)
21.0Oo/o

143,215



a

o

o

o

e

o

o

a

o

o

o

Docket No. R-201 8-3000834
Schedule LKM- 25

Line
No. Descriotion

1 Long-Term Debt
2 S'M-Term Debt
3 TotalDebt
4 Prefened Stock
5 Common Equi$
6
7 Total

SUEZ WATER PENNSYLVAI{IA INC.

Calculation of Overall Rate of Retum
For the Rate Year Ending December 31,2019

100.00%

Capitalization Weighted
Ratio Cost Rate Cost

45.82o/o 4.650/o 2.13P/o

0.00% 0.00% 0.00%
45.82o/o 4.650/o 2.13o/o
0.00% 0.00% 0.00%

54.'l8o/o 8.08% 4.38%

6.51o/o

Notes:
Per OCA Witness Rothschild.
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SUEZ Water Pennsylvania, Inc.
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BEFORE THE
PENNSYLVANIA PUBLIC UTILITY COMMISSION

Docket No. R-201 8-3000834

VERIFICATION

I, LAFAYETTE K. MORGAN, Jr., hereby state that the facts set forth in my Direct

Testimony, OCA Statement No. 1, are tnre and correct (or are fiue and correct to the best of my

knowledge, infonnation, and belief) and that I expect to be able to prove the same at a hearing

held in this matter. I understand that the statements herein are made subject to the penalties of 18

Pa.C.S. $ 4904 (relating to unsworn falsification to authorities).

DATE: Jttly20,20l7
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PEI\NSYLVAIYIA PI]BLIC UTILITY COMMISSION

OCA Statement l-SR

Docket No. R-201&3000834

)
)
)
)
)

ST]RREBUTTAL TESTIMOIYY

ox'

LAX'AYETTE IC MORGAI\I, JR

ONBEHALF OFTHE

OITICE OF CONSTJMER ADVOCATE

August 31,2018

EXETER
ASSOCTATES, ING.

10480 Little Patuxent Parlamy, Suite 3fi)
Columbia, Maryland 21 O++



TABLE OX'CONTENTS

Pase

Introduction............... ...................... I
Summary and Recommendations .....................2
Average Rafe Base. .......3
Cash Working Capital...... ...............4
Route 15 Service TerritoryExpansion ..............4
Administative Office Building ......9
Payroll and Employee Benefits Expenses................ ......... 10
Pension Expense ......... I I
Pnrchased Water Expenses ...........l2
Purchased Power Expenses.. ......... 13

Management and Service Fee........... ..............14
Outside Conhactors Expense.,.. .... 15

Depreciation Expense ................... 16

Payroll Taxes .............. 17

Tax Change and Jobs Act ........... .................... 17

Contributions in Aid of Consfiuction Gross-Up ............... 19

Surrebuttal Testimony of l^afayette K. Morgan, Jr. Page I



I

2

J

4

5

6

7

8

9

10

ll
t2

13

t4

15

16

T7

18

I9

20

2l

22

23

A.

a

A.

a.

A.

Introduction

WOULD YOU PLEASE STATE YOUR NAME AND BUSINESS

ADDRESS?

My name is Lafayette K. Morgan, Jr. My business address is 10480 Little Patuxent

Parkway, Columbia, Maryland, 21044. I am a Public Utilities Consultant working

with Exeter Associates, [nc. Exeter is a firm of consulting economists specializing in

issues pertaining to public utilities.

ARE YOU TIIE SAME LAFAYETTE K. MORGAN, JR. WHO

SUBMITTED DIRECT TESTIMONY ON JULY 2O.2OI8IN THIS

PROCEEDING?

Yes,I am.

WHAT IS TI{E PURPOSE OF YOUR SURREBUTTAL TESTIMONY?

The purpose of my surrebuttal testimony is to respond to the rebuttal testimonies of

SUEZ's witnesses John D. Hollenbach, Constance E. Heppenstall, James C. Cagle,

Harold Walker, III and John J. Spanos that were filed on August 17,2018.

IIAVE YOU PREPARED REVISED SCHEDULES TO ACCOMPANY

YOUR TESTIMONY?

Yes. I have prepared Surrebuttal Schedules LKM-I through LI<NL-24. These

schedules follow the same format and overall presentation of my direct testimony.

However, certain schedules have been revised or updated to reflect the OCA's

updated recommended change in revenues based upon changes and discussions that

were made in the Company's rebuttal testimony. For ease in comparison to my direct

testimony, I have retained the same format.

a.

a.

A.

Surrebuttal Testimony of Lafayette K. Morgan, Jr. Page 1
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a.

A.

a.

A.

Summarv and Recommendations

PLEASE SUMMARZE TFIE REVISED RATE RELIEF YOU ARE

RECOMMENDING FOR SUEZ IN THIS SURREBUTTAL TESTIMONY.

In my direct testimony, I indicated that the Company's proposed additional revenue

of $6,236,405 should be reduced to reflect a net decrease of $3,483,852. In the

revenue requirement rebuttal testimony of Ms. Heppenstall, she indicates that some of

the revenue requirement items have changed as a result of further consideration or in

response to the adjustments proposed by the parties to this proceeding. After

incorporating those changes, the Company's proposed revenue increase has been

reduced from $6,23 6,405 to $5,352,005. After reviewing and considering the

Company's rebuttal testimony I am reflecting certain changes to my direct testimony.

These changes result in a revision of the change in revenue that I am recommending.

As shown on Surrebuttal Schedule LKM-I, I am recommending a decrease in

revenues of $2,866,005.

IN REBUTTAL, DID THE COMPANY AGREE WITH ANY OF YOUR

ADruSTMENTS?

Yes. The Company agrees to remove the Mahoning Acquisition from the rate case,

as discussed in the rebuttal testimonies of Mr. Hollenbach, Ms. Heppenstall and Mr.

Spanos. Ms. Heppenstall also indicates the Company does not object to or agrees

with my adjustments to Revenue Annualization, Materials and Supplies, and

Transportation Expense. Where a Company wifiress indicates partial agreement with

my recornmendation, I discuss that below.

BASED UPON YOUR REVIEW OF TIIE COMPANY'S TESTIMONY.

ARE THERE OTHER ISSUES WHERE YOU AGREE WITH THE

COMPANY AFTER REVIEWING ITS REBUTTAL TESTIMONIES?

a.

Surrebuttal Testimony of Lafayette K. Morgan, Jr. Page 2
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A. Yes. I have accepted the Company's position on the following issues as described

below:

. I have accepted the Purchased Power Expense adjustment as proposed by the

Company.

o I have accepted the Company's Convenience Fee for customer payments and

have included the $150,000 in the revenue requirement.

o I have withdrawn my adjustment to reduce the revenue requirement to reflect

the Excess Deferred Income Tax amortization.

Average Rate Base

PLEASE RESPOND TO MS. FIEPPENSTALL'S REBUTTAL

TESTIMONY REGARDING YOUR USE OF AVERAGE PLANT IN

SERVICE AND RELATED COMPONENTS IN THE FPFTY RATE BASE.

In my direct testimony, I disagreed with the Company's use of the FPFTY end of

period balances in determining the rate base for this proceeding and explained why

the average balance should be used instead.

Ms. Heppenstall disagrees with my position and states that legal counsel has

advised that the Commission may permit facilities that are projected to be in service

during the fully projected future test year to be included in the rate base. For this

reason, the Company believes its use of ending balances is proper.

My position, regarding the FPFTY rate base, recognizes that facilities that are

projected to be in use during the FPFTY are eligible for rate base inclusion. However,

as I explained in my direct testimony, the use of the average FPFTY balances for the

rate base components prevents the Company from recovering costs before those costs

are incurred and prevents customers from paying costs related to plant that will not be

in service throughout 2019. This is consistent with the Commission's used and useful,

a,

A.
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I prudent in nature and known and measurable ratemaking concepts. By reflecting the

2 level of plant in service, on average, throughout the FPFTY period, there is a better

3 matching of actual cost of service with the revenue requirement charged to customers.

4 Prior to Act 11, the use of the end of period rate base was allowed because the future

5 test year ended at approximately the same time that rates were scheduled to take

6 effect. Hence, the over collection problem was not at risk. Therefore, the Commission

7 should reject the Company's attempt to use the end of period balances to calculate

8 rate base.

9 Cash Workins Capital

10 a. MR. WALKER UPDATED THE COMPANY'S CASH WORKING

I I CAPITAL CLAIM. PLEASE COMMENT.

12 A. Mr. Walker's updated cash working capital reflects the changes the Company made

13 to its cost of service components. As I indicated earlier, the Company has made

14 changes to its cost of service and updated its revenue requirement. In my direct

15 testimony, I did not take issue with the lead/lag days but only adjusted the cost of

16 service components to reflect the OCA adjustments. In the attached revised

17 schedules, I have taken a similar approach and made adjustments to cash working

18 capital to reflect the updated OCA position. These adjustments are presented in

19 Surrebuttal Schedule LKM-9. Ultimately, however, the Cash Working Capital claim

20 will be determined by the adjustments to the Company's cost of service the

2I Commission finds reasonable.

22 Route 15 Service Territorv Expansion

23 A. PLEASE SUMMARZE YOUR DISAGREEMENT WITH THE

24 COMPANY'S INCLUSION OF THE ROUTE 15 SERVICE TERRITORY

25 EXPANSION IN THE COST OF SERVICE.
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A. In my direct testimony, I stated that I do not think it is appropriate to include the costs

of the Route 15 expansion in the cost of service in this base rate proceeding for

several reasons. First, I cited the conditions that the Commission placed on the

Company in its approval of the service territory expansion and explained that SUEZ

did not identify or provide the information the Commission specifically required to be

identified and provided in this base rate case.r As I stated in my direct testimony, this

information is needed to determine what costs, if any, should be included in the

revenue requirement. Second, I pointed out that in just six months, since the

application proceeding in which it sought approval of the service territory expansion,

the Company states that it has been able to shave off an entire year from the

construction period. Given the early stage of the project, the difference in the

Company's projections and the Company's admission that construction delays are not

uncommon, the project completion within FPFTY is too uncertain to include the costs

in rate base and operating expenses. Third, I raised the concern that the Company's

own data does not show that the project is economic.

HOW HAS THE COMPANY RESPONDED TO YOUR ADruSTMENT?

In rebuttal testimony, Mr. Hollenbach claims that the only basis for my conclusion to

remove the cost of the project is that it is not likely to go in service as proposed and

will be delayed. He proffers that the design will be completed by August 2018, bids

will be solicited in September, the project awarded in October, and construction will

commence once all permits are received and be completed by the end of December

2019.

Ms. Heppenstall, in her rebuttal testimony, responds to my position that the

Company has not fulfilled the five conditions established by the Commission in the

I Docket No. 4-2017-2626908 January 18, 2018 Order, pages 8-9.

a.

A.
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approval of the acquisition. She provides new information to address some, but not

all, of the conditions. [n response to the Commission's requirement for a cost

comparison that quantifies the estimated cost of completing the extension using an 8-

inch diameter ductile iron water pipe (versus the proposed 16-inch pipe), she

indicates the Company estimates the cost differential to be $900,000.

The following information remains outstanding:

1. Information on Customer Advances related to the project.

2. A detailed explanation justifying how the proposed 16-inch diameter

ductile iron water main is used and useful.

3. A hypothetical calculation of bona fide customer advance amounts for

each of the two businesses requesting water service in the Company's

application for expansion in the requested territory.

DO YOU AGREE WITH MR. HOLLENBACH'S ASSERTION THAT THE

ONLY BASIS FOR YOUR CONCLUSION TO REMOVE THE COST OF

THE EXPANSION PROJECT IS TFIAT IT IS NOT LIKELY TO GO IN

SERVICE AS PROPOSED?

No. It is important to keep in mind that the completion date provided by the Company

has been vague in that the Company only states that the project will be completed by

the end of the FPFTY. It is noteworthy to mention that Mr. Hollenbach also states

that "construction will commence once all permits are received," which is an

unknown period of time. However, the uncertainty of the project completion is not

the only reason for my opposition to the inclusion of these costs.

When a whole year is shaved off the construction of a project, some of the

concerns it raises are: (1) Has the project been modified from that which was

presented before the Commission when the approval for expanded service territory

Surrebuttal Testimony of Lafayette K. Morgan, Jr. Page 6
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was sought? (2) Has the quality or capacity of the project been downgraded now that

approval for the expansion has been granted? (3) By shaving off an entire year from

the construction period, does it not make it more likely that the project could be

delayed beyond December 2019? (4) Would ratepayers be overcharged if these costs

are included in rates, but the project is not completed for another year? (5) Is it

appropriate for ratepayers to bear the risk of the Company over-recovering its costs,

especially given that the project appears to be uneconomic?

MS. HEPPENSTALL DOES NOT PROVIDE ANY INFORMATION

RELATING TO CUSTOMER ADVANCES. IS THE INCLUSION OF

CUSTOMER ADVANCE S SIGNIFICANT?

Yes. Information regarding customer advances was clearly a concern for the

Commission because it was one of the conditions the Commission placed on its

approval of the expanded service territory. The existence of customer advances has an

impact on the burden placed on the rest of the existing ratepayers for recovery of the

project costs. As I explained in my direct testimony, the Company has not shown that

this project is economic. The data provided by the Company in the application

proceeding showed an estimated net annual loss of 524,261. The lack of customer

advances means that, if the claimed project costs are allowed in revenue requirement,

the Company's existing customers will be subsidizing the customers in the expansion

territory. On the other hand, if customer advances are collected after the rates are set

in this proceeding, then the Company will enjoy a windfall because its net costs will

be lower than the costs used to establish rates. The absence of information regarding

customer advances, so those amounts can be reflected in rates, demonstrates that the

inclusion of the project costs in rates is inappropriate at this time. Consistent with my

recommendation, the service area expansion costs should be excluded from revenue
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I requirement. In a future rate filing, when the Company is able to provide all of the

2 information required by the Commission in the application proceeding, the Company

3 can propose to include the project costs in rates, less customer advances.

4 A. ARE TIIERE ADDITIONAL REASONS THAT YOU BELIEVE THAT

5 INCLUDING TIM PROJECT COSTS IN TFIE REVENUE

6 REQUIREMENT IN THIS CASE IS PREMATURE?

7 A. Yes. I have already discussed my concern that the project completion date has

8 changed between the application proceeding and this case. In addition, there have also

9 been three different revenue projections since the Company made its frling in the

10 application proceeding, which also suggests the revenue projections are preliminary

1l at this point.

12 Specifically, in its filing in the application proceeding,SUEZ estimated the

13 total annual revenue from serving a projected additional200 residential,TO

14 commercial customers and 35 public fire hydrants within the requested territory will

15 be approximately $175,983.2 In response to OCA discovery in this base rate

16 proceeding, SUEZ indicated revenues would be $144,000 (OCA-IV-I8). In its

17 revenue claim for the FPFTY, the Company included revenues of only $119,862 from

18 the expansion area based on252 residential customers. I note that this estimate does

19 not appear to include any revenue from the forty housing units mentioned by the

20 Columbia County Housing Corporation (CCHC), which was one of the sources of

2I potential customers that SUEZ relied on to show a need for service in the expansion

22 territory.3

2 Docket No. 4-2017-2626908 January 18, 2018 Order, page 6.
3 Docket No. A-2017-2626908 January 18, 2018 Order, page 2. According to CCHC, The Housing Corporation
"is currently investing in a site that could support approximately 40 housing units."

Surrebuttal Testimony of Lafayette K. Morgan, Jr. Page 8



I

2

J

4

5

6

8

9

l0

l1

I2

13

I4

15

I6

I7

18

t9

20

2l

22

23

24

a.

A.

Thus, while Mr. Hollenbach indicates in his direct testimony that SUEZ has

received commitments from several businesses and from both Montour and Cooper

Townships regarding water service and characterizes the area as a "growth corridor"

(OCA-IV-19(c)), the number of customer connections and projected revenues appear

to be very uncertain. It is not reasonable to include, on the one hand, projected costs

that make up almost $1 million of the requested revenue requirement in this

proceeding, while using projected revenues that are based on changing and what may

be unreasonably conservative estimates. Therefore, I recommend the Commission

reject the Company's proposal to include the project costs in the cost of service. My

adjustment to SUEZ's claim is presented in Surrebuttal Schedule LKM-7.

Administrative Offi ce Buildine

PLEASE RESPOND TO TIIE COMPANY'S REBUTTAL TESTIMONY

RELATING TO THE ADMINISTRATTVE OFFICE BUILDING.

In my direct testimony, I made an adjustment to reduce rate base by $2,039,100 to

remove the cost of the new office building from the cost of service. I made the

adjustment because I believe the Company would over-recover its administrative

office costs because it was including the annual expense of both its new and old

administrative office buildings.

In its rebuttal testimony, the Company conceptually agreed with my

adjustment, and decided that it would remove the cost related to the lease of the old

administrative building from the rate case. However, the Company makes a new

claim that the new administrative building will incur additional real estate taxes and

utility costs. Therefore, SUEZ proposed to offset the removal of the lease cost by its

projected increase in costs for the new building.
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DO YOU AGREE WITH THE PROPOSED COST INCREASES

PRESENTED BY TIIE COMPANY?

No. Regarding the utility costs, the Company calculates the cost increases based upon

the additional square footage of the new office building. The Company indicates that

the new office building has 57 percent more square footage. Therefore, SUEZ is

claiming a 57 percent increase in the cost of utilities. The Company provided no

support for its assumption that there is a linear relationship between the size of the

office space and the costs of gas and electric utilities. As a result, I reject the

Company's claim for higher utility costs.

Regarding property taxes, the Company is projecting an increase in property

taxes by multiplying the book cost of the new office building by the tax rate.

Typically, property taxes are not assessed on current book values. Instead a tax

appraised value of the property is the basis of the property tax. Consequently, I

disagree with the property taxes presented by the Company.

I should note that I have requested additional data to substantiate the

Company's claim. I reserve the right to modify my position after I have reviewed the

data response. However, I am recommending that the Commission reject the

increases in utilities and property tax that the Company has presented as offsets to the

savings to be achieved from removing the old office lease expense.

Pavroll and Emplovee Benefits Expenses

PLEASE RESPOND TO THE COMPANY'S DISAGREEMENT WITH

YOUR ADruSTMENT TO EMPLOYEE PAYROLL AND BENEFITS

EXPENSE.

My adjustments to payroll expense and employee benefits expense is composed of

two components. One is to remove the cost of the additional employee related to the
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I Mahoning Township Acquisition and the other is to normalize the level of employees

2 consistent with the FPFTY concept.

3 The Company has agreed with my adjustment to the salary and employee

4 benefits related to the Mahoning Township employee. However, the Company

5 disagrees with my adjustment to reflect the average FPFTY expense for the other four

6 new employees. The Company attempts to support its claim by stating that these

7 employees will be working for the Company after the FPFTY. The Company

8 adjustment should be rejected by the Commission. The Company has provided no

9 information to show that all of these employees will be hired as of the beginning of

10 the FPFTY and on payroll for the entire year. My adjustments are based on the more

11 reasonable expectation that some or all of the employees will be hired and on payroll

12 at different times during the year. Therefore, the inclusion of the full amount of their

13 salary and benefits would lead to an over recovery in the FPFTY.

14 Pension Expense

15 A. PLEASE RESPOND TO TIIE COMPANY'S REBUTTAL TESTIMONY

16 RELATING TO PENSION EXPENSE.

17 A. In my direct testimony, I stated that my adjustment to pension expense was based

l8 upon the rejection of the Company's approach applyrng a general inflation factor to

19 the prior year's pension expense to derive the FPFTY amount. The Company

20 disagrees with my adjustment and provided a chart to support its claim that its

2I inflation factor is reasonable. That chart has been reproduced below. As shown on the

22 chart, the annual change in pension expense does not mirror inflation. ln fact, the data

23 on the chart can be interpreted to suggest that pension expense is in a declining trend,

24 so pension expense should be decreased.
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1 As I explained in my direct testimony, pension expense is based upon a more

2 complex set of data that includes actuarial assumptions. This makes pension expense

3 very different from most O&M expenses. Therefore, using an inflation factor to

4 adjust pension expense can produce misleading results. For ratemaking purposes,

5 when the change in a pension costs is not supported by actuarial support, it should not

6 be adjusted. Therefore, I recommend that the Commission should reject the

7 Company's claim.

8

Year Expense

2015 1,296,903

2016 1,411,753

2017 1,425,022

FTY 1,409,589

8.86%

0.94o/o

-1.08%

2.90%A
9

10 Purchased Water Expenses

11 A. PLEASE RESPOND TO THE COMPANY'S REBUTTAL TESTIMONY

12 ON YOUR PURCHASED WATER ADruSTMENT.

13 A. In my adjustment to purchased water, I indicated that the adjustment was necessary to

14 remove the unsupported inflation adjustment presented by the Company and to

15 remove the projected additional purchased water from SAILq.A. In her rebuttal

16 testimony, Ms. Heppenstall is critical of my statement that there is no data supporting

17 the Company's claimed inflation. She claimed that the chart I presented on page 22 of

18 my direct testimony, which shows that purchased water cost per 1000 gallons is

L9 declining, failed to mention that the decrease in this expense was because the
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Company was able to buy less water from a high cost producer in 2017 . She states

that I have denied the additional costs related to buying water from SARAA, and that

after Company internal testing of SAILAA water, the Company will be purchasing

water fiom SAIUM.

First, with regard to the support for the inflation claim for purchased water, it

should be made clear that the support for the 4.1 percent to which Ms. Heppenstall

referred was a study prepared for the U.S. Department of Energy for annual water and

wastewater price escalation rates to use for decision-making in its life-cycle cost

analyses (LCA) on water efficiency projects. The 4.1 percent increase that the study

supports was not used by SUEZ. Instead, SUEZ used its general inflation factors of

2.125% for the FTY and 2.300% for the FPFTY. Hence, none of the data that the

Company has presented for purchased water inflation is Company-specific.

Before the Company can claim an inflationary adjustment, I believe it has the

burden of proof to show that it has faced cost increases due to inflation. The

Company disregards its own data and puts more weight on general inflation trends.

This is not appropriate, in my opinion, because it would result in recognizing cost

increases when there are none. The data that I have used is Company-specific and it

does not support the Company's claimed inflation.

Based upon the foregoing, the Commission should reject the Company's

claim.

Purchased Power ExDenses

PLEASE RESPOND TO MS. HEPPENSTALL'S REBUTTAL RELATING

TO YOUR PURCHASED POWER ADruSTMENT.

In my direct testimony, I explained that I adjusted purchased power expense to

remove the impact of inflation from the revenue requirement. While the Company

Surrebuttal Testimony of Lafayette K. Morgan, Jr. Page 13



I agrees with this position, Ms. Heppenstall indicates that my adjustment does not use

2 the 3-year average of this expense which was proposed by the Company. She

3 indicates that my adjustment decreases the FPFTY expense to the 2017 purchased

4 power expense account for 2017 and that I have excluded $161,516 ofpurchased

5 power expense which was erroneously recorded by the Company as fuel for power

6 production.

7 The intent of my adjustment was to remove the inflation escalation component

8 of the Company's adjustment. There was no intent to exclude $161,516 of purchased

9 power expense. The problem stems from the Company's presentation of purchased

10 power expense in its dfuect filing. In the filing, onExhibit No. CEH-2, Schedule-8,

11 line 1, the Company excluded the $161,516 from the total purchased power expense

12 of $1,242,836. My adjustment uses the $1,242,836 as the annual expense amount for

13 2017. However, when the $1,242,836 amount is added back to purchased power, the

14 actual per books expense for 2017 is $1,404,353.

15 Ms. Heppenstall indicates that she has corrected the purchased power amount

16 and derived a revised 3-year average expense of $1,41I,713. The 3-year average of

ll Purchased Power expense without increases for inflation results in a reduction of

18 $158,974 from the filed-for expense of $1,570,688. After reviewing her testimony

19 and calculations, I do not oppose the Company's revised purchased power claim.

20 Management and Service Fee

2I A. PLEASE RESPOND TO MS. HEPPENSTALL'S REBUTTAL RELATING

22 TO MANAGEMENT AND SERVICE FEE.

23 A. In my direct testimony, I adjusted the Management and Service (M&S) Fee to revise

24 the return component of the Common Asset Allocation to reflect the OCA
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recommended retum on equity and to reduce the inflation escalation that is applied to

the other shared service expenses from 3 percent to 2 percent.

None of the Company's witnesses addressed my adjustment specifically.

However, Ms. Heppenstall has proposed an adjustment to reduce M&S Fees by

$101,961, but she does not explain the basis of her adjustment. Even though she

states that Mr. Cagle addresses M&S Fees, his testimony does not explain the

adjustment either.

While I have updated the amount of my adjustment to M&S Fees in

Surrebuttal Schedule LKM-17 to reflect the Company's revised claim, I have not

changed my methodology. Based upon the methodology described in my direct

testimony I am recommending an adjustment to reduce M&S Fees by $104,927.

Therefore, I recommend that the Commission reject the Company's claimed M&S

Fees of $5,219,561.

Outside Contractors Expense

PLEASE RESPOND TO MS. HEPPENSTALL'S REBUTTAL RELATING

TO YOI-]R OUTSIDE CONTRACTORS EXPENSE.

ln my direct testimony, I explained that I adjusted this expense to reflect only the

incremental costs over the test year that the Company would incur for the Western

Union convenience fee. Ms. Heppenstall explains in her rebuttal testimony that the

Western Union Payrnents were not being paid by the Company, and therefore, the full

amount of the $150,000 should be included in the revenue requirement. After

reviewing Ms. Heppenstall's rebuttal testimony and additional review of the data

request responses, I accept the Company's position and will withdraw my adjustment

on this issue.
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4

Regarding the NRW study and the inventory study, in my direct testimony, I

discussed the uncertainties relating to the frequency of the studies and the costs. In

rebuttal, the Company offers no new definitive evidence that these studies will be

done every two years. Ms. Heppenstall attaches two proposals to do the work

required by the studies to her rebuttal testimony. However, the proposals do not

constitute binding contractual iurangements. Therefore, I continue to recommend the

Commission reject the two-year normalization of these costs as proposed by the

Company and use a four-year normalization to moderate the impact of the projected

costs on ratepayers.

Depreciation Expense

PLEASE DISCUSS MR. SPANOS' DISAGREEMENT WITH YOUR

DEPRECIATION EXPENSE ADruSTMENT.

My depreciation expense adjustment stems from my adjustment to reflect the average

plant in service balances as explained earlier in my testimony. According to Mr.

Spanos, the approach I have taken whereby I have used the average of the

depreciation expense calculated as of December 31, 2018 and the depreciation

expense calculated as of December 3 1 , 201 9 does not reflect how depreciation is

recorded on the Company's books. He argues that the average depreciation for

FPFTY could be approximated by applying the appropriate depreciation rates to the

average of the beginning of the year and end of the year plant in service balances for

the FPFTY. After further consideration, I have accepted the argument put forth by

Mr. Spanos and adopted the approach he described for determining the approximate

average depreciation expense. Using this approach, my adjustment to depreciation

expense has increased from a decrease of $252,063 to a decrease of $488,670, as

presented in Surrebuttal Schedule LKM-20. The Commission should reject the

5
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Company's depreciation expense claim, which is based on end of year instead of

average plant in service balances.

Pavroll Taxes

PLEASE COMMENT ON MS. HEPPENSTALL'S REBUTTAL

TESTIMONY ON PAYROLL TAXES.

The amount of my adjustment to payroll taxes has changed from my direct testimony

because of the Company's acceptance of my adjustment to remove the effects of the

Mahoning Township water system. Since there is still a disagreement with the

Company on the employees added during the FPFTY, as I explained above, I

continue to disagree with the Company's payroll tax claim. My recommended

adjustment is presented in Surrebuttal Schedule LKM-21.

Tax Chanse and Jobs Act

MR. CAGLE DISAGREES WITH YOUR ADruSTMENT TO REFLECT

THE AMORTZATION OF THE TCJA TAX LIABILITY (EXCESS

DEFERRED INCOME TAXES) BECAUSE HE INDICATES THAT THE

COMPANY ALREADY REFLECTED THE AMORTZATION OF THE

LIABILITY IN ITS REVENUE REQUIREMENT. PLEASE RESPOND.

After reading Mr. Cagle's testimony, I reexamined the Company's filing and its

proposed treatment of the amortization of the TCJA liability. Based upon that review,

I agree with Mr. Cagle and will withdraw my adjustment. I note that Mr. Cagle also

clarified that the Company will not begin amortizing the liability until the case is

resolved. Based on my understanding that the amortization will not begin until 2019,

I agree that adding l2 months of amortization of the TCJA regulatory liability to the

credit mechanism discussed below is not necessary.

a.

A.
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MR. CAGLE CONFIRMS THAT THE COMPANY DID NOT

INCORPORATE THE 2018 IMPACT OF THE TCJA TAX RATE CHANGE

IN THE REVENUE REQUIREMENT. PLEASE COMMENT.

While Mr. Cagle recommends a 3-year flow back of the tax expense savings to

customers, I have reconlmended that the projected 2018 tax expense savings be

flowed back to customers through a surcredit mechanism over a period no longer than

the period over which the savings accrued. I also offered, as an alternative, that the

savings could be flowed back to customers through a one-time credit in the first

quarter after new rates take effect.

My understanding of I&E witness Grab's proposal is that the tax expense

savings should be returned to ratepayers through a credit mechanism over a one-year

period beginning at the date of implementation of new rates from this case. ln the l3th

month after the flowback, a true-up can be made to settle any over or under recovery

of the credit mechanism. This is a reasonable approach and is in line with my

recommendation. I am not opposed to it. However, I wish to clarify two items. First,

the credit flowed back to customers should include the revenue requirement reduction

resulting from the tax expense savings for 2019 prior to the effective date of the credit

mechanism , i.e. if the credit mechanism begins on February I , 2019 , the credit should

include the revenue requirement reduction resulting from the tax expense savings

from January 1, 2018 through January 31,2019. Second, the credit should include

interest accrued on the revenue requirement change during 2018 and 2019.

ln his rebuttal, Mr. Cagle states that returning the amount through a surcredit

mechanism over a 12-month period is possible but proposes that a reconciliation be

addressed in a future rate filing. I agree with Mr. Grab that the true-up should occur

in the l3th month, to return the tax expense savings to customers as soon as possible
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1 rather than waiting for years until the Company's next base rate filing. This helps to

2 ensure that the same customers who paid bills in 2018 at the pre-TCJA tax rate,

3 receive the credit for the savings. I also recommend that interest should be applied to

4 any amount to be refurned to customers in the l3th month.

5 Contributions in Aid of Construction Gross-Up

6 Q. PLEASE RESPOND TO MR. CAGLE'S REBUTTAL TESTIMONY

7 RELATING TO YOUR CONTRIBUTION IN AID OF CONSTRUCTION

8 (CIAC) RECOMMENDATTON.

9 A. Mr. Cagle and I continue to differ on the calculation of the cost of equity component

10 in the Company's proposal to gross-up the CIAC for taxes. As I stated in my direct

11 testimony, I recommend that the Company follow the approach used to calculate

12 quarterly DSIC rates, but with an annual gross-up calculatiori. Essentially, this means

13 the cost of equity determined in the most recent case will be used for the first two

14 years. If more than two years have elapsed after the final order from the last rate case,

15 the equity return rate used in the calculation shall be the equity retum rate calculated

16 by the commission in the most recent Quarterly Report on the Earnings of

17 Jurisdictional Utilities released by the Commission.

18 A. DOES THIS END YOUR SURREBUTTAL TESTIMONY?

19 A. Yes, it does. However, I reserve the right to update this testimony as may be

20 necessary.

Surrebuttal Testimony of Lafayette K. Morgan, Jr. Page 19
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SUEZ WATER PENNSYLVANIA INC.

Summary of Operating Income
For the Rate Year Ending December 31, 2019
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Amounts Afier
Change in

Revenues
Line
No.

,|

2

4
5
o
7

Operating Revenues
Revenue Increase

Total Operating Revenues

Ooeratino Exoenses
O&M Expenses

Depreciation
Amortization of Acquisition Adjustment
Amortization of Regulatory Asset
Taxes Other Than lncome Taxes

Total Operating Expenses

Operating Income Before Inmme Taxes

Federal & State Income Taxes

Net Operating Income

Rate Base

Return On Rate Base

Company
Amounts at

Preserrt Rates

$ 46,722,995

$ 46,722,995

$ 18,363,318
8,615,462

57,744
(264,8e1)
962,957

$ 27,734,590

$ 18,988,405

$ 3,862,623

$ 15,125,782

Amounts After
OCA Adjustments

$ 46,588,718

$ 46,588,718

$ 17,767 ,525
8,056,s92

57,7M
(264,891)
952,996

$ 26,570,366

$ 20,018,352

$ 4,331,924

$ 15,686,428

$ 209,923,07s

7.47Yo

Pro Forma
Change in
RevenuesOCA Adjustments

$ (1v,277)

$ (1v,2771

$ (se5,3s3)
(558,870)

(9,961)

$ (1,',t64,224\

$ 'l,029,947

469,301

560,646

$
(2,866,005)

$ (2,866,005)

$ (10,203)

(14,436)

$ (24,63s)

$ (2,841,366)

$ (820,e30)

$ (2,020,436)

$ 46,588,718
(2,866,005)

$ 43,722,713

$ 17.757,722
8,056,592

57,744
(264,8s1 )
938,560

$ 26,545,727

$ 17,'176,986

$ 3,510,994

$ 13,665,992

$ 209,923,075

6.51o/o

$

$

I
q

10
1'l

12

13

14
'15

16
17

18
19

$ 237,757,639

6.36%



SUEZ WATER PENNSYLVANIA INC.

Summary of Revenue Increase at OCA Rate of Return
For the Rate Year Ending December 31, 2019
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SourceAmount

6
7
8
9
10

11

12

13

14

15

16

17

18
19

20
21

22
23
24

1 Adjusted Rate Base

2 Required Rate of Return
3
4 Net Operating Income Required

5 Net Operating Income at Present Rates

Description

I ncome Def iciency/(S u rplus )
Revenue Multiplier

Required Change in Company Revenue

Proposed Revenue Change
Less: Uncollectibles
Revenues After Uncollectibles
Gross Receipts Tax
PUC / OCA & SBA Assessment
Income Before State Taxes
State lncome Tax Effect Tax Rate
Less: State lncome Tax

Income Before Federal Taxes
Federal lncome Tax

Net Income Surplus/(Deficiency)

$ 209,923,075

6.510%

$ 13,665,992

15,686,428

Surebuttal Schedule LKM-2.
Page2
Per OCA Witness Rothchild

Surrebuttal Schedule LKM-1,
Page 1

0.3560%

0.0000%
0.5037%

9.9900%

21.0000%

(2,866,005)



Line

No.

1

2

3
4
5
6

7
I
I
10
11

'|.2
13
14

15
16
17

Descriotion

Utility Plant
Accumulated Depreciation

Net Plant in Service
Additions

Working Capihl
Materials & Supplies

Total Rate Base Additions
Deduc'tions

Customer Deposib
Customer Advanoas for Gonstuction
Rate Base for Infrasfructure Investnent (Act 40)
Regulatory Liability
TCJA Regulabry Liabili$
Accumulated Defened lncorne Taxes

Total Rate Base Doductions

Total Rate Base

SU EI TUATER PEI{NSYLVffA IiIC.

Summary of Rate Base
Forthe Rate Year Endirp Decamber 31, 2019

$ 403,249,792
(85,189,362)

$ 318,060,430

$ 842,151
481,594

$ 1,323,745

$-
(63,114,693)

(e,800,s60)
(8,710,883)

$ (81,626,536)

Armunt per OCA Rate Base

Arnount Afier
ocA

Companv Filing Adiustnenb Adiustments

Docket No. R-2018-3000834
Sunebuttal Schedule LKM- 2

Page 1 of2

$ 373,411,908
(81,ffi5,224)

$ 291,606,684

$ 52,982
481,594

$ 534,576

$-
(63,114,693)

(771,617_)

(9,933,406)
(8,398,470)

$ (82,218,185)

$ (29,837,885)
3,384,139

$ (26,453,746)

$ (78e,16e)

$ (78e,16e)

$

(771,6',t7)

(132,4/,6)
312,414

$ (591,64e)

$ 237,757,639 $ (27,834,564) $ 209,923,075
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Description

SUAZ WATER PENIISYLVANIA INC.

Summary of Rate Base Adjustments
For the Rate Year Ending December 31, 2019

Source

1 Rate Base per Company Filing

OCA Adiustments:
Reflect Average Balance for Plant and Related ltems
Remove Mahoning Township Water System
Remove Route 11 Expansion Tenitory
Remove Cost of New Ofhce Building
Reflect the Requirements of Act 40
Adjustmentto Cash Working Capital

Total Ratemaking Adjustments

Adjusted Rate Base per OCA

Surrebuttal Schedule LKM-2,
Page 1

$ 237,757,639

2
3
4
5
6
7
I
9
10
11

12
13
14
15

Surrebuttal Schedule LKM-5
Sunebuttal Schedule LKM-6
Sunebuttal Schedule LKM-7
Sunebuttal Schedule LKM-8
Sunebuttal Schedule LKM-10
Sunebuttal Schedule LKM-9

$ (17,343,978)

(8,929,800)

(1,543,234)
(17,552)

$ (27,834,564)

$ 209,923,075



Line
No.

SUEZ WATER PENNSYLVANIA INC.

Summary of Adjustments to Income Before Income Taxes
For the Rate Year Ending December 31, 2019

Amount

Docket No. R-2018-3000834
Surrebuftal Schedule LKM- 3

Page 1 of 2

Source

1

2
3
4
5
6
7
8
9
10

11

12

13

14

15

16

17

18

19

20

21

22
23

Operating Income per Company

OCA Adiustments:
Remove Mahoning Township Water System
Remove Route 11 Expansion Territory
Remove Cost of New Office Building
Annualized Revenues at Present Rates
Annualize Payroll Expense
Employee Group Health & Life Insurance
Annualize Pension Expense
Annualize Purchased Water Expense
Annualize Purchased Power Expense
Annualize Materials and Supplies Expense
Normalize Management & Services Fees
Annualize Outside Contractors Fees
Annualize Transportation Expense
Reflect FPFry Depreciation Expense
Amortization of EDIT
Interest Synchronization

Total OCA Adjustments

Operating Income per OCA

$ 15,125,782

$-
(35,314)
21,488
(3,167)
66,567
23,766
23,oil
81,281

74,611
79,996
52,608

v7,483

(171,727)

560,646

$ 1s,686,428

Sunebuttal Schedule LKM-1

Sunebuttal Schedule LKM-6
Surrebuttal Schedule LKM-7
Surrebuftal Schedule LKM-8
Sunebuftal Schedule LKM-1 0
Surrebuftal Schedule LKM-1 1

Surrebuttal Schedule LKM-1 2
Surrebuttal Schedule LKM-1 3
Surrebuttal Schedule LKM-1 4
Surrebuttal Schedule LKM-1 5
Surrebuttal Schedule LKM-1 6

Surrebuttal Schedule LKM-1 7

Surrebuttal Schedule LKM-1 8
Surrebuttal Schedule LKM-1 9
Surrebuttal Schedule LKM-20
Surrebuttal Schedule LKM-21
Surrebuttal Schedule tKM-22
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SUEZ WATER PENNSYLVANIA INC.

Summary of Adjustments to Income Before Income Taxes
For the Rate Year Ending December 31,2019

Line
No.

Depreciation &
Amortization

Taxes Other
Than Income

State &
Federal
Income
Taxes

Operating
Income Before
Income Taxes

1

2
3
4
5
6
7
8
9
10
11

12
13
14
15
16

17
18
19
20
21

22
23

Amount per Company

OCA Adiustments:
Remove Mahoning Township Water System
Remove Route 11 Expansion Territory
Remove Cost of New Office Building
Annualized Revenues at Present Rates
Annualize Payroll Expense
Employee Group Health & Life lnsurance
Annualize Pension Expense
Annualize Purchased Water Expense
Annualize Purchased Power Expense
Annualize Materials and Supplies Expense
Normalize Management & Services Fees
Annualize Outside Contractors Fees
Annualize Transportation Expense
Reflect FPFTY Depreciation Expense
Amortization of EDIT
Interest Synchronization

Total OCA Adjustments

TotalAdjusted Income Before Income Taxes

Operating
Revenues

$ 46.722,995

(11e,862)

(14,415_)

o&M
Expenses

$ 18,363,318

$-

(30,21e)

(e3,614)
(33,422)-
(32,421)

(114,307',)

(104,927)
(112,500)

(73,e83)

$-$
(70,200)

(488,670)

- 11+,sor)
- 8,731

(9,961) (1,287)
- 27,047
- 9,656
- 9,367
- 33,026

- 30,31;
32,504
21,375

- 141,197

$
(35,314)
21,488
(3,167)
66,567
23,766
23,054
81,281

74,611
79,996
52,609

u7,483

$ 8,408,315 $ 962,9s7 $ 3,862,623 $ 15,125,782

$ (134,277) $ (5e5,3e3) $ (558,870) $ (e,e61) $ 469,301 $ soo,o+o

$ 15,686,428$ 46,588,718 $'t7,767,925 $ 7,849,445 $ 952,996 $ 4,331,924



After Companv Adi OCA Adiustments After OCA Adiustments

Docket No. R-2018-3000834
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After OCA Rate ChanRe

SUEZ WATER PENNSYIVANIA INC.

Calculation of Current ofState and Federal lncome Taxes

For the Rate Year Ending December 31, 2019

Income Tax Income Tax

Current Rates Current Rates

5 18,988,40s S ra,gae,qos
5,065,735 5,05s,736
L,L40,t77

Dec-19

Federal

2,222,92L

388,034

5 ro,L7L,s37

2L.OO%

Dec-19

State

2,222,92r

598,577

5 11,101,171

9.99%

Dec-19

Federal

lncomeTax lncomeTax
Current Rates Current Rates

5 r,029,947 5 r,o29,947
(s94,37s) (s94,37s)

L62,270

Dec-19

State

0ec-19

Federal

Dec-19

State

Dec-19

Federal

Dec-19

State
Line

No.

1

2

3

Description

Operating Income Before Income Taxes

Interest Expense

State Income Tax

Income Tax Income Tax

Proposed Rates Prooosed Rates

5 20,018,3s2 S 20,018,3s2
4,471361 4,471,36r
!,302,447

2,222,92L 2,222,921

388,034 598,577

lncome Tax lncome Tax

Current Rates Current Rates

s (2,841,356) s (2,841,366)

(283,8s21

4 Repair Adjustment on 2018 Additions
5 Repair Adjustment on 2019 Additions

9 Excess OfTax Depreciation Over Book

10 Taxable lncome

II lncome Tax Rate

L2 Pro Forma IncomeTax: Current
13 CTA Adjustment
L4 Amortization of Flow through Taxes

15 Amortization of Income Tax Credit

16 Total - Current lncome Taxes

Deferred lncome Tax:

L7 Repair Adjustment
18 Less: State Deduction
19 Income Tax Rate

20 Deferred Income Tax - Repair Adjustment

2f Excess OfTax Depreciation Over Book

22 Less: State Deferred lncome Tax

23 lncomeTax Rate

24 Deferred Income Tax - Tax/Book Deprec.

25 Total Deferred Income Tax (120+124)

ZG Amortization of EDIT

27 Total IncomeTaxes (115+125)

Total Income Taxes

5 L2,725,491

9.99%

L,271-,277

3L,r70

s (2,ss7,s13)

7L.Wo

(s37,078)

5 (2,841,366)

9.99%

(283,8s2)2,136,O23

38,L23

5 2,L74,L45

2,222,927

2r.ow6
466,813

388,034

zr.oo%
8L,487

548,301

1,109,007 307,031

31,r70

9.99%

5 L,462,052 5 L,624,322 S 11,633,589

9.99%

L62,270 2,443,O54

38,r23

s L,L40,L77 5 307,031 s 1.62,270 s 2,48r,176 s r3O2,447 s (s37,078) 5 (283,8s2)

2,222,921

2L.OO% 2r.o0%
466,813

5 388,034

9.99% 27.OO% 9.99% 9.99%21.@%

s 2,772,446 5 \r4O,!77

5 3,862,623

87,487
- 548,301

s 307,031 5 162,270 5 3,029,477

s 469,301

5 L,3o2,447 S (s37,078) S (283,8s2)

5 4,33L,924 S (820,930)



SUEZ WATER PENNSYLVANIA INC.

Adjustment to Rate Base to Reflect Average Balance for Plant and Related ltems
For the Rate Year Ending December 31,2019

Balance Per

Company at
December 31,

2019 1t

Average Balance

1/ per OCA

$ 382,411,908

(81,875,424\

$ 300,536,484

(63,114,693)

(9,933,406)

(8,398,470)

$ 219,089,916

Docket No. R-201 8-3000834
Surrebuttal Schedule LKM- 5

$ (17,523,946)

(132,446)

312,414

$ (17,343,978)

Description

Balance Per

Company at

December 31,

2018

Line

No.

1

2
3
4
5
6
7
I
I
10
11

12

13

Plant ln Service

Accumulated Depreciation

Net Plant

CIAC and Contributions

TCJA Regulatory Liability

Accumulated Deferred Income Taxes

Net Balance

Notes:
1/ Exhibit No. CEH-1, Schedule 1.1.

$ 403,249,792

(85,189,362)

$ 318,060,430

(63,114,693)

(9,800,960)

(8,710,883)

$ 236,433,894

$ g6t ,574,023

(78,561,485)

$ 283,012,538

(63,114,693)

(10,065,851)

(8,086,056)

$ 201,745,938



Line

No.

1

2
3
4
5

6
7
8
I
10
11

12
13
14
15

Description

Adjusfrnent b Plant in SeMoe

Adiustmlnt to Accumulated D,epreciatim

Net Adfirtnont to Rata Base

Operafnb Revenuee

Adjusffnffi b Deprct*ation Elgenso

Adjustrxlnt b PurchasEd Water

Erugy/ Fotcr Expense

Additional Subcontractor

Total AdJUstmentto O&M Expenses

Notes:
1/ Schedule LKM-5, page 2.
2/ Exhlbil No. CEH-2,Schsdule 29, A(lusfrnentNo.28.

Deryeciation

RatB Z Amount

sT'EZ WATER PEIIilSYLVAIII,A INC.

Adiustment to Renpve Mdrming Twnship Water System
For the Rate Yesr Erdlng llernber 31 , 2019

Doc*et l,lo. R-201&3000834
Sunebuttal Sctpdule LKM- 6



No. Description

Plant in SeMce
Depreciatiqr Reserve

Adjustment to Rate Base

Operating Sevenues

Adjustment

Note:
1/ Company response to OCA-|V-19.
Z Company rcsponse to OCA-|V-16.

SUEZ WATER PENNSYLVAI{IA INC.

Adjustmentto Remove Route 15 Expansion Tenitory
For the Rate Year Ending December 31,2019

to Depreciation Expense @1.ffio/a,u

Docket No. R-201 &3000834
SunebuttalSchedule LKM- 7

$ (9,000,000) 1/
70,200

_$_gg399r



Line

No.

1

2
3
4
5
6

7

I
9
10
11

12

SUEZ WATER PENNSYLVANIA INC.

Adjustment to Related to Cost of Administrative Office Building
For the Rate Year Ending December 31,2019

Description Amount 1t

Costs Relatod to New Office Buildino:
Plant in Service
Depreciation Reserve

Adjustment to Rate Base

Adjustment to Depreciation Expense @2.600/o2

Amount to be Removed per OCA
Amount to be Removed per Company

Adjustment to O&M Expense

Note:
1/ Exhibit CEH-2-R, Schedule-16.
2/ Exhibit No. JJS-3, Account No. 304.51.

Docket No. R-201 8-3000834
Sunebuttal Schedule LKM- I
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SUEZ WATER PENNSYLVANIA INC,

Adjustment to Cash Working Capital to Reflect O&M Adjustments
For the Rate Year Ending December 31, 2019

Amounts After Cash

Ending OCA OCA Working
Utility Operating Expenses Net Lag Days 72/3tl20t9 Adjustments Adjustments Capital

Line

No.

1

2

3

b

7

I
I

10

11

12

13

't4
15

16

17

18

19

22

25
26
27
28
29

30
31

32
33
34
35
36

Labor Expense

Employee Group Health & Life
Employee Pension Benefits
Purchased Water
Purchased Power
Fuel for Power Production
Chemicals
Materials and Supplies
Management and Service Fees
Lab Testing Fees

Outside Contractors
Outside Professional Services

Rental - Building/Real Property
Rental of Equipment
Transportation Expense
Prop& Gen Liab. Insurance
Worker Compensation
Regulatory Commission Expense

Office Expense and Utilities
Postage and Air Freight Expense

Other O&M
Real Estate Tax
Payroll Taxes
Federal Income Taxes
State Income Taxes

't9.9

20.6
-24.1

17.9

6.3
-3.4

8.2
22.8
18.6
L7.8

4.6
-L6.4

48
38.4

2.3

92.9
19.6

110.3

29.3
3.2

19.5
60.2
!4.7
-3.7

4.6

$ 5,419,097
1,425,129
1,442,010

182,928
1,41'.t,713

23,696
599,527
255,816

5,2L9,561
83,s42

r,147,114
68,193

30,219
51,375

560,322
4,935

'110,717

262,3O2

540,894
365,3s8
203,938
318,'178
644,779

3,725,392
1,670,247

$ (e3,614)

(33,422)
(32,42'.t)

(114,307)

(112,500)

(30,219)

(73,e83)

(e,e61)

307,031
162,270

Adjustment to CWC

$ 5,325,483
1,391,707
1,409,589

68,621

1,411,713
23,696

599,527
255,816

5,219,561
83,542

1,034,614
68,193

51,375
486,339

4,935
110,717
262,302
540,894
366,358
203,938
31 8,1 78
634,818

4,032,423
1,832,517

$ 290,348

78,546
(93,071)

3,365
24,367

(221)
13,469
1s,980

265,983

4,074
13,039
(3,064)

5,405

3,065
't,256

5,945
79,266

43,420
3,2't2

10,895
52,478
25,567

(40,877)
23,095

$ 825,542
843,094

$ (17,552)
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SUEZ WATER PENNSYLVANIA INC.

Adjustment to Rate Base to Reflec't the Requirements of Act 40
For the Rate Year Ending December 31,2019

1 Consofidated Tax Savings Adjustment $ 1,il3,2% 1l

2
3 Adjustment to Working Capital $ (771,617)

4
5 Adjustment to Reflect Cost Free Capital $ (771,6171

Notes:
1/ Response to |&E-RE-63.

Line
No. Description
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SUAZ WATER PENilSYLVAI{IA INC.

Adjustment to Annualized Revenues at Present Rates
For the Rate Year Ending December 31,2019

Line
No.

Customer
Classification

TotalPro Forma
Revenue

Present Rates
Per Company

$ 293r'6p20
11,959,637

1,467,311
1,935,763

$ 44,6(D,731

$ 1!46,M9
923,861

405,611

$ 47,382,250

TotalPro Forma
Revenue

Present Rates
Per OCA

Adjustment to
Revenues

1

2
3
4
5
6
7
I
I
10
11

'12
13
14

METERED SALES
Residential
Commercial
lndustrial
Public Sales

Total Sales of Water

Private Fire
Public Fire

Other Operating Revenues

Total

$ 29,157,892
',2,131,350

1,467,311
1,835,763

$ 4,592,316

$ 1,4F,6,u8
923,861

405,6f 1

$ 47,367,835

$ (187,128)
172,7_13

$ (14,4',15)

(14,415)
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SUEz WATER PENNSYLVANIA INC.

Summary of Revenue Under Present Rates
For the Rate Year Ending December 31, 2019

Line
No.

Customer
Classification

METERED SALES
Residential
Commercial
Industrial
Public Sales

Total Sales of Water

Private Fire
Public Fire

Other Operating Revenues

Total

(a) Excludes OSIC and Unbilled Revenue.
(c) See Schedule 6.
(d) See Schedule 7.

Adjusted
Revenues,
Per Books

Present Rates
't2131t2017 (a\

$ 26,796,924
1',t,045,912

1,278,641
1,772,512

$ 40,893,989

$ 1,436,836
923,861

405,611

$ 43,660,297

Bill Analysis
Revenues,

Present Rates
(Schedule 5)

$ 26,824,01s
11,048,045

't,278.758
1,787,388

$ 40,938,206

$ 1,436,836
923,861

405,611

$ 43,704,514

Adjustment
Factor

Revenues Under
Present Rates

Pro Forma
Adjustments

Present Rates
(Schedule 5 and 7)

$ 326,697
239,065

86,299
(64,825)

$ 587,235

$ 9,211

Add Back
Annualized DSIC

Revenue

$ 2,034,272
846,373
102,371
128,076

$ 3,111,092

Total
Pro Forma
Revenue

Present Rates

$ 29,157,892
12,'13't,350

1,467 ,311
1,835,763

$ ,14,592,316

1,446,048
923,861

405,611

$ 47,367,835

1

2
J

4
5
6
7
8
9
10
11

12
13
14

0.99899003
0.99980693
0.99990886
0.99167720

1.00000000
1.00000000

$ 26,796,924
1',t,045,912

't,278,641
1,772,512

$ 40,893,989

1,436,836
923,861

405,611

$ 43,660,297 $ 596,446 $ 3,1 1 1,092



Line
No.

Pro Forma Adiustments - 2018

Total Adjustments

Subtotal

$ (160,210)

$ (160,210)

119.213

$ 119,213 $ -

$ 86,299 $ (56,722)

_$___q899_ _$_156,722t
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$ 40,938,206

$ 40,938,206

$ (11,420)

$ (11,420)

$ (134,467)
$ t 19,862
$ 613,261

$ s98,656

$ 587,235

SUEZ WATER PENNSYLVANIA INC.

Summary of Application of Present Rates to Customer Bill Analysis and Pro Forma Adjustments
For the Rate Year Ending December 31,2019

Residential Commercial Industrial Large Industrial Public AuthoriU

$ 26,824,015

$ 26,824,015

11,048,045 $ 664,035 $ 614,723 $ 1,787,388

_$_11,948,01!_ _$_qEqgg_ _$_agz4_ j_1,787,999_

Metered
Total

1

2
3
4
5
6
7
8
9
10
'11

12
13
14
15
16
17
18
19
20
21

Rate Zone

Present Rate Apolication

Total Revenue

Total

Pro Forma Adiustments - 2019

Atl
Trunk Line
Mahoning Twp.

Subtotal

Total Adjustments

$ (58,278)

$ 178,130

$
$
$

(68,086)
119,862

$ (8,103)

435,131

486,907 $ 119,852 $ -

$ 239,065 $

$ - $ (8,103)

86,29s $ (64,825)



Cuslomer Charge
s/8
Subtotal

All Usage - Test Year
Subtotal

Total Residential

Customer Charge
5/8
3t4
'l

Subtotal

Test Year First Block (First 25)
Test Year Second Block (Over 25)

Subtotal

Total Class

Customer Charge
4
6

Subtotal

Take or Pay Volume
Subtotal

Total

Customer Charge
s/8

Subtotal

First Block (First '160)

Second Block (Over 160)
Subtotal

Total

Total

- 305.25
- 610.50

7.7506
5.4321

(10,4s5)

(10,455)

(s1,971)

7.7506 (363,386)
(363,386)

(108,434)

19,323

19,323

4't,612

41,6,t2

60,935

86,299

(1,540)
(1,540)

(21,702\
(41,58/.1
(63,286)

(4r,826)

(112,3251

Proposed Proposed
Rate Revenue

9.6700 (453,377)
(453,377)

21,079

51,9't7

333.00
666.00

51,917

72,996

Docket No. R-2018-3000834
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(1,680)
(1,680)

(27,0761
(54,367)
(81,443)

(83,123)

(18s,375)

SUEZ WATER PENNSYLVANIA INC.

Application of Present Rates and Proposed Rates to Pro forma Adjustments
For the Rate Year Ending December 31, 2019

Line
No.

Rate Block
1000 Gallons

Number
Of Bills

Total Test Year/Present
Consumption Rate Revenue

Residential - Monthlv

$ 13.75 $ 254,953 $ 15.00

3.6045

1

2

3
12
13
14

15
16
17

18

19
20
21

22
23
24

31

32
33

u
35
36
37

38
39
40
41

42
43
44
45
46
47
48
49
50
51

52
59
60
61

,62
63
64
65

.66
67

(46,885)
(46,88s)

18,il2

678

678

678

(112\
(112\

(112)

9.6700
7j020

15.00

9.6700
7.',t020

1 9,1 08
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SUEZ WATER PENNSYLVANIA INC.

Adjustment for Customer Growth Revenue Under Present Rates
For the Rate Year Ending December 31, 2019

q

c

Line
No.

1

4

5

o

8
I

10
11

12
13
14
15
16
17
18
19
20
21
22
23
24
25
zo
27
28

30
31
32
33
u
35

J'

38
39
40
41
42
43
M
45
46
47

48
49
50
51

52

u

Public Private
Residential Commercial Industrial Authoritv Fire Tota

Actual Normalized Bills
Actual Annualized Bills
Projected Daily Usage in gallons (a)
Monthly Volumes per Normalization (1000 Gallons)
Line 3 X30 /'1000
HTY Customer Annualized GroMh Bills (Line 2-Line
1) Divided bv 2
HTY Customer Annualized Growth Volumes (Line 4
XLine5/2)
Priced At First Block
Priced At Second Block

Average Service Charge
Revenue From Service Charge (Line 7 X Line 5)
Volume Charge - First Block
Volume Charge - Second Block
Revenue from Volumetric Charge (Line 9 X Line 6)
Priced At First Block
Priced At Second Block
Total Historical TY Adjustrnent (Line 8 + Line 1 0)

Forecasted Customer Growth
Annualized Bills (Line 12 X 12)
Average Volumes Per Normalization
Priced At First Block
Priced At Second Block
Normalized Volumes (Line 13 X Line 14)
Revenue From Service Charge (Line 7 X Line 1 3)
Revenue from Volumetric Charge (Line 9 X Line 15)
Priced At First Block
Priced At Second Block
Total FTY Ad.iustment (Line 16 + Line 17)

Forecasted Customer GroMh
Annualized Bills (Line l2 X 12)
Average Volumes Per Normalization
Priced At First Block
Priced At Second Block

Total
Normalized Volumes (Line 13 X Line 14)
Revenue From Service Charge (Line 7 X Line 13)
Revenue from Volumetric Charge (Line 9 X Line 15)
Priced At First Block
Priced At Second Block
Total FTY Adjustment (Line 16 + Line 17)
Total Adiustment

z6.J
339

24.33

3.31 ------- UT
22,319 8,248

$ 92,826 $ s,662

172pU oJ.YZO

652,728
656,760

110.20

3.31

2,016

6,665

6,665

t? 7R C

27,720
7.7506

51,657

56,712 612
56,712 612
811.00 14,515.03

2433 435.45

28.50

7.7506
5.4321

24.33

8,248
9,662 $

63,926

(1) 1,931

_ (1,177\

4,565
(5,7411

1 10.98
(111)

2,952
2,7U

3,1 11.67

YJ JD

(84)

(7,841].

(2,1 00)
(5,741)

13.75
(1,155)
7 7506
5.4321

1 ,018
1,016

714,022
717,8U

18.548

NA

NA

NA

NA

$

coz o
6,751

3.31

22,3'19
92,826

172.9U

562 6
6,751

3.31

J-C

42
28.3
339

$

3.5
42

(1.21
(14)

25.00
68.35

(1s3) $

(2,7't3l

$-

(1.2)
(14)

25.00
68.35
93.35
(350)

(2,713)

$ (1e3) $

4,661 106,956

2U,197

4.661 $ 106.956

(a) For residential and commercial, see declining usage workpaper. For Industrial and Public, based on 2017 usage.

$ 2Uj97

of Customers Residential
53,269 3
53,804.7
54,394.4

535.4
589.8
coz.o

Commercial
4,669.0
4,686 8
4,725 6

178
38.8
24.3

lndustrial
51 .1

51.0
51.0
(0.1)

(0.0)

Authority
248.5
248.2
246 2

(0.3)
(2.0)
(1.2)

Protection
1,011.1
1,021.9
1,018 2

10.8
(3 8)
35

EndingrzlSvlS
Endldgl2l3rh6
Test Year Period EndlngL2lSLllT
2015-2016
20rG20L7
Growth/(Declinel



SUEZ WATER PENNSYLVANIA INC.

Adjustment to Reflect Declining Usage Revenues
For the Rate Year Ending December 31,2019

Descriotion
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Residential Commercial
Line
No.

1

2

J

4

5

o

7
8
9

Actual Normalized Bills

Actual2OlT Daily Usage (Gallons)

Projected Daily Usage in gallons - 2018

Difference in Daily Usage - Line 3 - Line 2

Difierence in 1000 gallon Monthly Usage - Line 4 X 30 divided by 1000

Annual Declining Usage Adjustment - Line 1 X Line 5

Priced At First Block
First Block Under Present Rates
Adjustment Under Present Rates

652,728

115.73

112.40

(3.33)

(0.10)

(65,208)

(65,208)
7.7506

(505,3e7)

Residential

56,712

8't7.il

821.00

3.46

0.10

5,887

5,887
$ 7.7500
$ 45,626

Commercial

o
$

DECLINING USAGE REVENUE ADJUSTMENT - PRESENT MTES
FOR THE TEST YEAR ENDING DECEMBER 31,2019

10

't1

12

13

14

15

16
17
18
19

Actual Normalized Bills

Actual 2017 Daily Usage (Gallons)

Projected Daily Usage in gallons - 2019

Difference in Daily Usage - Line 11 - Line 12

Difference in 1000 gallon Monthly Usage - Line 13 X 30 divided by 1000

Annual Declining Usage Adjustment - Line 10 X Line 5

Priced At First Block
First Block Under Present Rates
Adjustment Under Present Rates
Incremental Adjustment over 2018

iD

$
$

652,728

1 15.73

110.20

(5.53)

(0.17)

(108,288)

(1 08,288)
7.7506

(839,294)
(333,8e6)

56,712

817.il

81 1.00

(6.54)

(0.20)

(11,127)

(11,'t271
7.7506

(86,240)
(131,866)

$
$
rR



Line
No.

1

,2
3

Description

PayrollExpense per OCA

Payroll Expense per Company

Adjustment to O&M Expenses

Notes:
1/ Cafculated based on Workpaper CEH-2.1
2/ Exhibit No. CEH-2 Schedule -2, AdJustment No.1.

SUEZ WATER PENNgYLVAI{N INC.

Adjustment to Annualize Payroll Expense
For the Rate Year Ending December 31, 2019

Docket No. R-201 8-3000834
Surebuttral Schedule LKM- 11



Line

No.

SUEZ WATER PE}INSYLVANIA INC.

Adjustment to Annualize Employe Group Health & Life Insurance
For the Rate Year Ending December 31,2019

Description

Docket No. R-201&3@0834
Sunebuttal Schedule LKM- 12

Amount

4 Amount Related to Proposed Employee for Mahoning Township $ -

5
6 Refl*t 1/2 Year Ecoenee for Remalnlno itwr Emolovns

Remove Ptoopsed Emolovee for llahonlno Townshlo
1 Cost per Employee
2 Number of Employees
3

7 Cost per Employee
8 Half-Year Factor

I
10 Half-Year Expense
11 Number of Employees

$ 16,711 1l

$ 16,711 1l
2

8,356
4

12

13 Amount Related to Remaining Employees $ 33,422

14
15 Total O&M Expense A-dJustment $ (33,422)

Notes:
1/ Response to OCA-|V-10.
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'll
Line

No.

SUEZ WATER PENNSYLVANIA INC.

Adjustment to Annualize Pension Expense
For the Rate Year Ending December 31,2019

Description

1

2
3

4
5

OCA FPFTY Pension Expense

Gompany FPFTY Pension Expense

Mustmentto O&M Expense

Notes:
1/ Exhibit No. CEH-2 Schedule -4, Adjustment No.3.
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SUEZ WATER PENNSYLVAIIA INC.

Adjustment to Annualize Purchased Water Expense
For the Rate Year Ending Deoember 31, 2019

Line No. Description Amount 1l

1 Revese Inflation Increase $ 9,307
2
3 Remove SARAA Purchased Water 105,000

4
5 Adjustment to O&M Expense $ (114,307)

Notes:
1/ Exhibit No. CEH-2 Schedule 7 Adjustment No.6.
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Line

No.

SUEZ WATER PEiINSYLVAITIIA lNC.

Adjustment to Annualize Purchased Power Expense
For the Rate Year Ending December 31, 2019

Description Amount 1l

1 Reverse Inflation Increase $
2
3 Mustment to O&M Expense $

Notes:
1/ Exhibit No. CEH-2 Schedule 8 Adjustment No.7.



Line

No. Description

12 Months
Ended

L2l3Ll2Ot7
Future Test

Year

SUEZ WATER PENNSYLVANIA INC.

Adjustnerf to Annualize Materials and Supplies Expense
For the Rate Year Ending Decernber 31 , 201 9

Dd<et No. R-201&3@0834
Sunebuttral Schedule LKM- 16

Fully Projected
'll Future Test Year

1

2
3
4

5
6

7

8

9

10
11

'12
13
14
15
16
17
18

Materials and Supplies

Total Materials and Supplies

FPFTY Epense per Cunpany

Adjustment to O&M Expense

Year

2 ,476

Materials
and Supplies

2il,476

24,ffi',|

2.125o/o

2.3OOo/o

250,065 255,816

255,816
255,816

$-

2016
2017

3 YearAverage

lnflation Rate:

Future Test Year
Fully Projected Future Test Year

Notes:
1/ Exhibit No. cEH-2 Schedule 11, Adjustment No.10.



Line
No.

SUEZ WATER PEN NSYLVANIA INC.

Adjustment to Normalize Management & Services Fees
For the Rate Year Ending December 31,2019

Docket No. R-201 8-3000834
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Amount

1

2

3

4
5
6
7
8
9
10

11

12

13
14

15

16

Description

HistoricalTest Year Management & Service Fees
Depreciation Related to Common Asset Allocation

Management & Service Fees Subject to Escalation
FTY Escalation

FTY Management & Service Fee
FPFTY Escalation

FPFTY Management & Service Fee
FPFTY Common Asset Allocation

Total FPFTY Management & Service Fee
FPFTY Management & Service Fee per Company

Adjustment to O&M Expense

Notes:
1/ Exhibit No. CEH-2-R, Schedule 12, Adjustment No.11.
2/ Response to |&E-RE-31.
3/ Exhibit No. CEH-2 Schedule 30, Adjustment No.29.

$ 4,509,809 1l
275,213 2l

$ 4,234,596
102.1250/0 3l

$ 4,324,581
102.3000 3l

$ 4,424,047
690,587

$ 5,114,634
5,219,561 1l

$__119!.92!)
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SUEZ WATER PENlilSYLVAttllA lNC.

Calculation of Common Asset Albcation
For the Rate Year Ending December 31,2019

Annualized Amount
Line
No. Description 1A31AUB 12131120',9

(a) (b)

1 Plant in Service
2 Accumulated Depreciation
3 ADIT
4 Net Rate Base

5 Pre'Tax ROR (1)

6 Retum, Interest, and Income Taxes

7 Depreciation Expense

I TotalAnnualizedAmount

Allocation Factor

Pro forma total

LTD
Equity

(1) Calculation of Proposed Pre-tax Rate of Retum:

$42,510,450 $42,510,450
13,339,436 19,356,696

8.29o/o 8.29o/o

2,125,253 1,6/.3,022

6,127,039 5,970,94

8,252,292 7,613,966

9.07o/a 9.07%

748,483 690,587

Capital
Structure

45.82o/o

54.180/o

I

10

Cost Weighted Pre -Tax
Rates Cost Rates. Rates

4.650/o 2.13o/o 2.13o/o
8.08% 4.38o/o 6.160/o

6.51% 8.29o/o

9.99%
21.00o/o

28.89o/o



[ine
No. Description

12 Months
Ended

tzl3L|2OL7

$ 748.,W 1l

Future Test
Year

SUEZ WATER PENNSYLVANIA INC,

Adjustment to Annualize Outside Contractors Fees
For the Rate Year Ending December 31,2019

Docket No. R-201&30@834
Sunebuttal Schedule LKM- 18

Fully Projected
Future Test Year

1

2
3

4
5

6
7

8
I
10
't1
"t2

13
't4
15
16

17
't8

19
20

2016
2017

Outside Contrac{ors

Addifpnal Convenience Fees
NRW Study
Inventory Proccs Study

Total Outside Contractors

FPFTY Expense per Comperry

Adjustrnent to O&M Epense

$ 7U,755 'tl $ 772,'l'14 'U

'tfi,o@ 2l
75,m0 3/
37,ffi0 4l

1,034,614
1,147,1',14 Ll

$ (112,500)

Outslde Contracto/s
Expense

729,46
748,644

TwoYearAverage $ 739,050

-

Inflatlon Rate:
Future Test Year
Fully Projected Future Test Year

2.125Yo
2.W%

Notes:
1/ Exhibit No. cEH-2 Schedule 1d Adjustment No.13.
z/.
3/ Four-year Amortization of S 3@,000.
4/ Four-year Amortization of 5 150,fi)0.



SUEZ WATER PENNSYLVANIA INC.

Adjustment to Annualize Transportation Expense
For the Rate Year Ending December 31,2019

Docket No. R-201 8-3000834
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Future Test Fully Projected

Year 1l FutureTestYear 1l

Line

No.

1

2
3
4
5
6
7
8
9
10
11

12

13
14

15

16
17

18

19

20
21

22
23
24
25
26
27
28
29
30
31

32
33
34
35
36

Leases
Car Allowance
Fuel
Maintenance & Repair
Payroll
Insurance
Depreciation
Disposal of Vehicle
Other

TotalCosts
Less Cap and Billed Out

Total Transportation Expense

Adjustment

Description

Description

12 Months
Ended

r2l3t/20L7 1l

$ 304,464
15,800

138,998
139,31 1

24,060

(3,500)
5,998

$ 625,129
$ (218,0e6)

$ 28s,266
1 6,1 36

132,582
146,862

33,629

(1,787)
5,279

$ 617,967
$ (226,3s0)

20L7

$ 377,583
16,507

135,631
150,240

34,403

(1,828)
5,400

$ 717,936
(231,597)

486.339

20t6

560,322

$ (73,983)

2Year
Average

Car Allowance
Fuel
Maintenance & Repair
Payroll
lnsurance
Depreciation
Disposal of Vehicle
Other

Less Cap and Billed Out

Inflation Rate:

15,800
120,649
148,302

41,799

4,340

(225,263)

2j3%
2.30o/o

$ 15,800
138,998
139,311

24,060

(3,500)
5,998

(218,0s6)

15,800
129,823
143,806

32,930

(1,750)
5,169

(221,67e)

Future Test Year
Fully Projected Future Test Year

Notes:
1/ Exhibit No. cEH-2 Schedule 18, Adjustment No.17.
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SUEZ WATER PENNSYLVANI,A INC.

Adjustment to Reffst FPFTy Depr*iation Expense
For th6 Rate Y€ar Ending Dsember 31, 2019

2018
Proiected

Cost i/

(a)

$ 3,721,O78

1 81,381
5,829,778
4,160,O27
1,6'19,18't

10't,360
86,584

4,410,546
3,047,574

19,476,431

282,963

9,036,736
900,934

9,937,670

1,377,181
'186,828

'1,564,009

35'1,1'18

35,333,269

434,632

1,519,927
1,335,192

509,725

3,364,844

1,O28,O42
13,358

14,889,846
314,1 56

'15,2M,OO2

338,354
13,50't,9't 2
10,577,146

'192,622
858,434

9,469,382
892.814

37,587,249

447,525
6,743,250

44,778,O24

11,140,',to2
159,413,4't 5
39,848,032
20,103,309

7,774,OO'I
539,25s

3,298,776

659,,146

7,623,801

1,057

20'19
Prciected

Cost z
(b)

$ 3,721,078

18'1,381
5,829,778
4,160,O27
1,619,181

10 1,360
86,584

4,410,546
3,O87,574

19,476,431

282,963

9,246,556
902,220

10,148,776

3,796,913
461,1't I

4,258,031

351,600

38,238,879

4U,632

4,662,260
1,335,192

509,725

6,507,176

1,O28,M2
't3,358

16,323,712
314,1 56

16,637,868

338,354
't3,979,070
'10,677,578

192,622
858,434

9,469,382
892,8'14

38,164,839

447,525
8.440,371

47,052,735

I 3,384,165
187,429,065
40,576,967
21,325,665

7,868,389
539,255

2,&16,181

659,446

6,971,206

't,057

1,147,657
2,'187,579

3,335,236

127,368
7,076,787

u7,au

$398,695,706

Averaoe
Pmiected

Cosi
(c)=Avq (a).&(b)

$ 3,721,078

181,381
5,829,778
4,160,O27
1,619,1 81

101,360
86,584

4,410,546
3,O87,574

19,476,431

282,963

9,141,646
901,577

'10,u3,223

2,587,U7
323,973

2,911,O20

tEt tao.............................-

36,786,074

4U,632

3,091,094
1,335,192

509,725

4,936,010

1,O28,O42
'13,358

15,606,779
314,156

15,920,935

338,354
13,740,491
10,627,362

1,756,585
192,622
858,434

9,469,382
892,814

37,876,O44

447,525
7.591.811

45,915,380

12,262,'134
173,421,240

40,212,499
20,7't4,487

7,821,195
539,2s5

2,972,478
A AA' E7O

659,,146

7,297,503

't,057

't,147,657

2,126,921

3,274,578

128,324
7,003,262

147,8il

s 377,As7,821

ocA
Depreciation

Expense
(f)=(c)x(d)

$ 82,608

SUEZ
Oepreciation

ExDensez
(s)

$ 82,s31

8,185
'135,084
't13,621

40,357
4,432

0
'10/.,57'l

70.3'16

476,566

8,220

214,O75
23,422

237,497

155,397
16,5'19

17'l,916

't6,060

992,790

166,366
29,235
1 3,184

208,785

17,514
400

584,088

587,921

'l,217
393,097
220,784
27,973

3,522

198,548
'16,326

86't,467

39,209
5723U

1,473,MO

370,840
2,924,600

728,191
946,838
1 31,295

8,424

80,752

33.1 97

1 19,602

215

49,132
'109,862

1 58,994

4,514
55/.,240

10,332

$ 9,246,518

ocA
Adiustment

(h)

$77

(5)
167
(521
(3s)

(3)

0
(41)
81

'108

(14)

(1,989)
la

(1,970)

(49,587)
(4,92't\

(54,508)

(3)

(56,310)

14

(56,014)

18

(55,990)

(37)
(1)

(25,365)
(0)

(25,366)

1

(6,s8e)
(798)

(43)

309
12

(7,s05)

(6)

(6s,150)

(31,179)
(219,2291

(8,387)
(27,1151

(681 )
(12\

9,909
(1 55)

(27\

9,727

(0)

(12\
(3,091)

(3,103)

29

c

$ (488,670)

STRUCTURES ANO IMPROVEMENTS
304..2 PUMPING

304.3 WATERTREATMENTPLANT
BLOOMSBURG TREATMENT PLANT
BLOOMSBURG TREATMENT PLANT - NEW
SIXTH STREET PLANT
RICHARD C MBOLD
MARKET STREET
OLD HUMMELSTOWN PLANT
HUMMELSTOWN MEMBMNE PLANT
OTHER TREATMENT FACILITIES

TOTAL WATER TREATMENT PLANT

3O4 4 TMNSMISSION AND DISTRIBUTION

304.51 oFF|CES
BLOOMSBURG TREATMENT PLANT
OTHER OFFICES

TOTAL OFFICES

304.52 STORES, SHOP AND GARAGE
SUMMIT VIEW MAINTENANCE BUILDING
OTHER MAINTENANCE BUILOINGS

TOTAL ACCOUNT STORES. SHOP AND GAMGE

304.53 MTSCELLANEOUS

TOTAL STRUCTURES AND IMPROVEMENTS

305 COLLECTING AND IMPOUNDING RESERVOIRS

306 LAKE, RIVERANDOTHER INTAKES
ROCKVILLE INTAKE
HUMMELSTOWN INTAKE
OTHER INTAKES

TOTAL LAKE, RIVER AND OTHER INTAKES

307 WELLS AND SPRINGS
308 INFILTRATION GALLERIES ANO TUNNELS

PUMPING EQUIPMENT
311.2 ELECTRIC PUMPING EOUIPMENT
311 3 OIL ENGINE PUMPING EQUIPMENT

TOTAL PUMPING EQUIPMENT

WATER TREATMENT PLANT
32O.'I STRUCTURESANDIMPROVEMENTS

BLOOMSBURG TREATMENT PLANT
BLOOMSBURG TREATMENT PLANT - NEW
SIXTH STREET PLANT
RICHARD C. RABOLD
MARKET STREET
OLD HUMMELSTOWN PLANT
HUMMELSTOWN MEMBMNE PLANT
OTHER TREATMENT FACILITIES

TOTAL STRUCTURES AND IMPROVEMENTS

320.2 PAINTING
320.3 CHEMICALEOUIPMENT

TOTAL WATER TREATMENT PLANT

2.22

330
331

334

339

DISTRIBUTION RESERVOIRS ANO STANDPIPES
TRANSMISSION AND DISTRIBUTION MAINS
SERVICES
METERS
HYDRANTS
OTHER PLANT AND MISCELLANEOUS EOUIPMENT

'l,147,657
2,066,263

3,2'13,920

129,280
6,929,738

147,89

$3s7,019,936

4 51 8,180
232 135,251
273 '113,569

249 40,318
4.37 4,429
-0

237 104,530
228 70,397

2.45 476,674

2 90 8,206

232 212,086
2 60 23,441

2.36 235,527

4 09 105,810
lAA t{ EOA

.........................:...:.l-

5 91 117,408

4 57 16,057

2.70 936,480

1.84 7,997

3.57 't 10,352
2j9 29,241
2 59 13,202

4 23 152,79s

1 70 17,477
299 399

3.58 558,723
1.22 3,833

3.69 562,555

0 36 1,218
281 386,108
207 219,986
159 27,930
1 83 3,525

2.10 '1s8,857
, Al la aaA

........................j.g

227 853,962

8 76 39,203
6 78 514,725

321 1,407,890

277 339,661
1 56 2,705,371
1.79 7'19,804
4 44 919,723
1 67 130,614
1 56 8,412

3.05 90,661
0 15 5,498
5 03 33,170

1 Af 129,329

20 33 215

4 28 49,120
5 02 106,771

4 86 155,891

3.54 4,543
7 83 548,355
a oo ln 1c6

....................'...j.:.g

2.45 $ 8,757,848

OFFICE FURNITURE AND EQUIPMENT
340.1 COMPUTERS AND SOFTWARE

UO 11 SOFTWARE. LARGE
340.2 FURNITURE

TOTAL OFFICE FURNITURE AND EQUIPMENT

U1 TMNSPORTATION EOUIPMENT - TRUCKS

TOOLS, SHOP AND GAMGE EQUIPMENT
343 1 SHOP AND GAMGE EQUIPMENT
3/.32 TOOLS AND WORK EOUIPMENT

TOTAL TOOLS SHOP AND GAMGE EOUIPMENT

U4 LABOMTORY EQUIPMENT
346 COMMUNICATIONEOUIPMENT
347 MISCELLANEOUSEOUIPMENT

Nots:
1/ Rebutlal Exhibit No. JJS-2.

2y Rebuttal Exhibit No. JJS-3



Line
No.

SUEZ WATER PENNSYLVANIA INC.

Adjustment to Payroll Taxes
For the Rate Year Ending December 31, 2019

Description

Docket No. R-201 8-3000834
Sunebuttial Schedule LKM- 21

1l Amount 2l

,l

2
3
4
5
6
7
8
I
10
11

Adjustment to Payroll

SocialSecurity

Medicare

FUTA

SUTA

TotalAdjustment

6.20o/o

1.45o/o

0.60%

2.39o/o

$ (93,614)

$ (5,804)

$ (1,357)

$ (562)

$ (2,238)

$ (9,961)

Notes:
1/ Exhibit No. CEH-2 Schedule 32, Adjustment No.31.
2/ Schedule LKM-10.



Docket No. R-201 &3000834
SunebuttalScheduleLKM- 22

Line

No.

SUEZ WATER PENNSYLVANIA INC.

Adjustment to Reflect Flow Back of Excess Defened Income Taxes
For the Rate Year Ending December 31, 2019

Description Amount 1l

1 Amortization of Excess Deferred Income Taxes $ -
2
3 Adjustment to Federal Income Tax

4
5

$-

Notes:
1/ Exhibit No. CEH-2 Schedule -4, Adjustment No.3.



Line

No.

1

2
3
4
5
6
7
8
9
10

11

12
13
'|'4
15

Description

Company Rate Base
Weighted Gost of Debt

Adjusted Interest Deduction
Interest Deductbn Per Company

Adjustment to Synchronize Interest Expense
Effective State lncome Tax Rate

Adjustment to State Inenme Taxes

Federal Income Tax Base
Federal Income Tax Rate

Adjustment to Federal Income Taxes

Notes:
1/ Schedule LKM-2, Page 1.

2/ Exhibit No. CEH-2-R, Schedule-34, Adjustment No.33.

SUEZ WATER PENNSYLVANIA INC.

Interest Synchronization Adjustment
For the Rate Year Encling December 31, 2019

Docket No. R-201 &3000834
Sunebuttal Schedule LKM- 23

Amount

$ 209,923,075 1l
2.130o/o

$ 4,471,361
5,065,736 Z

$ (594,375)
9.99o/o

59,378

(534,997)
21.OOo/o

1',,2.y9



Line
No. Description

SUEZ WATER PENNSYLVANIA INC.

Galculation of Overall Rate of Retum
For the Rate Year Ending December 31, 2019

Capitralization
Ratio Cost Rate

Docket No. R-2018-3000834
Sunebuttal Schedule LKM- 24

Weighted
Cost

1

2
3
4
5
6
7

Long-Term Debt
Short-Term Debt
Total Debt
Preferred Stock
Common Equity

Total

Notes:
Per OCA Witness Rothschild.

45.82%
0.00%

54.18o/o

100.007o

45.920k
0.00%

4.650/o

0.00%
2.13o/o

0.00o/o

2.13Yo

0.00%
4.38o/o

6.51%

4.650/o

0.00%
8.08%



BEFORE TIIE
PENNSYLVANIA PUBLIC UTILITY COMMISSION

Pennsylvania Public Utility Commission
v.

SUEZ Water Pennsylvania, Inc.
Docket No. R-2018-3000834

VERIFICATION

I, LAFAYETTE K. MORGAI.I, Jr., hereby state that the facts set forth in my Surrebuttal

Testimony, OCA Statement No. 1-SR, are tue and correct (or are true and correct to the best of

my knowledge, information, and belief) and that I expect to be able to prove the same at a

hearing held in this matter. I understand that the statements herein are made subject to the

penalties of 18 Pa.C.S. $ 4904 (relating to unswom falsification to authorities).

DATE: August 31,2018
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1 I. STATEMENT OF QUALIFICATIONS
a

2 Q. PLEASE STATE YOUR NAME AND ADDRESS.

3 A. Myname is Aaron L. Rothschild and my address is 15 Lake Road, Ridgefield, CT

4 06877.
a

s Q. WIIAT IS YOUR OCCUPATION?

5 A. I am a financial consultant specializing in cost of capital.

. 7 Q. WHAT IS YOUR EDUCATION AI\D EXPERIENCE?

8 A. I have a B.A. (1994) degree from Clark University in mathematics and an M.B.A. (1996)

9 from Vanderbilt University. I provided financial analysis in the telecom industry in the

O 10 United States and Asia Pacific from 1996 to 2001 and I have prepared rate of return

11 testimonies since 2002. See Appendix A for my resume.

L2 a. WHAT IS THE PURPOSE OF YOUR TESTTMOI{Y?

' 13 A. I am testifuing on behalf of the Offrce of Consumer Advocate ("OCA") to provide my

L4 recommendations to the Pennsylvania Public Utility Commission ("Commission") in the

15 SUEZ PA Pennsylvania Inc. ("SUEZPA" or the "Company'') rate proceedings regarding:t
16 1) cost ofequity, 2) capital structure, and 3) overall cost ofcapital.

T7 II. SIJMMARY OF CONCLUSIONS

O 18 a. PLEASE SUMMARIZE YOUR TESTIMOT\-Y.

19 A. I recommend the following for the Company:

20 . An overall cost of capital of 6.5tYo;
o

21 . A cost of equity of 8.08%;

22 . A capital structure containing 54.18% common equity arfi 45.82o/o long-term

a 23 debt;

24 . A long-term debt cost rate of 4.65%o.

o
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2

3

4

5

6

7

8

9

10

11

72

13

L4

15

a.

A.

a.

A.

ARE THERE ELEMENTS OF THE COMPANY'S COST OF CAPITAL

POSITION WHICH YOU ARE ADOPTING?

Yes. My overall rate of return recommendation is based upon SUEZ PA's proposed

capital structure of 45.82o/o debt and 54.18% common equity. I have also accepted SUEZ

PA's 4.65%6 cost rate for long-term debt. I have used the same Water Proxy Group of six

publicly-traded water utilities ("Water Proxy Group") as the Company's cost of capital

witness, Dylan W. D'Ascendis.l

PLEASE STIMMARIZE HOW YOU DETERMINED YOUR 8.08% COST OF

EQUITY RECOMMENDATION.

To arrive at my recommendations, I applied the Discounted Cash Flow Model ("DCF"),

including a Constant Growth and a Non-Constant Growth method to the Water Proxy

Group using data available through May or June 2018. I also used a Capital Asset

Pricing Model ("CAPM") analysis, as a check on the reasonableness of the DCF

indicated results. I then adjust the cost of equity indicated for the Water Proxy Group

I Mr. D'Ascendis sometimes refers to the same group of six water utilities as his "Utility Proxy Group."

2

TABLE 1: ALR RECOMMENDATION - SUEZ WATER PENNSYLVANIA lNC.

Overall Cost of Capital

Capital Structure
Ratios

45.82o/o

54.L8o/o

Cost Rate Weighted
Cost Rate

2.L30/o

4.38o/o

Long-Term Debt

Common Equity

4.650/o

8.08o/o

100.0olo 6.SLo/o

o



o

L

2

3Q.

a
downward to reflect SUEZ PA's lower financial risk, based on SUEZ PA's higher

common equity ratio relative to the Water Proxy Group average.

WHAT ARE THE KEY CONSIDERATIONS IN YOUR COST OF EQUITY

ANALYSN?

Because the cost of equity is not a published figwe like a bond yield, some interpretation

is required to determine the appropriate market price. My cost of equity recommendation

is based on my computation of what the market indicates investors require (return on

investment) to provide capital to companies with comparable risk to SUEZ PA. In my

CAPM, I use current market data, which measures investors' expectations directly,

instead of using interest rate forecasts and historical data. As Mr. D'Ascendis explains,

"marketplace data must be relied on in assessing a common equity cost rate"2 and the

cost of equity in this proceeding should be based on investor's expectations.3 However,

as explained below, Mr. D'Ascendis' cost of equity recommendation of between l0.40Yo-

11.50% is not market-based. My market-based perspective uses the forecasts represented

in market prices. This is superior to approaches that use "expert" forecasts, instead of

what the market expects as indicated by market data, for the following two reasons: l) the

actual cost of equity SUEZ PA will pay when it raises money will be determined by the

market and not by financial publications and 2) evidence supports that predicting capital

markets (e.g. interest rates, stock prices) is virtually impossible.a

I determined that the cost of equity for the average company in the Water Proxy

Group is 8.25%o.s This result is within the range of my Constant Growth and Non-

2 D'Ascendis' Direct Testimony, Statement No. 5, page 5, lines l3-14.
3 D'Ascendis' response to OCA-II-I l, a. and b.
4 Daniel Kahneman, Thinking Fast and Slow (New York: Farrar, Straus and Girou& 20ll):215.
5 Schedule ALR 2.
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a
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o

1 Constant Growth DCF results. which are between 7.6I% and 8.27%o.6 Mv CAPM result

2 of between 7Yo and 8%7 provides a check on the reasonableness of my DCF results.

TABLE 2: Gost of Equity Model Results

Stock Price

Average
for Year
05131t18

As
of

05t31t18

DCF - CONSTANT GROWTH

DCF . NON-CONSTANT GROWTH

CAPM

7.610/o

7.660lo

7o/o-8o/o

Source: Schedule ALR 23

I 4 a. rs youR cosr oF EeuITy RECoMMENDATIoN AppRopRrATE rN

5 CURRENT CAPITAL MARKET CONDITONS?

6 A. Yes. As explained in my general assessment of capital markets (see Section IV below),t
7 market data supports a historically low cost of equity for regulated utility companies like

8 SUEZPA. The following facts indicate that my 8.08% cost of equity recommendation for

O 9 SUEZPA is consistent with market data:

10 . High stock prices relative to book value and earnings;

tl o Historically low long-term interest rates;

o L2 o Low credit spreads;

13 . High U.S. Capacity Utilization.

6lbid.
7 Schedule ALR 7, pages l-5.

a
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9
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15
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L7
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a.

A.

a.

A.

DOES THE COMPANY'S COST OF EQUITY ESTIMATE CONFORM WITH

THE COMMISSION'S PREFERRED APPROACH?

No. The Commission has a long-standing preference for cost of equity based on DCF

analyses.8 Mr. D'Ascendis has identified a cost of equity rate for SUEZ PA within the

range of 10.40% to l1.50Yo.e The lowest end of this range, l}.40o , is significantly

above his DCF-based estimate of 9.I0%o. Mr. D'Ascendis' recommended range is based

in part upon the averaged result (12.12%) of two risk premium methods and the averaged

result (lI.3l%) of both CAPM and empirical CAPM ("ECAPM") analyses, as applied to

the Water Proxy Group. Mr. D'Ascendis conducted the same multiple analyses and

averaging to arrive at a I2.63Yo cost of equity estimate for a second Proxy Group

comprised of non-price regulated companies.lO In effect, results of variations on Risk

Premium ("RP") and CAPM analyses are directly incorporated trvice over in the

Company's cost of equity estimate. Mr. D'Ascendis' final recommended range of

10.40% to 11.50% is after an upward adjustment or adder of 0.20o/o for supposed size

risk, based on an estimate of SUEZ PA's capitalization as if a stand-alone company,

compared to the water utilities in the Water Proxy Group which include national water

utility holding companies.

HOW DOES THE COMPANY'S PROPOSED COST OF EQUTTY COMPARE TO

MARKET DPECTATIONS?

As shown in Table 3 below, Mr. D'Ascendis' I0.40yo-11.50% cost of equity

recommendation is considerably higher than retum expectations (6.6-9.28%) published

8 Pa. PUC v. Cit-v of Dubois, Dkt. No. R-2016-2554150, Order at88,96-97 (2017), Order on Recons. at2l-22
(2017); Pa PUC v. PPL Electric Utilities Corp., Dkt. R-20102-2290597, Order at S0-S2 (2012).
e D'Ascendis Schedule DWD-I, page 3.
r0 D'Ascendis Direct Testimony, StatementNo. 5, p. 37, Sch. DWD-I, page 3.

o
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13

L4

15

16

T7
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a.

by major consulting firms, brokerage houses and market data publications. As I will

explain further, Mr. D'Ascendis' cost of equity recommendation is above current investor

expectations. This is due to flaws in his models and because he rejected the interest rate

forecasts incorporated in market prices in his RPM and CAPM methods. As such, these

methods should be accorded no weight as a check on the reasonableness of his DCF

method. I show in Chart 5 later in my testimony that these non-market-based forecasts

used by Mr. D'Ascendis have not been accurate. Furthermore, analysts' earnings

forecasts used by Mr. D'Ascendisll in his DCF analyses have been shown to be overly

optimistic.l2

DO YOU AGREE WITH MR. D'ASCENDIS' USE OF A SECOND PROXY

GROUP AND ASSOCIATED COST OF EQUITY ESTIMATE?

No, I do not. I do not agree with Mr. D'Ascendis' use of a non-price regulated proxy

goup because they are not comparable in risk to SUEZ PA. A regulated utility company

like SUEZ PA can apply for a rate increase when economic conditions change, while

non-price regulated companies have no such option.

DO YOU AGREE WITH MR. D'ASCENDIS' UPWARD RISK ADJUSTMENT OF

0.20Vo?

No, I do not. Conceptually, Mr. D'Ascendis' adjustment for size differences in

capitalization is not j ustified.

WHAT COST OF EQUITY AND OVERALL RATE OF RETURN HAS SUEZ PA

EMPLOYED IN ITS BASE RATE FILING?

rr As shown on Schedule ALR 3, pages2 and 3, I include Value Line's future expected return on book equity and
Zacks consensus 5-year EPS growth rate forecast into my analysis but I also consider recent actual refums on book
equity because, as the cited study shows, investors know these forecasts can be overly optimistic.
12 Marc H. Goedhart, Rishi Raj and Abhishek Saxena, Equity Analysts: Stilt too bullish, Spring 2010.

a.

A.

a.
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2

3

4

A. According to the Company's Statement of Reasons Proposed Base Rate Increase, "The

Company is requesting an overall rate of return of 7.95Yo, which includes a return on

equity of 10.75% and a cost of debt rate of 4.65%o."13 Mr. D'Ascendis recommends a

cost of equity for SUEZ PA within a range of I0.40Yo to 11.50%. He does not address

why a 10.75% cost of equity is appropriate for SUEZ PA.5

6

Sources:

[1] Mr D'Ascendis's Direct Testimony, Satement No. 5, page 2, lines 15-15.

[2] Schedule ALR 2

[3] Charles Schwab - Why Market Rebrrns May Be Lower in the Future, March 73,2077
[4] Diminishing Returns: Why Investors May Need to Lower Their Expectation, McKinsey Global Institute, May 2016, Exhbit A4

Real returns are presented at4.0 to 5.0 (slowgrowth scenarioJ and 5.5 to 6.5 (Growth-recoveryscenario).
Adding a 2.2o/o infTation expectation puts Mckinsey's return estimates at 5.6 to 8.7

9

10 III. CAPITAL STRUCTURE, COST OF DEBT AND OVERALL RATE OF RETURN

LL A. WIIAT IS THE COMPANY'S REQUESTED CAPITAL STRUCTURE?

72 A. The Company is requesting that the actual capital structure of SUEZ Water Resources

13 ("SWR"), SUEZ PA's parent, at January 31, 2018 be used to set rates in this proceeding.

13 SUEZ PA Statement of Reasons Proposed Base Rate Increase; see also SUEZ PA Exhibit CEH-I, Sch. 1.2.

7

TABLE 3: COST OF EQUITY COMPARISON

Nominal
SUEZ PA Witness D'Ascedis Recommendation (April 2018) LO.N% - Lt.sO% t1l

Rothschild - Water 8.08%

Charles Schwab - Long-term Market Returns (March 2018)

U.S. Large Capitalization Stocks

U.S. Small Capitalization Stocks

McKinsey Global lnstitute (May 2016)

5s0%
7.20%

6.6-8.7%
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The requested capital structure consists of 45.82% long-term debt, 0.00% short-term debt

and 54.l8Yo cornmon equity. la

WHAT CAPITAL STRUCTURE ARE YOU RECOMMENDING FOR SUEZ PA?

I recommend using the actual capital structure of SWR, as requested by the Company,

containing 54.18% common equity and 45.82% long-term debt. (See Table 4) Because

the Water Proxy Group average capital structure has a lower common equity ratio than

SWR, I have reduced my cost of equity estimate of 8.25% for the Water Proxy Group by

0.17% to a cost of equity of 8.08% for SUEZ PA, to account for lower financial risk.ls As

shown in Table 4 below, SUEZ PA is requesting more cornmon equity (54.15%) than the

Water Proxy Group average. A higher common equity ratio indicates lower debt, lower

interest payments and therefore lower financial risk.16

[1] Mr D'Ascendis's Direct Testimony, Satement No. 5, page 9, lines 14-19.

[2] Schedule ALR 8, page 1

WI{AT DID YOU USE FOR THE COST OF DEBT?

I used the Company's proposed cost of long-term debt of 4.65yo.r7

ra D'Ascendis Direct Testimony, Statement No. 5, page 10, lines l4-19.
15 I found a}.}4%oreduction in the DCF cost of equity results for every lVo increase in the common equity ratio.
t6 54.18yo (SLIEZ PA requested common equity) - 49.92% (Water Proxy Group common equity ratio) : 4.26%.
4.26%X0.04%= 0.17% reduction in SUEZ PA's cost of equity to account for the lower financial risk from a higher
common equity ratio than the Water Proxy Group.
r7 D'Ascendis Direct Testimony, StatementNo. 5, page 10, lines 16-20.
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13
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o
15

TABTE 4: Capital Structure Comparison

Long-Term Short-Term
Debt Debt

Preferred Common
Stock Equity

SUEZ PA Requested [1]
Water Proxy Group [2]

45.82o/o

40.460/o

0.00o/o

9.48o/o

0.00o/o 54.L8o/o

0.13o/o 49.92o/o
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a
PLEASE ST]MMARIZE YOUR RECOMMEI\DATIONS.

My overall recommendations for the Company's capital structure and rate of return are

provided in Table 1, which is reproduced below.

ABLE 1: ALR RECOMMENDATION - SUEZ WATER PENNSYLVANIA lNC.

Overall Cost of Capital

Capital Structurc
Ratios

45.82o/o

54.t8o/o

Cost Rate Weighted
Cost Rate

2.t3o/o

4.38o/o

Long-Term Debt

Common Equity

4.650/o

8.08o/o

100.0olo 6.Sto/o

IV. COST OF EQUITY IN TODAY'S FINANCIAL MARKET

HOW DOES YOUR COST OF EQUITY RECOMMEI\DATTON RELATE TO

THE CURRENT FINANCIAL MARKET?

The United States economy has been experiencing high stock prices, low unemployment,

reasonable global growth, low bond yields, and low inflation expectations. In July 2017,

a Wall Street Journal writer described the current economy as a "Goldilocks'

economy."l8 These favorable economic conditions have led to high price-to-eamings

ratios for water utility stocks (See Chart 2) which indicate, consistent with DCF cost of

equity results that the cost of equity for water utility companies is at historical lows.

Rates should be set in this proceeding based on the current low cost of capital

environment and re-evaluated should conditions change in the future. Since the

18 "Everything Is Awesome! Now Is the Time to Sell", Wall Street Joumal, July 6,2017.
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beginning of 2018, the trade policy has added some risks to companies with exposure to

international markets. However, regulated water companies have limited expostue to the

adverse effects of a possible trade war. In fact, regulated water companies present an

opportunity for investors looking for a way to shed trade policy risk. As I will explain

below, despite increased concerns about tariffs, the favorable times for raising capital

(including for regulated water utility companies) remain. The current capital markets

indicate that an 8.08% retum on equity for investing in a regulated utility like the SUEZ

PA is conservatively high. Equity investors are paying a higher price for earnings than

the historical average, interest rates remain low by historical standards, and yield spreads

are low. Lower than average yield spreads indicate a cost of equity lower than the

historical average. As discussed below, despite some increased investor volatility

expectations earlier this year,le as indicated by the Market Volatility Index (*VIX"),20 all

other major market indicators support a relatively low cost of equity. Later in my

testimony, I present the results of financial models (e.g. DCF and CAPM). It is important

to consider these results in the context of current financial market conditions as follows:

1. STOCKS ARE EXPENSM. As the S&P 500, Dow Jones Industrial Average

and other stock indices increase, investors are paying more for the same earnings,

including for utility stocks, than the average of the past l0 years,2l, indicating that

the cost of equity is lower than average.

2. INTEREST RATES. Long-term U.S. Treasury yields are near historic lows (see

Chart 5 in "lnterest Rates" section of my testimony below), and Federal Reserve

re As shown in Chart 7, investors' volatility expectations are significantly lower than during the financial crisis of
2008.
20 The VIX index is a market indicator that allows us to see what investors expect volatility to be in the future, as
discussed in more detail later in my testimony.
2r As of May 31,2018, the S&P 500 has a Price-to-earnings ratio (25) nearly twice the average (15.70) since 1880.
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Chair Jerome Powell said in a press release conference on March 21,2018 that,

"We're trytng to take the middle ground, and the committee continues to believe

that the middle ground consists of further sradual increases in the federal-funds

rate."22 Before the Fed arulouncement about the recent rate increase, traders in

futures markets already anticipated the Fed would raise rates a total of three times

this year and placed a roughly 40%o probability on at least fow interest-rate

increases this year.23 Futures market data indicates that market prices reflect

investor expectations regarding Fed policy and therefore there is no need to use

Blue Chip interest rate forecasts as a proxy for the risk-free rate in a CAPM as

Mr. D'Ascendis has done.

LOW CREDIT SPREADS. The spread between the yield investors demand to

purchase U.S. Corporate Bonds and U.S. Treasury bonds remain at historical

lows, which is consistent with relatively high U.S. capacity utilization. Low credit

spreads and high capacity utilization indicate a low cost of equity.

VOLATILITY E)PECTATIONS. Historically low credit spreads and high

U.S. capacity utilization2a (see Chart 9) persist despite some increased investor

volatility expectations. As explained below, this indicates the cost of equity

remains at historically low levels.

22 "Fed Raises Rates and Signals Faster Pace in Coming Years" The Wall Sheet Joumal March 21, 2018 (emphasis
added).
23 c'rp"6 Raises Rates and Sigrrals Faster Pace in Coming Years" The Wall Street Journal March 21, 2018.
2a The percentage of resources used by manufacturing, mining, and electric and gas utilities companies for their
facilities in the United States.
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A. Stocles Price Trends

A. WHAT,IF ANYTHING, DOES THE STOCK MARKET DATA INDICATE WITH

REGARD TO THE COST OF EQUITY?

A. As stock prices have increased significantly in recent years, the price-to-earnings ratios

have increased as well. This indicates that the cost of equity may be decreasing along

with the higher stock prices. As shown in Chart I below, the S&P 500 Index value and

the stock prices of the Water Proxy Group have increased significantly since SUEZ PA's

predecessor United Water Pennsylvania, Inc. ("UW PA") filed testimony in their last rate

case (R-2015-2462723).The Water Proxy Group has increased by almost 64.6% while

the S&P 500 has increased bv 28.5Yo.

OLL
12

a

Chart 1: Water Prory Group Portfolio
Stock Price Performance

Compared to S&P 500 Index
Jan 2015 - May 2018
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a. WHAT ARE THE PRICE-TO.EARNINGS RATIOS INDICATING FOR THE

BROADER MARKET AND THE WATER PROXY GROUP?

As shown in Chart 2 below, the price-to-earnings ratio of the S&P 500 has increased

from about 20 to over 25 between January 2015 and May 2018. Over this same time

period the price-to-earnings ratio of the Water Proxy Group has increased from about 23

to over 30 as of May 2018. As investors are willing to pay more (higher price-to-

earnings ratio) for the same eamings this indicates that the cost of equity is decreasing.

The price-to-earnings ratios indicates that equity costs are lower for SUEZ PA than when

it filed their last rate case (R-2015-2462723\ in20l5.2s

Chart 2: Trailing l2-Month Price-to-Earnings Ratio
Jan 2015 - May zOLg

a
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- 
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25 Price-to-earnings ratios have been increasing since before SUEZ PA's 2015 rate case, which indicates the cost of
equity has been on a long-term down trends. The ten-year (2008-2018) average of the S&P's price-to-eamings ratio
1 7, significantly lower than it is today - over 25 as of May, 2018.
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DOES ADDITIONAL EVIDENCE INDICATE STOCKS ARE EXPENSTVE?

Yes. The Shiller ratio is a common way to measure if stock retum expectations are

relatively high or low. A higher Shiller ratio indicates lower returns expectations and

possibly a lower cost of equity. A low Shiller ratio indicates that stocks may be relatively

cheap, investors can expect higher returns and the cost of equlty is possibly higher. A

Wall Street Joumal article stated the Shiller ratio is "one of the most widely followed

ways of measuring stock valuations."26 The Shiller ratio is known as the cyclically

adjusted price to earnings ratio and is the price-to-earnings ratio based on average

inflation-adjusted earnings from the previous 10 years.

As shown in Table 3 below, the Shiller ratio (currently over 30) is high by

historical measures and has been increasing in recent months. The long-term average of

the ShillerRatio since 1881 is 16.94.27 The currentlyhigh Shillerratio is consistentwith

other indicators (e.g. increasing Water Proxy Group stock prices and price-to-earnings

ratios) that support a historically low cost of equity.

o

o

a

o

o

a

o

o

a

26 "Stock Prices: Is 'Quite High' Too High?, Wall Street Journal, May I 5, 2015.
2? http://www. gurufocus.com/shiller-PE.php
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Chart 3: Cyclically Adjusted Price Earnings Ratio
1881 - 2018
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2 B. Interest Rates

3 Q. DO INVESTORS EXPECT LONG TERM U.S. GOVERNMENT BOND YIELDS

4 TO STAY AT THESE LOW LEVELS?

5 A. Yes. The Fed has been gradually increasing the yields on short term U.S. Treasuries and

6 although there were increases in yields on long-term U.S. government bonds in the recent

7 months, it is still within the range it has been in for the past three years, which has been

8 between 2.18% and3.I2%. As of May 31,2018, the yield on the 30-Year U.S. Treasury

9 bond is at 3.00To, only about 20 basis points higher than when SUEZ PA filed its last rate

15
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case in 2015.28 As shown in Chart 4 below, yields on 30-year U.S. treasuries remain low

bv historical measures:

CAI\ YOU PLEASE PUT THE CURRENT INTEREST RATE ON 3O.YEAR U.S.

TREASURY BONDS INTO HISTORICAL PERSPECTTVE?

Chart 4 above shows that the yield on 3O-year U.S. Treasury bonds has been in a long-

term downward trend since the very early 1980's when the annual yield peaked just

below I4%o. As of May 31, 2018, the yield on 30-year Treasury bonds remains at the

historically low yield of approximately 3.0%o that has persisted since the end of 2016.
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28 The yield on 30-Year U.S. Treasury bond averaged2.8ls% in 2015.
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CHART 4: 3O-Year U.S. TreasuryYield
Feb L977 - May 2018
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PLEASE COMMENT ON HOW RECENT ACTION TAKEN BY THE FEDERAL

RESERVE TO RAISE THE FEDERAL FUNDS RATE RELATE TO BONI)

YIELDS SHOWN IN CHART 4.

The yields on 3O-year U.S. Treasury bonds are market based and therefore reflect

investors' expectations. Since bond prices and yields are inversely related, an investor

who expected long-term interest rates to increase soon would not purchase 30-year U.S.

treasuries because they would lose money. In a liquid market like those for 30-Year U.S.

Treasury bonds, the yield reflects interest rate expectations of the marketplace. The

current yield on 30-year U.S. Treasury bonds is based upon a market with investors who

are aware of the comments by the Federal Reserve. On June 13, 2018, the Board of

Governors of the Federal Reserve voted to raise the target Federal Funds rate 0.25o/o from

1.50-1.75%to I.75-2.0Yo. The Committee stated the following:

The Committee expects that frrther gradual increases in the targetrange for the
federal frrnds rate will be consistent with sustained expansion of economic
activity.2e

Fed-fi.rnds futures are indicating that investors believe the Federal Reserve will

continue to increase short-term interest rates consistent with the Committee's June press

release. For example, the market-implied probability that the 3-month Federal Funds rate

will reach 2.75-3.00% is almost zero (0.30Yo).30 If investors expected short-term interest

rates to increase significantly in the short-term, the market-implied probability of the 3-

month Federal Funds rate reaching 3% would be higher.

It is important to recognize that current long-term interest rates represent a direct

observation ofinvestor expectations and there is no need to use "expert" forecasts such as

2e Federal Reserve Press Release, June 13,2018.
30 Chicago Mercantile Exchange & Chicago Board of Trade (CME Group Inc.), July 4, 2018.
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Blue Chip to determine the appropriate risk-free rate to use in a CAPM or any other cost

of equity calculations.

DO YOU KNOW WHAT INTEREST RATES WILL BE IN THE FUTURE?

No. Although Jerome Powell, the Federal Reserve Board Chair, has said that he expects

further gradual increases in federal fund rates, he emphasized the uncertainty surrounding

forecasting the economy and the financial markets in a recent speech, stating:

You could imagine narratives in which that [forecast] would make sense, but
honestly, I wouldn't put too much on that.3l

Many economists and forecasters will continue to be quoted in the press prognosticating

on possible developments that are truly unpredictable. The Nobel Laureate Economist

Daniel Kahneman stated the following regarding forecasting:

It is wise to take admissions of uncertainty seriously, but declarations of high
confidence mainly tell you that an individual has constructed a coherent story in
his mind, not necessarily that the story is true.32

Kahneman also found that the trading industry is based on an "illusion of skill."

SUEZ PA's actual cost of capital is based on the current capital markets, and the

Commission should not give weight to forecasts that claim to be smarter than the market,

as such forecasts have been repeatedly found to be unreliable. More fundamental to

economic regulation, the substitution of analysts' forecasts for market-based indicators

violates ratemaking principles; namely that the cost of equity should be market based.33

ARE YOU AWARE OF ANY STUDIES THAT HAVE SHOWN THE

CHALLENGES OF FORECASTING FINANCIAL MARKETS?

3r "Fed Raises Rates and Signals Faster Pace in Coming Years" The Wall Street Joumal March 21, 2018.
32 Daniel Kahneman, Thinking Fast and Slow (New York: Farrar, Straus and Giroux, 2011):212.
33 The U.S. Supreme Court in the Hope and BlueJield cases, established that the cost of equity should support a
utility's credit, enable raising money, assure financial soundness and "be commensurate with returns on investments
in other enterprises having corresponding risks."
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A. Yes. A Duke University study published in 2010 demonstrated U.S. financial executives

were over- confident in their ability to predict financial markets. The Chief Financial

Offrcers ("CFOs") in the study estimated the returns of Standard and Poor's Index over

the following year. The 80% confidence interval provided by the CFOs contained only

33o/o of the realized returns.3a The correlation between their estimates and the true value

of returns was slightly less than zero.

An additional 2010 study conducted by McKinsey and Company to determine the

accuracy of analysts' eamings forecasts found that the analysts were overly optimistic,

slow to revise their forecasts, and prone to making increasingly inaccurate forecasts

during economic downturns. Moreover, as indicated by P/E ("price/earnings") ratios,

investors' expectations were more conservative. 35

HAVE THE BLUE CHIP INTEREST-RATE FORECASTS USED BY MR.

D'ASCENDIS BEEN ACCURATE?

No. As Chart 5 below shows, Blue Chip Financial forecasted in2012 that 3O-Year U.S.

Treasury bonds would be over 5%by 2018 but they continue to hover around 3olo.

34 Itzhak Ben-David, John R. Graham, Campbell R. Harvey, Managerial Miscalibration,July 2010, page 30.
35 Marc H. Goedhart, Rishi Raj and Abhishek Sar<en4 Equity Analysts: Stitt too bullish, Spring 2010, page 14.
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Chart 5: Dec 2010 Blue Chip Financial Forecasts
Vs. Actual 10 Year U.S. Treasury Yields
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The time period chosen in Chart 5 was chosen to provide a concrete example.

Blue Chip's interest rate forecasts have been inaccurate persistently for decades. A recent

paper published by the Congressional Budget Office determined Blue Chip consensus

forecasts exhibited "significant positive bias" between 1984 and2012 and "have become

more biased and less accurate over time."36
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7 C. Low Credit Soreads

8 Q. WHAT DO LOW U.S. TREASURY YIELDS MEAN FOR THE COST OF

9 EQUITY?

10 A. Historical market data indicates that a low interest rate environment, like we have now,

11 indicates a low cost of equity. Chart 6 below shows that as interest rates decrease, the

72 yield credit spread between Baa rated corporate bonds and U.S Treasuries, which is a

13 proxy for the cost of equity, has remained relativity stable (except for the great

36 Did Treasury Debt Markets Anticipate the Persistent Decline in Long-Term Interest Rates?, Congressional Budget
Office, Edward N. Gamber, page 2. This paper can be found at: https://www.cbo.gov/svstem/files/l I 5th-consess-
20 I 7-20 I 8/workin gpaper/5 3 I 5 3 -interestrateswp.pdf
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recession). This chart indicates that the cost ofequity decreases as interest rates decrease

because the extra yield investors demand, to purchase Baa rated corporate bonds and

equities, is over a lower "risk free"37 rate of return.

D. Volatilitv Expectations

A. WHAT IS YOUR BASIS FOR CLAIMING THAT INVESTORS VIEW THE

MARKETS AS LESS RISI(Y?

A. The Market Volatility Index ("VD(') is a market indicator that allows us to see what

investors expect volatility to be in the future. Volatility, uncertainty and risk are

synonymous. Therefore, the VIX index can be a valuable tool to determine investors'

assessment of the riskiness of financial markets. This is a more direct route than trying to

monitor world events, analysts' forecasts and surveys. This direct route has not only

37 The return on investments with no chance of loss. For example, short-term U.S. Govemment bonds are virtually
risk-free rate because the U.S. Govemment can print money to avoid default.
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CHART 5: Baa Rated Corp Bond Yield - 20-Year U.S. TreasuryYield
Jan 1997 - April2018
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proven to be more accurate than forecasts and interpretations, but is also aligned with the

principle that the cost of capital is a market-based concept.

PLEASE EXPLAIN FURTHER WHAT TIIE VIX INDEX IS AND IIOW IT IS

ESTABLISHED.

The Chicago Board Options Exchange ("CBOE") VIX is based on options on the S&P

500 Index and reflects the market consensus expected volatility in the S&P 500 over the

next 30 days on an annual basis. It is sometimes known as the "fear index."

WHAT IS THE MARKET PRICE OF THE VIX CURRENTLY, AND HOW DOES

TIIIS COMPARE TO PRICES DURING THE GREAT RECESSION?

As of May 3I , 2018, the VD( Index was trading at 15 .43 , indicating that investors expect

an annualized change of 15.43%o over the next 30 days. At the height of the financial

crisis in 2008, the VD( Index was trading at over 80, indicating that investors expected an

annualized change of over 80olo over the same 30 day period. As can readily be seen in

the chart below, the VIX Index is significantly lower than it was during the financial

crisis and is nearing pre-crisis levels.
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CHART 7: VIX Ind€x Jan 2007 - May 2018
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IS THERE MARKET DATA AVAILABLE THAT SHOWS WHAT THE

MARKET EXPECTATION IS FOR "VOLATILITY OF VOLATILITY' TO BE

OVER THE NEXT 30 DAYS?

Yes. A volatility index, under the ticker symbol "wx," (see Chart 8b, below) is based

on the same methodology as the VIX but structured to measure the market's expectation

of the volatility of the VIX itself.

IS THE VVIX ALSO INDICATING THAT INVESTORS' EXPECTATIONS OF

VOLATILITY ARE UP?

Yes. As of May 31,2018, the WIX was trading at 100.63 indicating investors expect an

annualized change of 100.63% over the next 30 days on an annual basis. This is

significantly lower than during the financial crisis in 2008.
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CHARTS: WIX - Jan 2007 - May 2018

WHAT, IF AI\-YTHING, DOES A HIGH VIX INDEX INDICATE WITH

REGARD TO THE COST OF EQUITY?

Generally, as the VIX increases, investors view the market as more risky. However, it is

important to consider the level of the VD( Index in the context of other market data and

the overall market. High stock prices (as indicated by price-to-earnings ratios), low credit

spreads, and high U.S. capacity utilization indicate that investors' increased volatility

expectation is not leading to a higher cost of equity. As shown in Chart 9 below, there is

an inverse correlation between U.S. capacity utilization rates and credit spreads.38

Capacity utilization is the ratio between actual output of corporations and the maximum

that could be produced with existing plant and equipment. During the worst of the

financial crisis (2008-2009) investors demanded a return of over 5Yo more to invest in

Corporate bonds (Baa) than U.S. Treasury Bonds. While this yield spread was high, U.S.

s0.00
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3E With stable operational cash flow, creditors are likely confident they will be paid.
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corporations were utilizing less of their installed productive capacity. During the financial

crisis, yield spreads were high, volatility expectations were high (Chart 7) and capacity

utilization was low. As shown in Chart 9 below, U.S. companies were putting about 80%

of their productive capacity to use before the financial crisis and as low as 670/o duing

the crisis. This same chart shows that U.S. companies are utilizing over 77Yo of capacity

today. Relatively low yield spreads and high capacity utilization indicates that the cost of

equity is low and investors do not have much to fear regarding the health of the economy.

To the degree the VIX is sometimes an indirect measure of "fear" it does not appear to be

the case currentlv.

10

Chart 9: US Capacity Utilization vs Yield Spread
Jan 2000 - May 2OtB
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V. COST OF EQUITY CALCULATION

2 A. Ovemiew

3 Q. PLEASE PROVTDE YOUR DEFINITTON OF THE COST OF CAPITAL.

4 A. The cost of capital is the return investors require to provide capital to SUEZ PA based on

5 current capital markets. My cost of equity ("COE") recommendation is my opinion of the

6 return investors require to provide equity capital to SUEZ PA based on current capital

7 markets. My current market-based framework is superior to methodologies based

8 primarily on historical data (e.g. beta and equity risk premium based on historical data)

9 and opinions3e of what the market-based cost of equity will be in the future, for two

10 reasons:
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. The cost of equity that SUEZ PA has to pay investors is based on capital markets.

Interest rates remain at historical low levels after a persistent downtrend since the

early 1980s (See Chart 4 above). It is possible interest rates will increase, but if the

marketplace expected interest rates to change, then that would already be part of

current prices.

o Capital markets are unpredictable. Regarding capital markets' unpredictability,

investment guru Wa:ren Buffet recently gave the following advice to investors:

They should not listen to a lot of the jabbering about what the market is going to
do tomorrow, or next week or next month because nobody knows.aO

Research I present later in my testimony supports Mr. Buffet's advice to investors and

my opinion that the cost of equity should be based on current capital markets.

3e Often using forecasted interest or stock price movements.
40 PBS News Hour, June 26,2017,Part I - America should stand for more than just wealth, says Warren Buffett.
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My cost of equity recommendation is consistent with the ratemaking principles

established by the U.S. Supreme Court in the Hopeat and Btuefielda2 cases, which

established that the cost of equity should support a utility's credit, enable raising money,

assure financial soundness and "be commensurate with refurns on investments in other

enterprises having corresponding risks."a3 ln Bluefield, the Supreme Court stated:

The retum should be reasonably sufficient to assure confidence in the
financial soundness of the utility and should be adequate, under efficient
and economic management, to maintain and support its credit and able to
raise the money necessary for the proper discharge of its public duties.
Rate of return may be too high or too low by changes affecting
opportunities for investrnent, the money market and business conditions
generally.aa

Mr. D'Ascendis, for the most part, defines the cost of capital as "market-based."45

He explains that he uses "market prices."46 However, he relies on Blue Chip interest rate

forecasts instead of current market yields in his Capital Asset Pricing Model ("CAPM")

analysis, and the risk premium portion of his CAPM analysis includes historical

premiumsaT instead of investors' expectations as revealed in current market prices.

Current market prices of stocks and bonds reflect investors' forecasts for long-

term interest rates and capital markets in general. If, indeed, investors in aggregate should

be expecting an increase in interest rates, adding a separate factor for this on top of what

is already indicated in market prices would amount to a double-count.

ar Federal Power Comm'n v. Hope Natural Gas Co., 320 U.S. 591 (1944) ("Hope").
a2 Bluefield Water Works Improvement Co. v. Pub. Serv. Comm'n,262U.5.679 (1923) ("Bluefietd').
a3_Hope,320 U.S. at 603.
44 Blue|ield, 262 U.S. at 693.
a5 D'Ascendis Direct Testimony, Statement No. 5, page 12,lines l3-15.
46Ibid.
47 Ibid. Schedule DwD-s, page2 of 2.
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WHICH COMPANIES DID YOU INCLUDE IN YOUR COMPARABLE GROUP

OF UTILITY COMPANIES TO DETERMINE YOUR COST OF EQUITY

RECOMMENDATION?

I included the following six utility companies, referred to as the Water Proxy Group: (1)

American States Water, (2) American Water Works, (3) Aqua America, (4) California

water Service Group, (5) Middlesex Water Company, and (6) York water Company.as

HOW DrD yOU ARRTVE AT YOUR COST OF EQUITY

RECOMMENDATIONS?

I used both a constant growth and non-constant growth Discounted Cash Flow ("DCF")

method. My constant growth DCF method determines growth based on the sustainable

retention procedure. My non-constant growth method is based on estimated dividend

growth for the next 5-years and capital gains. Additionally, I used a CAPM based on

current market data as a check. I explain the theory behind both the DCF and CAPM

methods below.

B. Discounted Cash Flow

HOW DID YOU ARRIVE AT YOUR DCF.BASED COST OF EQUITY

RECOMMENDATION?

I used the constant growth form of the Discounted Cash Flow ("DCF") method that

determines growth based on the sustainable retention growth procedure. I used a non-

constant DCF method as a check. My constant growth form DCF analysis indicates a

cost of equity range of between 7.61% and 8.27% for the Water Proxy Group.ae The

results of my non-constant DCF method indicates a cost of equity of 7 .67Yo for the Water

aE See, D'Ascendis Schedule DWD-2, page 1.
ae See Schedule ALR 2.
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Proxy Group.50 Based on these results from my constant growth and non-constant

growth DCF methods I concluded that an 8.25% cost of equity for the Water Proxy

Group is conservatively high.

WIIAT IS THE DISCOUNTED CASH FLOW METHOD?

The Discounted Cash Flow, or DCF method, is an approach to determining the cost of

equity which recognizes that investors purchase common stock to receive future cash

payments. These payments come from: (a) current and future dividends, and (b) proceeds

from selling stock. A rational investor will buy stock to receive dividends and to

ultimately sell the stock to another investor at a gain. The price the new owner is willing

to pay for stock is related to the future flow of dividends and the future expected selling

price. The value of the stock is the discounted value of all future dividends until the stock

is sold plus the value of proceeds from the sale of the stock. For example, if the cost of

equlty is 9Yo and the dividend is $1 per share, then the $1 dividend paid out next year is

today worth S1/[$1+.09] which equals $0.92 reflecting the discounted present value.

HAVE INVESTORS ALWAYS USED THE DCF METHOD?

While investors who buy stock have always done so for future cash flow, the DCF

approach first appeared in the 1937 Haward Ph.D. thesis of John Burr Williams titled The

Theory of Investment Value. "Williams' model for valuing a security calls for the investor

to make a long-run projection of a company's future dividend pa5rments ..."51 The

Williams DCF model separately discounts each and every future expected cash flow. Its

accuracy is therefore unaffected by non-constant growth rates. Myron Gordon and Eli

50 See Schedule ALR 4.
5r P. BERNSTELN, Capital ldeas: The Improbable Origins of Modern Wall Street (The Free Press, @ 1992).
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Shapiro who helped to make this method widely used, referred to Williams' work in their

paper published in 1956 "Equipment Analysis: The Required Rate of Profit."

HOW DID INVESTORS EVALUATE STOCKS BEFORE WILLIAMS

INTRODUCED THE DCF METHOD?

Before the DCF method, investors used methods such as P/E ratios (or its reciprocal the

E/P ratio, or earnings yield), or dividend yield (D/P). While these methods are still used

today, knowledgeable investors are aware that they are very incomplete and provide only

rough guidelines to investment value.

The appropriate P/E ratio for a company with high growth prospects can be much

higher than for a company with meager growth opporhmities. Therefore, P/E ratios alone

do not predict the total return an investor expects to earn from purchasing stock in that

company. Similarly, the D/P analysis cannot distinguish important diflerences between

companies with similar D/P ratios but vastly different prospects for future dividend

payments. By concentrating on both current dividends and future expected dividend

payments, the Williams or non-constant DCF model filled in the major gaps in the P/E

ratio and D/P methods. I will discuss the use of the non-constant erowth form of the DCF

model in detail later in my testimony.s2

s2 I use the result of my non-constant growth method as a check on my constant growth DCF result. See Schedule
ALR2 for the results of both of these methods.
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7 1. Constant Growth Form of the DCF Model
e

2 Q. YOU STATE YOU USED THE CONSTAT\T GROWTH FORM OF THE DCF

3 MODEL. WHAT IS THE CONSTAIIT GROWTH FORM OF THE DCF MODEL?

O 4 A. The constant growth form of the DCF model is a form of the DCF method that can be

5 used in determining the cost of equity when investors can reasonably expect that growth

6 of retained earnings and dividends will be constant.

O 7 Q. wHAT ARE RETAINED EARNINGS?

8 A. Retained earnings are funds that a company keeps to grow and invest in business or pay

9 offdebt.

o 10 a. wHY DO IIYVESTORS LOOK AT THE GROWTH OF RETATNED EARNTNGS?

LL A. Retained earnings show investors whether the company is growing which, in turn, is a

L2 measure of the future indicator of the value of a company's stock.o
13 a. DESCRTBE HOW THE CONSTANT GROWTH MODEL WORTG.

t4 A. The constant growth model is described by this equation k: D/P + g, where:53

O 15 k: cost of equity;

15 D=Dividend rate; and

t7 P:Market price of stock.

O 18 In the above equation:

19 g:the growth rate, where 5 br f sv;

20 b{he earnings retention rate;

o- 2L =rate of return on common equity investment;

22 v{he fraction of frrnds raised by the sale of stock that increases the book value of
23 the existing shareholders' common equity; and

o
53 M. GORDON , Cost of Capital to a Public Utility, at 32-33 (MSU Public Utility Studie s 197 4).
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A.

s{he rate of continuous new stock financing.

The constant growth model is therefore correctly recognized to be:

IFD/P + (br +sv)

WHAT OTHER FACTORS IMPACT THE USE OF THE CONSTANT GROWTH

FORM OF THE DCF MODEL?

Sufficient care must be taken to be sure that the growth rate"g" is representative of the

constant sustainable growth required for the answer from the constant growth form of the

DCF model to be meaningful. In order to obtain a creditable constant growth DCF result,

the mathematical relationship between earnings, dividends, book value and stock price

must be respected.

For example, suppose one is faced with a situation where Value Line forecasts are

being used as a source for inputs and Value Line projects different growth rates for

eamings per share and dividends per share. Under such conditions, the earnings per share

growth rate does not provide a reasonable proxy for earnings per share growth, and

dividends per share and stock price growth as well. Consider the following:

1. It is the lower dividend growth rate that makes it possible for more

earnings to be retained, which in turn makes the eamings per share growth rate

higher than it would be if dividends had in fact been modeled by Value Line to

keep pace with earnings per share growth.

2. The lower dividend growth rate than both the earnings per share growth

rate and the stock price growth rate means that the dividend yield will be going

down. Yet, the constant growth form of the DCF model has no mechanism to

account for the lower dividend yield investors would eet if the Value Line

projections were correct.

o
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Using an earnings per share growth rate in the constant growth form of the DCF

model will therefore result in an overstatement of the cost of equity whenever the

earnings per share growth rate that has been modeled by the analyst was derived along

with an expectation of a lower dividend growth rate. This is because under these

conditions, the dividend yield portion of the constant growth form of the equation will be

overstated.

The basic difference between the use of an analysts' earnings per share growth

rate in the constant growth DCF formula and using the "br" (b-he earnings retention rate

X the rate of refurn on common equity investment) approach is that the "br" form, if

properly applied, eliminates the mathematical error caused by an inconsistency between

the expectations for earnings per share growth and dividends per share growth. Because

of the elimination of mathematical problems in the constant growth form due to

inconsistencies between the earnings per share and dividends per share growth rate, the

accuracy of the results of a properly applied "br" approach will be superior and often

materially superior to the answer obtained from other approaches to the constant growth

form of the DCF model. This is not to say that even a properly applied "br" approach will

be perfect. The self-correcting nature of a properly applied "br" to forecasted differences

in earnings per share and dividends per share growth rates is a big help in mitigating the

resultant computational error but should not be viewed as the perfect way to quantifu the

impact of expected non-constant growth rates.

HOW CAN INACCURACIES IN THE DCF RESULT. CAUSED BY

FORECASTED DIFFERENCES BETWEEN THE EPS GROWTH RATE AND

THE DIVIDENDS PER SHARE GROWTH RATE. BE ELIMINATED?

o

L4

15

16

L7

t

a.

19

20

21

o

t

o

23

33



o

o

o

o

I

o

a

a

o

A. One way to correct such a problem is to reject the constant growth DCF model in favor of

the non-constant growth DCF model. The non-constant growth DCF model separately

discotrnts the anticipated cash flow in each subsequent year so that changes in the

dividend payout ratio and anticipated changes in the earned return on book equity can

both be quantified in a way that retains mathematical accwacy. The simplest way to

avoid adding this extra complexity in a way that, especially for regulated public utilities,

will generally retain mostly all of the accuracy obtainable from the non-constant growth

model is to quantif growth byusing "br" + "sv," in which:

l. The retention rate "b" is the earnings retention ratio computed to be

consistent with the dividend rate used in the D/P term of the constant srowth DCF

formula, and

2. It is recognized that at any point in time, the price investors are willing to

pay for a company's stock relates to what earnings are expected at that time. The

only relevant estimate of the return on equity "r" that should be used in the DCF

formula is the one that investors expect to be on average earned at the time of the

quantification of the stock price used in the DCF formula.

By following these two relatively simple guidelines, the accuracy of the DCF

method will in most cases be highly dependent on the estimate for the value of the future

expected refurn on book equit5/, "r."

ARE YOU AWARE OF CLAIMS ALLEGING THAT THE *BR'' APPROACH TO

THE CONSTAI\T GROWTH DCF MODEL IS FLAWED BECAUSE IT RELIES

ON THE VALUE OF THE FUTTJRE E)PECTED RETURN ON BOOK EQUITY

.6T'' TO ESTIMATE WIIAT THE EARNED RETURN ON EQUITY SHOULD BE?
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A. Yes. There are multiple reasons why this concern is unfounded:

1. The constant growth form of the equation using br is:

lF D/P + (br + sv).

In this equation, k is the variable for the cost of equity, and r is the future

expected return on equity. The cost of equity, 'k," is not the same variable as the

future expected earned refurn on equity, "r." In fact, there often is a large

difference between the two.

2. The correct value to use for'?" is the retum on book equity expected by

investors as of the time the stock price and dividend data is used to quantiff the

D/P term in the equation. Therefore, even if future events occur that may change

what investors expect for "r", the computation of the cost of equity "k" remains

correct as of the time the computation was made.

3. The ability of a commission decision to influence future cash flow

expectations is not unique to the retention growth approach to the DCF method.

The five-year analysts' earnings per share growth rate is a computation that is

directly influenced by what earnings per share will be in five years. A change in

what analysts expect will be the allowed return on equity for earnings generated

five years from now will change not only the expected eamings per share five

years from now, but will also change the five year earnings per share growth rate.

CAN CHANGES IN THE OVERALL EARNED RETURN IMPACT GROWTH

ABOVE AND BEYOND WHATEVER GROWTH RESULTS FROM EARNINGS

RETENTION?

a.

a
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A. Yes, but one-time changes in EPS caused by a perceived change in the future expected

earned returns are unsustainable. The new perceived earned return on book equity should

be part of the computation, but the one-time growth spurt to get there is no more

indicative of the sustainable growth required in the constant growth DCF formula than

the temporary negative growth that occurs when a company has a bad year.

HOW HAVE YOU IMPLEMENTED THE CONSTANT GROWTH FORM OF

THE DCF MODEL IN THIS CASE?

I have applied the constant growth form of the DCF model by staying true to the

mathematically derived (6k:D/P + (br + sv)" form of the DCF model. I have also taken

care to fully allocate all future expected earnings to either future cash flow in the form of

dividends ("D") or to retained earnings (the retention rate, "b"). This extra accuracy is

obtained only when the retention rate "b" is derived from the values used for "D" and '6r"

rather than independently.

PLEASE EXPLAIN HOW YOU OBTAINED THE VALUES TO INPUT INTO

THE CONSTANT GROWTH FORM OF THE DCF METHOD.

The DCF model generally calls for the use of the dividend expected over the next year.

A reasonable way to estimate next year's dividend rate is to increase the quarterly

dividend rate by % of the current actual quarterly dividend rate. This is a good

approximation of the rate that would be obtained if the fuIl prior year's dividend were

escalated by the entire growth rate.54

sa For example, assume a company paid a dividend of $0.50 in the first quarter a year ago, and has a dividend
growth rate of4 Yoper year. This dividend growth rate equals (1.04)^4-l=0.00985 % per quarter. Thus, the dividend
is $.5049 in the second quarter, $.5099 in the third quarter, and $0.5 149 in the fourth quarter. Ifthat 4 o% per annum
growth continues into the following year, then the dividend would be $0.5199 in the 1't quarter, $0.525 I in the 2od

quarter, $0.5303 in the 3d quarter, and $0.5355 in the 4ft quarter. Thus, the total dividends for the following year
equal$2.lll (0.5199+0.5251+0.5303+0.5355).Icomputedthedividendyieldbytakingthecunentquarter(the
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I obtained the stock price "P" used in my DCF analysis from the closing prices of

the stocks on May 31,2018. I also obtained an average stock price for the 12 months

ending May 3 I , 201 8 by averaging the high and low stock prices for the year.

I based the value of the future expected return on equity, "r", on the average

retum on book equity expected by Value Line. I also made a computation that was based

on a review of both the earned return on equity consistent with analysts' consensus

earnings growth rate expectations and on the actual earned returns on equity. For a stable

industry such as utility companies, investors will look at typical actual earned returns on

equity as one meaningful input into what can be expected for future earned returns on

book equity. See Schedule ALR 4,page I.

This return on book equity expectation used in the DCF method to compute

growth must not be confused with the cost of equity. Since the stock prices for the

comparative companies are considerably higher than their book value, the return

investors expect to receive on their market price investrnent is considerably less than

whatever is the anticipated retum on book value. If the market price is low, the cost of

equity will be higher than the future expected return on book equity, and if the market

price is high, then the return on book equity will be less than the cost of equity.

In addition to growing through the retention of earnings, utility companies also

grow by selling new common stock. I quantified this growth caused by the sale of new

common stock above book value by multiplying the amount that the actual market-to-

book ratio exceeds 1.0 by the compound annual growth rate of stock that Value Line

$0.5 149 in the 46 quarter in this example), and multiplying it by 4 to get an annual rate of $2.06. I then escalated
this$2.06by%the4iogrowthrate,whichmeansitisincreasedby2%. $2.06x 1.02:$2.l0l,whichiswithinone
cent of the $2.11 I obtained in the example.
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forecasts. The results of that computation are shown on line 4 of Schedules ALR 4,page

1.

Pure financial theory tends to prefer concentrating on the results from the most

curent price because investors cannot purchase stock at historical prices. Others are

concerned about the potential distortion ofusing just a spot price. I present both so the

Commission can use the perspective it determines is most appropriate. As shown in

Schedule ALR 2, my DCF method, applied to the Water Proxy Group, the DCF result

based on the year-end stock price and the DCF result based on average prices for the year

ending May 31,2018 is 7.61% and8.l2o/o. As of May 31,2018 the result is 7.77%o and

8.27%. Schedule ALR 4, page I shows more of the specifics of how I implemented the

constant growth form of the DCF model for the Water Proxy Group.

PLEASE EXPLAIN HOW YOU DETERMINED WHAT VALUE TO USE FOR

*R'WHEN COMPUTING GROWTH IN YOUR CONSTAIIT GROWTH FORM

OF THE DCF MODEL.

The inputs I considered are shown in Footnote [A] of Schedule ALR 4, page 1. The value

of "r" that is appropriate to use in the DCF formula is the value anticipated by investors

to be maintained on average in the future. This schedule shows that the average futwe

return on equity forecast by Value Line on average for the Water Proxy Group for 2019-

2021-23 is 12.50%o. The same footnote also shows that the future expected return on

equity derived from the Zacks consensus forecast is Il.76Yo, and that the actual returns

on equity earned on average by the Water Proxy Group were l0.7lo/o in2015,10.57% in

2016 and 10.66% in 2017. Based on the combination of the forecast return on equity

o
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derived from the Zacks consensus, the recent historical actual eamed returns and Value

Line's forecast, I made the DCF growth computation using a l2.00Yoss value of "r".

WHAT COST OF EQUITY IS INDICATED BY TIIE CONSTAI\T GROWTH

FORM OF THE DCF METHOD THAT YOU RELY ON FOR YOUR

RECOMMEI\DATION?

The result of my DCF analysis using the Constant Growth form of the DCF indicates a

cost of equity range of between 7.61% and, 8.27o/o for the Water Proxy Group.56 Since

these DCF findings use analysts' forecasts to derive sustainable growth (in part) and on

analysts' forecasts of dividend growth and book value growth in the non-constant form of

the DCF method, the results should be considered as conservatively high. This is because,

as previously mentioned above, analysts' forecasts of such groMh have been notoriously

overstated.

It should be noted that the results I have obtained are not as influenced by over-

optimistic analysts' forecasts as would have been the case had I merely used analysts'

five-year earnings growth rate forecasts as a proxy for long-term growth. This is because

the DCF methods I use compute sustainable growth rates rather than growth rates that can

exaggerate the growth rate due to assuming that a relatively short-term forecast (five-

years) will remain indefinitely.

5s I used 12% n consideration of historical returns, allowed returns and Value Line projected retums for the Water
Proxy Group.
s6 schedule ALR -2.
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t
2. Non-Constant Growlh Form of the DCF Model

WHAT IS THE NON-CONSTAI\T GROWTH FORM OF THE DCF MODEL?

The non-constant growth form of the DCF model is a method that accounts for growth

rates that change over time.

PLEASE E)GLAIN HOW YOU IMPLEMENTED THE NON.CONSTAIIT

GROWTH FORM OF THE DCF MODEL.

The non-constant growth form of the DCF model determines the return on investment

expected by investors based on an estimate of each separate annual cash flow the investor

expects to receive. For the purpose of this computation, I incorporated Value Line's

detailed annual forecasts to arrive at the specific non-constant growth expectations that an

investor who trusts Value Line would expect. This implementation is shown on Schedule

ALR 4, page 2.In the first stage cash flow entry is the cash outflow an investor would

experience when buying a share of stock at the market price. The subsequent years of

cash flow are equal to the dividends per share that Value Line forecasts. For the

intermediate years of the forecast period in which Value Line does not provide a specific

dividend, the annual dividends were obtained by estimating that dividend growth would

persist at a compound annual rate. The cash flow at the end of the forecast period

consists of both the last year's dividend forecast by Value Line and the proceeds from the

sale of the stock. The stock price used to determine the proceeds from selling the stock

was obtained by estimating that the stock price would grow at the same rate Value Line

forecasts book value to grow.
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WHY DID YOU USE BOOK VALUE GROWTH TO PROVIDE THE ESTIMATE

OF THE FUTURE STOCK PRICE?

For any given earned return on book equity, eamings are directly proportional to the book

value. Furthermore, book value growth is the net result after the company produces

earnings, pays a dividend and also perhaps either sells new common stock at market price

or repurchases its own common stock at market price.

Once these cash flows are entered into an Excel spreadsheet, the compound

annual return an investor would achieve as a result of making this investrnent was

obtained by using the Internal Rate of Retum (IRR) function built into the spreadsheet.

As shown on Schedule ALR 4, page 2 this multi-stage DCF model produced an average

indicated cost of equity of 7.67%o for the Water Proxy Group.

YOUR NON-CONSTANT GROWTH DCF MODEL USES AI\NUAL EXPECTED

CASH FLOWS. SINCE DIVIDENDS ARE PAID QUARTERLY RATIIER THAII

AI\INUALLY, HOW DOES THIS SIMPLIFICATION IMPACT YOUR RESULTS?

I used the annual model because it is easier to input the data and for observers to visualize

what is happening. By modeling cash flows to be annual rather than when they actually

are expected to occur causes a small overstatement of the cost of equity.

WHY IS IT A SMALL OVERSTATEMENT IF YOU HAVE MODELED

DTVIDEI\DS TO BE RECEIVED SOME MONTHS AFTER II\"VESTORS

ACTUALLY EXPECT TO GET THEM?

The process of changing from an annual model to a quarterly model would require two

changes, not just one. A quarterly model would show dividends being paid sooner and

would also show earnings being available sooner. A company that receives their earnings
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sooner, rather than at the end of the year, has the opportunity to compound them. Since

revenues and therefore earnings are essentially received every day, a company that is

supposed to eam an annual rate of 9.00% on equity would only have to eam 8.62%o if the

return were compounded daily.57 This reduction from 9.00% to 8.62Yo would then be

partially offset by the impact of the quarterly dividend payment to bring the result of

switching from the simpliffing annual model closer to, but still a bit below 9.00%.

BY USING CASH FLOW EXPECTATIONS AS THE VALUATION

PARAMETE& DOES THE NON-CONSTAI\T DCF MODEL STILL RELY ON

EARNINGS?

Yes. It relies on an expectation of future cash flows. Future cash flows come from

dividends during the time the stock is owned and capital gains from the sale of the stock

once it is sold. Since earnings impact both dividends and stock price, the non-constant

DCF model still relies on earnings.

Every dollar of earnings is used for the benefit of stockholders, either in the form

of a dividend payment or earnings reinvested for future growth in earnings and/or

dividends. Earnings paid out as a dividend have a different value to investors than

earnings retained in the business. Recognizing this difference and properly considering it

in the quantification process is a major strength of the DCF model, and is why the non-

constant DCF model as I have set forth is an improvement over either the P/E ratio or

D/P methods.

WHY IS THERE A DIFFERENCE TO III'VESTORS IN THE VALUE OF

EARNINGS PAID OUT AS A DIVIDEND COMPARED TO THE VALUE OF

EARNINGS RETAINED IN THE BUSINESS?

a.

a

s1 (t+.0862t365)^3 65: I .09 +.oo %.
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A. The return on earnings retained in the business depends upon the opportunities available

to that company. If a regulated utility reinvests earnings in needed used and useful utility

assets, then those reinvested earnings have the potential to earn at whatever retum is

consistent with ratemaking procedures allowed and the skill of management in prudently

operating the system.

When an investor receives a dividend. he can either reinvest it in the same or

another company or use it for other things, such as paylng down debt or paylng living

expenses. Although an investor could theoretically use the proceeds from any dividend

payments to simply buy more stock in the same company, when an investor increases his

investment in a company by purchasing more stock, the transaction occurs at market

price. However, when the same investor sees his investment in a company increase

because earnings are retained rather than paid as a dividend, the reinvestnent occurs at

book value. Stated within the context of the DCF terminology: earnings retained in the

business earn at the future expected return on book equity "r," and dividends used to

purchase new stock earn at the rate "k." 'When 
the market price exceeds book value (that

is, the market-to-book ratio exceeds 1.0), retained earnings are worth more than eamings

paid out as a dividend because "r" will be higher than "k." Conversely, when the market

price is below book value, "k" will be higher than "r," meaning that earnings paid out as

a dividend earn a higher rate than retained earnings.

IF RETAINED EARNINGS WERE MORE VALUABLE WHEN THE MARKET-

TO-BOOK RATIO IS ABOVE 1.0. WHY WOULD A COMPANY WITH A

MARKET.TO-BOOK RATIO ABOVE 1.0 PAY A DIVIDEND RATHER THAN

RETAIN ALL OF THE EARNINGS?

9

10

LL

L2

13

14

15

L5

L7

18

19

f20a'
2L

a

o

23

43



o

o

o

a

o

I

I

o

o

o

L

2

3

4

5

6

7

8

9

10

11

L2

13

14

15

16

t7

18

19

20

2L

A. Retained earnings are only more valuable than dividends if there are sufficient

opportunities to profitably reinvest those earnings. Regulated utility companies are only

allowed to earn the cost of capital on assets that are used and useful in providing utility

service. Investing in assets that are not needed may not produce any retum at all. For

unregulated companies, opporhrnities to reinvest funds are limited by the demands of the

business. For example, how many new computer chips can Intel profitably develop at the

same time?

T]NDER THE NON-CONSTAI\T DCF MODEL, IS IT NECESSARY FOR

EARNINGS AND DIVIDENDS TO GROW AT A CONSTAI\T RATE FOR THX

MODEL TO BE ABLE TO ACCURATELY DETERMINE THE COST OF

EQUITY?

No. Because the non-constant form of the DCF model separately discounts each and

every future expected cash flow, it does not rely on any assumptions of constant growth.

The dividend yield can be different from period to period, and growth can bounce around

in any imaginable pattern without harming the accuracy of the answer obtained from

quantifring those expectations. When the non-constant DCF model is correctly used, the

answer obtained is as accurate as the estimates of future cash flow.

WHAT COST OF EQUTTY DOES yOU NON-CONSTAI\T GROWTH DCF

METHOD INDICATE?

My non-constant growth DCF method indicates a cost of equity of 7.67%o.s8

a.

A.

a.

A.

a

58 Schedule ALR- 4, page l.
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C. Caoital Asset Pricine Model

A. WHAT IS TIIE CAPITAL ASSET PRICING MODEL (CAPMX

A. The CAPM of Sharpe (1964), Lintrer (1965), and Black (1972), is a theory about how

expected return (e.g. electric utility stocks) and capital assets are related. Like the DCF

method, it can be used to predict the return expected by stock investors or cost of equity.

Capital assets include stocks, bonds, real estate, et cetera. Here, I am using the CAPM as

a check on DCF results.

WHAT IS CAPM THEORY?

The CAPM predicts that the cost of equrty of a secwity has a positive linear relationship

to how sensitive the stock's returns are to the returns of the overall market.se This is

referred to as the security market line. For example, the CAPM predicts that a stock that

tends to increase/decrease 2% when the overall market (e.g. S&P 500)

increases/decreases lYo has a higher cost of equity than a stock that increases/decreases

0.5% when the overall market increases/decreases lolo.

The relationship between the expected returns of a stock and the overall market is

measured by a stock's beta.60 I determined that the market implied beta for the Water

Proxy Group ranged between 0.73 and 1.05 in the past 3-months, averaging 0.91. A beta

under 1.0 indicates that the Water Proxy Group has a lower cost of equity than the overall

market (S&P 500).

The CAPM is a theoretical framework and does not require a specific formula or

mechanical process. William Sharpe6l explains that the CAPM's assumptions provide

se The covariance between a stock and the overall market.
60 A stock's beta is calculated by dividing its covariance with the overall market by the variance of the overall
market.
6r William Sharpe won the Noble Price in Economics in 1990 for developing the CAPM
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"no implications concerning either the signs or the magnitudes of the coefficients and the

associated pricing relationship."62 However, a mathematical formula provides a concrete

representation of the CAPM's theoretical framework. In general, the formula often

involves adding a risk premium (RP) to a risk-free rate of interest (Rf). The CAPM cost

of equity (K) result can be expressed as the following equation:

K: Rf + p* [E(Rm) - (Rf)]

Terms:

o K: Cost of equity;

o Rf: risk from rate of interest (e.g. 30-year U.S. Treasury yeld);

o Beta (p): the systematic or market risk of a stock;

o E (Rm): return on the overall market (e.g. S&P 500, Dow Jones);

o [E(Rm)-(RO]: marketriskpremium.

WHAT IS BETA AND HOW DOES IT RELATE TO RISK?

Beta is a measurement of the correlation between the risk of a given stock or industry

category and the risk of the market as a whole. A portfolio made up of companies with a

beta that averages 1.0 tends to have price swings that match the market in magnitude. A

portfolio with an average beta of 1 .5 tends to move | .5Yo for every lo/o the market moves.

A portfolio with average beta of 0.8 tends to move 0.8% for every l%othe market moves.

WHY DO INVESTORS DEMAND A RISK PREMIUM TO IIYVEST IN STOCKS?

lnvestors prefer to avoid uncertainty. Investments with more uncertain refurns (i.e.

greater volatility or risk) require higher compensation to induce investors to take on

additional risk.

62 CAPITAL ASSET PRICES WITH AND MTHOUTNEGATIVE HOLDINGS, NObIC LCCIUTC, DECEMbCT 7,
1990 by William F. Sharpe, page320.
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a.

A.o
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1 Q. FOR WHAT TYPE OF RISK DO TNVESTORS DEMAND COMPENSATION?
a

2 A. Investors demand compensation for risks they cannot eliminate through diversification.

3 Investors buy stocks as part of diversified portfolios. This behavior, or portfolio effect,

a 4 causes the diversifiable risks of each company to cancel out. Unanticipated failure is

5 oflset by unanticipated success. If all the diversifiable risks of all the companies in an

5 investor's portfolio cancel out, only non-diversifiable risk remains. Examples of non-

t 7 diversifiable risk could be a worldwide recession or a sudden shortage of crude oil.

8 Q. PLEASE EXPLAIN HOW YOU IMPLEMENTED THE CAPM.

9 A. As shown on Schedule ALR 7, pages 1-5, I used the CAPM to estimate SUEZ PA's cost

o
10 of equity with the following inputs:

7L l. Option implied betas for each of the companies in the Water Proxy Group63;

O L2 2. Option implied betas for two BlackRock Bond Funds6a;

13 3. Yields on BlackRock Bond Funds.

L4 Based on the option implied betas of the bond fi.rnds and their market yields, I was able to

a 15 determine the security market line shown in Chart 10 below.

63 a' option implied beta was not calculated for Exelon Corp. because option pricing data is not provided by{l Yahoo Finance

s BlackRock Bond Funds were used because they are large funds which have options pricing data.
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Chart 10: Option lmplied Secruity Market line
April - June 2018
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Utilizing this options implied security market line, the CAPM indicates the Water Proxy

Group, with a beta an average beta of 0.91 over the past 3 months, has a cost of equity

between 7yo-Byo.6s This market-based CAPM result supports my DCF results of between

7.61% and8.27% for the Water Proxy Group.66

65 Schedule ALR 7, pages l-5.
6 Schedule ALR2.
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VI. ADDITIONAL COMMENTS ON MR. D'ASCENDIS' TESTIMONY

PLEASE SUMMARIZETHE TESTIMOI\-Y OF MR. D'ASCENDIS.

Mr. D'Ascendis has recommended that the Company be allowed a refurn on equity of

within a range of 10.40o/o and, 11.50%o and an overall cost of capital within a range of

7.76%to 8.360/o.67 He arrived at his recommendation based upon his own versions of the

Discounted Cash Flow ("DCF") Model, Risk Premium approach ("RPM") and Capital

Asset Pricing Model ("CAPM"). Mr. D'Ascendis testified that, "the use of multiple

generally accepted common equity cost rate models...adds reliability and accuracy when

arriving at a recommended common equity cost rate."68 Mr. D'Ascendis applied his three

cost of equity methods to the same group of six water utility companies in my Water

Proxy Group. Mr. D'Ascendis refers to this goup as the Water Proxy Group.6e He also

applies his cost of equity models to a group of non-price regulated companies ('Non-

Price Regulated Proxy Group").70 His cost of equity recommendation (10.40%-n.50%)

includes an upward adjustment of 0.20% to account for his claim that SIJEZ PA has

greater business risk than the companies in his Water Proxy Group.Tl

Mr. D'Ascendis concluded that SUEZ PA's relative smaller size, in relation to his

Water Proxy Group, is the cause of the greater business risk that justifies his 0.20%

upward adjustrnent to his cost of equity recommendation.Tz

Below are the results of Mr. D'Ascendis' three cost of equity methods.

L2

13

t4

15

16

L7

o

o

19

67 D'Ascendis Direct Testimony, Statement No. 5, page 2, lines l0-18.
6E lbid. page 5, lines 16-18.
6e Ibid. page 3, lines l3-16.
70 lbid, page 3, line 17 and page 4, lines 1-3.
7r Ibid. page 4,lines22-23.
72 Ibid. page 4, lnes 22-26

49



o

o

o

o

I

o

o

o

o

o

2

3Q.

4A.

Method Water Proxy Group

DCF 9.r0%

RPM t2.t2%

CAPM IT.3T%

WHAT IS YOUR OVERALL REACTION TO MR. D'ASCENDIS' TESTIMONY?

Mr.D'Ascendis' final recommended range of range of common equity cost rates of

10.40%-11.50yo73 overstates the cost of equity. Technical issues aside, his

recommendation is not consistent with the Commission's long-standing preference for

DCF model results. He provides as much weight to the results of the average of his two

Risk Premium analyses and two CAPM analyses as his 9.10% DCF result.Ta

SHOULD THE COST OF EQUITY FOR SUEZ PA BE BASED UPON MR.

D'ASCENDIS' SECOND PROXY GROUP?

No. Mr. D'Ascendis' Non-Price Regulated Proxy Group of seventeen companies should

not be used because the companies in this goup are not comparable in risk to SUEZ PA.

As a regulated utility, SUEZ PA has accepted an obligation to serve within its certificated

service territory in exchange for the opportunity to recover its costs and earn a retum on

its investments. Non-price regulated companies have a different economic

framework. Non-price regulated companies face the risk that their customers will no

5
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8

9
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72

13
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15
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a.

73 Ibid, page 4, Table 2.
74Ibid.
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1 longer purchase their product if they raise prices to cover increasing costs. SUEZPA, on
o

2 the other hand, can file for a rate increase to address increasing costs.

3 Q. IS MR. D'ASCENDIS' DCF RESULT OF 9.10% A}[ APPROPRIATE COST OF

o 4 EQUITY FOR SUEZ PA?

5 A. No. Mr. D'Ascendis' 9.l0yo DCF result, as applied to his proxy group of 6 water utility

5 companies, is above the market based cost of equity because his DCF analysis relies on

a 7 anunsustainable 6.9lYo7s gowth component. Below I will explain why the analyst five-

8 year EPS growth rate forecasts used by Mr. D'Ascendis' are not sustainable and lead to

9 above market cost of equity results.

o
10

11 DCF Method

O L2 A' DOES MR' D'ASCENDIS CONSIDER THE DCF METHOD HIS PRIMARY

13 METHOD FOR DETERMINING THE COST OF EQUITY?

14 A. No. He explains that his recommendation is based on his DCF model, CAPM and RPM

O 15 analyses, with no indication of particular weight.76

76 A. WHAT FORM OF THE DCF MODEL DOES MR D'ASCENDIS USE?

L7 A. He uses the constant growth form of the DCF model.77

o 18 A. DOES MR D'ASCENDIS PROPERLY APPLY THE SIMPLIFIED OR

19 CONSTANT DCF METHOD?

20 A. No. Mr. D'Ascendis adds a growth component to a divided yield even though his growtho
2L analysis relies completely on analyst five-year EPS per share growth forecasts.T8 It is

- 
75 Ibid. Schedule DWD-I, page I of 7. 6.910/o: avera}e of Five Year Growth in EPS shown in column "[6]".f ?6 Ibid, page3,lines 13-17.
77 Ibid, page 13, lines 14-15.
78 Ibid. page l4,lines22-23.
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A.

a.

A.

only a DCF method if the dividend yield is computed properly, and the growth rate used

is derived from a careful study of what future sustainable growth in cash flow is

anticipated by investors.

HOW DID MR. D'ASCENDIS CALCULATE HIS GROWTH RATE FOR HIS

DCF METHOD?

On page 14, lines 14-23 of Mt D'Ascendis' testimony he says that he uses analysts' five-

year EPS forecast as the growth component of his DCF analysis because "Investors...are

likely to rely on...Value Line, Reuters, Zacks, and Yahoo Finance" and "Investors

realize that analysts have significant insight."

Below are the five-year projected earnings per share rates by the four investnent

research firms he chose:

Value Line:

Reuters:

Zacks:

Yahoo Finance:

Source: Schedule ALR 9.

8A2%

7.20%

6.r3%

5.77%

IS MR D'ASCENDIS' METHODOLOGY TO DETERMINE TIIE GROWTH

RATE TO USE IN HIS DCF MODEL APPROPRIATE?

No. As stated above, Mr. D'Ascendis uses analyst five-year earnings per share growth

without attempting to reconcile the retention rate used for computing growth with the

retention rate he used to compute the dividend yield. This is analogous to failing to

reconcile the money you are taking out of your checking account with your future

balance, i.e. the basic balancing of a checkbook.

o
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CAI\I YOU PLEASE SUMMARIZE WIilY A FUTURE ORIENTED *B X R'

METHOD IS SUPERIOR TO A FryE.YEAR EARNINGS PER SHARE

GROWTH RATE FORECAST IN PROVIDING A LONG.TERM SUSTAINABLE

GROWTH RATE?

Yes. The primary cause of sustainable earnings growth is the retention of earnings. A

company is able to create higher future earnings by retaining a portion of the prior year's

earnings in the business and purchasing new business assets with those retained earnings.

There are many factors that can cause short-term swings in earnings growth rates, but

long-term sustainable growth is caused by retaining earnings and reinvesting those

earnings. Factors that cause short-term swings include anything that causes a company to

earn a return on book equity at a rate different from the long-term sustainable rate.

Assume, for example, that a particular utility company is regulated so that it is provided

with a reasonable opportunity to earn 9.0o/o on its equity. Should the company experience

an event such as the loss of several key customers, or unfavorable weather conditions,

which cause it to earn only 6.00/o on equity in a given year, the drop of 9o/o eamedreturn

on equity to a 60/o earned return on equity would be concurrent with a very large drop in

earnings per share. In fact, if a company did not issue any new shares of stock during the

year, a drop from a 9o/o eamed return on book equity to a 6Yo eamed refurn on book

equity would result in a 33.3%o decline in earnings per share over the period.Te However,

such a drop in earnings would not be any indication of what is a long-term sustainable

earnings per share growth rate. If the drop were caused by weather conditions, the drop in

earnings would be immediately offset once normal weather conditions return. If the drop

7e By definition, earned return on equity is eamings divided by book value. Therefore, whatever level of
eamings is required to produce earnings of 6% of book would have to be 33 .3o/o lower than the level of earnings
required to produce a retum on book equity of 9%.
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a.

were from the loss of some key customers, the company would replace the lost eamings

by filing for a rate increase to bring revenues up to the level required for the company to

have a reasonable opportunity to recover its cost of equity.

For the above reasons, changes in earnings per share growth rates that are caused

by non-recurring changes in the earned retum on book equity are inconsistent with long-

term sustainable growth, but changes in earnings per share because of the reinvestment of

additional assets is a cause of sustainable earnings growth. The "b x r" term in the DCF

equation computes sustainable growth because it measures only the growth which a

company can expect to achieve when its earned refurn on book equity "r" remains in

equilibrium. If analysts have sufficient data to be able to forecast varying values of "r" in

future years, then a complex, or multi-stage DCF method must be used to accurately

quantiff the effect. Averaging growth rates over sub-periods, such as averaging growth

over the hrst five years with a growth rate expected over the subsequent period, will not

provide an appropriate representation of the cash flows expected by investors in the

future and, therefore, will not provide an acceptable method of quantiffing the cost of

equity using the DCF method. The choices are either a constant growth DCF, in which

one "b x r" derived growth rate should be used, or a complex DCF method in which the

cash flow anticipated in each future year is separately estimated. Mr. D'Ascendis has

done neither.

WHY ARE ANALYSTS' FTVE.YEAR CONSENSUS GROWTH RATES NOT

INDICATIVE OF LONG-TERM SUSTAINABLE GROWTH RATES?

Analysts' five-year earnings per share growth rates are earnings per share growth rates

that measure earnings growth from the most currently completed fiscal year to projected

A.
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I

earnings five years into the future. These growth rates are not indicative of future

sustainable growth rates, in part, because the sources of cash flow to an investor are

dividends and stock price appreciation. While both stock price and dividends are

impacted in the long-run by the level of eamings a company is capable of achieving,

earnings growth over a period as short as five years is rarely in synchronization with the

cash flow growth from increases in dividends and stock prices. For example, if a

company experiences a year in which investors perceive that earnings temporarily dipped

below normal trend levels, stock prices generally do not decline at the same percentage

that earnings decline, and dividends are usually not cut just because of a temporary

decline in a company's earnings. Unless both the stock price and dividends mirror every

down swing in earnings, they cannot be expected to recover at the same growth rate that

earnings recover. Therefore, growth rates such as five-year projected growth in earnings

per share are not indicative of long-term sustainable growth rates in cash flow. As a

result, they are inapplicable for direct use in the simplified DCF method.

IS THE USE OF FIVE.YEAR EARNINGS PER SHARE GROWTH RATES IN

THE DCF MODEL ALSO IMPROPER?

Yes. A raw, unadjusted, five-year earnings per share growth rate is usually a poor proxy

for either short-term or long-term cash flow that an investor expects to receive. When

implementing the DCF method, the time value of money is considered by equating the

current stock price of a company to present value of the future cash flows that an investor

expects to receive over the entire time that he or she owns the stock. The discount rate

required to make the future cash flow stream, on a net present value basis, equal to the

current stock price is the cost of equity. The only two sources of cash flow to an investor
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are dividends and the net proceeds from the sale of stock at whatever time in the future

the investor finally sells. Therefore, the DCF method is discounting future cash follows

that investors expect to receive from dividends and from the eventual sale of the stock.

Five-year earnings growth rate forecasts are especially poor indicators of cash flow

growth even over the five years being measured by the five-year earnings per share

growth rate number.

WHY IS A FIVE-YEAR EARNINGS PER SHARE GROWTH RATE A POOR

INDICATOR OF THE FTVE.YEAR CASH FLOW E)PECTATION FROM

DIVIDENDS?

The board of directors changes dividend rates based upon long-term earnings

expectations combined with the capital needs of a company. Most companies do not cut

the dividend simply because a company has a year in which earnings were below

sustainable trends, and similarly they do not increase dividends simply because earnings

for one year happened to be above long-term sustainable trends. Therefore, over any

given five-year period, earnings growth is frequently very different from dividend

growth. In order for earnings growth to equal dividend growth, at a minimum, earnings

per share in the first year of the five-year earnings growth rate period would have to be

exactly on the long-term earnings trend line expected by investors. Since earnings in most

years are above or below the trend line, the earnings per share growth rate over most five-

year periods is different from what is expected for dividend growth.

a
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WHY IS THE FIVE.YEAR EARNINGS PER SHARE GROWTH RATE A POOR

INDICATION OF FUTTJRE STOCK PRICE GROWTH?

If a company happens to experience a year in which earnings decline below what

investors believe are consistent with the long-term trend, then the stock price does not

drop as much as earnings drop. Similarly, if a company happens to experience a year in

which earnings are higher than the investor-perceived long-term sustainable trend, then

the stock price will not increase as much as eamings. In other words, the P/E ratio of a

company will increase after a year in which investors believe eamings are below

sustainable levels, and the P/E ratio will decline in a year in which investors believe

earnings are higher than expected. Since it is stock price that is one of the important cash

flow sources to an investor, a five-year earnings growth rate is a poor indicator of cash

flow both because it is a poor indicator of stock price growth over the five years being

examined and is equally a poor predictor of dividend growth over the same period.

ARE YOU SAYING THAT ANALYSTS' CONSENSUS EARNINGS PER SHARE

GROWTH RATES ARE USELESS AS AN AID TO PROJECTING THE

FUTURE?

No. Analysts' EPS growth rates are, however, very dangerous if used in a simplified DCF

without proper interpretation. While they are not useful if used in their "o\ry" form, they

can be useful in computing estimates of what earned refurn on equity investors expect

will be sustained in the future, and as such, are useful in developing long-term sustainable

growth rates.
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Risk Premium Method

A. ARE THE RESULTS OF MR. D'ASCENDIS' RISK PREMIUM ANALYSES

USEFUL EVEN AS A CHECK?

No. First, Mr. D'Ascendis does not use the results of his two risk premium analyses as a

check. Instead he takes the results of his two risk premium analyses, as applied to the

Water Proxy Group, and again to his Second Non-Utility Proxy Group, and gives the

averages full weight in his cost of equity determination. Flaws in Mr. D'Ascendis' risk

premium analysis and choice of inputs make the results, as applied to the Water Proxy

Group, unsuitable for use as a check on a DCF based cost of equity.

PLEASE EXPLAIN MR. D'ASCENDIS' VERSION OF THE RISK PREMIUM

METHODS, AS PRESENTED IN HIS DIRECT TESTIMONY.

Mr. D'Ascendis applies the following two risk premium methods: Predictive Risk

Premium Model (PRPM) and "total market approach."80 His PRPM is based on research

showing that the level of volatility in equity returns can be used to predict future levels of

risk premiums.8l The model rnputs include historical returns of the common equity of the

companies in his "Utility Proxy Group" (i.e. Water Proxy Group) minus the historical

monthly leld on long-term U.S. Treasury securities through March 2018.82 Statistical

software was used to determine the projected equity risk premium for each of the water

companies in Mr. D'Ascendis' Utility Proxy Group, which range between 7.96Yo for

American States Water to II.79Yo for York Water.83 The risk-free rate component of

80 D'Ascendis Direct Testimony, Statement No. 5, page 16, lines 9-13.
8t Ibid. page I 6, lines 14-20 and page I 7, lines I -2.
82 Ibid. page lT,lines 7-9.
83 Ibid. Schedule DWD4, page2 of 12.
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3.69% is based on the consensus forecast derived from Blue Chip Financial Forecasts.sa

Adding the predicted risk premium to the risk free rate for each of the six companies in

his proxy group results in a PRPM based 13.43% cost of equity.85

Mr. D'Ascendis' total market approach RPM adds a prospective public utility

bond yield to an equity risk premium.s6 The equity risk premium is based on beta-

adjusted total market equity risk premium and an equity risk premium based upon S&P

Utilities Index.87 He determines the prospective bond yield based on the consensus

forecasts of about 50 economists of Aaa rated corporate bonds (4.66%) and then

increases this result by 0.28% to be equivalent to M rated public utility bonds (4.94%).88

He adds an additional 0.06% to the prospective bond yield to get a 5.0Yo "adjusted

Prospective Bond Yield"Se because his Utility Proxy Group has a lower 43 bond rating.eo

He calculated equity risk premium of 5.80% based on the average of the following two

approaches:

Beta approach: 6.64Yo

Average of historical risk premiums (6.51%) and market return projects

from Value Line (7.87o/o) and Bloomberg (9.93o/o) applied to the adjusted

beta (0.82) of his proxy group.er

Average of historical risk premiums (4.61%) and forecasted equity risk

premiums (4.86% and 5.37%).

e Ibid. page 17, lines 17.
8s Ibid. Schedule DWD-4, page2 of 12.
E6 Ibid. page 18, lines 5-9.
87Ibid.
tt lbid. page 18, lines 10-23 and page 19, lines l-3.
8e Ibid. Schedule DwD4, page3 of 12.
eo Ibid. page lg,lines 4-10.
e' Ibid. Schedule DWD-4, pageT of 12.
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a.

A.

Adding this 5.80% equity risk premium to the risk free rate for each of the six companies

in his proxy group results in a RPM based 10.80% cost of equity.e2

Mr. D'Ascendis used the average (12J2%) of the two risk premium results as

support for his cost of equity recommendation.

PLEASE COMMENT ON MR. D'ASCENDIS'RISK PREMIUM METHODS.

Mr. D'Ascendis' equity risk premium of 5.80yoe3 is out of line with market data,

academic studies and surveys of CFOs and global managers. The Campbell and Harvey

Suwey of CFOs (2014) showed an average equity risk premium estimate of 3.73o/o. From

a historical perspective, Roger Ibbotson has stated that the historical equity risk premium

is the geometric difference between company stock retums and U.S. Treasury returns.e4

Calculated this way, the historical risk premium for large company stocks is 4.40% with

long-term govemment bond refurns as the risk free rate.e5

Mr. D'Ascendis' states the following regarding his PRPM:

The PRPM is not based on an estimate of investor behavior, but rather on the evaluation
of the results of that behavior (i.e., the variance of historical equity risk premiums)

The results of my CAPM are a better measure of the equity risk premium than Mr.

D'Ascendis' PRPM because it is based on the results of investor expectations as

indicated by the prices investors pay for stock options. Cost of equity results based on

past behavior, like Mr. D'Ascendis PRPM, are inferior to direct measures of investors'

expectations.

e2 lbid. Schedule DWD-4, page3 of 12.
e3Ibid. Schedule DwD-5, Page2 of 2.
ea Ibbotson SBBI@ 2013 Classic Yearbook, page 64.
es I 0.0 (compound annual return of large company stocks - 1926-2015) - 5.6 (compound annual retum of long-
term govemment bonds). 2016 SBBI Yearbook.
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CAPM Method

A. ARE THE RESULTS OF MR D'ASCENDIS' CAPM AND ECAPM ANALYSES

USEFUL EVEN AS A CHECK?

A. No. First, as noted above, Mr. D'Ascendis gives weight to results of each his cost model

analyses - DCF, RPM variations, and CAPM variations - in reaching his cost of equity

recommendation. Flaws in Mr. D'Ascendis' CAPM analyses and choice of inputs make

the results, as applied to the Water Proxy Group, unsuited to use as a check on a DCF

based cost of equity.

a. PLEASE SUMMARIZE MR. D'ASCENDIS' CAPM METHOD.

A. Mr. D'Ascendis explains that, "The model is applied by adding a risk-free rate of return

to a market risk premium, which is adjusted proportionally to reflect the systematic risk

of the individual security relative to the total market as measured bv the beta coefficient."

The traditional CAPM model is expressed as:

Rs : Rf+ p(Rm-Rf)... Where:

R : Return rate on the common stock

Rf : Risk-free rate of return

Rm : Refurn rate on the market as a whole

P : adjusted beta (volatilityT of the security relative to the market

as a whole)" 96

He uses a risk-free rate of 3.69% based on the Blue Chip consensus forecast of 3O-Year

U.S. Treasury bond yields.eT The risk premium portion of his CAPM analysis (shown on

e6 Ibid. page26,lines 2l-23 and page 27, lines 1-8.
e7 Ibid. page 28, lines 6-9.

o
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1 Schedule DWD-5, Page 2 of 2) is 9.I2yoe8 which is derived from an average of the

o
2 following components:

3 o Historical: 7.61% (Ave of Measure 1, 2 and 3);

o4
5 The arithmetic mean monthly returns of large company stocks

6 relative to long-term U.S. Treasury bond yields from 1926-2016;

O 7 Measure 2:8.49%o

8 Regression analysis applied to the monthly historical returns on the

9 S&P 500 relative to historical yields on long-term U.S. Government

t
10 Securities (1926-2016);

IL Measure 3:7.55Yo

12 Application of PRPMee to historical data(1926-2016).O

13 . Value Line Projected:8.84o/o (Ave of Measure 4 and 5);

L4 Measure 4:5.65Yo

| 15 Value Line projected return on market (g.34y0100 - Projected Risk

16 Free Rate (3.69%).

77 Meastre 5: I2.04o/o

a
1-8 Value Line projected return on S&P 500 (15.73%) - Projected

19 Risk Free Rate (3.69%).

a 20 o Bloomberg Projected MRP: 10.90%;

2\ Measure 6:1090%

O e8Ibid. ScheduleDwD-5, page2of 2.
e See description of Mr. D'Ascendis' PRPM in my critique of his Risk Premium Method above.
lm 3-5 years hence.

a



o

1

2
a

Bloomberg projected return on S&P 500 (14.59%) - Projected

Risk Free Rate (3.69%).

PLEASE SUMMARIZE MR. D'ASCENDIS' ECAPM METHOD.

Mr. D'Ascendis' ECAPM is based on a security marketl0l line that is not as steeply

sloped as described by the CAPM formula.l02 The revised security market line used in

his ECAPM results in higher cost of equity (II.53%) results for water utility companies

than his "traditional CAPM" (11.10%).103

DO YOU AGREE WITH THE RESULTS OF MR. D'ASCENDIS' CAPM AND

ECAPM ANALYSES?

No, I do not agree with results of either of Mr. D'Ascendis' CAPM analyses because I

believe that they significantly and inaccurately overstate the Company's cost of equity.

The arithmetic average return that Mr. D'Ascendis uses overstates the historical risk

premium by 300 basis points. Mr. D'Ascendis used the arithmetic mean returns of

I1.97% for large company stocks between 1926 and 2016.104 T\e 2016 SBBI Yearbook

shows that investors actually earned a compounded annual return of 10.0%10s between

1926 and 2015. The arithmetic mean return of ll.970/o106 is possibly valuable to stock

brokers and fi.rnd managers affempting to predict future bonuses, but not for calculating

the cost of equity. A Dow Jones Newswire article stated, "Some financial advisers rely

too heavily on a formula known as the arithmetic average, which can be misleading when

101 The security market line is systematic risk, as measured by beta, plotted against expected return of the market.
r02 D'Ascendis Direct Testimony, Statement No. 5, page 27, lines I l-14.
r03 Ibid. Schedule DwD-s, page I of 2.
f M D'Ascendis Direct Testimony, StatementNo. 5, DWD-5, Page2 of 2.
tos 2016 SBBI Yearbook,page 6-17.
106 D'Ascendis Direct Testimony, Statement No. 5, Schedule DWD-5, Page 2 of 2.
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investing for the long term. Financial advisors who use this formulamay be overstating

your potential profit and leading you to take risks you might otherwise avoid..."107

His projected market risk premium includes a DCF model that is not based on

sustainable growth. As discussed earlier in this testimony, it is a mathematical error to

use unsustainable growth rates in the constant growth form of the DCF model. His DCF

analysis for the S&P 500 includes long-term growth estimates for individual companies

that are as high as75.82Yo and an average of 11.62%.108 4r discussed earlier, expecting

Halliburton to grow at 75.82Yo indefinitely, as Mr. D'Ascendis calculates his model, is

equivalent to investors expecting Halliburton's market capitalization will be over $30

trillion in 12 years,ton or more than the total market capitalization of all the companies in

the S&P 500 as of April 30, 2018.r10 It is not reasonable to conclude that investors expect

Halliburton, or any individual company, to grow 75.82% indefinitely. Therefore, Mr.

D'Ascendis' CAPM results are unreliable and likely to significantly overstate SUEZ

PA's cost of equity.

MR. D'ASCENDIS' RISK ADJUSTMENT

A. N MR. D'ASCENDIS' ADDER FOR A SMALL SIZE EFFECT AN

APPROPRIATE PART OF A COST OF EQUITY ANALYSIS FOR A PUBLIC

UTILITY?

A. No. Mr. D'Ascendis' 0.20yo premium adder for the small size of SUEZ PA relative to the

average capitalization of the Water Proxy Group is not justifiable. Mr. D'Ascendis claims

r07 Kaja Whitehouse, To Financial Advisors mdFuzzy Math, Dow Jones Newswires October 8,2003.
r08 D'Ascendis Direct Testimony, Statement No. 5, D'Ascendis Electronic Exhibit, 'MRP WP2'.
'0e $40.1 Billion x(t+.74)^12: $30.899 Trillion.
rr0 The total Market capitalization of the S&P 500 was $22.56 Trillion as of April 30, 2018. Yahoo Finance.
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that Ibbotson Associates' conclusions regarding the size of company and expected

returnlll are relevant to SUEZ PA's cost of equity. Ibbotson Associates states that small

utility companies may require a higher return because of the following reasons:

. Smaller customer base:

o Limited financial resowces:

o Lack of diversification across customers, energy sources, and geography.t tt

The Ibbotson quote provided by Mr. D'Ascendis does not apply to SUEZ PA

because SUEZ PA is inseparable from an interdependent system of operations with a

large customer base, extensive financial resowces, and geographical diversity.ttl SUEZ

PA, through its parent SWR, is a wholly owned subsidiary of a company (SUEZ

Environmental S.A.) with amarket capitalization of over $8 billion. S&P Global Ratings

recognizes the benefits of being a wholly owned subsidiary SUEZ Environmental S.A.rla

S&P Global Ratings lists large customer base and geographical diversity as

reasons for SWR's excellent business risk profile.I 15

The SBBI study cited by Mr.D'Ascendis in support of his 0.2%iopremium adder

does not apply to SUEZ PA's cost of equity. SBBI states "... Small stocks tend to

outperform large stocks in general, but not for the most-liquid stocks. For the most-liquid

stocks... the pattern is reversed.:r116 ll makes sense that investors demand a risk premium

for illiquid investments because they are not able to sell quickly should they need the

money for an emergency or to pursue other investment opportunities. However,

rrr Expected retum on equity is equivalent to the cost of equity.
ll2 Mr. D'Ascendis' Direct Testimony, Statement No. 5, page 35, lines 5-8.
rr3 MFR VII-18 Attachment A,page2 of 7.
I 14 NfirR VII-18 Attachment A, page 2 of 7.
It5 Ibid.
r16 Ibbotson SBBI 2015 Classic Yearbooh page 125
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A.

investments in SUEZ PA are highly liquid because they can be bought and sold as part of

shares of a parent company with a market capitalization over $8 billion.

Mr. D'Ascendis recommendation that SUEZ PA's cost of equity should be

increased by 0.20Yor17 to account for its size is inappropriate. His recommendation is

asking consumers to pay for hypothetical risks that SUEZ PA, may or may not have, if

they did not have the financial resowces of a geographically diverse parent with a large

and liquid source of equity financing.

VII. CONCLUSION

PLEASE SUMMARIZE YOUR RECOMMENDATIONS IN THIS CASE.

Based on the evidence presented in my testimony I conclude that the cost of equity

allowed for the Company should be 8.08% with an overall cost of capital of 6.51% (See

Table l) based on the average common equity ratio of the Water Proxy Group. My cost

of equity recommendation is based upon my DCF analyses, using my CAPM analysis as

a check. I have made a downward adjustment of 0.17% to accoturt for the greater level of

equity in SUEZ PA's proposed capital structure, compared to the average for the Water

Proxy Group. My 8.08% cost of equity recommendation satisfies the requirements of

Hope and' Bluefield that regulated utility companies should have opportunity to earn a

refurn commensurate with returns on investments in other enterprises having

corresponding risks.

Mr. D'Ascendis' cost of equity recommendation of 10.40%-11.50% is

unreasonably high because he gives weight to the results of multiple cost of equity

27

22o
rr7 D'Ascendis Direct Testimony, Statement No. 5, page 36,lines27-28.
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methods as applied to the Water Proxy Group, and weight to the results of the same

analyses applied to a second proxy goup of non-utility, non-regulated companies; there

are flaws in his cost of equity analyses; and his 0.20% adder for supposed size risk is not

supported, as I explained in my testimony.

DOES THIS CONCLT]DE YOUR TESTIMOI\IY?

Yes, it does; however, I reserve the right to update this testimony as may be necessary.
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SCHEDULE ALR 1

SUEZ WATER PENNSYLVANTA INC.
Overall Cost of Capital

Ratios Cost Rate Weighted
Cost Rate

tcl
Long-Term Debt

Common Equity

45.82o/o tAl 4.650/o tAl 2.!3o/o

54.18o/o [A] 8,08Vo tBl 4.38o/o

100.0olo 5.51o/o

Source:

lAl Mr D'Ascendis's Direct Testimony, Statement No. 5, Schedule DWD-I, page 1 of 3.
tBl SCHEDULE ALR 2
tCl Ratios times Cost Rate
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SIMPLIFIED, OR CONSTANT GROWTH DcF (Dlp +g)

Based only on Value Line Future Expected Return

Based on Actual Returns

Non-Constant Growth DCF

SUEZ WATER PENNSYLVANIA INC.

cosT oF EQUIW SUMMARY

Average for Year
Ending Sl3rlt.A

(Ave. of High and Low)

8.r20/o

7.610/o

tAl

tAl

tBl

tAl

tAl

SCHEDULE ALR 2

As of
sl3rl2or8

(Current Price)

8.270/o

7 ,77o/o

7.670/o

tAl
tBl
tcl

lndicated Cost of Equity - prory Group

lndicated Cost of Equity - SUEZ pA

Capital Structure Risk
Adjustment

SCHEDULE ALR 4, Page 1

SCHEDULE ALR 4, Page 2
Based on estimate of 0.o4o/o change in cost of equity for each 1 % difference in common equity ratio compared to the prory

Company Specific
Cost of Equity

9roup.
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NON.CONSTANT GROWTH DISCOUNTEO CASH FLOW (DCF} TNDICATEO COST OF EQUITY
BASED ON VALUE LINE'S FORECAST
WATER PROXY GROUP

SCHEDULE ALR 4, Page 2

Hlddl$rx York
l{rla. Wslar
ilsEx YORW

1t1il2018 4fi3120tt
Valuo Line Oate

Ovidend

Forecastsd dividend growth rato

Book Value

SlEk Pric€

VL Mdpoint st@k price forucost
Stock Price Arowth lmptsd by Vllue Lneb Sloct proe Fqsssl

2018
mr9
2020
2021
2022

2018

Amor'ldn
Stater Wat6r

AWR
413t2018

$t 07
51 15

$1 24

$1 34
$1 45

7 89./o

$15 20
51735

Amedc.n Aque
Wattr Amerlca
AIVK IYTR

4t1U2016 u1312018

$1 78
$r 95
$2 14

s2 36
52 60

$31 75

$42 00

s0 E5
$0 9l
$1 00
$1 10

$1 25

E1t 00
s14 50

Cdltomla
Wsl,or
cwT

4113J20r8

$0 75

$0 78

s0 84
$0 91

51 02

7 990/o

$14 75
$16 70

50 91

$0 96
$1 0l
sl 06
$1 11

5 090/0

514 85
$16 75

$0 70
$0 75

$0,82
$o 90
s'1 00

9 33%

$9 80
$1 1,60

9 940/0 10 120/0

Source

Valus Lrne
Basod on Valu€ Ltn€. assuming cqstant dMdond groMlh
Bas€d on Value Lne. agsumtng constanl drudgnd grcwlth
Valu6 Lne

Compound annual ratc of groMh in divid€nds from m17 b 2O2O

Value Lin€
Value Lino

lrcEse in 9lock prce al same 1610 as aorwasled tmcme in b@k vdw

This DCF result is an Inlsmat Rate ol R€tum
computataon mads by lh6 'lRR" funclim
buiit inlo tha lvscGoft Excsl spreadshsl
It rs bassd m th€ actual cash floffi shMn fron 2017
lo 2021

cash FrN from purchasing 3t@t In May 2019, rceiving divdends through 2022. and soilinE th€ st@k in 2022
Negative number in m18 Gfl€cts cash dlfow required to ourchaso stoci
Cash llw sources are | ) dividends. and 2) procesds ol stock sele

Tolal retum on equity lo inv€stor who purchasgd slck on t3l/1g and sold s t@K on 7nlml2
assuming Value Line prqoctions of divadends and book vatu€ are corst and assumino
st@k pnce gros at same rale as b@k valu€

513112018
611t2022

2017
2018
201 9
m20
2021

DCF

DCF(.CWS&SJW)

Wator Prory Grcup
Avarag€ OCF Result
M€dian DCF Result

$50 02
963 95

$52 00
-t 48%

t55J 951

$1.1s
$1_24

fl 34
$65 40

6 080/"

6 08"/"

182 69
$109.38

$95.00
2 82%

i$llo 91 )

$1.95
s2 14

t2 36
$111 98

r0 3t%

t0 31%

7 670/o

6 730h

53r 49
$45 46

$4s 0o
5.470/6

1 si33 6-ti
$o It
$1 00

s1 10

546,71

10 63%

't0 6306

s40 06
$4s 36

542 50
1 190/6

$44 20

$49 86

$42 S
-0 78%

(s43 zSi
so,96
$1 01

51 06
$50 97

5 860/0

5 86%

$32 75
S8.77

$37 50
2 75%

{539 31 }

$0 78
$0 84

$0 91

$46 38

5-77!o

3 77V.

1$32 0sl
s0 7s
g0 82

$0.s0
$39.77

7 370h

7 37.h
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EXTERNAL FINANGING RATE
(Millions of Shares)

Common Stock Outstandlng

SCHEDULE ALR 5

2021-23

37.50
187.50
180.00

50.00
17.00
12.50

Average
Median
Sustainable"

Gompound
Annual

0.44Yo
1.360/o

0.23%
0.670/o

0.49o/o

{.39%
0.47%
0,470/o

WATER PROXY GROUP (6)
American States Water
American Water Works Co., Inc.
Aqua America
California Water Serv. Grp.
Middlesex Water Company
York Water

AWR
AWK
WTR
CWT
MSEX
YORW

2019

37.00
180.00
178.75
49.00
16.75
12.65

Source: Most Current Value Line
'Estimated sustainable groMh in common stock.
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Actull Crplt l Structur.
WATER PROXY GROUP

SCHEDULE ALR 6, P!9. 1

% Common Equlty
(t mltttonst LT Debt ST O.bt Ptd Stoct Equlty LT tlabr ST Debt Pfd Stoct equlty R'tlo

Yltlth 8T t.blAfibE lcen Statei Water
&netiFn Wat€r Wo.ks Co , trc
Aqua Am€fba
Cdlhnls Weter Ssrv G.D.
Mitdbser Wetsr Comporry
York Wetgr Cornpa.ty

Source; VohI. Llno Apdl 13, m1S

47,6%
51.1%
58 1%
58 7%
5,1.9%

55.296

47.1%
51 5%
59.9%
58.E%
55.2%

55,796

1629[
49 7%

55.6%
59.8%
55,6%

tt.0t6

47.5%
51.6%
55.t1%

61 5%
57.4%

55.316

.153% g
49.4% 3
573% E
61S% 3
57.0% |
55216 t

7,717 0 $
2,152.2 $
8{r.8 $
r73,9 $
90.r $

r1,3m $

6,490 0 $
2,m7.8 $

515.8 $
139.0 t
90.1 I

1,227.0 
'1444 3

2910 3
34.9 g
-t

'a
80 t
-$
-$
21 $
-$

5,38r.3 3 13,106.3
'f,9002 t 4,112.4

6t2_2 $ 1,4990
228.8 3 .105.1

1194 3 209.5

35.2%
49,5%
48.8%
34.4%
34 316

43.0%

0.t%
00%
00%
0.6%
00%

41.1A
17.77
tl6.2tt
50.3*
57.09.

9.4%
3.5%

t9.4%
8.696
00%

9,004 3 1,757 3 10t 0,7933 20.031
Awr{o
tl.dhn



aIaoooooooo

% Cofllmon Equlty

Wfrhod Shod-Tedn Dcbt
SCHEDULE ALR 6, Pase 2

Totel LTOebt STOebt PtdStock EquttyRrtto
Am€rhsn Stales Wots
Americrn Waler Wo.ks Co.. lrrc
Aqua Amglce
Cetbn$a Wate Senr Grp
Midd6.x Wete{ Cofirparly
Yo.t Wa|er Comparry

Sou@: V!lu. Lln. Aprll 13,2010

4f a%
51 1%

58 4%
58.7%
54.9t6

55.?%

17 4%
51.5%
59.996
58 0%
55 2%

56.7L

40.2%
49 7%
55.6%
5S.0%
s5.6%

54.llr

47.5%
51 6%
55.4%
61,5%
57 4%

55.3!6

,r5.3% t
.lg.tl% 3
573% t
6r.E% 3
57 (}16 3

55.Z,ra 3

7,717 0 t
2,152.2 |
86.8 $
173.9 $
90r $

1r,t20 t

($ ntlllonsl LT Debl ST Debt Ptd Stoch Equlty

.0
E.tlgo 0
2,007.8

515_8

139 0
90 1

9,56{ t 13t

$
$
t
$
$

3

110 $
-$
-$
24 $
-t

5,3ff1.8 E '11.88.1.8

1,960 2 I 3,58.0
692.2 I r,208.0
228.8 t 370.2
119.4 t 209.5

5'l6%
50.6%
42.f%
37.6%
43.0%

0r%
00%
00%
0,6%
00%

4!,3t9
49.416
57.3tt
61.t*
5t.o%

0.0%
0.0%
0.0%
00%
00%

0,795 t 1A252
Ay.r.go
Isorrn
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SCHEDULE ALR 7, Page 'l

WAIER PROXY GROUP BETAS. APRIL 2018

Prory Ticker
\merican States Water AWR
\merlcan Water Works Co., Inc AWK
{qua America WTR
;alifornia Water Serv. Gro. cwr

Middlesex Water ComDanv MSEX
York Water YORW

110 068 o71 053
0.66 082 103 0.80
033 064 066 051
0.68 094 073 046
100 063 0.96 172
0.75 068 039 0.78

BOND FUND BETAS. APRIT 2018

Bond Fund
Apr-2022

Ticker 11 18 25 Averagey'anguard Total Bond Market ETF BND
r'anguard Long-Term Corporate Bd ETF VCLT
Shares iBoxx g High Yield Corp Bd ETF HYG

#N/A #N/A o29 016
o31 u.z9 036 018
041 028 062 084

BOND FUND YIELDS. APRIL 2018

Bond Fund Ticker
y'anguard Total Bond Market ETF BND
y'anguard Long-Term Corporate Bd ETF VCLT
iShares iBoxx g High Yield Corp Bd ETF HYG

2.73o/" 2.720 2.74o/" 2.760/o
4 SOYo 4.76% 4.81o/o 4.92o/"
4.90o/o 4.87o/o 4.85Yo 4 90o/o
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SCHEDULE ALR 7, Page 2

WATER PROXY GROUP BETAS. MAY 2018

Ticker
\merican States Waler AWR
\merican Waler Works Co.. lnc AWK
qua America WTR

Califomia Water Serv. Gro. CWT
lvliddlesex Water Comoanv MSEX
York Water YORW

074 123 148 177 0.82
125 0.92 109 0.69 0.92
100 098 061 088 105
119 't 52 1.27 0.66 085
0.56 089 087 1.05 134
106 136 0.96 091 0.90

BOND FUND BETAS. MAY 2018

Bond Fund Tlcker Average
Vanguard Total Bond Market ETF BND
y'qEqard Long-Term Corporate Bd ETF VCLT
Shares iBoxx $ Hiqh Yield CorD Bd ETF HYG

o.27 020 o.24 o20 013
o.24 o21 028 o.28 029
066 0.56 054 055 0.54

BOND FUNO YIELOS. MAY 2018

Bond Fund
2022

Ticker 2 9 16 23 30 Average
2.82V" 2.71o/o 2.72o/o 2.520h Z.19"/o
4.22Yo 4.23o/o 4.25% 4.22o/o 4170/"
5.10% 5.09o/o 5.10% 5.09% 5.1Oo/"

Vanquard Total Bond Market ETF BND
Vanguard Lonq-Term CorDorat€ Bd ETF VCLT
shares tBoxx $ Hiqh Yi€ld Coro Bd ETF HYG
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SCHEDULE ALR 7, Page 3

WATER PROXY GROUP BETAS. JUNE 2018

27
064 172 0.99 073
0.58 080 0.72 076
0.76 1.13 089 0.45
150 103 097 r39
139 0.90 1 109

15 060 092 117

lun-2O22

BOND FUND BETAS - JUNE 2018

Bond Fund
lun-2022

Ticker 6 13 20 27 Averao€ffiffivanguard Totat Bond Market ETF BND
y'anguard Lonq-Term Coroorate Bd ETF VCLT
5nares ttsoxx g t-tigh yietd corp Bd ETF HYG

o24 0.25 o23 o26
0.25 o42 0.26 042
0.66 058 0.62 0.68

BOND FUND YIEIDS. JUNE 2018

Bond Fund
tun-2022

Ticker
2.820/ 2.82o/o 2.81o/o 2.8QYo
4 650/o 4.23o/o 4.67% 4.64a/o
5.08% 5 36o/o 5.35% 5.39%

Vanquard Total Bond Market ETF BND
vanguard Lonq-T€rm Coroorate Bd ETF VCLT
Shares iBoxx g Hiqh Yield CorD Bd ETF HYG
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Option lmplied Security Market Line
April - June 2018
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SCHEDULE ALR 7, Page 4
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R2 = 0.6424
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SCHEDULE ALR 7, Page 5

CAPM

Prory Group Coct of Equity

6.00%
8.',t7%
6.980/6

Cot of Equity 7o/o-g1o
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Schedule ALR 8, Page 1

Source: Blue Chip Financial Forecasts, Vot.29, llo 12, December 1.2010

Source: Federal Reserve Economic Data

- + , Siue a,lt,Fi ioreGi

+-A{i(rJi

)tD 2t1) Z.AiA -)al5 ..ci6 ,ai:r

Dec 2010 Blue Chip Financial Forecasts
Vs. Actual 10 Year U.S. Treasury Yields

2013 2014 2016 2017 -2021

ederal Funds Rate

reasury Note Yield, '10 Year
1 -4o/o

3.gVo

4.870

6A%

29%
4 SYo

5.2%

6.8%

3.51o

4,97o

5.4%

7.11o

3,8% 3go/o

5.0olo 51/o
5.5Vo 5.61o

7 20/o 7.30/0

3 9lo
C.Z-/o

56%
72%

Treasury Note Yiled, 30 year

Baa Bond Yield - BAA

2013 20't s 20't6

Funds Rate 0 14oh 0 11Vo 0.09o/o

1 74!o 2361o 248V.
2.88Yo 3.6Yo 3 27o/"

4.94% 5.1O/o 4.85%

0 1370 0.400/0 0.930/o

2.10o/o 1.83o/o 2 3310

2 81Vo 2.580/0 2,95%
5,000/o 4720/o 45gVo

Note Yield, 10 Year
reasury Note Yiled, 30 Year

Baa Bond Yield

Dec 2010 Blue Chip Financial Forecasts Vs.

Actual Federal Funds Rate
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Schedule ALR 8, Page 3

Federal Funds 3-month lo-year US 30-year US corporate Baa Bond yield
Date Rate Treasury Yield Treasury yield Treasury yield

1t1t2012 006008

10t112012 0 16

111112012

121112012

'11112013

2,112013

2t1/2012 0.10 0.08

013 0.07

0,14 0,09

5t1t2012 0,16 0.06

016
016

0.08

0.10

0.1 3 0.09

0.14 0.09

0.11

0.08

0.04

0.07

0.10

0.07

0,07 0.@
0.08 0.03

0.09 0.02

0.09 0.01

0.04

0.01

0 11 0.01

0 11 0.03

3t1t2012
4t1t2012

611t2012

7l1no12
8t1t2012

9t1t20't2

511t2013

d1lm13
7t1t2013
8t1t2013

211t2014

3t1tm14
411t2014

6t1t2016

7t1t2015

811t2015

9t1t2015
10t1t2015

11t112015

12t1t2015

1t'v2016

2,112016

311t2016
q1tn16

180

1.98

2.22

1.92

156
165
1,49

156
1.64

169
1.61

1.76

1.99
1no

1.85

1.68

216
2.4
2.55

2.75

2.62

2.54

2.74

3.03

267
zbb
2.72

265
2.46

2.52

z.Jb

2.34

2.51

2.U
2.19

2.17

1.68

200
193
205
2.10

2.34

2.21

220
2.06

2.15

2.22

227
1.93

1.74

179
1.82

1.83

1.49

1.46

157

293
3.09

335
311

267
2.76

z.c6
2.58

2.83

2.85

279
295
3.17
?no

310
266

331
3.50

Jbc
3.68

369
363
381
396
3.62
?(o

J.3b

346
I ?t

3.34

3.31 ,

3.08

3.2'l

3.05

291
2.75

2.25

2.60

254
275
2.85

3.10

293
Z.VJ

2.88

293
299
302
z. to
2.62

zoz
2.67

263
2.31

218
223

523
514
5.23

519
507
5.02

4.87
4.91

4.84

4.58

4.51

4.63

4.73

4.85

4.85

4.59

4.73
519
J.JI

5.42

547
5.31

538
s38
519
4t

JUb
4.9

476
48

4.73

4.69

4.8

{oY
479
4.74

4.45

4.51

454
448
4.89

5. 13

JI

5.19

5.34

5.34

546
5.46

545
5.34
6l?

4.79

4,68

4.53

422
424

016
016
0,14
015

3t1t2013 0 14

4t1t201s 0 15 0.05

0.1 1 0.03

0,09 0.03

0.09 0.03

0.08 0.02

9t1t2013 0.08 0.0r
1011tzJ13 0.09 0,03
11t1tm13 0.08 0,06
12t1tm13 0 09 0.06
1t1t2014 0.07 0.01

5t1120't4 0 09 0.03

611t2014 0 10 0.02

7t1t2014 0.09 0.02

8t112014 0.09 0.02

9t1t2014 0.09 0.01
10t112014 0 09 0.00
11t1t2014

121112014 0.12

111t2015

2t1t2015
3t1t2015

4t1t2015

5t112015

011

0.01

0.00

0.01

0.13 0.06

0.14 0.05

0 14 0.01

o 12 0.o7

0.12 0.r7
0.24 0.15

0.34 0.30

0 38 0.31

0 36 0.19

0.37 0.19

0,38 0.2s

o.24

012
012

6t112015 0.13

il11m16 0.37 0.28

7t1t2016 0 39

8t1/2016 0.40 0.32
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9l1tzJ16
lU1t2|J16

11nnu6
1Z1tm16
1nlm17
211tn17
g1nu7
411tn17
5nno17
d1m17

Sour,as:

0.40

0.40
0.41

0.54

0.66

0.66

0.79

0.90
0.91

1.U

o.26

0.30
0.47

0.48
0.50

0.52

0.74

o.78
0.95

0.99

1.61

1.83

2.37

2.4
2.45

2.6
2.4
2.28

2.m
2.&

2,v
2.59
3.02

3.06

3.05

2.97
3.02

2.95

2.6
2U

4.31

4.38

4.71

4.E3

4.66

4.U
4.68
4.57
4.55

4.37

10yr and 30y' US Treasury YbU
Yahoo Finance: rvrvrv,lahmfinalre.com

Federal Furds Rat€
Fodoral R6erve Economic Data: https:/fii€d.suouisfed.org

Corporate Baa Bond Yi€ld
Quandl: hilpsJ/wr*.quandl.com/datallIooDy/tsMylD€aa-Corporate-Bord-yi€H

Schedule ALR 8, Page 4
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Schedule ALR 9

Value Line Reuters Zacks Yahoo Fln
American States Water
American Water Works Co.. Inc
Aqua America
California Water Serv. Grp,
Middlesex Water Company
York Water Company

Average

6.50% 4.00%
8.50% 10.60%
7.00o/o 7.O0Yo

10.000/o NA
9.00% NA
9.50% NA

8.42o/o 7.20o/o

5.00% 4.No/o
7.50o/o 8.2io/o
6,00% 5.0070
6.00% 9.80o/o
NA 2,7OYO

NA 4.900h

6.130/o 5.77o/o

AWR
AWK
WTR
CWT
MSEX
YORW

Average
4.ffi%
8.70o/o

6.250/o

8.60o/o

5.85%
7.20o/o

6.91%

source: Mr D'Ascendis's Direct Testimony, statement No. 5, Schedule DWD-3, page 1 of z.
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RESUME OF AARON LLOYD ROTHSCHILD
15 Lake Road

Ridgefield, CT 06877

(203) 2 4 | -7 824 . azr on@roths chi I dfinanc i al. com

SUMMARY

Financial professional providing expert rate of return testimony in utility (water, electric and gas) rate case

O proceedings, applied mathematics research for utility industry as an affiliate of the New England Complex
Systems Institute, and industry experience includes Head of Business Analysis for a major US telecom firm in
Asia Pacific.

EXPERIENCE

O Rothschild Financial Consulting, Ridgefield, CT November 2001- present
Independent consulting firm specializing in utility sector
President

o Provide financial testimony (e.g. cost of equity, capital structure, cost of debt and M&A) to State
Govemments in utility rate case proceedings

r o Perform financial analysis using discounted cash flow models (DCF) and capital asset pricing model
' (CAPM) to determine the cost of capital for regulated utilities (electric, gas, and water) for State

governments
o Presented at utility regulation conferences (NARUCNASUCA and MARC) regarding rate of return,

power purchase agreements and cost of capital issues related to renewable energy policy and subsidy
auctions

O . Providing California Public Utility Commission (CPUC) ongoing expert rate of return witness
services regarding State regulated water companies

360 Networks, Hong Kong January 2001 - october 2001
Pioneer of the fiber optic telecommunications industry

O Senior Manager
o Business development and investment evaluation
o Negotiated landing rights and formed local partnerships in Korea, Japan, Singapore and Hong Kong

for $l billion undersea cable project
o Structured fiber optic bandwidth swapping agreement with Enron and Global Crossing

O o Established relationships with Hong Kong based Investment Bankers to communicate Asia Pacific
objectives and accomplishments to Wall Street

Dantis, Chicago,Il July 2000- December 2000
Start-up managed data-hosting services provider
Director

O . Built capital raise valuation models and negotiated with potential investors
o Team raised Sl00M from venture capital firm through valuation negotiations and internal strategic

analysis

MFS, MCI-WorldCom, Chicago, Hong Kong, Tokyo September 1996-JuIy 2000
a American Telecommunications Company

Head of Business Anolysis for Japan operations
o Managed staff of 5 business development analysts
o Raised $80M internally for Japanese national fiber network expansion plan by conducting an

investment evaluation and presenting findings to CEO of international operations in London, UK
a



o
. Built financial model for local fiber optic invesfinent evaluation that was used by business

development offices in Oak Brooh IL and Sydney, Australia

EDUCATION
I Vanderbilt University, Nashville, TN lgg4 - 1996

MBA, Finance
o Completed business plan for Nextlink Communications in support of their national fiber optic network

expansion, including identifuing opporhrnities from passage of Telecom Act of 1996
o Developed analytical framework to evaluate predictability ofrare events

o
Clark University, Worchester, MA 1rgg0 - l9g4
BA, Mathematics

o

o

o

o

o

o

o
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TESTIFYING EXPERIENCE OF AARON L. ROTHSCHILD

Through May 2018

COLORADO
O 

Public Service Company of Colorado; DocketNo. l lAL- g47E,Rate of Return, March

2012

CALIFORNIA

a California American Water Company, Application A.17-04-003, Rate of Return, August 2017

California Water Service Company, Application A.l7-04-006, Rate of Return, August 2017

Golden State Water Company, Application 4.17-04-002, Rate of Return, August 2017

San Jose Water Company, Application A.17-04-001, Rate of Return, August 2017a
COI\NECTICUT

United Water Connecticut; Docket No. 07-05-44, Rate of Return, November 2008

Valley Water Systems; Docket No. 06-10-07, Rate of Return, May 2007

o DELAwARE

TidewaterUtilities,Inc.; PSC DocketNo. 11-397, Rate of Return, Apt''l2012

Delmarva Power &Light, PSC Docket No. 09-414, Rate of Return, February 2010

O Delmarva Power &Light, PSC Docket No. 09-276T, Rate of Return, February 2010

FLORIDA

Florida Power &Light (FPL); Docket No. 070001-EI, October 1,2007

Florida Power Co.p; Docket No. 060001 Fuel Clause, September 2007
O 

NEW JERSEY

Aqua New Jersey, Inc.; BPU Docket No. WRI II20859, Rate of Return, April2012

MARYLAI\D

O Potomac Electric Power Company; Case No. 9311, Rate of Return,2013

DelmarvaPower &Light; CaseNo. 9317, Rate of Return, June 2013

Columbia Gas of Maryland; Case No. 9316, Rate of Retum,May 2013

Delmarva Power &Light; Case No. 9285, Rate of Retum, March2}l2o
Potomac Electric Power Company; Case No. 9286, Rate of Return,March2Dl2

NORTH DAKOTA

Otter Tail Power Company; Case No. PU-l7-398, Rate of Return, May 2018

a Montana-Dakota Utilities Co; Case No. PU-15-90, Rate of Return, August 2015

Northem States Power; Case No. PU-400-04-578, Rate of Return, March 2005

PENNSYLVANIA

o
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UGI Utilities, Inc. - Electric Division; Docket No. R-2017-2640058, Rate of Return, April 2018

Citizens' Electric Company of Lewisburg, Pa; Docket No. R-2016-2531550, Rate of Return, December 2016

- Wellsboro Electric Company; Docket No. R-2016-2531551, Rate of Return, December 2016o
Columbia Gas of Pennsylvania, lnc.; Docket No. R-2016-2529660, Rate of Return, June 2016

Columbia Gas of Pennsylvania, Inc.; Docket No. R-2015-2468056, Rate of Return, June 2015

Pike County Light & Power Company; Docket No. R-2013 -2397237(electric), Rate of Return, April 29,2014

O Pike County Light &Power Company; Docket No. R-2013 -2397353 (gas), Rate of Return, Apil29,20l4

dolumbia Water Company; Docket No. R-2013 -23607g8,Rate of Return, August 5,2013

Peoples TWP LLC; Docket No. R-2013-2355886, Rate of Return, July 31, 2013

O City of Dubois - Bureau of Water; DocketNo. R-2013-2350509, Rate of Return,ruly25,2013

City of Lancaster - Sewer Fund, Docket No. R-2012 -2310366, Rate of Return, December 2012

Citizens' Electric Company of Lewisburg,Pa; Docket No. R-2010-2172662, Rate of Return, September 2010

Wellsboro Electric Company; Docket No. R-2010-2172665, Rate of Return, September 2010
O 

York Water Company; DocketNo. R-2010 -2l57l40,Rate of Return, August 2010

T.W. Phillips Gas and Oil Company; Docket No. R-2010-2167797, Rate of Return, August 2010

Joint Application of The Peoples Natural Gas Company, Dominion Resources, lnc. and Peoples Hope Gas

O Company LLC, Docket No. A-2008-2063737,Financial Analysis, December 2008

York Water Company; Docket No. R-2008 -2023067, Rate of Return, August 2008

VERMONT

Central Vermont Public Service Corp., Docket No. 7321, Rate of Return, September,2007
I
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BEFORE THE

PENNSYLVAI.IIA PI.JBLIC UTILITY COMMISSION

t PennsylvaniaPublic Utility Commission :

: Docket No. R-2018-3000834
: SUEZ Water Pennsylvania, Inc" :

) yERrFrcArroN

' I, AARON L. ROTHSCHILD, hereby state that the facts set forttr in my Direct

Testimony, OCA Statement No. 2, ate tnre and correct (or are frue and correct to the best of my
o

knowledge, information, and belief) and that I expect to b able to prove the same at a hearing

held in this matter. I understand that the statements herein are made subject to the penalties of 18

I Pa.C.S. $ 4904 (relating to unswom falsification to authorities).

DATE: Jdy2A,20l7

o

o

o

I

Signed:

o
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THE PEI\NSYLVAI\IIA PT]BLIC UTILITY COMIIISSION

Pennsylvania hblic Utility Commlcaion

:

SIIEZ Pennsylranie Inc. :

Docket No. R-201&3fiX)834

v.

SI]RREBUTTAL TESTIMOI\Y

OF
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ON BEHALF'Or'

THE OTT'ICE OF CONST]MERADVOCATE

August3l,2018
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I. SUMMARY OF MR. D'ASCEI\DIS' COMMENTS

A. WIIAT IS THE PURPOSE OF YOUR SURREBUTTAL TESTIMOI\-Y?

A. The purpose of my Surrebuttal Testimony is to respond to the following issues addressed

in Company witress Paul D'Ascendis' Rebuttal Testimony:

1. Definition of the Cost of Equity;

2. Reliance on DCF results;

3. Application of constant growth DCF;

4. Interpretation of market conditions;

5. Financial risk adjustment;

6. Operational risk adjustrnent.

As addressed below, I will explain why Mr. D'Ascendis' specific criticisms are invalid

and why his general framework is flawed. My specific cost of equity recommendation is based

on my DCF analysis. A reading of the academic literature on financial markets and a review of

the financial data and discussions within the investnent community show that volatility, yield

spreads, interest rates, and equity prices are central to the discussion ofcost ofcapital. I am not

proposing to use the VIX Index to specifically calculate my cost of equity recommendation.

However, the fact that the VD( Index has significantly decreased is an important overview

market data component to consider. The same link befween equity risk premiums and default

spreads was obvious during 2008. The same is true for the other components I have chosen to

address, i.e. bond yields, bond yield spreads, stock indices and access to capital.

J
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I [. DEFTNTTTON OF THE COST OF EQUTTY

2 Q. oN PAGES 45-47 oF HIS REBUTTAL TESTIMONY, MR. D'ASCENDIS

3 STATES THAT YOU DO NOT BELIEVE THE COST OF EQUITY SHOULD BE

4 BASED ON EXPECTED MARKET CONDITIONS. PLEASE RESPOND.

5 A. Mr. D'Ascendis' interpretation is incorrect. I believe the cost of equity should be based

6 on investor expectations, including what they expect market conditions will be in the future. As

7 discussed throughout my Direct Testimony, my cost of equity recommendation is based on the

8 forecasts represented in market prices and direct measurements of investors' expectations. My

9 market-based approach is superior to using "expert" forecasts (e.g. Blue Chip Financial

l0 Forecasts) -- instead of what the market expects as indicated by market data -- for the following

1l reasons. First, the actual cost of equity SUEZ PA will pay when it raises money will be

12 determined by the market and not by financial publications. Second, evidence supports that

l3 predicting capital markets (e.g. interest rates, stock prices) is virtually impossible.l

14 A. IS YOUR APPROACH TO CALCULATING THE COST OF CAPITAL

15 CONSISTENT WITH THE FINAIICIAL LITERATURE QUOTED IN MR.

16 D'ASCENDIS' REBUTTAL TESTIMONY REGARDING THE DEFINITION OF

17 THE COST OF CAPITAL?

18 A. Yes. Mr. D'Ascendis provides quotations from financial textbooks, consulting firms and

19 OCA Rate of Return witness (David Parcell) that he claims show I am mistaken that the cost of

20 capital should be market-based. The quotes he provides on pages 46-47 of his Rebuttal

2l Testimony mostly stress that the cost of capital should be based on investors' expectations,

I Daniel Kahneman, Thinking Fast and Slow (New York: Farrar, Straus and Giroux, 20ll):215.

7



I which is a concept that forms the foundation of my approach to calculating the cost of equity.

2 My market-based CAPM utilizes stock option data because it measures investor expectations

3 directly. The results of my DCF analysis represent investor expectations because my DCF

4 utilizes the prices investors are willing to pay for water utility stocks based on their expectations.

5 ilI. RELIANCE ON DCF RESULTS

6 Q. MR D'ASCENDIS DISAGREES WITH YOUR "EXCLUSIVE WEIGHTING'' OF

7 CONSTANT GROWTH DCF RESULTS. PLEASE RESPOND.

8 A. My constant growth DCF, applied to the Water Proxy Group, result of 8.25% (As of

9 5/31/2018) is higher than both my non-constant growth DCF (7.66%-7.67%) and,CApM (7yo-

10 8%) results .2 Anequal mathematical weighting of my three model results produces a cost of

1l equity for SUEZ PA's level of financial risk that is below my 8.08%3 recommendation.

PLEASE COMMENT ON MR. D'ASCENDIS' CLAIM THAT USING MULTIPLE

MODELS ADDS RELIABILITY TO THE ESTIMATION OF THE COMMON

EQUITY COST RATE.

15 A. I disagree strongly that the use of multiple models should be the criteria of reliability in

16 cost of capital or any type of analysis. One good model is worth more than a million bad ones.'

17 For example, the fleet of satellites that make up the Global Positioning System (GpS) rely on the

l8 theory of special-relativity to provide accurate driving directions. This model of physical reality,

19 as invented by Einstein, is the most reliable model we know of for calculating the trajectory of

20 fast moving objects. Using multiple models, as Mr. DAscendis' recommends, should not be the

2 Mr. Rothschild's Direct Testimony, Statement No .2,Table2,page 4.
3 SIJEZ PA's cost of equity (S.08%) is lower than for the Water lroxy Group (8.25%)because of lower frnancial
risk.

12 a.

13

l4
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criteria of reliability for determining the appropriate cost of equity for SIJEZPA in this

proceeding.

TV. APPLICATION OF CONSTANT GROWTH DCF

0. PLEASE SUMMARIZE MR. D'ASCENDIS' CRITICISM OF YOUR

APPLICATION OF DCF METHOD.

Mr. D'Ascendis makes the following criticisms of my constant growth DCF method:

1. Relies on short-term security analyst forecasts;

2. Growth methodology is circular;

3. Ignores the basic principle of rate base / rate of return regulation;

4. External financing growth rate.

PLEASE COMMENT ON MR. D'ASCENDIS' CLAIM THAT YOUR DCF

METHOD RELIES ON SHORT-TERM SECTTRITY ANALYST FORECASTS

THAT ARE NO LONGER TIIAN THE ONES HE USES IN HIS DCF ANALYSIS.

aJ

4

5

6

8

9

10

1l

I2

t3

A.

a.

14 A. The DCF growth component of my DCF method is different, and superior, to the one

15 used by Mr. D'Ascendis. My sustainable growth method utilizes these "short-term" analyst

16 forecasts to derive a sustainable long-term growth rate. Mr. D'Ascendis mechanically uses these

17 "short-term" forecasts (analyst eamings per share growth rates) as a proxy for long-term growth

18 without making the necessary adjustments required to obtain sustainable growth.

19 As discussed in my Direct Testimony, sufficient care must be taken to be sure that the

20 growttr rate "g" is representative of the constant sustainable growth required for the answer from

2l the constant growth form of the DCF model to be meaningful. My DCF method assures the
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mathematical relationship between earnings, dividends, book value and stock price is respected.

Mr. D'Ascendis' DCF method does not.

ON PAGES 38-41 OF IIIS REBUTTAL' MR. D'ASCENDIS CLAIMS TIIAT

EARNINGS PER SHARE GROWTH ARE THE SUPERIOR OPTION IN

SELECTING PROJECTED GROWTH IN A DCF MODEL. HOW DO YOU

RESPOND?

a
J

4

5

6

a.

l0

7 A. I disagree. A study condircted by McKinsey & Company in 2010 found that "analysts

8 have been persistently over optimistic for the past 25 years with estimates ranging from 10 to 12

9 percent ayear, compared with actual earnings growth.',

on average, analysts' forecasts have been almost 100 percent too high.a

Capital markets, on the other hand, are notably less giddy in their predictions. Except

during the market bubble of 1999-2001, actual price-to-earnings ratios have been 25 percent

lower than implied P/E ratios based on analyst forecasts.5

Even if equity analysts' forecasts are not upwardly biased, as discussed in my Direct

Testimony, adding earnings per share growth forecasts to a dividend yield without considering

the retention rate produces a flawed result.

PLEASE COMMENT ON MR. D'ASCENDIS' CLAIM THAT YOUR DCF

METHOD IS FLAWED BECAUSE IT IS CIRCULAR.

A. Mr. D'Ascendis claims that my DCF method is circular because the result (if authorized)

would become one of the model inputs.6 His claim is incorrect because, among other reasons,

a Marc H. Goedhart, Rishi Raj and Abhishek Saxena, Equity Analysts: Still too bullish, Spring 2010, page 16.
'lDlo.

1l
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I my DCF results are based on companies in other jurisdictions.T If authorized,my DCF results

2 would not be applied to the companies in my Water Proxy Group. There is no circularity.

3 Additionally, my DCF results are based on a point in time (May 3 1 , 201 8) and therefore if
4 allowed, my DCF results could not impact investor expectations back in May.

PLEASE COMMENT ON MR. D'ASCENDIS' CLAIM THAT YOUR DCF

METHOD IGNORES THE BASIC PRINCIPLES OF RATE BASE / RATE OF

RETURN REGULATION.

8 A. Mr. D'Ascendis' position is without sound foundation. My approach to estimating an

9 appropriate cost of equity for SUEZ PA does recognize that it will be applied to book value.

10 Applyng a market-based cost of equity to book value is consistent with the regulatory principles

1 I of original cost ratemaking. Applying a market-based cost of equity to anything other than the

12 original cost SUEZ PA's investments as measured by book value would violate fundamental

13 principles of original cost ratemaking and result in overcharging consumers.

DO YOU AGREE WITH MR. D'ASCENDIS' POSITION TIIAT THE DCF

MODEL IS NOT ACCURATE WHEN IWB RATIOS ARE NOT AT UNITY.

16 A. No, I do not. The cost of capital is market-based. The price investors are willing to pay

17 for a stock in relation to what they expect to receive in retum is the information that is used to

18 determine the cost of equity. For example, if investors are willing to pay more than book value

19 for a utility company that investors expect will earn a return on book equity of gYo,this means

20 that investors require less than a 9Yo retttm to be convinced to buy shares of this company. Just

2l as the market yield on a bond decreases when investors bid up the market price of a bond, the

6 Mr. D'Ascendis' Rebuttal Testimony, Statement No. 5R, page 33, lines 10-14
7 The exception is York Water, which is in the same iurisdiition as SUEZ pA.

sQ.
6

.f

14 a.

15



1 yield also decreases for a common stock invesfrnent when the stock price goes up. The DCF

2 model is specifically designed to recognize the difference in the value of earnings paid out as a

3 dividend and retained earnings. A properly applied DCF model maintains its accuracy

4 irrespective of the market-to-book ratio.

5 Q. PLEASE RESPOND TO MR. D'ASCENDIS' STATEMENT THAT RAISING

6 NEW FINANCING GROWTH (S FACTOR) ABOVE VALTIE LINE

7 PROJECTIONS IN MY TESTIMONY CONCERNING OTTER TAIL POWER

8 COMPANY AND NOT DOING SO IN THIS CASE IS "CURIOUS'.

9 A' Mr. D'Ascendis' comparison is not valid because, ,rmong other reasons, Otter Tail power

l0 Company is an electric utility and my cost of equity was based on a different proxy group (nine

11 electric companies) than I used in this proceeding (six water companies). In this proceeding I

12 determined that it was appropriate to decrease new financing growth because the Water proxy

13 Group has been issuing very few shares over the past five years. Between 2013 and 2018 the new

14 financing growth was almost \oh for the companies in my water proxy Group.

15 V. INTERPRETATION OF MARKET CONDITIONS

T6 A. PLEASE SUMMARIZE MR. D'ASCENDIS' COMMENTS REGARDING MY

17 INTERPRETATION OF CURRENT CAPITAL MARI(ETS.

18 A. In response to Mr. D'Ascendis' rebuttal testimony, I will address the following topics

' 19 regarding my interpretation of current capital markets:

. 20 l. Stocks are expensive (high price to earnings (*p/8") ratios);

21 2. Interest rates (still historically low interest rates);

22 3. Low credit spreads;
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3

4

5

6

4. Volatility Expectations;

5. Will the cost of equityremain low?

Stocks are expensive (high price to earnings (uPlE') ratios)

A. DO YOU AGREE WITH MR. D'ASCENDIS' POSITION TIIAT AN INCREASE

IN TIIE WATER PROXY GROUP P/E RATIOS 2015 TO 2018 INDICATES A

HIGHER COST OF EQUITY THAN IN SUEZ PA'S LAST RATE CASE?

7 A. No, I do not agree. Mr. D'Ascendis' claim that the cost of capital has increased, not

8 decreased, since SUEZ PA's last rate case is based on his flawed DCF method. As discussed on

9 pages 3I-39 of my Direct Testimony, the Constant Growth DCF model must be based on

l0 sustainable growth.8 His conclusion that the cost of capital has increased since 2015 is

1l unreliable because it is based on a flawed DCF method.

12 Interest rates (still historically low interest rates)

13 A. MR. D'ASCENDIS CLAIMS THAT RATES IN THIS PROCEEDING SHOULD

14 BE SET BASED ON FUTT]RE INTEREST RATES, NOT CURRENT INTEREST

15 RATES. PLEASE RESPOND.

16 A. I agree with Mr. D'Ascendis that "ratemaking and the cost of capital are prospective in

17 nature, i.e., forward looking." However, his claim that economic forecasts must be prioritized

l8 over cu:tent bond yields is false because these market-based yields are based on investor

19 expectations. As explained in my Direct Testimony, the yields on 30-year U.S. Treasury bonds

20 are market-based and therefore reflect investors' expectations. Since bond prices and yields are

2I inversely related, an investor who expected long-term interest rates to increase soon would not

8 As explained on pages 3l-39 of my Direct Testimony the constant growth DCF method requires a sustainable
growth rate.



1 purchase 30-year U.S. treasuries because they would lose money. In a liquid market like those

2 for 30-Year U.S. Treasury bonds, the yield reflects interest rate expectations of the marketplace.

3 The current yield on 30-year U.S. Treasury bonds is based upon a market in which investors are

4 aware of the comments bv the Federal Reserve.

5 Low Credit Spreads

6 Q. MR. D'ASCENDIS CLAIMS THAT CIIART 6 IN MY DIRECT TESTIMONY

7 DOES NOT DEMONSTRATE THAT THE COST OF EQUITY IIAS

8 DECREASED ALONG WITH INTEREST RATES BECAUSE TIIE CREDIT

9 SPREAD BETWEEN U.S. TREASURIES AND CORPORATE BONDS IS NOT A

10 PROXY FOR THE COST OF CAPITAL. PLEASE RESPOND.

1l A. The analysis presented on pages 5I-52 of his Rebuttal Testimony does not support his

12 claim because it does not measure how the cost of equity and credit spreads are related. In order

13 to show that the credit spreads are not a proxy for the cost of equity it would require comparing

14 credit spreads and the cost of equity. He does not do this. His justification consists of a

15 regression analysis to determine the relationship between allowed returns (ROEs) and credit

16 spreads between 1997 and2018. He concludes that the relationship between credit spread and

17 authorized ROEs have a week negative correlation.e However, authorized ROEs is an entirelv

18 different concept than the cost ofequity.

e Mr. D'Ascendis' Rebuttal Testimony, StatementNo.5,page5l, line 16.

9



I Volatility Expectations

2 Q. PLEASE RESPOND TO MR D'ASCENDIS' CLAIM THAT THE CURRENT VIX

3 rl\tDEX (MAY 31, 2018) rS IRRELEVANT TO THE COST OF EQUTTY rN THIS

4 PROCEEDING.

5 A. Mr. D'Ascendis' comparison of curent short-term and long-term volatility is not relevant

6 because it is an apple to orange comparison. Mr. D'Ascendis states that as of May 31,2018, the

7 VIX index (short-term volatility expectations) is 15.43%while long-term volatility is 19.8g%.

8 This comparison between short and long term volatility expectations does not say anything

9 regarding how the cost of equity has changed since SUEZPA's 2015 rate case because investors

l0 usually expect volatility to be higher in the long-term than the short-term. As shown in the Chart

11 below, long-term volatility expectations were higher than short-term volatility on the last trading

12 day of May 201 5, jrst like they were on the last trading day of May 20 I 8. However, long-term

l3 volatility expectations are lower in 2018 than they were in 2015 which indicates the cost of

1,4 equlty has decreased since SUEZ PA's last rate case.

VIX Futures Historical Prices
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Will the cost of equity remain low?

A. PLEASE RESPOND TO MR. D'ASCENDIS' CLAIM THAT YOU BELIEVE THE

cosT oF EQUITY WILL REMAIN LOW.

1l

T2

4 A. Mr. D'Ascendis' claim that I believe the cost of equity will remain low in the future

5 contradicts the core thesis of my Direct Testimony, which is that capital markets are

6 unpredictable. I do not know what the cost of equity will be in the future and I do not believe

7 anyone else does. In my Direct Testimony at page 2,I state "predicting capital markets (e.g.

8 interest rates, stock prices) is virtually impossible." lnvestnent guru Warren Buffet also believes

9 that markets are trnpredictable. He recently gave the following advice to investors regarding

10 people who claim to know what capital markets will do in the future:

They should not listen to a lot of the jabbering about what the market is going to

do tomorrow, or next week or next month because nobodv knows.10

13 As discussed in my Direct Testimony, I do not know if the cost of equity will remain at

14 historically low levels. However, it is possible to measure investor expectations by utilizing

15 current market conditions, including stock prices and bond yields. Ironically, if investors expect

16 the cost of equity to increase in the future this would indicate an even lower cost of equity today.

17 The current cost of equity would be lower if investors expect the cost of equity to increase

l8 because as the cost ofequity decreases price-to-earnings ratios tend to decrease. A declining

19 price-to-earnings would mean investors expect to sell the stock they purchase today for a lower

20 price than if the price-to-earnings ratio remained the same.

r0 PBS News Hour, June 26,2017, Part 1 -America should stand for more than just wealth, says Warren Buffett.

1l



1 Q. PLEASE RESPOND TO MR. D'ASCENDIS' CLAIM THAT YOU BELIEVE THE

2 COST OF CAPITAL SHOULD NOT BE BASED ON E)(PECTED MARKET

3 CONDITIONS.

4 A. Current capital markets provide the most reliable information regarding future market

5 expectations. The price investors are willing to pay for stocks and bonds today is based on what

6 they expect capital markets will be in the future. My market-based approach to calculating the

7 cost of equity is "prospective in nature, i.e. forward looking," and consistent with ratemaking

8 principles.

9 VI. FINAI\CIAL RISK ADJUSTMENT

10 A. PLEASE RESPOND TO MR. D'ASCENDIS' OPPOSITION TO YOTJR 17 BASIS

11 POINT FINAI\CIAL RISK ADJUSTMENT.

12 A. Mr. D'Ascendis' criticism of my financial risk adjustment hinges on a flawed calculation

13 of the level of permanent capital of the proxy goup. He claims that short-term debt should be

14 excluded from capital strucfure calculations because it is not "permanent capital." However, this

15 is incorrect. Based on my two decades of experience testifying in rate of return cases, I have

16 observed that water utility companies permanently maintain apercentage of short-term debt in

11 their capital structure. For example, the Water Proxy Group I used n2017 in another

18 proceeding included an average short-term debt ratio of over 6%. Mr. D'Ascendis' criticism of

19 my financial risk adjustment is unjustified because short-term debt is typically apartof water ,

20 utility's permanent capital.

2l As discussed in my Direct Testimony, SUEZ PA (8.08%) has a lower cost of equity than the

22 Water Proxy Group (8.25%) because SUEZ PA is proposing to use a higher common equity ratio

t2



1 (54.18%)than the Water Proxy Group average (49.92%). My financial risk adjustment is

2 consistent with the financial facts and should be used to determine SLIEZ PA's cost of equity.

3 VII. OPERATIONAL RISK ADJUSTMENT

4 A. MR. D'ASCENDIS' CLAIMS THAT SUEZ PA SHOT]LD BE GRANTED A SIZE

5 PREMIUM DESPITE THE FACT THAT IT HAS ACCESS TO THE

6 RESOURCES OF A PARENT (SUEZ ENVIROI\MENTAL S.A.) WITH A

7 MARIGT CAPITALIZATION OF OVER $8 BILLION. PLEASE RESPOND.

8 A. I explained on pages 64-66 of my Direct Testimony that Mr. D'Ascendis' 0.20yo

9 premium adder is not appropriate for SUEZ PA because the Company is inseparable from its

l0 parent's large customer base, extensive financial resources, and geographical diversity.

I I However, SUEZ PA should not be granted 0.20% premium adder even if it did not have access

12 to the resources of SUEZ Environmental. The literature cited by Mr. D'Ascendis is a study based

13 on public companies traded on the New York Stock Exchange and does not address small utility

14 companies specifically. Regulated utility companies, such as SIJEZPA, have significantly

15 different risk characteristics compared to unregulated companies. Therefore the research cited

16 by Mr. D'Ascendis is not relevant to this proceeding.

I7 VTII. CONCLUSION

18 A. PLEASE STIMMARIZE YOUR REACTION TO MR. D'ASCENDIS' REBUTTAL

19 TESTIMOI\IY.

20 A. Mr. D'Ascendis' criticisms of my Direct Testimony are unsupported and should be

2l rejected. The Commission has stated its preference and primary reliance upon DCF model based

22 cost of equity recommendations. It is critical to have one accurate model and adding more,

t3



I particularly if they are flawed models, does not increase accuracy. Mr. D'Ascendis' criticisms of

2 my sustainable growth methodology reveal his lack of understanding of how to determine the

3 appropriate growth rate to use in a Constant Growth DCF method. Although I use my DCF

4 analysis to determine my cost of equity recommendation, the 'cost of equity in today's financial

5 market' shows that the fear index is down, government bond yields are ata historic low, bond

6 yield spreads have retumed to pre-recession levels, stock indices are reaching all-time highs and

7 companies have access to capital. My market-based CAPM result of between 7%-8% indicates

8 that my DCF result is market based. My assessment of capital markets represents the complete

9 picture of the general health of capital markets and their development since SUEZ PA's last rate

l0 case in 2015.

DOES THIS CONCLT]DE YOT]R SURREBUTTAL TESTIMOI\IY?

Yes.

a.

A.

11
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I. INTRODUCTION

WOULD YOU PLEASE STATE YOUR NAME AND BUSINESS

ADDRESS?

My name is Jerome D. Mierzwa. I am a principal and President of Exeter Associates,

Inc. ("Exeter"). My business address is 10480 Little Patuxent Parkway, Suite 300,

Columbia, Maryland 21044. Exeter specializes in providing public utility-related

consulting services.

PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND

EXPERIENCE.

I graduated from Canisius College in Buffalo, New York, in 1981 with a Bachelor of

Science Degree in Marketing. In 1985, I received a Master's Degree in Business

Administration with a concentration in finance, also from Canisius College. In July

1986, I joined National Fuel Gas Distribution Corporation ("NFG Dishibution") as a

Management Trainee in the Research and Statistical Services Departrnent ("RSS").

I was promoted to Supervisor RSS in January 1987. While employed with NFG

Distribution, I conducted various financial and statistical analyses related to the

Company's market research activity and state regulatory affairs. In April 1987, as

part of a corporate reorganization, I was transferred to National Fuel Gas Supply

Corporation's ("NFG Supply") rate department where my responsibilities included

utility cost of service and rate design analysis, expense and revenue requirement

forecasting and activities related to federal regulation. I was also responsible for

preparing NFG Supply's Federal Energy Regulatory Commission ("FERC") Purchase

Gas Adjustment ("PGA") filings and developing interstate pipeline and spot market

supply gas price projections. These forecasts were utilized for internal planning

purposes as well as in NFG Distribution's purchased gas cost proceedings.
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In April 1990, I accepted a position as a Utility Analyst with Exeter. In

December 1992,Iwas promoted to Senior Regulatory Analyst. Effective April 1,

1996,I became a principal of Exeter. Since joining Exeter, my assignments have

included water and wastewater utility class cost of service and rate design analysis,

evaluating the gas purchasing practices and policies of natural gas utilities, sales and

rate forecasting, performance-based incentive regulation, revenue requirement

analysis, the unbundling of utility services and the evaluation of customer choice

natural gas transportation programs.

HAVE YOU PREVIOUSLY TESTIFIED IN REGULATORY

PROCEEDINGS ON UTILITY RATES?

Yes. I have provided testimony on more than 300 occasions in proceedings before

FERC, utility regulatory commissions in Arkansas, Delaware, Georgia, Illinois,

Indiana, Louisiana, Maine, Maryland, Massachusetts, Montana, Nevada, New Jersey,

Ohio, Pennsylvania, Texas and Virginia, as wellas before the Pennsylvania Public

Utility Commission ("Commission").

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

On April 30, 2018, Suez Water Pennsylvania, Inc. ("SWP4" or "the Company") filed

an application to increase rates for water utility service by $6.2 million. Exeter was

retained by the Pennsylvania ofhce of Consumer Advocate ("oCA") to review and

analyze the Company's revenue requirement claim, class cost of service studies, and

rate design proposals included in SWPA's application. My colleague, Mr. Lafayette

K. Morgan, addresses SWPA's revenue requirement claim. My testimony addresses

the Company's class cost of service studies and rate design proposals.

HAVE YOU PREPARED EXHIBITS TO ACCOMPANY YOUR

TESTIMONY?

a.

A.

o

a.

o
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24.O

Yes, I have. Schedules JDM-I and JDM-2 are affached to my testimony.

PLEASE SUMMARIZE YOUR FINDINGS AND RECOMMENDATIONS.

As discussed in my testimony, SWPA submitted two cost of service
studies in its filing and a third study in response to OCA discovery.
With the exception that the studies prepared by SWPA include the costs
associated with serving the Route 15 service territory expansion and/or
Mahoning Township, all three studies appear to be reasonable;

While SWPA's proposed distribution of its requested revenue increase
provides for the movement of rates for each customer class toward the
indicated cost of service, additional movement is warranted and
reasonable. Therefore, the Company's proposed distribution should be
rejected and the distribution proposed by the OCA should be approved;

The existing customer charges for a customer with a 5/8-inch or 314-inch
meter should be maintained, unless the increase authorized by the
Commission in this proceeding justifies a higher charge; and

The revenue requirement approved for SWPA in this proceeding should
exclude costs associated with serving Mahoning Township and, if the
Commission approves an application filed by SWPA to acquire
Mahoning Township, SWPA should maintain the rates charged to
Mahoning Township customers by the seller at the time of acquisition
until SWPA's next base rate proceeding.

HOW IS THE REMAINDER OF YOUR TESTIMONY ORGANIZED?

The remainder of my testimony is divided into four additional sections. The first

additional section describes the Company's class cost of service studies. The second

section presents my recornmended distribution of the revenue increase authorized by

the Commission in this proceeding. The next section addresses SWPA's proposed

customer charges. The final section of my testimony addresses the rate implications

of the potential acquisition of the Mahoning Township water system by SWPA.
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3A.

II. CLASS COST OF SERVICE STT]DY

WHAT IS THE OBJECTTVE OF A COST OF SERVICE STUDY?

A cost of service study is conducted to assist a utility or commission in determining

the level of costs properly recoverable from each of the various classes of customers

to which the utility provides service. Allocation of recoverable costs to each class of

service is generally based on cost causation principles.

PLEASE DESCRIBE THE CLASS COST OF SERVICE STUDIES

PRESENTED BY SWPA IN THIS PROCEEDING.

SWPA has presented two class cost of service studies in its filing. The first study,

which is the Company's recommended study and is identified as SWPA Exhibit No.

PRH-1 in the Company's filing, includes the Company's projected fully forecasted

future test year ("FFFTY") costs, including those costs associated with serving

Mahoning Township. The second study, identified as SWPA Exhibit No. PRH-2,

includes the same costs included in the first study with the exception that the costs

associated with the water main extension planned to serve the Route 15 service

territory expansion have been excluded. The second study was a requirement of the

Commission's Opinion and Orders at Docket No. 4-2017-2626908 issued January

18, 2018 and March 1, 2018, concerning SWPA's application for a certificate of

public convenience to provide water service in additional portions of Montour and

Cooper Townships. All other projected FFFTY costs associated with serving the

Route 15 service territory expansion included in the f,rrst study are included in the

second study. At the request of the OCA, the Company has prepared a third cost of

service study that excludes the costs associated with serving Mahoning Township.

That study is attached to my testimony as Schedule JDM-I.

a.o

A.
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a
As explained in greater detail in the testimony of Mr. Morgan, it is the OCA's

position that all of the costs associated with the Route 15 service territory expansion

and Mahoning Township should be excluded from determining the Company's

revenue requirement in this proceeding. I would further note that although the total

revenue requirement claim reflected in each of the three Company prepared cost of

service studies may differ, the relative rates of return for each customer class served

by SWPA as indicated by the three studies are nearly identical. These relative rates

of return should be the primary factor guiding the distribution of the revenue increase

authorized in this proceeding because doing so would promote cost of service based

rates. For purposes of assessing the reasonableness of the claimed cost of serving

each customer class and evaluating the Company's proposed distribution of its

requested revenue increase, I rely on the results of the Company prepared cost of

service study that excludes the costs associated with serving Mahoning Township,

and is attached to my testimony as Schedule JDM-I.

WHAT ARE THE PRIMARY COST OF SERVICE STUDY

METHODOLOGIES UTILIZED FOR WATER UTILITIES?

The two most commonly used and widely recognized methods of allocating costs

to customer classes for water utilities are the base-extra capacity method and the

commodity-demand method. Both of these methods are set forth in the American

Water Works Association's ("AWWA") Manual, Ml, Principles of Water Rates,

Fees, and Charges ("AWWA Ml Manual").

WHAT METHODOLOGY HAS THE COMPANY UTILIZED FOR ITS

CLASS COST OF SERVICE STUDIES?

SWPA has utilized the base-extra capacity method in preparing its class cost of

service studies. Under the base-extra capacity method, investment and costs are first
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A.

classified into four primary functional cost categories: base or average capacity, extra

capaclty, customer and fire protection. Once investrnent and costs are classified to

these functional categories, they are allocated to the various customer classes.

PLEASE DESCRIBE IN GREATER DETAIL THE FOUR PRIMARY

FUNCTIONAL COST CATEGORIES AND HOW THEY ARE

ALLOCATED TO THE VARIOUS CUSTOMER CLASSES TINDER THE

BASE-EXTRA CAPACITY METHOD.

Base Costs are costs that tend to vary with the quantity of water used, plus costs

associated with supplying, treating, pumping and distributing water to customers

under average load conditions. Base costs were allocated to customer class on the

basis of average daily usage in SWPA's studies.

Extra Capacity Costs are costs associated with meeting usage requirements

in excess of average usage. This includes operating and capital costs for additional

plant and system capacity beyond that required for average usage. Extra capacity

costs in the Company's study have been subdivided into costs necessary to meet

maximum day extra demand and maximum hour extra demand. These extra capacity

costs were allocated to customer class on the basis of each class' maximum dav and

maximum hour usage in excess of average usage.

Customer Costs are costs associated with serving customers regardless of

their usage or demand characteristics. Customer costs include the operating costs

related to meters and services, meter reading costs, and billing and collection costs.

Customer costs were allocated on the basis of capital cost of meters and services and

the number of customer bills.

Fire Protection Costs are costs associated with providing the facilities to

meet the potential peak demand of fire protection service. In the Company's study,

o
Direct Testimony of Jerome D. Mierzwa Page 6
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fre protection costs have been subdivided into the costs associated with meeting

Public Fire Protection and Private Fire Protection demands. The extra capacity costs

assigned to fne protection were allocated to Public and Private Fire Protection on the

basis of the total relative demands of hydrants and fire service lines. In accordance

with Section1328 of the Public Utility Code, public fire costs exceeding 25 percent

of the public fire cost of service were reallocated to other classifications.

WHAT CUSTOMER CLASSES HAS THE COMPANY IDENTIFIED IN

ITS STUDIES?

The Company has separately identified the cost of serving seven customer classes in

its studies:

. Residential;

. Commercial:

. Industrial;

. Large Industrial;

. Public Authority;

. Private Fire Protection; and

. Public Fire Protection.

DO YOU AGREE WITH THE FUNCTIONALIZATION AND

ALLOCATION OF COSTS PRESENTED IN THE COMPANY PREPARED

COST OF SERVICE STUDY ATTACHED TO YOUR TESTIMONY AS

SCHEDULE JDM-I?

Yes. I generally agree with SWPA's application and use of the base-extra capacity

methodology and find the Company's cost of service study that excludes the costs

associated with serving Mahoning Township to be reasonable, with the exception that

a

A.

o
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2
o

the study includes the costs associated with serving the Route 15 service territory

expansion.

III. REVENUE DISTRIBUTION

WHAT ARE THE RELATIVE RATES OF RETURN UNDER SWPA'S

PROPOSED REVENUE DISTRIBUTION FOR EACH CUSTOMER

CLASS AS INDICATED BY SWPA'S COST OF SERVICE STUDY THAT

EXCLUDES THE COSTS ASSOCIATED WITH SERVING MAHONING

TOWNSHIP?

The relative rates of return for each customer class under SWPA's proposed revenue

distribution at proposed rates are presented in Table 1. A relative rate of return in

excess of 1.00 indicates that a customer class would be contributing revenues in

excess of its indicated cost of service at proposed rates. A relative rate of return that

is less than 1.00 indicates that a customer class would be contributing revenues that

are less than that class' indicated cost of service at proposed rates. As shown on

Table 1, under SWPA's proposed revenue distribution, all retail classes except the

Residential class would be contributing revenues that are less than the indicated cost

of service. Private Fire Protection would also be contributing less than the indicated

cost of service. Public Fire Protection would be contributing revenues equal to 25

percent of the indicated cost of service; however, as indicated previously, Public Fire

Protection revenues are limited to 25 percent of the cost of service under Section

1328 of the Public Utility Code. The costs associated with providing Public Fire

Protection service in excess of25 percent ofthe cost ofservice have been reallocated

to the remaining customer classes. Therefore, the relative rate of return for Public

Fire Protection is shown to be 1.00 on Table 1.
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Table 1.

Summary of Class Cost of Service Study
Relative Rates of Return - Proposed Rates

Total

Relative Rate of
Return

1.11

0.93

0.95

0.31

0.89

0.70

1.00

1.00

Customer Class

Residential

Commercial

Industrial

Large Industrial

Public Authority

Private Fire Protection

Public Fire Protection

DO YOU AGREE WITH SWPA'S PROPOSED DISTRIBUTION OF ITS

REQUESTED REVENUE INCREASE?

No, I do not. While SWPA's proposed distribution of its requested revenue increase

provides for the movement of rates for each customer class toward the indicated cost

of service, I believe additional movement is warranted and reasonable.

WHAT DO YOU RECOMMEND?

When the costs associated with serving Mahoning Township are excluded from the

cost of service, SWPA is requesting an overall increase in the rates for water service

of 10.8 percent. As shown in SWPA's class cost of service study (Schedule JDM-I,

page 1) the largest increase proposed for any class is 21.7 percent for the Large

Industrial class. This increase is approximately 2 times the system average increase.

The proposed revenues for the Public Authority and Private Fire Service classes are

less than the indicated cost of service and, therefore, I recommend that these classes

receive a similar 21.7 percent increase. With the 2I.7 percent increase, these two

classes will continue to provide revenues that are less than the indicated cost of

service. For the Commercial and Industrial classes. I recommend increases sufficient

a.

A.o

o
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to recover the indicated cost of service. I have assigned the remainder of the increase

to the Residential class. My proposed revenue distribution is presented in Table 2.

WHAT IS YOUR RECOMMENDED REVENUE DISTRIBUTION IF THE

COMMISSION AUTHORIZES AN INCREASE THAT IS LESS THAN

THE TOTAL INCREASE REFLECTED IN TABLE 2?

If the Commission authorizes an increase that is less than the total increase reflected

in Table 2, I recommend a proportionate scale back of the proposed customer class

revenue increases reflected in Table 2.

Table 2.
Summary of OCA Proposed Revenue Distribution

ProDosed Increase
Cost of

Customer Class Service

Residential $2,9870,760

Commercial 13,902,124

Industrial 908,839

Large Industrial 1,279,210

Public Authority 2,284,057

Private Fire Service 2,114,067

Public Fire Service 1.008.895

Total $51,367,952

Present
Revenues Revenues

$28,877,255 8r,923,731

1r,767,147 2,134,977

766,289 142,550

701,022 152,t22

I,835,763 39g,36l

1,446,048 373,792

923,861 85,034

$46,317,385 $5,050,567

Proposed
Percent Revenues

6.32% $30,700,996

18.14 13,902,124

18.60 908,839

21.70 853,144

21.70 2,234,124

21.70 1,759,840

9.20 1,008,895

10.900 $51,367,952

Over/(Under)
Cost of
Service

$830,226

0

0

(426,066)

(49,933)

(354,227)

0

($0)

o
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IV. CUSTOMER CHARGES
a

1 Q. WHAT IS SWPA PROPOSING WrTH RESPECT TO CUSTOMER

2 CHARGES?

2 A SWPA is proposing to increase the current customer charge for a customer with aoJr1.
4 5/8-inch or 3/4-inch meter from $13.75 to $15.00. Similar percentage increases are

5 proposed for customers with larger meters. SWPA claims that its proposed $15.00

O 6 charge reflects movement toward what the Company has calculated to be its direct

7 customer costs of $14.96 per month.l

8 Q. WHAT COSTS HAS SWPA INCLUDED IN ITS CALCULATION OF

. 9 DIRECT CUSTOMER COSTS?

10 A. SWPA has included operation and maintenance ("O&M") expenses, depreciation

11 expense and the return and taxes associated with meters and services and related

O 12 supplies, customer accounting O&M expenses and bad debt expense in its calculation

13 of direct customer costs. The Company has also included what it claims is directly

14 related facility investment.

o 15 a. IS SWPA',S CALCULATION OF DIRECT CUSTOMER COSTS

16 REASONABLE?

17 A. No. SWPA has included bad debt expense in its calculation which is not a direct
o

18 customer cost.

19 a. WHAT IS YOUR RECOMMENDATION WrTH RESPECT TO SWPA'S

20 MONTHLY CUSTOMER CHARGES?
o

2I A. As discussed above, based on SW?A's requested increase, the Company calculates a

22 cost-based customer charge for a 5/8-inch or 3/4-inch meter of $14.96. SWPA's

I SWPA's customer charge calculation is presented in SWPA Exhibit PRH-1, Schedule H. The cost of service
study excluding Mahoning Township costs did not include this calculation.

o

o
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13

calculation improperly includes bad debt expense and should be reduced accordingly.

In addition, at the revenue increase authorized by the Commission in this proceeding,

a cost-based charge would certainly be fuither reduced. For example, adjusting

SWPA's overall requested pre-tax rate of return to reflect the OCA's recommended

pre-tax return of 8.29 percent would further reduce the calculated customer charge.2

A calculation adjusting the Company's calculated direct customer charge to

eliminate bad debt expense and to reflect the OCA's recommended rate of return is

presented on Schedule JDM-2.3 As shown there, these adjustments reduce the

calculated charge to $13.73. Other adjustments to SWPA's revenue requirement

claim are likely to further reduce the calculated customer charge. Therefore, I

recommend that the existing $13.75 monthly charge for customers with a 5/8-inch or

314-inch meter be maintained, unless the increase authorized by the Commission is

sufficient to justiff a higher charge.

2 The OCA's pre-tax rate of retum is calculated in Schedule JDM-2, attached to this testimony.

3 Schedule JDM-2 was prepared utilizing the Company's recommended cost of service study (SWPA Exhibit
PRH-I, Schedule H, page 2 ot2). As noted in footnote l, the cost of service study excluding Mahoning
Township costs did not include a customer charge calculation.

o
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I V. MAIIONING TOWNSHIP
o

2 A. WHAT IS SWPA'S REVENUE REQUIREMENT POSITION IN THIS

3 PROCEEDING WITH RESPECT TO ITS POTENTIAL ACQUISITION OF

4 THE MAHONING TOWNSHIP WATER SYSTEM?o
5 A. It is the Company's position that the revenue requirement approved in this proceeding

6 should include all of the costs associated with serving customers in Mahoning

O 7 Township. The Company is proposing to charge customers in Mahoning Township

8 the same rates approved in this proceeding for existing SWPA customers.

9 Q. WHAT IS THE OCA'S POSITION WITH RESPECT TO SWpA'S

O IO REVENUE REQUIREMENT AND ACQUISITION OF THE MAHONING

I I TOWNSHIP WATER SYSTEM?

12 A. As explained in greater detail in the direct testimony of Mr. Morgan, it is the OCA's

O 13 position that the revenue requirement approved for SWPA in this proceeding should

14 not include any costs associated with serving Mahoning Township. If SWPA

15 acquires the Mahoning Township customers, those customers should be considered a

O a.l6 separate rate division under SWPA's tariff and their rates should remain equal to the

17 rates charged by the seller at the time of the acquisition until SWPA's next base rate

18 proceeding. At that time, the Company and interested participants can consider the
o

19 costs associated with serving Mahoning Township and whether movement toward

20 consolidating Mahoning Township rates with the rates of SWPA's existing customers

2I is appropriate. To accomplish this, in the next base rate case post acquisition, SWPA
o

22 should submit two separate cost of service studies. One study should reflect the

23 combined costs and revenues associated with serving Mahoning Township, and the

O 24 other should exclude all costs and revenues associated with serving Mahoning

Direct Testimony of Jerome D. Mierzwa Page 13
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a

I Township. Counsel infonns me that at this point, potential customers in Mahoning

I- 2 Township have not been provided notice of SWPA's proposal to increase their rates.

3 Q. DOES THrS CONCLUDE YOUR DTRECT TESTMONY?

4 A. Yes, it does; however, I reserve the right to update this testinony as may be
o

5 necessaJy.

6

7 zsctsgo

o

o

o

o

o

o

o
Direct Testimony of Jerome D. Mieruwa Page 14



OCA STATEMENT 3

BEFORE TIIE

PENNSYLVAIIIA PT]BLIC UTILITIES COMMISSION

PEIINSYLVAI\-IA PT]BLIC )
a UTILTTY COMMTSSTON )

)
v. ) DOCKET NO. R-2018-3000834

)
SIIEZ WATER PEI\NSYLVAI\IA, rNC. )

SCIIEDI]LE S ACCOMPAII-YING TIIE

DIRECT TESTIMOIIY OF

JEROME D. MIERZWA

ON BEHALF OF TIIE

PENNSYLVANIA OFFICE OF CONSTJMER ADVOCATE

JIILY 20,2018

o

o

a

o

o

o

o

o

a

o

EXETER
ASSOCIATES, iNC.

10480 Little Patuxent Parkway
Suite 300

Columbia, Maryland 21044
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o

o

o

o

o

o

o

o

o

o

Pennsyhania PuHic Utility Commission
v.

SUEZ Water Penmylvania, Inc.

Docket No. R-2018€0qrB4

lnterrogatorles of the
Offlce of Consumer Advocate

Set Vl

ocA-vF21
. (Heppenstall/Herbert)

July 16,2018

OCA-V|-21 Please provlde a cost of service study that removes all costs and revenues associated with
the operations of the Mahoning Township water system.

Response:

See attached cost of service study that removes all costs and revenues associated with
the opentions of the Mahoning Township Water System. This cost of service also
includes the addition of the regulatory liability and amortization referenced in the
Company's response to |&E-RE-58.

OCA Schedule JDM--
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o

SUEZW ATER PENNSYLVANIA INC.
HARRISBURG, PENNSYLVAN IA

COST OF SERVICE

EXCLUDING MAHONING TOWNSHIP

ALLOCATION STUDY

FOR THE TEST YEAR ENDED

DECEMBER 31,2019

.\!4
@trannettFleming

Attachment OCA-V|-21
S\A/PA Exhibit No. PRH-1 - Revised

o

Excellence Delivered As Promised

OCA Schedule JDM-I
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SUEZ WATER PENNSYLVANIA INC.
EXCLUDING TIIAHONING TOWNSHTP ACQUISITION

COMPARISON OF COST OF SERVICE WTTH REVENUES UNDER PRESENTAND PROPOSED RATES
FOR THETEST YEAR ENDED DECEMBER 31,2019

Cost of ServiceCustomer
Classification

(1)

Residential

Cornmercial

Industrial

Large lndustrial

PublicAuthodty

Pdvate Fire Service

Public Fire Service

TotalSales

Other Revenues

Total

Amount Percent
(21 (3)

$ 29.870,760 59.3%

13,902,124 27.1o/o

908,839 1.8o/o

1,279,210 2.5Yo

2,2U,057 4.4Vo

2,114p67 4.1To

1,008,895 2.0%

51,367,952 100.2%

405,611

$ 51,773,562

Amount Percent
Revenues, Proposed Rates

Amount Percent
(6) C/)

$ 31,336,744 61.O0/o

13,426,522 26.101o

885,917

853,358

1.7olo

1.7o/o

2,1il,628 4.20/o

1,691,887 3.3%

t,99q,q9t 2.Ooto

51,367,952 100.070

405,611

Proposed Increase
Percent

Amount Increase(8) (s)(4)

$ 28,977,255

11,767,147

766,289

701,o22

1,835,763

1,446,U9

923,8tt,|

46,317,395

405,611

$ 46,722,995

(5)

62.3%

25.4o/o

1.7%

15%

4.iVo

3.1%

2.O%

100.0%

$ 2,459,489

1,659,375

119,629

152,336

32E,865

245,U0

85,034

5,050,567

8.5o/o

14.1olo

15.6%

21.7%

17.9olo

17.0%

9.2Yo

10.97o

0.0%

10.8%

* lncludes DSIC Revenue. 1@gro(cl =(Do
-. Ei
g. it
:!

OCA Schedule JQM-I
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SUEZ IA'ATER PENNSYLVAI{IA INC.

COST OF SERVICE FOR THE TWELVE MONTHS ENOED DECEMBER 31, 2019, AI,I@ATED TO CUSTOMER CI.ASSIFICATIONS

Fador Coctof L6|ge Pub[c Flre PrcFdhn!4- serv'rca RalHenual conmsciat tndustial lnduidril Ailtortues 

-46=-ffi-
(2) u, {., (o (6) n (E) (s) (10)

OPERATION AND MAINTENAiICE EXFENSES

SOI'RGE OF SUPPLY EXPET{SES

::*g:z tp1,5n n.,tL ln.!t7 l?r!tF !a.oa! !qaar 1,0(t 1Sr.::Sji:l1;l ..- ___ I r*,ic! o:tm 5..r. 4,r.. diia ii;;; '; i;;annr.du.r..s.h.nhd I o o o ; -; "; "; *;
3:9|.jl3I: .._.-_-_ | lir.,..! r7,oii ,47l'!5 172/6 &4 tszti r..!. .rG
Ftai.PdiPilrbld! ! Z,OT 1ita1 ala ED so tlt 5 lO

Or/|lt.8.o1c.. 2 1!.5E, a,!!a 6tt ao! 7a! 1.6it !o roqtln 8!fl!...rudtode 2 o o o o o o o oirtgd6dtl!/id Piltdt 2 o o o o o o o oTrr||'dl.lttcrFn 2 ,t!F2s r,7.t a,oot ,l5n laa t. z c, a6Fri$r.Ear 2 71rll !r.7zr altrn lra a311 a.sia t.5 a1Ib(dtr-|!ol|r. . 2 O ! o O D O o Ooif..Eorrrrnuff.r a a,91 i,5a 7a d fir ta, 5 !un|blrr|l 2 n
rorAl@r,icEoFqiFFlyExpExse.op:nenoi ---rEif ----EEg- -E+ ----t+ -----@6i -----#- 

--=a+ 
--------iFE+

EmploFe Sabries
Fud for Fourcr Produciloo
Mabdal and Suppa€s
Outdde Serv'rces
Or/tsite Se|ic€s - iiahofig
Unilbflns
Trangporteuon Epensg
Fdnge Benefts
Mtcellaneous qh€t
torrl€ouicEoFsrPPlvExErFE-rr rrrE|wsE --it'ts 

-*tF 
i5.-5ir --.::::::E 

--2i6- 
-1- 

----------!ii 

-Ttli

2
I
2
2
2
2
2
2
2

2
I
1

't

2
2
2
2
2
2
2

102,43
0

6,066
't45,795

0
0

48,087
177,1tF

0

g,5n
0

3234
Tl,a25

0
0

24,801
94,539

0

33.4E4
0

1.94/
47J48

0
0

15,093
58,002

0

562,151

438,590
(6,3r2)

0
196,525

0
0

2,An
n,ffi
94,553

0
43,8:!9

2.525
0

150
3,601

0
0

1.13E
4,375

0

49.'t00

33,(r/8
(458)

0
uzas

0
0

215
2,06:t
7,131

0
s,291

4713
0

2n
8,721

0
0

2,125
8.185

0

91,7J3

61J37
(8r)

0
26,6it9

0
0

402
3,851

13,310
0

8,143

6.370
0

s7s
0.083

0
0

2,871
I I,034

0

125,99S

Eit,43:t
(1302)

0
37,410

0
0

54:]
5,2(F

17,9C7

0
8,301

368
0

2
525

0
0

168
6it8

0

2U
0

12
E2

0
0

92
3tl

0

TOTAL SOURCE OF ST'PPLY EXPENSE

WATERTREATMENT
Empbye€ Sabries
Puctused Pouer
Rldrased Pou,lr - Mahoning
Chsmlcals
Membrai€s - Bbomsburg
Maint€nmoe - Bloomsburg
MaGr|al and Supplle!
Teslhg
Oulslde Servrces
Or.itslde Sen ices - Mahoning
Transportatbn E(pensa

2,021,tn3

1,3:t!)207
(1s3s6)

o
5S9,527

o
0

E,723
ql,542

u,E:711
0

13:134s

1,07S,175

714,E68
(10,287)

o
320,267

0
0

4,656
4,594

154,1 14
0

71,18

4,58E

2,678
(50)

0
1.559

0
0

17
1f'|
gn

0
266

o,276

4.821
(e1)

0

afl8
0
0

31
g)1

1,039
0

480

n@oo(ct=r. 8.
q6-
:,)

not updated
Account

OCA Schedule JDM-I
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SUEZ WATER PENNSYLVANIA INC.

COST OF SERVICE FOR THE TVVELVE MONTHS ENDED DECEMBER 31. 2019, ALLOCATED TO CUSTOMER CTASSIFICATIONS

nol updalcd
Acco0nt

(11

Frhge B€nsfitt
Mlsoellaeous Olher
Commudcatlon Scrviceg
Unilorms, Trawl. R€nbls and Olhcr
TOTAT WATERTREATUENT E(PENSE - OPERATK'I{

172.165
184 35 12

000000
.2,160 16:1 304 411 13 24-----EW 

-1W 
--135-@ 

-iffi- --u6i- 
..-Ti:5tE-

Fador Cost of talgc pubtc Flrc protec{ion
RcL S€rvha Res&tental CommE ciel htustLl lnrlwltul Arlftoriu€s ffi(a',, (3) (4) (5) (6) f/) (s) (e) (10)
2 525,755
2 581

2E0.64E
299

0
3.521

1.583.810

12,9EE 24237 32,755 1,062
14

1,893

2
2

0
6,595

496e,613

295,064
(1,070)

0
1E€.42
113,417

0
0

30,450
f7,cn

0

3,737,131

6,5n
491,676
1{0,800
865.311

o
E:1E

91,070
0

12,710
67.140

264,039
0
0

1.3{X)
74,089

Employ.c Sal{|€s
Fud br PffEr Prcdudlon
Cherdcalr
Mderlel and Supplb3
Outsldc Sswlcss
otnskb Senrlces - Mahonlng
R€rrtrl ot Equlpmcnl
Traneportalbn Elper|s€
Fdoga Bensfib
I!fiscelbneoto Olha
Oficc Epcnsc and u$illor
UdtumradTrod

TOTAL WATER TREATTf,EITT EXPENSE

TRANSMS$OTII AND IIISTruBUNON EXPENSES
EmPtoy€€ Selades - Suoervblon
Employee Saladeo - tlnes
Emphyee salaies -Metgrs
Puclpa€d Po$ct
Purcfia$d PovrJe' - ikhonlng
l[atetlal and &rpples
Oublde Serulces
OutEftle S€Mces - trlshonhg
Renhle d Eulldhg/Real ftlp€rty
Tranlpoabtq Eoense
Fftge Bemfib
MigocIamous Olh€r
Com[unlcation S€nrlces
Office Erpense, UUli[as and Otler
Unlb.ms. DlFs ard Renbls

TOTAT T A D B(PENSE OPERATION

EmdoyGe Salades - Superulion

2
I
1

2
2
2
2
2
2
2
2
2

10
6
8
I
1

10
10
10
l0
't0
10
10
10
10
10

1'l

157,5t 5 96,633
(571) p51)

00

1.995,112 1.?,24,9U

0
48.003 1.540

171,355 232,681 7,822 t4,(n1

7,2?,8
(2s)

0

13,602 18,3E:!
(48) (671
00

590 1.082
(3) (sl
00

33:t 600
2n 40€

00
00

61 110
28 42s

00
96 173a8,ql8

0

8E,953 54,575 4,116 7,882 10,36::
8q92 37,144 2,AO1 3,225 7,066

00000
00000

16,N s,ct2 752 1,404 I,ES7
62,970 3E,638 2,514 5,439 7,350

00000
25.U3 15,792 1,197 2,215 2,$3

TOTAL IA'ATER TREATMENT D(PEiISE. MAINTENANCE 

---m

15,451
10'j,,U2
105,882
4@.249

0
3.509

39,552
0

5,s20
29,159

114,672
0
0

564
u2,177

s,60s
138,65:t
?2,173

281t,849
o

2,zib
24,598

0
3,433

'tE.135

71,317
0
0

351

20,011

91,7EE

594
I,E8it

876
20,504

0
137

1,521
0

212
1:121
4,409

0
0

22
1,2C7

231
3.9&t

113
3E,s06

o
50

592
0

83
430

1;716
0
0
I

4Ai2

1.434
23,5U2

1,957
53895

0
3:r1

3.670
0

512
2,708

10,641
0
0

3,2
2,8A

2,9m
il,gn

o
2,2*

0
6to

7,422
0

1.036
5,472

21,s19
0
0

1(E
6,fit8

5,35E
95,238

0
4,67

0
1,23t8

13.7't5
0

1.914
10.11't
39,764

0
0

196
11.'t 5E

Employe€ Sslsrios - $ructures and lmprovemrnb 11
Employee Sahder - ResErrulrs and Standplpee 5
Employee Salades - trlalna
Employce Sahries - SorYies

6
I

ncn-....TcTEi- @ --Jo4-Frc 

-Fffi -6;E6il7'75il 
Eg(Do

40.518 't6,519 9,514 640 259 1,540 3,5ixt 8,513 . CL
120,336 49.061 28,255 1,901 no 4,5'1g 10,493 25,2g32,6s 9oo E11 t7 7E 13il 2:n 425 q 6-
363.E60 124.9:19 102,800 7,313 2,U7 17,3s1 38.186 70,474 : )76.552 8q25 7.215 S2 8 375 2,A73 o

OCA Schedule JDM-I
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SUEZ WATER PENNSYLVAN IA INC.

cqsT oF sERVlcE FoR THE TWELVE MONTHS ENDED DECEMBER 31, 2019, ALLOCATED TO CUSTOMER CI^SS|F|CAT|ONS

not updated
Account

(1)

Employee Salafts - tlydrant!
EmCoyee Salades - Misc€llartous Planl
Fud lor Posr€r Prcdwdon
ilsl€rlel ard gJppliec

Otblde Seruiceg
Orblde Seilles - Mahonlng
Rental of Equlpmenl
T€nsporlelicr Exp€nie
Frhge Beneffls
Miscellileou6 othor
Ofnce Expffse and U{lltlcs
Unlbms
TOTAL T 8 D E(PENSE. MAINTEMNCE

TOTALT&.D E'@ENSE

CUSTOMERACCIT'NTS
EnplotE€ Sslsrbs - Sup€n hlon
Emph/3e Salerles - llleter Readhg
Employe€ S.lafts - Bi|tr.!
FtrI torPoucrPmdudlon
Mdrld adsupplies
Ofttde Senlceg
Olbide Sewle.llahming
Rentrb d Euildingrreal Popedy
Rentd d EqdFnent
Tronportelh Expeoee
Advedicing
BEd D€bt Ee€nce
Ffige Benellts
ltlsc.0ileous Ohet
Commudcallon Senices
Orrcg Ereense, UEitlcs ard Cxher
Urjtorm
P@bge

TOTAL CUSTOMER ACCOUNTII{G EXPENSE

ADTIINSTRATfVE AND GENERAL EXFET*SES
Emplo)te€ Stlarbs
Employee Pension & Ben€llb
Purcfi*ed Porrer
Accomthg
LeSsl
l/hnagement Feog Engin shg
l/bnagemenl Fees Cusbmer RebEd

Faclor GoC of Larle public
Rof' Service R3sidentid Commercial lndugtial Industtal Autllo|lties-T (3) t4 .ff-f6-t- o (B)

74,0€800ooo
11 20,5E:t E,3E3 4,U2e 325 192 7e1

Fire Proteclbn
Ftn6|c Fublc
(e) (10)

1

11
000

E9.550 36,5.t0 21,On
11 3e906 13,416 7,72A

00
00

67,461 27,5U

o
0

15,840
81,343

0

151,82 1,406

00
1,415 573
520 211

00
00

28,066
4,320

0
18,815
6.913

o
0

14,174
5/1,890

0
1Zl

0
231,980

0
3,4t13

1250
0
0

45,731
115,907

s7
o
0

12,806
1,stx

0
5,EE3

2t2182
0

53

0
1,793

0
7,809
2,869

011
11

11
11 261,25E
11 0

1(F,515
0

198

1;74O,V27

69eS23
1,4E2,t'51

13,387
0
0

143EI1
345,62E

28E.14E
6n,7U

5,671
0
0

74,384
29,3S1

lE lEs
8,102

3E5
o
o

5,078
no

2q686
66,940

564
0
0

8.E58
0

1,fF8 432 2,54
4.128 1,672 9.92E

000
11 60€ 247 142 t0 4 23

12
135

11 000oo0o

-i,104-F 
-'5025- 

--5d3d- 

-E -6. 
-Le6-i -26-

3,158,250 1,4n,60 E63,/99 57,E73 53,2E9 14C,74A 195,273 414.758

1.395 1,250 106 1 0 5 3il 1
t78.131 161,5:n 13,756 141 o 705 o o12 58qE57 s2q82 4,715 411 O 2,289 13,263 431? (sl) \sa o (0) o (o) (2, (o)12 1,363 1,221 104 1 o s 31 112 u.O,67 250,s0 21,340 198 0 l.Ogl 6,U19 14012000000_oo

12000ooooo
(4s) (43e) (0)(37)12

12 7E,9E4 70,7n 5,019 55
120000
12 1E4:39 1S5,007 14,039 125
12 309,379
12 AE

m,235 2:r.575 217

0 (4 flr) (0)
0 30E 1,785 390000

7'fs 41s 92
o 1,m7 8,9t2 155

o 7.75i2 40,U2 904

't700150
1200000000
12 (r.108) (ee3) (&{) (t) o (4) (2o (1)1200000000
12 s60.35E 32E2l,r. 27,917 E6 o 1,429 E,nO 183

1,983,293

14 1,076,0s3
16 2,6(x,560
14 22,759
140
140
1E n1,E17
12 385,70s

30,559 53,E02
76,897 144,038

646 1,13E
o0
o0

15,554 3:2.450
8:117 193

a(nDc)
Gl 5
o. 8.
q6-
-r!

OCA Schedule JDM-I
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SUEZ WATER PENNSYLVANIA INC,

COST OF SERVICE FOR THE TWELVE MONTHS ENDED DECEMBER 31. 2019, ALLOCATED TO CUSTOMER CIASSIFICATIONS

nol updated
Account

0)
Maoagam€nt Fe€$ ErployEe rBlEt€d
Man4enrnt Fee+ Other
Outslde Servbes
Oulslde Sewlces - Mahonhg
R*ttal ot Buildlng/Real Propef
Ranlal of Equlpmenl
Transportrlion Expense
Inurrance - General Lhbility
Inqiranoe -\rvorloen's Co|Ipenseum
Advedslng
Rah Case E(pense - furcd
Regulsbry Comdsslon Expense
F.lngE B€ncfits
Mlscellaneqls O0ter
M€n$€rthlp Du€g
Rca Fe€torcofiventlons
Communlcs0qr Servlc€s
OfficE Ee€nsss and Ut'IUes
Unhms, Mabdals and slrpplle! and Oher
Pogfage
9lbscrbtbns
TravEl

TOTALASGEXPEDISE

Tobl Operaton t malntenance Expenses

OEPRECIAT]ON EPENSE
lnbter Source Studur€s
Collec{on and lmpoundng Resenrolru
[.dter, River and Oth€r Inbl€B
t,€lc & Sprl]|gg
Inflltalbn Galled€t end Tum€h
Purincadon BulUlngr
Poror GeneraUon Equlp
Electb Purnping Eqdpfl€nl
(xl Emh€ PumCng Equlptenl
Purlficafon System - T€abnent S:tndtles
Pudlicallon Syslem - Palnlino
Pudncadon System - Ch€il{cd Tteatn€nl
Leborabry Equlpemenl
T&D Strudurcs and |lrplovements
Dlstr|bu{lon Resefroh ard Slandplpel
DbElbuuon Mdns
Trans.nlsslon Malns

Fador Cootot Laos
lndushld

C4

Public

(6)

FIrg ftdedlon
Prhrde Publc
(e) (10)

Rof- seMce Ro3ldeildel commardal Industdal Indushlat futhoriths@ (3) ri-.-.--------i_--ci- 
-Fi:

(6)

0
0

0

0
0

13J06
2,300

0

0

('t

16
14
14
14
14
11
14
14
14
14
18
t8
16
16
14
14
14
14
14
14
14
t4

303,S0
4,37E,076

24Jl,794
0

60,451
39,180

116,628
4,935

't10,717
3,A74

189,m0
260,7E4

(2.834,34n)
4E,767

0
0
0

462,503
61,0(2

0
0

172,5',t9
2,575,185

145,164
0

35,ss7
23,046
89,m
2'903

8s,124
2,161

93,839
125,47s

(1,612,7421
n:t48

0
0
0

263,861
47,845

0
0

44211
4,85

114,S/3
9,61'l

214
252Jn

o
251,634

zM8
.1611,073

20.930
310,3:t2

2,410
2,E23

130,482
3'13,240
1 14,1 93

70,4s7
1,091,017

81,501
0

15,064
9,764

29,382
1,230

n,551
916

46,176
88,474

(t32,111'
12,5C7

0
0
o

1m,282
20.186

0
0
0

5,370
73,990
4,171

0
1,@2

662
2.005

83
1,871

6:l
3.289
4,538

(50,108)
86tl

0
0
0

E,156
1,!89

0

0
0

7,810
108,5/6

6,120
0

1,499
972

2,U2
122

2;t8
91

4,42
8.126

g2.u3,t
1,253

0
0
0

1t,968
2,009

0
0
0

13,524
186,068
t0,.Ag

0
2,s69
1,805
5,(X2

210
4,705

156
8,165

11zffi
(128,12E)

2,170
0
0
o

20,510
3,.143

0

0
0

E,965
124,33.7

7,009
0

1,717
1,1 13
3,369

140
3,141

1U
10,074
13,900

(83,613)
1,439

160
21

425
36
I

s45
0

45,6E1
I

1,7C7

76
1,1S

s
62

33,322
131,302
80,BsE

16,E06
216,904

12.UO
0

3,023
1,859
5,931

247
5,536

184
21,O17
28,999

(156.73e)

2,657
0
0
0

24,130
4,050

298
38

7t3
65

1

1,700
0

u.237
14

3,1n
141

2,19
16

1,592
61,528

24140E
148,699

00 00
7,615,129 4,680,3t3 1,901,102 127.310 184,S84 32o,to 240,0'tE 420JO2

1EJ72,8o7 10'963,618 4,802r?49 gz7,47' fi1,241 E30,951 488,92.- Bs8,7go

2
I
2
2
2
2
3
3
2
2
2
2
2
6
5
4
3

u4624
7,983

2t4,837
18,004

400
474325

0
598,700

3,833
w,En

39,209
5S8,225

4,5t1
I,i'20

3Et,E92
't,160,934
1,056,848

nJ25
4817

70,2t4
5,896

131
154,686

0
154,345

t.255
?84A75

12,U1
195,919

1478
2,31E

fl7,523
335,394
272,48

2,046
t9o

5,302
445

10
11,666

0
11,815

e5
21,455

968
14,778

111
165

8,245
23.567
20,503

3,E18
355

9,895
830

1E

21,n4
o

21,7S3
177

40,044
1,80E

n,578
28

57
1t,336

o
38.40S

5,100
4SE

13,572
1.122

25
29,42A

0
29.396

239
54,1 1 5

2443
37,245

zEl
393

19,275
55,O28
51,891

acn!roGl=o. 8-
g, 6-
:,)
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SUEZ WATER PENNSYLVANIA INC.

COST OF SERVICE FOR THE TWELVE MONTHS ENDED DECEMBER 31. 2019, ATLOCATED TO GUSTOMER CI.ASSIFICATIONS

not updated
Account

(1)

Sewh€r
Met6f!
Hydrsnts
General land and tard Righb
Offica Bufdings
Slocs. grop grd Garage Bulldlngs
MbcelaneoG SbucfiJre3 end lmprol'€menG
Olher Plsnt and Mischelaneous Equipmrl
Office FumlErc and Eqdpm€nt
Comput€r Sottware
ComHilsr Softivaf€-ClS lmpl€rflenla0on
Transportalion EquiFr€ril
Stor€s Equipmcnt
Toob end urod( E$hrnent
Shop EqulprEnl
Ponff OFrabd Equhment
Gommunkelbt Equipm€d
Misceilan€ous Equipm€nl

Totrl Deprcclafl on Erpsnse

Amonizalb.r of Acqubl[m Adius[nenl
Amodlzaudl d Regulrbry Lhbfo
Addlt Atnodzation of Re$tstory lisbility

Tares O0rer Than Incomc
R€al EstNb
PayrcllTaxes

Totrl Trxe!. Otfief Thm lncom!

l||Co|||aTrnt

Udllv hcom. Av!ilrblo to, R.tum

Total Cot otSuvlcc

L6s: Olhrr Wrtlr Ra,.nuos

Tohl co.l ot Si!.lc. R.br.d to
Srh3 oturrlct

Red€lion d Rrb0c Ftrr

T6l

s 712,71E
E 96E.055
7 123,$7
14 6,374
14 240,051
't4 176,396
14 17,020
't4 E,424
14 33.217
14 8q761
12 6,653
14 215
14

18 87,7&
18 (265.198)
r8 (s25,E64

19,53E E,27E 5Sl
47,54 20,126 1,305
5.066 431 4
126 54 4

000

82A 1,4'12
2,003 3,432

o22
59
00

943 1,661

42€4 4.038
12E

6
00

1,395 14t7
3,14' 6,483

00

Fador Costd targe public FlreprolecUonR€f. seNbe Resldentid comme@! lndrdrtal tndusbbl Au0rqilies ffiT T-- ---.i?'.- T- 
-).- -o- -i- -i6i-- -nh6't 6.2E7 67.13E 855

74,977 221,201 4,U7
000

3,745 1,5EE loE
u1,2A2 5e,A22 4,O{l
103J56 4q958 2,58'l
10,011 4,241 2EE 4?'2 723 /t8g E514,9ss 2,099 142 209 3sE 239 421

71 3,452 24,C74 0
774 13,456 0 0

0 0 0 123,907
15E n1 lEl 31e

5,S53 1O,2O2 6,ElE 1aoo3
4375 7,4c7 s,010 E.E2O

14 49,132 2E,E99
14 109,862 64,eI
140

12,24 E30 1,218 2,0€E
np78 l,E 2,725 4,6A9

0000

1,005
(4,6r4)
(e,1so)

5,5it6
11.5(n

1,357

G,a4
(12,35A)

7An
1q710

2,455
('t1,4in
P2,7171

13,7.15
28,5U

3,07E
(1.1,13s)

l28.o2El

1 q959
19,1El

3
11

6,421
(20..|90)
(s8.475)

35,3E1
35,957

o)

14 556,363 327,253 't3E,e46 9,403 13,79S 23,S15 15,EOl n.g814 10.332 e,on 2,575 175 256 439 8t 517

E,e15,4dl 4,542,76 2,248r.530 14BA3/. 21q9€2 371,651 35E.015 735,104

1E 31E.17E 157,Et5
16 650,213 s59,971

2E,670 14,719
(131,6/1) (fl,see)
(2€1,0E0) (134,0'f1)

81,1(r0
167,950

968.391 527,s9- 249,054 . 17,0{5 24,18E 42,680 36,140 71,33E

5,362.362 2,6@,,413 1,360,806 93,305 126,016 231,654 285,814 59q295

lE 18,787,a52 9.324.j89 4,789,024 326,90s gglg- E1l,63S 1,(X)1,393. 2,oE93og

il,n3,82 27,e8O,A23 13,2e8,E01 9q,,ll()9 1:E6,6E6 2,256,E91 2.130,8'f E 4,ft9|t32

19 405.611 21Ai74 103,058 7,05S 10,059 17,0E5 16,752 *1,62s a u,
E9

61,367.952 2?l44,UE 13,184,843 890.352 1,nA,62g 2,2ss,2l7 2,114,qfl 4,235,fi7 t 8-

-::--:-:_=

m 2!'r.A12 7s?,281 15,4SS 2,581 44,6q' o Q,z26,612' 
q g

- -r!| 51.367,s52 $ 29,E70.7C0 t13,e02,124 S 908,83s t 1,ns,no 
' 

2,4t4,0l5t t 2,114,Os7 $ 1,OOS,S95:- 

- - 

:
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SUEZ WATER PENNSYLVANIA INC.

FACTORS FOR ALLOCATING COST OF SERVICE TO CUSTOMER CI.ASSIFICATIONS

FACTOR 1. ALLOCATION OF COSTS WFIICH VARY WTH THE AMOUNT OF WATER CONSUMED,

Factors are based on the pro forma test year average dally consumption br each customer
classificalion.

Gustomer
Classification

(1)

Residential
Commerc'al
IndusMal
Large Industrial
Public Auhority
Private Fire Protection
Public Fire Protection

Total

Gustomer
Glassification

(1)

Residentlal
Gommercial
lndustrial
Large Industrial
Publlc Auhority
Pdvate Flre Protection
Public Fire Protectlon

Total

Average Daily
Consumption,

Thousand Gallons
(21

6,228
3,922

277
519
727

30
55

Allocation
Factor

(3)

0.5u2
0.3278
0.0238
0.0445
0.0624
0.0026
0.0u7

Schedule A
Page 1 oI 1

Allocation
Factor

FACTOR2. ALLOCATION OF COSTSASSOCIATED WITH FACILITIES SERVING BASE AND
MN(|MUM DAY $CIRA CAPACITY FUNCTIONS.

Factors are based on the weighting of the bctors for average daily consumpfon (Factor 1) and the
fac'tors derlved fiom maximum day extra capacity demand for each customer classiftcation, as folows:

Average Daily Maximum Day
Extra Capaclty

11,658

Factor 1 Factor
(2') (3)=(2)x

0.7692

0.53r',2 0.4110
0.3278 0.2521
0.0238 0.0183
0.0445 0.0u2
0.0F'24 0.0480
0.0026 0.0020
0.0047 0.0036

(s)=(a)x (6)=(3)+(5)
0.2308

0.1228
0,0754
0,0064
0,0119
0.0143

1.0000

Weighted
Factor

Allocadon
Factor

(4)

0.5321

0.3265
0.0276
0,0517
0,0621

0.5338
0.3275
0.0247
0,0461
0.0623
0.0020
0.0036

. 1.0000 0.7692 1.0000 0.2308 1.0000::=:==-
The derivatlon of the maximum day extra capaci$ factors in column 4 and the basis fur the column 3
and 5 welghtings are presented on the following page.

OCA Schedule JDM-I
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Schedule A
Page 1 of 1

SUEZ WATER PENNSYLVANIA INC.

FACTORS FOR ALTOCATING COST OF SERVICE TO CUSTOMER CI-ASSIFIGATIONS, conl

FACTOR 2. ALLOCATION OF COSTS ASSOCIATED WTH FACILITIES SERVING BASE AND
MA)(IMUM DAY EXTRA CAPACITY FU|\.|CTIONS, cont.

Maximum Day Extra Capaclty

Guslomer

Glassffication

Average Daily

Gonsumption,

Thousand Gal.

(21

6,?28

3,822
277

519

727

11,573

Average Day

Maximum Day

Extra Capacity

Total

Rate of Flow,

Thousand Gal.

Per Day

(a)=(2)x(3)

3,737

2,293
194

363

436

Allocation

FaclorFac-toi*

(1)

Resldential

Commercial

lnduskial

Lage Industrial

Publlc Authodty

Total

(3) (5)

0.5321

0.3265

0.0n6
0.0517

0.0621

0.6

0.6

0,7

0.7

0.6

1.0000

The weighting of the fac-tors is based on the maximum day ratio of 1.30, based on a revie$, of maximum
day ratios experbnced during the period 2000 through2017 (see Schedule F).

Maximum

Day

Ratio

1.30 1.0000

1.00

0.30

* Ratio of maximum day to average day minus 1,0.

OCA Schedule JDM-I
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SUEZ WATER PENNSYLVANIA INC.

FACTORS FORALLOCATING COSTOF SERVICE TO CUSTOMER CLASSIFICATIONS, cont.

FACTOR 3. ALLOCATION OF COSTS ASSOCIATED WTH FACILITIES SERVING BASE, Mru(IMUM DAY EXTRA CAPACITY
AND FIRE PROTECTION FUNCTIONS.

Factots are based on the wephUng of the average daily consumption, the maximum day extra capacity demand, and the fire
protectbn demand br each customer classification.

(o

Customer

Classification

Average Daily

Consumption

Allocation Weighted
Fador Faclor

Maximum Day
Extra Capacity

Atlocation Weigttted

(4) (5)=(a) X
0.1817

Fire Protec{ion

Allocation Weighted Allocation
Factor Factor Factor Factor Factor

(1)

ResklenUal

Commercial

Industrial

Large Industrial

Public Authority

Private Fire Prctection

Public Fire Protection

Total

(21 (3)=(2) X
0.6057

(6) 14=(6) x (8p(3)+(5)+(/)
o.2126

0.53r'.2

0.3278
0.0238

0.0445

o.0624

0.0026

0.0047

0.3236

0.1985

o.o14r'.

o.o270
0.0378

0.0016

0.0028

0.5321

0.3265

o.0276
0.0517

0.0621

0.0967

0.0593

0.0050

0.0094

0.0113

0.3512

0.6488
o.0747

0.1379

0.4203

0.2578
0.0194

0.034f
0.0491

0.0763

0.1407

1.0000 0.6057 1.0000 0.1817 1.0000 o.2128 1.0000 aa,qro(o=oo
-. E'
9. 6-.:!
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Schedule A
Page 1 of 1

SUEZ WATER PENNSYLVANIA INC.

FACTORS FOR ALLOCATING COST OF SERVICE TO CUSTOMER CLASSIFICATIONS, cont.

FACTOR 3. ALLOCATION OF COSTS ASSOCIATED WITTI FACILITIES SERVING BASE, MA)(MUM
DAY EXTRA CAPACIWAND FIRE PROTECTION FUNCTIONS, cont

The weighting of the factors ls based on the potential demand of general and fire protectlon service.
The bases for the potentlal demand of general service are the maximum day ratio of 1.30 and the
average daily system sendout for 2017 of 17.093 MGD. The system demand br fire protection is
10,000 Gallons per mlnute br 10 hours.

Rate of Flo,v,

Rdio (GPD) Weight

Average Day 1.00 17,093,435 0.6057

Maximum Day

Extra Capacity 0.30 5,128,030 0.1817

Subtotal 1.30 22,221,465 0,7974

Fite Protec-tion

Total

6,000,000 0.2126

29,221,465 1.0000

The public and private fire protec-tlon allocatlon factors in column 6 on the previous page are based on
the telatirre potential demands (see Schedule G).

o 10 OCA Schedule JDM-I
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SUEZ WATER PENNSYLVANIA INC.

FACTORS FOR A]IOCATING COST OF SERVICE TO CiTSTOMER C|-ASS|F|CAT|ONS. cont

FACTOR iI. ALI.TOCATPN OF COSTS ASSOCIATED WTH FACIUTIES SERVING BASE AND TIA)(MUM HOUR EXTM CAPACITY R',NCTIONS.

Fadolg .rs ba8€d oN| t|e ttt€igidttg of tha aver.!€ daily conlumptbn, the |rE)dmun d.y edra clFdty dqr|and. and th6 fil! ptot€dion dqn€nd for each
cuElomrr d.liiti€adoi.

Customer

Classification
(1)

Residential

Commercial

lndustdal

PublicAuthority

Private Firc Prctection

Public Fire Prcteciion

Average Hourly Consumption
Thousand Allocation Weighted

Factor Factor

Maximum Hour

Extra Capacity
Allocation tAreighted

Factor Factor
(s) (6)=(5) x

03m7

Firc Protection

Allocation Weighted

Fador Factor

Allocation

Factor
(2',)

259_5

159.3

11.5

30.3

1.3

2.3

0.5589

o.3/.32
0.0248

0.0653

0.0028

0.0050

o.2114
0.1299

0.0094

o.0247

0.0011

0.0019

o3638
0.5253

0.0360

0.0749

0.1101

0.1590

0.0109

0.0227

(3) (a)=(3) X
o.37U

C4 (8)=fl) X
0.3189

(e)=(4)+(6)+(8)

0.3512

0.64E6

o.1120
02069

0.3215

0.2889

0.0203

0.0/.74

0.1131

0.2068

Totaf 464..2 1.0000 0.378/. 1.0000 0.3027 1.0000

The ma:<imum hour extra capacity faAoriin column 5 are determined on the follortng page.

0.3189 1.0000

au)0roGTJoo
-E-q6-
-r, )

OCA Schedule JDM-1
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Schedule A
Page 1 of 1

SUEZ WATER PENNSYLVANIA INC.

FACTORS FOR ALLOCATING COST oF SERVICE TO CUSTOMER CLASSIFIGATIONS. cont.

FACTOR 4. ALLOCATION OF COSTS ASSOCIATED WITH FACILITIES SERVING BASE AND
MA)ilMUM HOUR EXTRA CAPACITY FUNCTIONS, cont

The weighting of the factors ls based on the potentlal demand of general and fire prctection service.
The bases for the potential demand of general service are the maximum hour ratio of 1.80 and tre
average daily system sendout Jor 2017 of 17.093 MGD. The systenr demand for fire protectlon ls
10,000 gallons per minute

Ratio

Rate of Flow,

(cPM) Weight

11,870

9,496

0.378/,Average Hour

Maximum Hour

Extra Capacity

Subtotal

Fire Protection

Total

1.80

Average

Hourly

Consumpfon

Thousand Gal.

21,366

10,000

1.00

0,80

0,68't 1

0.3189

31,366 1.0000

The maximum hour o<tra capacity hctors in column 5 of the prevlous page are determined as follows:

Customer

Glasslfication

Maximum Hour Extra Capacity

1,000 Gallons Allocation

Factor' Per Hour Factor
(1)

Residential

Commerclal

lndustdal

Publlc Authori$

Total

(2',)

259,5

159.3

11.5

30.3

1.7

4.0

3.8

3.0

(a)=(2)x(3)

M1.2
637.2

43.7

90.9

(5)

0.3638

0.5253

0.0360

0.0749

460.6 1.0000

' Ratio of Maximum HourTo Average Hour Minus 1.0.

The public and private fire protedion allocatlon factors in column 7 on fte prwious page are based on
the relative potential demands (see Schedule G).

12 OCA Schedule JDM-I
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SUEZ WATER PENNSYLVANIA INC.

FACTORS FORALLOCATING COSTOF SERVICE TO CUSTOMER CI-ASSIFICATIONS, cont.

FACTOR 5. ALLOCATION OF COSTS ASSOCIATED WITH STOMGE FACILITIES.

Factors ar€ based on the ueighting of the average houdy consumption, the maximum hour extra capacfty demand, and the fire protection demand for
each custorner classtfication.

Customer

Classification

Average Flourly Consumption

Thousand Allocation Weighted
Gallons Factor Factor

Maxlmum Hour
Extra Capacity

A["cati." W"igtrted
Fire Protection

Allocation Weighted Allocation
Facilor Factor Factor Factor Fac-tor

r (1)
(.,

Residential

Commercial

Industdal

Large Industrial

PublicAuthority

Private Fire Protection

Public Fire Protection

Total

(21

259.5

159.3

11.5

21.6

30.3

1.3

2.3

0.5341

0.3279

o.0237

0.0445

0.0624

o.0027

0.0M7

o.2238

0.1375

0.0099

0.0187

o.0262
0.0011

0.0020

0.3519

0.5081

0.0348

o.0327

o.0725

0.1180

o.170/.

0.0117

0.0110

0.0243

(3) (a)=(3) X

0.4192
(5) (6)=(5) X

0.33s4
CO (8F(7) x (e)=(4)+(6)+(8)

0.24il

o.3512
0.6488

0.0862

0.1592

o.24il

0.3418

0.3079

0.0216

o.0297

0.0505

0.0873

0.1612

1.0000485.8 1.0000 0.4192 1.0000 0.3354 1.0000

The weighting of the factors is based on the ratio of the capacity required br a 10 hour dernand of fire flow, as related to total storage capactty.
calculation is shqlrm on the bllowing page.

a ct)oo(cl=rhe qg
-cg. 6-
r,!

OCA Schedule JDM-I
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Page 1 ofl

SUEZ WATER PENNSYLVANIA INC.o

FACTORS FOR ALLOCATING COST OF SERVICE TO CUSTOMER CIASSIFICATIONS, cont.

O FACTOR 5. ALLOCATION OF COSTS ASSOCIATED WITH STOMGE FACIUTIES, conL

The welghtng of he factors is based on the ratio of he capaclg requirad for a 10 hour demand
of flre flovv, as related to total storage capacity.

Fire not updated.

a- Flre Protedion Weight = 10,000 GPM X 60 Mln. X 10 Hrc. = 0.2454
24,U9,@O Gallons

GeneralSeryiceWeight= 1.0000 - 0.24il = 0.7546

o
The weighling of the ayerage hourly consumptlon and ma:dmum hour o<ba demand ftr general service is based on
he maximum hour ratio, as follows:

Maximum

Hour

Ratio Percent Weight

Average Hour

Exba Capaci$

Maximum Hour

Total

1.00 55.56 0.4192

0.80 4.44 0.3364

1.80 100.00 0.7s46

o

o

o

o

o

o

1,Ofi) Gallons Allocation
classlficatlon Thousand Gal. Fadof per Hour Factor(r) (21 (3) (4)=(2)x(3) (5)

Customer

Residential

Commerdal

Indusfial
Large Industrial

Average

Horily
Consump0on

259.5

1s9.3

11.5

21.6

4/.1.2 0.3519
637.2 0.5081

43.7 0.0348

41.0 0.0327
PublicAuthority 30.3

4€.2.2

* Ratio of Maximum Hour To Average Hour Mlnus 1.0.

Maximum Hour Extra Capaclty

1.7

4.0

3.8

r.9
3.0 90.9 0.0725

1254.0 1.@00

14 OCA Schedule JDM-I
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Schedule A
Page 1 of 1

SUEZ WATER PENNSYLVANIA INC.

FAGTORS FOR ALLOCATING GOST OF SERMCE TO GUSTOMER CIASSIFICATIONS, cont

FACTOR 6. ATTOCATION OF COSTS ASSOCIATED WTH TRANSMISSION AND DISTRIBUTION MAINS.

Fadorc are based on the weighting of lhe maximum daily consumption wl$r fire, Factor 3. and the maxknum hour

Custorner

Classification
(1)

ResUential

Commercial

lndustriel

large Industrial

Publlc Attthori$
Prlvate Fire Protedlon

Publlc Flre Protedion

Total

Maxlmum Dally

Consumption w/ Flre

Allocatlon \ ieighbd
Factor 3 Fador

(21 (3)=(2)X

0.2216

Maxlmum Houdy

Consumptlon

Allocation Welghted

Factor4 Factor
(4) (5)=(4)X

0.nu

Allocailon

Fador

0.4203

0.2578
0.0194
0.0364

0,0491

0.0763

0.1407

1.0000

0.0931

0.0571

0.0043

0.0081

0.0109

0.0169

0.0312

0.216

0.3215

0.28E9

0.0203

0.0000

0.u74
0.1131

0.2088

1.0000

0.2503

0.a249
0.0158

0.0000

0.0fft9
0.0880

0.1625

0.77U

(6)=(3)+(5)

0.3434

0.2820

0.0201

0.0081

0.0478

0.1049

0.1937

The weightirB of the factor is based on the total fuotage of mains, designated as either transmlsslon
mains or distribution malns, as followsl

TotalFootage
of Mains

1.0000

1.0000

Transmlssion Mains

Dlstrlbutlon Malns

Total

1,059,994

3,719,194

4,778,18

15 OCA Schedule JDM-I
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Schedule A
Page 1 ot 1

SUEZ WATER PENNSYLVANIA INC.

FACTORS FORALLOCATING COST OF SERVICE TO CUSTOMER CLASSIFICATIONS, conl

FACTOR 7. ALLOCATION OF COSTS ASSOCIATED WTH FIRE FfYDRANTS.

Costs are assigned dhect} to Public Fire Pptection.

Customer

Oassification
(1)

Publlc Flre Protection

Total

Customer

Chssiftcation
(1)

Residential

Commerclal

lndustdal

Laqe Industial
PublicAuthority

Pdvate Fie

Total

Allocation

Factor

FACTOR 8. ALLOCATION OF COSTS ASSOCIATED WTH METERS.

Fac{orc are based on the relatirre cost of nretes by ske and customer classification, as developed on
the following p4e ald summarized below.

(3)

1.0000

1.0000

Allocation

Fador

57,139

17,360

368

59

1,054

0

(3)

0.7520

0.2285

0.0048

0.0008

0.0139

0.0000

75,990
W 1.0000

16 OCA Schedule JDM-I
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SUEZ WATER PENNSYLVANIA INC.

BASIS FOR ALTOCATING MEIER COSTS TO CUSTOMER CIASS'IFICATrcNS

Comnsrdsl IndurUtl limc Industdal publhAuthoftr Tobl

35,250 55250 4503 2,503 86 E6 t.&t8 57,846

41 66 334 535285 121 27 .13 1

289 1,3't 8 1,15,tt 5,850 11 132 1,1s0 7,19

3€8 595 3,57017 1U2 514 3.0Ef 3 18 0 o

5 45 .180 1,U2',1 1'l 99 O O 13 117 490 4,4a2

4 S1 11 ita

8 179 43 963

R!!fd.'l0C
Ddbr Nunbsrd Numb.rd Numbrrd Nurnbcr of Numbcr of Numbcrol

, gzc Equlvalcnt Mcbt! Li$ightoq_ _Uggtr_ t/tbhhllng M.b'! t EEhfrg Mrto]s lttts'nhEng Mcbr! tt&'Ehthg Mebn li.bhldng(1) (4 (3) (4H2X3) (s) (E-(2)x(s) o) (0H2)xg) (e) (loF(2xr) (1r) (12Fex-1) tr3) -nll
5/8 atd 3ll

I

t1n2

2

3

4

6

8

10

Tobl

1.0

1.8

4.9

s.0

0.0

135

22.1

32.4

54.4

27

51

280

0

114

245

002178t13:!000025E20

0000013415a

55.806 _ 57.130 4,719_ - _ 17.360 48 38E 3 59 241 1,054 6o,84ti 75,gOO
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SUEZ WATER PENNSYLVANIA INC.

FACTORS FOR ALLOCATING COST OF SERVICE TO CUSTOMER CI.ASSIFICATIONS, cont.

FACTOR 9. ALLOCATION OF COSTS ASSOCIATED WTH SERVICES.

Faclors are based on the relative cost of services by size and customer classification, as
developed on tha following page and summarized below.

Schedule A
Page 1 ot 1

Customer

Classification
(1)

Resldential

Gommercial

lndustrial

Large Industrial

Public Authori$
Private Fire Protection

Total

3/4" Dollar

Equivalents

(21

55,997

6,097

79

8

319

2,257

Allocation

Factor
(3)

0.8647

0.0942

0.0012

0.0001

0.0049

0,0349

1.0000

a 18 OCA Schedule JDM-I
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SUEZIMIER FET S"TAVANh INC

I ESFantunc tt{c tEitytcE cogtltlo cuato||Ei ct 6Stftc,A.||qt6

arr*. lrolr irtr .rd rtunb..or uit.c t{unir.r a{rt rc tt,rt f6a itunt .ot
-___gg_ _4!4!!! _g!!E_ _U!i!!r_ s.r-*.. y{rahr'E _EgE_ .l&!!!r_ _g!4_ ury{h! alb- ri.uur j!4ts_ !^*r,t|! !bti6 rH.hi!(i) Ol O ()'@{t, (q €Far$) o) GFcx('} O fiot c}to 60 (i}o,(fli) 0X fi.Ha)(0i) (!o (1a
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2 1.39 17 U

(o 32.16s 'tt

219

3.11
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110011512003341n

11 15 0 0 27 37 0 o l.a8o 2,U25

51a 71s 3 4 0 0 6,t 85 ?1 103 889 92s

27 35

1.153 1.800

.169 1,024 11240

o17 1

01328

2494?-10002a6.1

511

165 M

684

503 1,094

za 403

1,004

782
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SUEZ WATER PENNSYLVANIA INC.

FAOTORS FOR ALLOCATING COST OF SERVICE TO CUSTOMER CI-ASSIFICATIONS, cont.

FACTOR 10. ALLOCATION OFTRANSMISSION AND DISTRIBUTION OPEMTION SUPERVISION

AND ENGINEERING AND MISCELLANEOUS A(PENSES.

Fac{ors are based on transmisslon and dlsttibutlon operatlon axpensas other than those belng albcated,
as follows:

Schedule A
Page 1 oJ1

Customer
Classlficatbn

(1)

Resldential
Commercial
lndustrlal
Large Industrial
Publlc Anthod$
Prfuate Fire Protedion
Public Fhe Protedion

Total

I

Customer

Classlficaton
(t)

Resldenthl

Commerdal

lndustrial
Large Industrial

Publc Authoriiy

Private Fire Protecdion

Public Fire Protection

Total

Transmission
& Dlskibution

Operating
Expenses

(2)

$ 274,729
170,8m
10,559
4,095

25,459
51,577
95,238

Transmlsslon

& Dlstributlon

Mainlenance

Expenses

@

$ 192,068

110,626

7,62
3,033

17,999

41,069

98,964

$471,121

Allocation
Factor

(3)

0.4343
o.2701
0.0167
0.0065
0.0403
0.0815
0.1506

FACTOR 11. ALLOCATION OFTMNSMISSIONAND DISTRIBUTION MAINTENANCE SUPERVISION
AND ENGINEERING, STRUCTURES AND IMPROVEMENTS, AND OTHER DGENSES.

Factors are based on Fansmission and distributlon malntenance expensss other than those being
allocated, as follqrs:

1.0000

Allocation

Fac'lor
(3)

o.4077

o.2u8
0.0158

0.0064
0.0380

o.@7i2

a 20

1.0000
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SUEZ WATER PENNSYLVANIA INC.

FACTORS FORALLOCATING COSTOF SERVICE TO CUSTOMER CI-ASSIFICATIONS, cont.

FACTOR 12. ALLOCATION OF BILLING AND COLLECTING COSTS.

Factors are based on the total number of customers.

Customer

Glassificafion

(1)

Residential
Commercial
lndustrid
Large Industrial
Puplic Authority
Prlvate Flre Protection
Public Fire Prctectrbn

Total

Customer

Classificatlon

(1)

Residenthl
Commercial
lndustrial
Large Industrial
Public Auilhorig

Totral

Total

Customers

(2)

55,806
4,749

46
3

241
1,410

32

TotalMetercd

Customers

(21

55,906
4,749

46
3

241

1.0000

Allocaton
Factor

Schedule A
Page 1 of 1

Allocation

Factor

(3)

0.8961
0.0762
0.0007
0.0000
0.0039
0.0226
0.0005

FACTOR 13. ALLOCATION OF METER READING COSTS.

Faclors are based on the number of metered customers.

(3)

0.9171
0.0781
0.0008
0.0000
0.0040

21

1.0000

OCA Schedule JDM-I
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Schedule A
Page 1 of 1

SUEZ WATER PENNSYLVANIA INC.

FACTORS FORALLOCATTNG COST OF SERVICE TO CUSTOMER CLASS|FICATIONS, cont

FACTOR 14. ALLOCATION OF ADMINISTRATIVE AND GENERAL O(PENSES

Factorc are based on lhe allocation of all other operatlon and malntenanoe expens€s excfudlng
purchased water, power, chemlcals and waste dlsposal,

Customer

Classlficatlon

(1)

Resldentlal
Commercial
Industdal
Large Indusflal
Public Authority
Pdvate FirE Protecdon
Public Fire Protection

Total

Customer

Classlficatlon

(1)

Residenlial
Commercial
lndustrial
large lndusfial
Public Authodty
Private Flre Protection
Publb Fire Prolecton

Total

Operatlon &

Maintenance

Brpenses
(21

$5,024,9(\5
2,129,099

144,111
211,U9
3ffi,414
242AO1

,. *€p,s59

$8,542,436

Operaffon &

Malntenance

Elpenses
(21

s10,595,414
4,613,215

314,572
483,813
798,913
449,015
776,2U

$1E,031,206
:=::l!!g!!!t!!!::t==

Allocaton

Factor

{3)

0.58E2
o.u92
0.0169
o.@48
o.0r'.25
0.0284
0.0500

1.0000

FACTOR 15. ALLOCATION OF ADMINISTRATIVE AND CASH WORKING CAPITAL

Factors are based on the allocatlon ol all operation and malnlenanoa €xpenses Including
purchased neler, powar, chemlcals and waste dlsposal.

Allocaflon
Factor

(3)

0.s877
0.2558
o.o174
0.0268
0.0443
o,0249
0.0431

1.0000

22 OCA Schedule JDM--
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Schedule A
Page 1 of 1

SUEZ WATER PENNSYLVANIA INC.

FACTORS FOR ALLOCATING COST OF SERVICE TO CUSTOMER CLASSIFEATIONS. cont.

FACTOR 16. ALLOCATION OF IABOR REI.ATED TA(ES AND BENEFITS.

Factors arc bmed on the allocadon of dlred labor expense.

Gustomer

Classificatlon

Atlocatlon

Fador
(1)

Resldential

Commercial

lndustrial

Large Industrlal
PubllcAuthorlty
Pdveb Fire Prctedion
Rrblic Flra Protecton

Total 1.q)00

FACTOR 17. ALLOCATION OF ORGANIZATION, FRANCHISES AND CONSENTS,

MISCELIANEOUS INTANGIBLE PI.ANTAND OTHER RATE BASE ELEMENTS.

Factors are based on he alocalion of the original cost less deprcdation other lhan those items
being allocated, as follows:

Dimcl Labor

Expense

(2)

$3,083,160

1,399,910

95,993

139,304
241,095
159,735
299,900

05,419,097

Odginal

Cost Less

Depredatim
(21

$126,448,906

64899,736

4,424,85O

5.978,491
11,024,853
13,627,1E5
28,4.56,856

s254,960,678€EE

0.5690

0.2583

o.o1T7

0.0257
0.0445
0.0295
0.0553

Alocaton
Factor

(3)

0.4961

0.2549

0.o174

o.o2u
0.0432
0.0534
0.1116

1.0000

(3)

Customer

Classifrcatlon

(1)

REsldEntlal

Commerclal

Industrial

Large lndustrid
PublicAuthorlty
Pdvate Flre Protectlon
Public Fire Protection

Total

o 23 OCA Schedule JDM-I
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Schedule A
Page 1 ot'l

SUEZ WATER PENNSYLVANIA INC.

FACTORS FOR ALLOCATING COST OF SERVICE TO CUSTOMER CLASSIFICATIONS, cont

FACTOR 18. ALLOCATION OF INCOME TA(ES AND INCOME AVAII-ABLE FOR RETURN.

Factors arc based on he alocatlon of the origlnal cost measure of value rate base as shoyn on
he fdlowing pages and summarized belqrr.

Gustomer

Classlficaton

Original

Cost Measure

of Value
(21

$117,362,216
60,265,515

4,101.570

5,547,678
10,223,452

12,599,150

26,296,154

$236,395,741

Tolal Cost

of Service

(2'l

v8,024,912
13,455,722

913,169

1,303,920

2,288,571

2.169,914

4.350,676

$52,506,873

Allocatlon

Factor

(1)

Residentid

Commerclal

lndusfiial
Large lndustrial

Public Authority

Pdvate Fire Protection

Public Fire Proteclion

Total

Customer

Classification

(3)

0.4965
o.2549

o.o174
0.0235

0.(X32

0.o53rit

o.1112

1.0000

FACTOR 19. ALLOCATION OF REGUI.ATORY COMMISSION D(PENSES. ASSESSMENTS A
OTHERWATER REVENUES.

The factors ale based on the allocation of the total cost of servi@, excluding fiose ltems belng
allocated.

Allocation

Factor

(1)

Residential

Commercial

lndustrial

Large Industrial

Public Aulhority

Private Fire Probc'tion

Publlc Fhe Protectlon

Total

(3)

0.5337

0.256:)

0.0174

o.0248
0.0436

0.0413

0.0829

1.m00

24 OCA Schedule JDM-I
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SUEZ WATER PENNSYLVANIA INC.

COST OF SERVICE FOR THE TWELVE MONTHS ENDED DECEMBER 31, 2019, ALLOCATED TO CUSTOMER CI.ASSTFICATIONS

rcl updated Frdor Cost of Lrrgs PltIc
AccountAcDount ReL

(1)

RATE BASE
OrgzthElql
Frandrlrer grd Consenb
So|'Ea of Suppt- l-eid and l.r|d Rlgtrtr
l/lhter Source Slnptues
Colledbn dld lmpo|r|dhg Reseilolre
Ldtes, Riwr and Other hbkas
VGlls & SpfigB
lnfltsaton Galledes and Tumels
VUalerTeatnenl. lend lnd land RlghF
Pudfrcation Buldhgs
Pderccneradot Equlp
Ebcldc Pumping EquFm€nl
Ol Btgln€ Pumping Equlpmonl
PudllcaUon Sldm - Tr€atment Suuctir€s
Purifcauon SyBtem - Palnthg
Pudfcatlon q^dem - Chemhal Tteatmenl
labordory Equlprnnl
T&D- Lrrd and l"and R[hb
T&D SfudJrei and lmpovem€nt!
DlslrlMlon Resewols and Standplpes
Dlrldbtbn Mdns
Trd|cmlsslon Mdns
SeMces
Meterg
Hydrants
Other Phnl and Mbdrellan€ou3 Equhmenl
Gemral Land and Land Rghts
Omce Bulldings
Slores, Shop and Garag€ Bulldhgs
Mlscallaneols SturtrJ.€e and lmporementr
Offca Fwnllure ad qulpm€nt
comn t€r sofuua.E
Compter So{tu€reclS lmphmentdion
Transpodalbn Equlpm€nt
Sh'res Eqdpn€nt
Tools and uork EqulpnEnt
Shop Equlprcd
FouEroperat d Ewlpmenl
Communicalbn Equlpmenl
Miscelldleous Equlpmenl
Plant l-leld hr Fut,Ie Us€

Tola! Udity Plant h S€rvtae

Fhe Potecflon
Prlvab FtU|c

(e) (10)

(4,2Aol t (8,882)r r/e,40e) $
B{,268

4€,g,zn
2,527,U6

318,763
53u,527

4a2,763
10,501

1:33,0E3
14,387,404

10,6S7.412
59,336

2?,363,81
184,E63

73445E9
u.2j24

1,884,837
258,00E

I,180,393
4E,031,481
61,303,833
28,4S8,1 39
14,377,|'t5
5,20O,612

151 ,ESS
900,616

s242,2OO
3,6it0.650

169,130
355,574

95,772
5,653

528

zt4,065
1.413,691

3,'?^,982
107,479

- 
ReL servic€ Resldentel Commercid lndrpltal lndust{al Autrodfres ffi(2) (s) (1) (s) 

-16t- 
-- -i6j- 

pl (io)

17
17
2
2
1

2
2
2
2
2
3
3
2
2
2
2
2
6
6
5
4
3
g

I
7
14
14
14
14

't4
14
14
12
14
14
14
14
14
14
14
2

31,882
250,473

1242,337
170,n3

4U4,5E1
257,693

s,e05
658,220

7.679,996

4,456,1n
41,573

12,471,5O3
9E,660

3,866,(F4
1E,26S

u7,253
88,600

3,191,t22

24,642,UO
10,812,O12

o
89.347

585,034
5,438,262
2,135,O77

ss,4E3
209,149

56,333
5,0€6

311

0
437,659
831,533

0
1,E95,75E

e3rls

16.3E1
153,tt2
762208
104.491

1,745,224
15E 102

3,43S
403,835

4,711,8t5

2,711J93
19,432

7,651,.165
00,5.13

2,371.98
f ,m8

531,524
72:t58

2,820,485

0
37,E53

239,385
2,303.156

906,253
42147
8E.609
23,E66

.|i!l
132

0
145,421
352292

0
803,157
4,74

1,118
1 1,590
5',4E5
7,587

131,64
't1,sa

259
30"t57

355,369

207,530
1,/t68

5n,o72
4,566

178.892
E45

37,885
5,1E5

1gt,Eu
975,03S

1,189,294
34.19E

0

2,567
18,84

156,193
61,45S

2,E58
6,0@
1,019

4
9
0

12,57s
8,491

0
54,46E

1.816

1,5(X
2't,631

1O7,;91
14,18s

245,W
2125s

4U
56,845

863,259

3E9.386
2,76

8,522
333883

1,578
1s.?;87
2,090

274M

2,850
11,5O2

0
3,767

23,82t
2j29,297

90,1 89
4,194
8,818
2,?75

0
13

0
1E,453
35,000

0
79.gil'
e66s

(3,430) 5
2,n6

n,2s3
144.eU

19,8S1
331,9S2
30,078

654
76,821

896,:X!5

525,245
3,697

3,4A
93E

4,665
829

10.65E
s66

21
2,ffi

24,775

816213
119

8,727
s70

14,485
68

157,719
n,g&t

4,677'j/'.2
9S4,585

o
4,314

27,281
262,47E
10?,2E',1

4,E03
10,(B8
2;tzo

128
15
0

7,172
1,6E9
E,378
1,498

19,1U
1,738

3E
4,439

51,795

1.505,126
214

84.1(B
856

26,(rt3
123

36s,093
49,gna

8.625,449

5r00,612
7,595

4E 031
4f2,110
181,832

8,457
17,779
4,789

3
n
0

(3e,3es) t (20341) $ (1,382) t (1,E5E) I

Ipn,Me 1.4s5,531

N(tl

11,517
4F1,213

2,1?2
90,095
1 2,333

462,600
2,27A,691

13S,641
199,850

0
6,456

40,E26
392,71r4
154,55E

7,18E
15,112
4.070

22
2
0

t1,88
60,082

0
1#,9n

4,568

15,442.115 13,96,289
25,768,001 15,804.128

2,W,s25

795,7@. - 1.478,655
5,432,358 10,028,96€

2231,4ffi 31010,018

3,28s,259 69.013

21,131 g7 203
4q145

0
70,685

0 T CI'qro(o5(Do'-- o-

q6-
-r)

91,533 181,149
3,052 5,37400000oo

2 ; 5,78 126.'t41,395 64,99s,8.2 4,424,s87 s,rflE.1g7 il,o24,.ts9 i3,64,32 28,4s5,167
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SUEZ WATER PENNSYLVANIA INC.

COST OF SERVICE FOR THE TWELVE MONTHS ENDED DECEMBER 31, 2019. ATLOCATED TO CUSTOMER CTASSIFICATIONS

not updeted
A@{rnl

Facbr Coslof Lape Publb Flre PrcGctionRsf. Seilico Reaidenliel Comnrerdal Industislq sgilico Reaidenliel Comnrerdal Industisl lndulflal Aufrorities
tzt (3) (41 (5) (6) @ (8)(8) (s) 0o)(1)

Other Rate B!3o lt mr
Add:

Gesh l{/orldng Caplbl
ilatefiab and Supplles

Leis:
Regdaw uaufv
Dets red lncome Taxes

Totd Oth.r RaL Besr Elrrrtn|!

Total Odglnrl Coat l$.a!urr otvlluo

P.lvat€ tubllc

15 863,743 50,624 22O,UE 15,08 2s,148 3E,264 21,507 C722714 4c1,554 283,n3 120,013 8,139 11.s44 20,463 13,877 24.080

17 .(1,re5,r2s) (se2,e03) (3114,638) (20,7s5) (27,se€.' (sr,630) (s3,s2o) (133,116)
17 (18,70020n p,2n,1731 (4,786,683I ,$12s,384) (437,5s5) (s07,84s) (s€E,ssl) (z,CIs,s4gi

(18,s1e,se7) (s,07e,17s) (4.730,s52) (323,011) (430,459) {800,747) (1,On,2ull e,lss,ota
t236.39s,741 5117,fi2218 t60,26s,s15 $ 4,101,t6 t s,547,67E S1!223452 t 1es89,1s0 t 26296,1S4::- :-:-

N
o)
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-r)
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Schedule A
Page 1 of 1

SUEZ WATER PENNSYLVANIA INC.

FACTORS FOR ALLOCATING COST OF SERVICE TO CUST(I|UER ClSSSlFlCATlOl,lS, cotil.

FACTOR 20. REAIIOCATION OF PUBLIC FIRE

Fecloc en barsd ot ha leldrrs coetdrnab€bysbsrd Effimer decrllloa0on

Odomer
Cbrcfficadon

5/8 Do[ar
EtlrlYCots

(4

67,139

17,380

368

50

1,0t{
0

75,S0
E

Allocatlon

Factor

(1)

Raeidedhl
Colrmerchl
Irdrtfld
tsqo Indu*is[
P$lictutnorl$
Pdvde Fira

Tc[al

o.7520

0.285
0.0048

0,0008

0.0139

0.0000

o 27 OCA Sfiedule JDM-I
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SUEZ WATER PENNSYLVANIA !NC.

Schedule A
Page 1 of 1

o
518''314'

7-u2'
2'
3"

-5" gr

1f

tlo Block
Flrst 25 MGt
Nl Ov.r Zi i{Gt

o

Ctnm
P,6rnt hpoird X
natr lalt lIElEt

s 1375 I rs.m
5 28.50 I rrOs
5 s7.@ S 6218

$ 97.63 S r0es1
s f3.a s u9.72
s 3(E.2,tt s 333.00

s 510.50 s 566.0
s 975J8 s L05S59
$ r,4o42s I ts3l91

Ot rse
7.t506 9 9.3sO

Prcalnt Prcpo,lld

8$! !!ti
s 13.7s s rS.O
s 2&50 s 3L09
s s7.00 s 6a.18

I 97.53 S 106Jr
s 183.lj| S 199.78

5 30s2s s 33300
5 50.so I 566m
I 9638 I r.065.69

s 1r01.2s I 1s3rs1

9 z.zroe s 9.3$0
s s/ul s 7.1020
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SUEZ WATER PENNSYLVANIA INC.
CALCUI.ATION OF CUSTOMER COST PER MONTH FORA 5/8-INCH METER

BASED ON DIRECT COSTS

Cost Per
5/&inch
Meter

(4)

$30.58

47.6

42.43

OCA Schedule JDM-2
Page'l

Cost Per
5/8lnch
Meter

Monthlv Bill
(5)

$2,55

3.96

3.54

Prc-T.x

C6t Rste

Cost Function

Dhect
Cost of
Service

(1)

Meters

Servlces

Billing, Collectlng ard Meter Reading

Subbtal Gustcmer Costs

Unrecovered fublic Fire

Totral Customer Costs
and Public Fire

Long-TGrm Dcbt

Gommon Equlty

Source: Schedule AIR I

(2)

2,378,078

3,036,223

2,642,403

RaHoc

45,A20h

5.4.18%

100,0olo

77,769 S/&inch Equivalenb

63,97 2 31 4linch Equivalents

62,282 Customers

77,769 S&inch Equivalents 4,21

SUEZ WATER PCN]ISYLVANIA INC.
Ovcrall CoEt ot Capital

Cost R.te

4.55o/o

8.08%

Welghtctl
Co6t R.te

2,13s/o

4.3-q%_

6.51%

farco3t R.te C.kultlon
Corp Income

Tar Rate

9.99%
21.OO%

Taxes

Per Dolhr

0.100
0.189

0.71

1.41153

Afler Federal and State Taxes

to AfterTex Ratlo
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SUEZ WATER PENNSYLVANIA INC.

ANALYSIS OF DIRECT CUSTOMER COSTS

MetersOe*qfrptiqn _
T&D Labor - Operalion

Employee Salaries - Supervision
Employee Salaries - Meters
Fringe Benefits

T&D Labor - Maintenance
Employee Salaries - Supervision
Employee Salaries - Siruc'tures and lmprovments
Employee Salaries - Services
Fringe Benefits

Total Gustomer Accounting Expenses
Management Fees - Customer Related
Management Fees - Employee Related
Transportatbn Expense
Worke/s Compensation
Advertising Expense
ffice Rents

Subtotal

Depreciation Expense
Meters
Services
ffice Buildings
ffice Fumiture & Equipment
Computer Softwarc - CIS

Subtotal

Taxes Other Than Income
Payroll Taxes
Assessments

Subtotral

Rate Base
Meters
Services
Office Land/Buitdings
Office Fumiture and Equipment
Computer Software - CIS
Materials and Supplies
Defened Taxes

Subtotal

Retum and Income Taxes

Total Direct Gustomer Costs

14,890 119,509

27,943,391
206,053 2,321,667

7,183 80,929
5.528

9,728 109,611

. (,1,.-0.9+994) (2,04?,8*qr.,- (331,06e).

13,791,1U 26,123,508 2,186,666

1,143,289 2,165,639 181,274,58

_2&78,078_ _*j99EZ?9_ _zuz4w

$ 7,978
141,836
58,775

Servbes
Billing &

Collecting

10,211
3,666
3,421

114
1,868

227,868

6,409
19,032
74,524
41,018

$ 1,774,OU
377,179

6,959 55,857
2,396 27,000
2,236 25,199

74 836
1,221 13,759

153,869 2,273,913

976,632

7,415
1,026

696,307
4,U7

671

985,074

21,847

701,825

14,890

21,847

14,543,019

315,200
10,987

14,881



o

o

o

o

o

o

o

o

o

o

BEFORE TIIE
PENNSYLVANIA PI.JBLIC UTILITY COMMISSION

Peonsylvania Pubtc Utility Commission
Ov.

SLJEZ Water Pennsylvanig hc.
Docket No. R-20 I 8-3000834

\{ERIFICATION

I, JEROME D. MIERZWA,, hereby state that the facts s€t forth in my Direst Testimony,

OCA Stateinent No. 3, ue tnre and correct (or ue tue and correc{ to the best of my knowledge,

information, and belief) aod that I expect to be able to prove the same at a hearing held in this

matter. I understand that the stct@€,nts herein ale made subject to the penalties of 18 pa.C.S. g

4904 (relating to unsworn falsification to authorities).

DATE: July20,20l7
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A.

I. INTRODUCTION

WOULD YOU PLEASE STATE YOI.IR NAME AND BUSINESS ADDRESS?

My name is Jerome D. Mierzwa. I am a principal and President of Exeter Associates, Inc

("Exeter"). My business address is 10480 Little Patuxent Parkway, Suite 300, Columbia,

Maryland 21044. Exeter specializes in providing public utility-related consulting

services.

HAVE YOU PREVIOUSLY SUBMITTED TESTIMONY IN THIS

PROCEEDING?

Yes, my direct testimony was submitted as oCA Statement No. 3 on July 20,201g.

WHAT IS THE PURPOSE OF YOUR SURREBUTTAL TESTIMONY?

The purpose of my surrebuttal testimony is to respond to the rebuttal testimony of Suez

Water Pennsylvania ("SWPA") witress Paul R. Herbert and Office of Small Business

Advocate ("OSBA") witness Brian Kalcic. I would note that in my direct testimony I

proposed using the cost of service study prepared by SWPA that excluded Mahoning

Township rather than the cost of service study initially filed by SWPA that included

Mahoning Township. In its rebuttal testimony, the Company has withdrawn its

Mahoning Township claim and does not oppose using the cost of service study that

excludes Mahoning Township in this proceeding.

BRIEFLY SUMMARZE THE REVENUE DISTRIBUTION PROPOSAL

RECOMMENDATION INCLUDED IN YOUR DIRECT TESTIMONY.

In my direct testimony, I proposed a revenue distribution that moved revenues more

closely toward the indicated cost of service than the distribution proposed by the

Company. More specifically, SWPA had proposed an increase of 2I.7 percent for the

Large Industrial class, which was 2 times the proposed system average increase. I

recommended that this increase be maintained, and that the Public Authoritv and private

a.

A.

a

A.

a.

A.

Surrebuttal Testimony of Jerome D. Mierzwa Page2
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Fire Service classes also receive a 21.7 percent increase, which was higher than that

proposed by the Company. I recommended a higher increase for these two classes

because at the increase proposed by the Company, each class would be contributing

revenues less than the indicated cost of service. I also proposed higher increases for the

Commercial and lndustrial classes than those proposed by the Company. The increases I

proposed for these two classes moved revenues for each class to the indicated cost of

service. The increases assigned to the Commercial and Industrial classes were less than 2

times the system average increase. I assigned the remaining increase requested by SWpA

to the Residential class.

WHAT WAS MR. HERBERT'S RESPONSE TO YOUR RECOMMENDED

REVENUE DISTRIBUTION?

Mr. Herbert claims that in his experience, OCA witnesses will limit the increase to any

one class to 150 percent of the system average increase to recognize gradualism, and that

my proposal results in increases for three classes that are twice the system averase

increase.

DOES MR. KALCIC RESPOND IN A SIMILAR FASHION TO YOUR

PROPOSED REVENUE DIS TRIBUTION?

Yes. Mr. Kalcic claims that in his experience, it is rare for an assigned class increases to

exceed 150 percent of the system average increase, in recognition of gradualism

considerations. He finds that my proposed limit of 2.0 times the system average increase

to be excessive.

DO YOU AGREE WITH MESSRS. HERBERT AND KALCIC THAT

GENERALLY A PARTICULAR CLASS SHOULD NOT BE ASSIGNED AN

INCREASE WHICH EXCEEDS 150 PERCENT OF THE SYSTEM AVERAGE

a.

A.

a

A.

a.

Surrebuttal Testimony of Jerome D. Mierzwa Page 3



I

2

a
J

4

5

6

7

8

9

10

1l

I2

13

14

15

t6
r7
18

19

20

2l

22

^1z)

24

25

26

27

INCREASE AND IT IS RARE FOR A PARTICULAR CLASS TO RECEIVE

AN INCREASE THAT EXCEEDS 150 PERCENT?

A. No, I do not believe it to be rare or uncommon to assign an increase to a particular class

that is 2.0 times the system average increase when such an increase is found to be

justified by a supporting cost of service study. That is, the supporting cost of service

study indicates that a class is contributing revenues significantly below the indicated cost

of service, and an increase of 2.0 times the system average increase is necessaryto move

the revenues collected from that class to, or closer to, the indicated cost of service. A

recommended increase of 2.0 times the system average increase is also consistent with

the recommendation of Mr. Robert D. Knecht who recently testified on behalf of the

OBSA in Columbia Gas of Pennsylvania, Inc. ("Columbia") Docket No. 2018-2647572.

In the Columbia proceeding, Mr. Knecht testified as follows, and I agree with his position

concerning the magnitude of an increase that should typically assigned to a particular

customer class:

...to reflect the principle of rate gradualism, I limited the
increase to any rate class to be no more than 2.0 times the
system average. While there are no ,,hard_and_fast,, 

rules
for gradualism, limiting the maximum increase to 1.5 to 2.0
times the system average increase is not uncommon.
(Direct, page 31).

ARE THERE FACTORS THAT SHOULD BE CONSIDERED IN

EVALUATING WHETHER THE MAXIMI'M INCREASE ASSIGNED TO A

PARTICULAR CUSTOMER CLASS SHOULD BE LIMITED TO 1.5 OR 2.0

TIMES THE SYSTEM AVERAGE INCREASE?

Yes. The magnitude of the increase proposed or awarded in a proceeding should be

considered in evaluating whether an increase to a particular class be limited to 1.5 or 2.0

times the system average increase. For example, if the proposed system average increase

a.

A.

Surrebuttal Testimony of Jerome D. Mierz',va Page 4
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a.

is 10 percent, an increase of 20 percent, or 2.0 times the system average, would not be

unreasonable ifjustified by a supporting cost of service study. However, for a proposed

system average increase of 50 percent, a maximum increase of 1.5 times the svstem

average increase may be more appropriate.

MR. HERBERT RECOMMENDS THAT THE COMMISSION NOT ACCEPT

YOUR REVENUE DISTRIBUTION RECOMMENDATION AND THAT THE

COMPANY'S PROPOSAL SUFFICIENTLY MOVES REVENUES TOWARDS

THE COST OF SERVICE AND TAKES INTO CONSIDERATION THE

CONCEPT OF GRADUALISM. WHAT IS YOLIR RESPONSE?

First, I would note the 2l.7 percent increase I have proposed for the Large Industrial class

is the same percentage increase proposed by the Company. I have also propos ed, 2l.j
percent increases for the Public Authority and Private Fire Service classes. lf a 21.7

percent increase for the Large Industrial class sufficiently takes into consideration the

concept of gradualism for one customer class (Large Industrial) as Mr. Herbert indicates,

then it sufficiently takes gradualism into consideration for the other two classes for which

I have proposed the same 2I.7 percent increase (Public Authority and private Fire

Service).

Second, the increases I have proposed for the Commercial and Industrial classes

are less than 27.7 percent. Therefore, if a 2L7 percent increase sufficiently takes

gradualism into consideration, increases that are less than 21.7 percent would also

suffi ciently take gradualism into consideration.

Third, even with the 27.7 percent increases proposed for the Large lndustrial,

Public Authority, and Private Fire classes, each of these classes will be contributins

revenues which are less than each ofthose classes' indicated cost ofservice.

A.

Surrebuttal Testimony of Jerome D. Mierzwa Page 5



I Finally, the percentage increase I have proposed for each customer class is based

2 on the Company's requested revenue increase. The actual increase authorized by the

' 3 Commission in this proceeding will certainly be less than the increase requested by the

Company. Therefore, the actual percentage increase experienced by each customer class

5 will be less than those indicated in the testimony of Mr. Herbert and myself.

6 Q. WHAT DOES MR. HERBERT RECOMMEND WITH RESPECT TO A

7 REVENUE DISTRIBUTION IF THE COMMISSION GRANTS SWPA AN

8 INCREASE THAT IS LESS THAN THE COMPANY'S REQUESTED

9 INCREASE IN REVENUE?

l0 A. Mr. Herbert recommends a proportional scale-back of the Company's original proposed

11 revenue distribution, exclusive of public fire service.

12 A. DO YOU AGREE THAT A PROPORTIONAL SCALE-BACK OF THE

13 COMPANY'S OzuGINALLY PROPOSED REVENUE DISTRIBUTION IS

14 APPROPRTATE?

15 A. No. Because the OCA's proposed revenue distribution provides for more movement

16 toward the cost of service than the revenue distribution proposed by the Company, a

17 proportional scale-back of the OCA's proposed revenue distribution would be more

18 appropriate.

19 A. IN YOUR DIRECT TESTIMONY, YOU RECOMMENDED THAT BAD DEBT

20 EXPENSE BE REMOVED FROM THE CALCULATION OF DIRECT

2I CUSTOMER COSTS WHICH IS USED TO SUPPORT THE COMPANY'S

. 22 PROPOSED INCREASE IN THE MONTHLY RESIDENTIAL CUSTOMER

. 23 CHARGE. DOES MR. HERBERT AGREE WITH YOUR

24 RECOMMENDATION?

Surrebuttal Testimony of Jerome D. Mierzwa Page 6
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A. No. Mr. Herbert claims that bad debt expense is a direct customer cost because it varies

with the number of customers served and, therefore, should be recovered in the customer

charge. He also claims that bad debt expense represents only $0.25 per bill, suggesting

that bad debt expense represents only a small percentage of the total proposed customer

charge of $15.00.

DO YOU AGREE WITH MR. HERBERT THAT BAD DEBT EXPENSE IS A

DIRECT CUSTOMER COST?

No. Only those costs that vary directly with the addition or subtraction of a customer

should be included in the calculation of a customer charge. If bad debt expense did vary

directly with the number of customers, each new customer added by SWpA would

contribute to bad debt expense, and each customer that discontinues service would reduce

bad debt expense. Since this is not the case, bad debt expense does not vary directly with

the addition or subtraction of a customer and, therefore, should not be included in a

customer charge. Mr. Herbert notes that it is currently the Commission's policy to

include only direct costs to determine a customer charge, and this policy should be

continued.

WHAT IS YOUR RESPONSE TO MR. HERBERT'S CLAIM THAT BAD

DEBT EXPENSE IS ONLY $0.25 PER BILL?

The Company is proposing to increase the monthly Residential customer charge from

S13.75 to $15.00, or by $1 .25 per month. Bad debt expense is a significant component of

the proposed customer charge increase, representing 20 percent of the total customer

charge increase ($0.25l$1.25). The Company claims that this increase is supported by its

calculated direct customer cost of $ 14.96 per month. Excluding bad debt expense alone

deceases the Company's calculated charge to $14.71. As indicated in my direct

testimony, at the revenue increase authorized by the Commission in this proceeding, a

a

A.

a.

A.

Surrebuttal Testimony of Jerome D. Mierzwa Page 7
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cost-based charge would certainly be further reduced to less than $14.71. Reducing the

cost-based charge to reflect the OCA's recommended rate of return would reduce the

charge to $13.73 (per Schedule JDM-2). Any other downward adjustment to SWPA's

revenue requirement claim will also reduce the calculated customer charge. Therefore,

the elimination of bad debt from the calculation of direct customer costs, along with

adjustrnents to the Company's claimed revenue requirement, will have a significant

impact on determining whether an increase in the monthly Residential customer charge is

appropriate.

MR. HERBERT CONTENDS THAT BAD DEBT EXPENSE SHOULD BE

INCLUDED IN DIRECT CUSTOMER COSTS CONSISTENT WITH HOW

SUCH COSTS ARE ALLOCATED TO CUSTOMER CLASSIFICATIONS. IS

THIS CONSISTENT WITH HOW THE AMERICAN WATER WORKS

ASSOCIATION (AWWA) MANUAL INDICATES BAD DEBT EXPENSE

SHOULD BE ALLOCATED?

No. In his class cost of service study, Mr. Herbert has assigned retail (non-fire

protection) bad debt expense entirely to the billing and collecting functionalization cost

category. This is unreasonable. Bad debt expense relates to the failure to recover all of

SWPA's functional costs, including base, maximum day, and maximum hour functional

costs, not just billing and collecting costs. As such, bad debt expense should be assigned

to all retail functional costs, and this would be consistent with the assignment of bad debt

expense reflected in the AWWA Manual that Mr. Herbert uses as a guide for his class

cost of service study (page 66, 7th Edition). Although a portion of bad debt expense is

assigned to the billing and collecting functional cost category under the AWWA method,

those assigned costs should not be included in the calculation of a customer charse

because, as explained earlier, they are not direct customer costs.

A.

Surrebuttal Testimony of Jerome D. Mierzwa Page 8



I Q. DOES TI{IS coNctLlDE YouR SLJRREBUTTAL TESTMo}'\ty?

2 A. Yes, it does; however, I reserve the right to update this testimony as may be necessary.

237963

Surrebuttal Testimony of Je,rome D. Mie,lzwa Page 9
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PLEASE STATE YOUR NAME AND BUSINESS ADDRESS FOR THE RECORD.

Terry L. Fought, 780 Cardinal Drive, Harrisburg, Pennsylvania, 17111.

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACIW?

I am a self-employed consulting engineer retained by the Office of Consumer

Advocate (OCA) for the purposes of providing testimony in this proceeding.

PLEASE DESCRIBE YOUR BACKGROUND AND QUALIFICATIONS.

Appendix A, which is attached to this testimony, describes my educational

background and applicable experience.

WHAT ISSUES HAVE YOU BEEN ASKED TO INVESTIGATE REGARDING

THIS SUEZ WATER PENNSYLVANTA (SWPA OR COMPANY) RATE CASE?

The OCA requested that I investigate quality of service issues.

WHAT DID YOUR INVESTIGATION CONSIST OF?

My investigation included: (1) reviewing applicable portions of SWPA's Filing and

Direct Testimony of SWPA witnesses John D. Hollenbach, SWPA Statement No.

1; (2) reviewing informal complaints filed by SWPA customers with the PUC; (3)

reviewing the formal complaint filed by an SWPA customer in this proceeding; (4)

reviewing SWPA's responses to the OCA's interrogatories regarding quality of

service issues; (5) meeting with SWPA and inspecting some of its facilities in

Harrisburg and Mechanicsburg on July 13, 2018, and (6) attending/watching the

five stream of Public Input Hearings (PlH) held on July 11,2018 in this case and

reviewing the exhibits offered by the customers testifying.

WHAT QUALITY OF SERVICE ISSUES ARE INCLUDED IN YOUR

TESTIMONY?

Complaint Log, Unaccounted for Water (UFW), lsolation Valves, Service Quality

lnformation and Customer Complaints.

o
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PLEASE SUMMARIZE YOUR RECOMMENDATIONS.

1. COMPLAINT LOG

I recommend that the Company maintain a complaint log in sortable Excelformat.

2. UNACCOUNTED FOR WATER

In future rate cases, I recommend that the Company prepare a separate Section

500 form for each system that it submits a Chapter 110 Report. I also recommend

that the Company include records supporting its estimate of water volumes for

"Located and Repaired Breaks in Mains and Seryices" in its Section 500

submissions.

3. ISOLATION VALVES

I recommend that the Company exercise all its isolation valves located on all of its

systems by January 1,2021. While it is exercising all of its isolation valves, if there

are isolation valves that are found to be inoperable, they should be repaired. lf

they cannot be repaired as soon as possible, SWPA should submit a schedule to

the OCA and the Commission's Bureau of Technical Services for replacing or

repairing those isolation valves that could not be properly exercised.

4. SERVICE QUALITY INFORMATION

The Company should make it easier for consumers to find information pertaining

to service quality on the Company's social media.

5. CUSTOMER COMPLAINTS

The Company should respond to and take reasonable action to resolve the

customer complaints that were raised in testimony at the July 11,2018 Public Input

Hearings.

COMPLAINT LOG

O. WHAT ARE YOUR CONGERNS ABOUT SWPA'S COMPLAINT LOG?

A. SWPA's procedure for logging complaints and its responses to complaints is not

set up in a manner that the Company can easily provide live Excel spreadsheets

for review by others. ln the previous rate case, SUEZ did provide such a

spreadsheet with some difficulty; however, in this rate case, its response to OCA

Set ll-17 only included informal complaints made to the PUC. See Exhibit TLF-1.
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WHY IS A LIVE EXCEL SPREADSHEET NECESSARY?

A live Excel spreadsheet is necessary to allow sorting of the data by issue, date,

zip, and street address so that it can be determined if there is a geographic

concentration of individuals making similar complaints.

WHY IS A COMPLETE, SORTABLE LOG OF COMPLAINTS MADE ABOUT

THE COMPANY IMPORTANT AND NECESSARY IN THE INVESTIGATION OF

QUALITY OF SERVICE ISSUES?

Under Section 65.3(b), the Company is required to maintain a log of complaints

about its service or facilities, showing the name and address of the complainant,

the date and character of the complaint and the final disposition of the complaint.

The log must include complaints made to the Company, whether or not an informal

or formal complaint was also made.

Knowing the character of each complaint and its disposition and having that

information in a sortable format provides information necessary to investigate the

Company's quality of service, including (1) how quickly the Company responds to

complaints; (2) whether or not an employee does an on-site inspection/evaluation

and on-site tests or takes water samples for laboratory testing, when applicable;

(3) how often that individual or nearby individuals have made similar complaints;

and (4) how quickly the Company resolves the complaint.

Thus, I recommend that the Company maintain a complaint log in sortable Excel

format.

UNACCOUNTED FOR WATER

O. WHAT IS MEANT BY THE TERM ..UNACCOUNTED FOR WATER"?

A. There are several different procedures for calculating Unaccounted for Water

(UFW). The PUC procedure is shown on Section 500 of the PUC Annual Report

forms for Public Water Utilities. According to PUC procedure, UFW is equal to

"Total Water Delivered for Distribution & Sale" minus "Total Sales" minus "Non-

Revenue Usage and Allowance." "Non-Revenue Usage and Allowance" includes
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"Main Flushing," "Blow-off Use," "Unavoidable Leakage," "Located & Repaired

Breaks in Mains & Services" and "Othe/'.

WHY IS UFW IMPORTANT?

Calculating the amount of UFW is a method of estimating the amount of non-

revenue water in a water distribution system due to leaks and inaccurate meter

readings. Reducing the non-revenue water saves money in chemical and power

costs and provides for important water conservation in areas that have limited

water supply sources. The accuracy of the UFW estimate depends on reliable

estimates of unavoidable non-metered water uses such as flushing the distribution

system, firefighting, normalpipe leakage, repaired main breaks, etc. Keeping track

of UFW gives a water utility an indication of the extent of unknown leaks in the

distribution system so that informed decisions can be made on the necessity of

finding and repairing leaks. The Water Audit methodology established by the

InternationalWaterAssociation (lWA)and the American WaterWorks Association

(AWWA) is generally becoming a more accepted method of identifying the

amounts of wasted water.l Both the UFW and Water Audit methods, if properly

utilized, provide water utilities with information needed to improve operational

efficiency.

WHAT IS A REASONABLE PERCENTAGE OF UFW?

A. According to the Pennsylvania Code S 65.20 (4) "Levels of the

unaccounted-for water should be kept within reasonable amounts. Levels above

20% have been considered by the Commission to be excessive".

1 Class A water utilities were included in the Commission's 2011 Tentative Order (which became final on
January 27, 2012) implementing the Water Audit methodology on a pilot, voluntary basis. In Re: Pilot
Proiect to lmolement The International Water Association/American Water Works Association Water Audit
Methodoloqv, Docket No. M-2008-2062697 Tentative Opinion and Order (November 10,2011). To date,
the pilot remains in effect.
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WHY HAS THE OCA ASKED YOU TO REVIEW THE COMPANY'S

SUBMISSIONS ON UFW?

lf warranted, the OCA may recommend adjusting the Company's water revenue

requirement to offset the chemical and electrical costs of that portion of UFW

considered to be excessive if the Company does not provide documentation to

support the reasonableness of the volumes it estimated for "Unavoidable Leakage"

and "Located & Repaired Breaks in Mains & Services

WHAT INFORMATION HAS SWPA PROVIDED INFORMATION ON HOW IT

CALCULATES UFW?

The Company provided information on UFW in Section 500 of its PUC Annual

Reports (Section 500) that estimates a UFW totalized for all its water systems.

See Exhibit TLF-2 for copies of Section 500 Reports submitted by the Company

for the Years 2015 through 2017. In response to OCA Set ll-22, the Company

provided copies of its Annual DEP Chapter 110 Reports (Chapter 110) that

estimates UFW for each of the Company's systems. A copy of a Chapter 110

Report for one of SWPA's systems is attached for illustrative purposes as Exhibit

TLF-3. The OCA also had an informal discovery conference call and meeting with

SWPA regarding its calculation of UFW.

ARE THE SECTION 5OO AND CHAPTER 110 UFW ESTIMATES BASED ON

THE SAME DATA?

They should be since both reports have similar annual deadlines. The Annual

Chapter 1 10 Reports are to be submitted to DEP by March 31 of the following year

and Section 500 is included in the Annual PUC Reports submitted by the end of

April of the following year.

ARE THERE SIGNIFICANT DIFFERENCES IN THE METHODS USED TO

CALGULATE UFW IN EACH REPORT?

There are two significant differences: (1) Chapter 1 10 measures water drawn from

the source of supply while Section 500 measures water entering the distribution
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system; and (2) Section 500 allows credits that reduce the amount of UFW while

Chapter 110 does not.

HOW DOES THE FIRST DIFFERENCE IMPACT THE UFW CALCULATION?

Chapter 110 reports start with all water withdrawn from the source of supply, i.e.

untreated water, water used in the treatment process, and treated water. The

volume of water used that cannot be identified or estimated is classified as "Othe/'

or UFW.

DID YOU FIND ANY ERRORS IN THE CHAPTER 110 DATA PROVIDED?

Yes. The Year 2016 Chapter 1 10 Reports for Bloomsburg, Columbia County and

Nuremburg do not show a reasonable balance of water uses and water resources.

The UFW for all three systems indicated UFW of zero and Nuremburg's Other

Category equaled 33,880, which was considerably higher than other years. The

OCA identified the errors in an informal discovery conference call with the

Company, and the Company has indicated it will manually correct the numbers

and resubmit the information to the Pennsylvania Department of Environmental

Protection.

HOW DOES THE SECOND DIFFERENCE IMPACT UFW?

It impacts UFW because Chapter 1 10 does not allow any credits for reducing UFW.

Section 500 allows for UFW to be reduced for volumes of Located & Repaired

Breaks in Mains & Services and Unavoidable Leakage. To provide a reasonable

comparison of Section 500 and Chapter 110 UFW Reports, the Chapter 110 data

had to first be aggregated.

DID YOU AGGREGATE THE CHAPTER 110 DATA?

Yes. See Exhibit TLF-4. I was able to determine that the UFW calculated under

the Chapter 110 Reports, when totaled for all 13 SWPA systems, is 19.78% for

2017, 18.14%for 2016, and 22.12Yofor 2015.
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HOW DOES THAT COMPARE TO THE SECTION 5OO DATA?

Exhibit TLF-S compares the UFW for Section 500 with the aggregated UFW for

Chapter 110 considering only treated water delivered to the distribution system.

DOES EXHIBIT TLF.s PRESENT A REASONABLE COMPARISON OF UFW

BETWEEN SECTION 5OO AND CHAPTER 1'IO?

Yes. A comparison of only treated water is shown on Exhibit TLF-S by making the

following assumptions:

Chapter 1 10 "Average Daily Water Use" was set equal to Section 500

"Water Delivered for Distribution & Sale" and

Chapter 110 "Othed', along with the Section 500 categories of "Main

Flushing", "Blow-off Use", and Unauthorized Use" were set equal to the

Section 500 amounts for the same items.

IS THERE ANYTHING ON EXHIBIT TLF.s THAT YOU FIND TROUBLING?

Yes. lt is troubling that Chapter 110 and Section 500 differ in "Total Sales Chapter

110/Section 500" for the Years 2015,2016 and 2017 by 278,005 gallons per day

(gpd), 219,369 gpd and 119,912 gpd, respectively. ln 2015, the difference

between Chapter 110 and Section 500 is over 1,000,000 gpd for

"Domestic/Residential" Use. The differences should be much less if the Company

used the same data for both reports. This may indicate that one of the reports is

incorrect.

Also, it is possible that the Section 500 'Water Delivered for Distribution & Sale"

amounts are incorrect because of a math error - the Company had to total data

for all thirteen of its systems.

DO YOU HAVE ANY COMMENTS REGARDING THE RESULTS SHOWN ON

EXHIBIT TLF.s?

Yes, the UFW before credits is relatively close between Chapter 110 and Section

500 (varying by '1.57o/o in 2015; 1.25% in 2016; and O.71Yo in 2017\.
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The Section 500 credits appear unusually large, reducing the Section 500 UFW by

nearly one-half. The credit is comprised of two Non-Revenue items that are based

on assumptions - "Unavoidable Leakage" and "Located & Repaired Breaks in

Mains & Services".

DO YOU HAVE ANY CONCERNS WITH THE ASSUMPTIONS THE COMPANY

USED IN DETERMINING THE VOLUME OF "UNAVOIDABLE LEAKAGE''?

Yes. The Company's Section 500 forms show that Unavoidable Leakage was

calculated by using "gpd/mile of main" (gallon per day per mile of main) factor that

varies from 1 ,569 in 2015, 1,781 in 2016 and 1,675 in 2017 .

ARE THERE ANY METHODS OF CALCULATING UNAVOIDABLE LEAKAGE

PUBLISHED BY THE AWWA?

Yes. AWWA has published a method for calculating "Unavoidable Annual Real

Losses" based on the following factors: miles of water mains, number of service

connections, miles of private pipe (service connections), and average pressure in

the system. See Exhibit TLF-6.

SHOULD A SINGLE "GPD/MILE OF MAIN'' FACTOR BE USED TO

DETERMINE UNAVOIDABLE LEAKAGE ON ALL OF THE COMPANY'S

SYSTEMS COMBINED?

No. A "gpd/mile of main" factor should be determined for each of the Company's

systems and used to calculate "Unavoidable Leakage" for each system.

DID THE COMPANY USE THE AWWA METHOD OF CALCULATING A
..GPD/MILE OF MAIN'' FACTOR AND CALCULATE THE "UNAVOIDABLE

LEAKAGE'' FOR EACH SYSTEM?

I do not know if the Company used the AWWA Method and calculated the

"Unavoidable Leakage" for each system in developing its estimate for all systems

combined. This issue will be resolved in future rate cases if the Company provides

a separate Section 500 form for each system.
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DO YOU HAVE ANY RECOMMENDATIONS REGARDING HOW THE

COMPANY ESTIMATES "UNAVOIDABLE LEAKAGE''?

In future rate cases, I recommend that the Company prepare a separate Section

500 form for each system that it submits a Chapter 1 10 Report. This will show the

"Unavoidable Leakage Facto/' for each system and how it is totaled for all the

systems.

DO YOU ALSO HAVE CONCERNS WITH THE ASSUMPTIONS THE COMPANY

USED IN DETERMINING THE VOLUMES OF "LOCATED & REPAIRED

BREAKS IN MAINS & SERVICES''?

Yes. "Located & Repaired Breaks in Mains & Services" represents the estimated

volume of water lost during and repairing a break in water mains and services.

Shortly after the repair was completed, those involved in repairing the break should

have prepared a record of estimated volumes of water lost for each break. The

volume of water SWPA is claiming credit for is shown on the Section 500 forms (in

1,000 gallons). See Exhibit TLF-2 for the Company's Section 500 submissions for

the Years 2015 through 2017 . See Exhibit TLF-7 for the calculation of the average

amount of water per main break for the Years 2015 and 2016. lt can be noted from

Exhibit TLF-7 that the average gallons per main break is approximately 1.4 million

galfons for the years 2015 and 20162. This is equivalent to a 1,000 gpm break

taking 23.3 hours to locate and shut-off isolation valves or 233 hours for shutting-

otf a 100 gpm break. Going forward, the Company's Section 500 submissions

should include records supporting its estimate of "Located and Repaired Breaks in

Mains and Services." Submitting separate Section 500 forms for each of the

Company's systems will also help in determining the reasonableness of the

Company's estimated credit for "Located and Repaired Breaks in Mains and

Seryices".

2 
f nformation tor 2017 is not provided in the Company's 2017 Long Term Infrastructure lmprovement Plan.
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HOW DO THE COMPANY'S CREDITS FOR "UNAVOIDABLE LEAKAGE'' AND
.'LOCATED & REPAIRED BREAKS IN MAINS & SERVICES'' COMPARE WITH

SOME OTHER WATER COMPANIES?

I compared the Company's credits for UFW with those of Aqua Pennsylvania,

Pennsylvania-American and The York Water Co. for the Years 2015 through 2017 .

See Exhibit TLF-8. As can be noted from Exhibit TLF-8, Aqua Pennsylvania does

not claim any credits and the credits claimed by the York Water Company are

much smaller than those claimed by SWPA.

DO YOU HAVE ANY RECOMMENDATIONS CONCERNING UFW?

Because of the difficulty in determining the reasonableness of the estimates used

by SWPA to claim the credits used to reduce the Section 500 UFW and because

it was based on the totals of all SWPA systems, I recommend that, in future base

rate cases, the Company prepare a separate Section 500 form for each system for

which it submits a Chapter 110 Report. This will help to avoid many of the errors

on the Section 500 forms and the Chapter 110 Reports that I have just discussed.

As noted above, I also recommend the Company's Section 500 submissions

include records supporting its estimate of "Located and Repaired Breaks in Mains

and Seryices."

DO ANY COMPANIES PROVIDE SECTION 5OO FORMS FOR EACH WATER

SYSTEM FOR WHICH THEY PREPARE A CHAPTER 110 REPORT?

Yes. I recommend that the Company adopt language similar to what was

approved in Pennsylvania-American Water Company's most recent settlement of

its 2017 Rate Case at Docket No. R-2017-2595853. The settlement language

stated: "ln its next water base rate filing, the Company will include, and serve upon

Bl&E, OCA, and OSBA, copies of Section 500 sheet of its Annual Report, in live

Excel format, for each water operational district for the three preceding reporting

years ending prior to the date of the Company's filing."
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ISOLATION VALVES

A. WHAT ARE ISOLATION VALVES?

A. lsolation valves are installed on water mains so that the water can be shut off in

sections of the distribution system in case of a water main break orfor main repairs

and replacements. lsolation valves are also used to separate different pressure

zones.

WHY IS IT IMPORTANT TO EXERCISE ISOLATION VALVES?

It is important to exercise isolation valves to prevent the valves from seizing-up

and getting stuck from corrosion or other deposits adjacent to the valve. An

isolation valve that cannot be fully closed will increase the water loss during a water

main break and increase the number of customers affected.

WHAT DOES IT MEAN TO EXERCISE ISOLATION VALVES?

Exercising an isolation valve is operating the valve through complete full

open/close cycles until it operates with little resistance. This requires some effort

even for a well-maintained valve because the number of turns to fully open or close

an isolation valve can vary trom 12 turns for a 3-inch valve to 38 turns for a 12-

inch valve.

HOW OFTEN SHOULD AN ISOLATION VALVE BE EXERCISED?

According to The National Environmental Services Center at West Virginia

University, experts recommend exercising the valves annually, if possible, or at

least once every two years.3

According to AWWA, "Each valve should be operated through a full cycle and

returned to its normal position on a schedule that is designed to prevent a buildup

of tuberculation [rust formation in pipes as a result of corrosion] or other deposits

that could render the valve inoperable or prevent a tight shutoff. The interval of

time between operations of valves in critical locations or valves subjected to severe

3 Tech Brief, Valve Exercising, 2007, Vol. 7, lssue 2,The National Environmental Services Center of West
Virginia University, Morgantown, WV.
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a

1 operating conditions should be shorter than for other less important installations

O z but can be whatever time period is found to be satisfactory based on local

3 experience."4

4

s Q. WHAT INFORMATION DO YOU HAVE REGARDING SWPA'S ISOLATION
O o VALVES?

t A. In response to OCA Set ll-22, SWPA submitted Water Allocation Permit

a Compliance Reports for its Bloomsburg, Harrisburg and Mechanicsburg systems.

O g See Exhibit TLF-9. These are three of the Company's largest systems,

10 lt can be noted from Exhibit TLF-9 that in 2015, the Company exercised:

tr 55 of 966 isolation valves in the Bloomsburg System;

t2 732 of 7154 isolation valves in the Harrisburg System; and
O 13 612 of 2456 isolation valves in the Mechanicsburg System.

74 ln 2016, the Company exercised:

1s 96 of 966 isolation valves in the Bloomsburg System;

O LG 552 of 7270 isolation valves in the Harrisburg System; and

t7 642 of 2656 isolation valves in the Mechanicsburg System.

18 ln 2017, the Company exerciseds:

1s 96 of 966 isolation valves in the Bloomsburg System; and
O 20 853 of 2656 isolation valves in the Mechanicsburg System.

2L

22 O. HOW LONG WOULD IT TAKE TO EXERCISE ALL THE ISOLATION VALVES

O 23 AT THE RATES SHOWN ON EXHIBIT TLF-9?

24 A. Assuming the Company is not repeating exercising the same valves, at current

25 rates, it would take approximately 11 years to exercise all the isolation valves in

26 the Bloomsburg and Harrisburg Systems and 3.75 years for the Mechanicsburg
o 27 System.

O a American Water Works Association. 1996. Manual of Water Supply Practices, Denver: AWWA.

5 The Harrisburg Water Allocation Report is due in August 2018, so the data was not available to be
included.
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DO YOU HAVE ANY OTHER COMMENTS ON THE INFORMATION SHOWN ON

EXHIBIT TLF.g?

The Water Allocation Reports also include data on exercising fire hydrants. lt can

be noted from Exhibit TLF-9 that not all fire hydrants are exercised annually for the

Harrisburg System while all the hydrants are exercised annually for Bloomsburg

and Mechanicsburg. lt is not clear if the data refers to the fire hydrant isolation

valve or the fire hydrant. lsolation valves separating hydrants from the distribution

system should be exercised annually.

WHAT IS YOUR RECOMMENDATION CONCERNING SWPA'S

MAINTAINANCE OF ISOLATION VALVES?

SWPA has a responsibility to properly maintain all of its water facilities, including

exercising isolation valves on a routine basis. Due to the small percentage of

isolation valves that SWPA has been exercising annually for Bloomsburg,

Harrisburg and Mechanicsburg, I recommend that the Company exercise all

isolation valves located on all of its systems by January 1,2021. Upon completion

of this procedure, SWPA should be able to develop a reasonable schedule going-

fonryard for exercising its isolation valves.

While it is exercising all of its isolation valves, if there are isolation valves that are

found to be inoperable, they should be repaired. lf they are not repaired as soon

as possible, then SWPA should submit a schedule to the OCA and the

Commission's Bureau of Technical Services for replacing or repairing those

isolation valves that could not be properly exercised.
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A.

JULY 11,2018 PUBLIC INPUT HEARING TESTIMONY

O. DO YOU HAVE ANY RECOMMENDATIONS REGARDING THE TESTIMONY

RECEIVED AT THE JULY 11,2018 PUBLIC INPUT HEARINGS?

A. Yes. I have recommendations regarding Mr. Doug Hassenbein's and Mr. Kyle

Miller's testimony about quality of service issues.
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WHAT ARE YOUR RECOMMENDATIONS REGARDING MR. HASSENBEIN'S

TESTIMONY?

Mr. Hassenbein is from Lower Paxton Township and testified that he has received

discolored water over the past three years including approximately 19 times in

2018. His testimony included specific dates of these incidents. He also testified

that he contacted the Company approximately 80% of the time these incidents

occurred but the incidents continue. I recommend that the Company respond to

Mr. Hassenbein and take reasonable action to resolve his concerns.

DOUG HASSENBEIN ALSO TESTIFIED THAT IT WAS DIFFICULT TO FIND

NOTICES REGARDING SERVICE QUALITY ISSUES ON THE COMPANY'S

SOCIAL MEDIA. DO YOU HAVE ANY RECOMMENDATION BASED ON HIS

TESTIMONY?

Yes. Mr. Hassenbein indicated that he is a consumer of SWPA water but not a

customer, because he pays for water service in his apartment rent. As a result,

other methods that the Company uses to inform its customers about localized

service quality issues may not reach Mr. Hassenbein (e.9., phone calls, door

hangers, direct mailings, etc.). Mr. Hassenbein testified that he looks for

information pertaining to service quality on the Company's website or Facebook

page and that it is sometimes difficult to find that information among the Company's

other, non-service quality related postings.

I recommend that SWPA should make it easier for consumers, including non-

customers, to find information pertaining to seruice quality (e.9., discolored water,

outages, boil water advisories, operations notices) on the Company's social media.

WHAT ISSUE DID MR. MILLER TESTIFY ABOUT AT THE PUBLIC INPUT

HEARING?

Mr. Miller testified personally and as an authorized member of the Mechanicsburg

Borough Council about the restoration of roadways and sidewalks of the

Company's water main installation in Mechanicsburg. He testified that the
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Company has not finished the restoration in a timely manner in those areas where

the main has been installed and the main installation has moved on to other areas.

A. DO YOU HAVE ANY RECOMMENDATIONS REGARDING MR. MILLER'S

TESTIMONY?

A. Yes. The Company should respond to Mr. Miller and take reasonable action to

address his concerns.

O. ARE THERE ANY OTHER ISSUES TO WHICH THE COMPANY SHOULD

RESPOND?

o.

A.

Yes, there were two other water quality issues discussed with the Company at the

inspection and meeting on July 13, 2018. First, discolored water complaints from

residents in the Cherrington Condo Community in Susquehanna Township.

Second, an informal complaint by a customer on Cardinal Drive in Swatara

Township, dated May 24, 2018, regarding hard water, chlorine smell, and low

pressure during the early morning and summertime. I recommend that the

Company respond to those customers' complaints and take reasonable action to

address their concerns.

DOES THIS GOMPLETE YOUR WRITTEN DIRECT TESTIMONY?

Yes, at this time. I reserve the right to supplement this testimony either in writing

or orally if additional relevant information is received.
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APPENDIX A

BACKGROUND AND QUALIFICATIONS

TERRY L. FOUGHT. P.E.

Education

Cleveland State University, Cleveland, Ohio, Bachelor of Civil Engineering, 1967

Professional Reqistrations

Professional Engineer, Pennsylvania, PE-023343-E, 1975

Professional Engineer, New Jersey, GE 25392, 1978 (lnactive)

Professional Engineer, Virginia, 10850, 1979 (lnactive)

Professional Land Surveyor, Pennsylvania, SU-000 1 94-A, 1 980 (lnactive)

Emplovment

From March 1983 to date, I have been a self-employed consulting engineer engaged in providing
consulting engineering services to water and wastewater utilities, both private and municipal.

From May 1969 to March 1983, I was employed be E. H. Bourquard & Associates, Inc. as a
project engineer to water and wastewater clients. At the time I left the firm I was a vice-president.

From 1962 to 1969, I was employed by the State of Ohio, Department of Highways and the
Geauga County Ohio Sanitary Engineers Office as an engineer's assistant to assistant sanitary
engineer with breaks in employment to attend college and 1/z years active duty military service.

Exoerience

I have prepared studies related to and designed water supply, treatment, transmission,
distribution and storage facilities. I have provided services to the following private and municipal
water suppliers: Amber Hill Mobile Home Park, Brockway Borough Municipal Authority, Dallas
Water Company, Eastern Gas and Water Investment Company, Haddonfield Hills Development,
Halifax Borough, Langhorne Spring Water Company, Mifflintown MunicipalAuthority, Neshaminy
Water Resources Authority, Newberry Water Company, Pleasant View Mobil Home Park, H. B.
Reese Candy Company, Shavertown Water Company, Smethport Water Company,
Tunkhannock Water Company, and Watts Business Center.

I have prepared studies related to and designed wastewater collection and interceptor sewers,
pumping stations and force mains, and treatment plants. I have provided services to the following
private and municipal sewerage utilities: Brockway Glass Company, Central Dauphin School
District, Clean Waste Technologies, Inc., Dauphin Borough, Dauphin Borough Municipal
Authority, Halifax Area School District, Halifax Municipal Authority, Mercersburg Borough, Middle
Paxton Township, Newberry Sewer Company, Newberry Township Municipal Authority, Park-a-
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way Park Family Campground, Reading Township Municipal Authority, Reynoldsville Borough,
Saint Thomas Township, and Watts Business Center.

I have prepared over 100 stormwater management and drainage plans for land development and
subdivision plans in Cumberland, Dauphin, and York Counties. Most of these plans included the
design of storm sewer collection systems.
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List of Public Utility cases which I have testified or provided substantial assistance:

O NEW JERSEY BUREAU OF PUBLIC UTILITIES

Docket Number Companv Name

7712-1140 City of Trenton

o

o

o

o

o

o

o

o

o

8310-862 City of Trenton

PENNSYLVANIA PUBLIC UTILITY COMMISSION

Docket Number Comoanv Name

787-847
814-1 19

c-2010-2175673
c-2011-2259004
c-2012-2332951
c-2014-2447138
c-2014-2447169
F-2011-2280415
F-2012-2311590
F-2012-2330753
t-840377
t-00050109
t-00072313
t-2009-2109324
P-2008-2075142
P-2014-2404341
P-2017-2584953
P-2017-2594725
P-2017-2585707
P-2017-2589724
R-00850174
R-00932785

R-00984257
R-00984334
R-00984375
R-00994672
R-00005031
R-00005050

R-00049862
R-00050607
R-00050659
R-00050673
R-00050678
R-00050814
R-00051 030
R-00051 167

Hackensack Water Company
City of Trenton

R-00963708 (Sewer) Wynnewood Water & Sewer Corporation
R-00963709 (Water) Wynnewood Water & Sewer Corporation

Pennsylvania-American Water Company
Endsley v PAWC
Tschachler v UGI
Hidden Valley Utility Services - Water
Hidden Valley Utility Services - Wastewater
Lynette Lugo Lopez v PGW
Belinda Lyles v Aqua
Scott v PGW
Pennsylvania Gas and Water Company
PAWC High Fluoride Incident
WP Water & Sewer Co.
Clean Treatment Sewer Company
Pennsylvania-American Water Company
Delaware Sewer Company
Aqua Pennsylvania, Inc.
Newtown Artesian Water Company
Pennsylvania-American Water Company
Suez Water Pennsylvania, Inc.
Philadelphia Suburban Water Company
Meadows Water Company

Consumers Pa. Water Company
National Utilities, Inc.
City of Bethlehem
Superior Water Company
Penn Estates Utilities. lnc.
Emporium Water Company

City of Lancaster - Sewer Fund
Glendale Yearound Sewer Co.
Wonderview Water Co.
Pocono Water Co.
Mesco, Inc.
Marietta Gravity Water Co.
Aqua Pennsylvania, lnc.
City of Lancaster - Water Fund

R-00005212 (Sewer) Pennsylvania-American Water Company
R-00005997 Jackson Sewer Corporation
R-00027982 (Sewer) Pennsylvania-American Water Company
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PENNSYLVANIA PUBLIC UTILITY COMMISSION (Continued)

Docket Number

R-00061297
R-00061492
R-00061496
R-00061617
R-00061618
R-00061625
R-00061645
R-0006201 7
R-00072074 (Sewer)
R-00072075 (Sewer)
R-00072351
R-00072491
R-00072492
R-00072493 (Water)
R-00072711
R-2008-2020729
R-2008-2020873
R-2008-2020885
R-2008-2032689
R-2008-2039261
R-2008-2045157
R-2008-2047291
R-2008-207931 0
R-2008-2081 738
R-09-2097323
R-2009-2102464
R-2009-21 03937
R-2009-2103980
R-2009-21 05601
R-2009-21 1 0093
R-2009-21 15743
R-2009-21 16908
R-2009-21 17289
R-2009-21 17532
R-2009-2117750
R-2009-2121928
R-2009-2122887
R-2009-21 3201 9
R-2010-2157062
R-2010-2'166208
R-2010-2171339
R-2010-2171918
R-2010-2171924
R-2010-2174643
R-2010-2179103
R-2010-2191376
R-2010-2194499
R-2010-2194577
R-2010-2207833
R-2010-2207853
R-2011-2218562

Companv Name

Emporium Water Co.
Reynolds Disposal Co.
Columbia Water Co.
Allied Utilities Services
lmperial Point Water Co.
Phoenixville Sewer Fund
Eaton Water Co.
Borough of Ambler Water Department
Aqua PA, Little Washington Division
Aqua PA, ChesterdaleAlVilliamstown Division
Village Water Company
Clarendon Water Company
City of Bethlehem, Bureau of Water
Total Environmental Solutions, Inc., Treasure Lake
Aqua PA
Blue Knob Water Company
Warwick Drainage Company
Warwick Water Works, Inc.
PAWC Coatesville Wastewater Operations
Superior Water Company
Columbia Water Company
Rock Spring Water Company
AQUA, PA
Little Washington Wastewater Company
Pennsylvania-American Water Company
Reynoldsville Water Company
PA Utility Company, Inc (Water)
PA Utility Company, Inc (Sewer)
Fryburg Water Company
Birch Acres Water Company
Lake Spangerberg Water Company
Hanover Borough Water
Utilities Inc, Westgate (Water)
Penn Estates Utilities Inc (Water)
Newtown Artesian Water Company
Clean Treatment Sewage Company
United Water Pennsylvania, Inc
AQUA, PA
Tri-Valley Water Supply Company, Inc
Pennsylvania American Water Company (Wastewater)
Reynolds Disposal Company
TESI, Treasure Lake, Water Division
TESI, Treasure Lake, Sewer Division
City of Lock Haven
City of Lancaster Water Department
Superior Water Company
Dear Haven Water Company
Dear Haven Sewer Company
Little Washington Waste Water, Masthope Division
Little Washington Waste Water, SE Consolidated Division
CMV Sewage Company, Inc.
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PENNSYLVANIA PUBLIC

Docket Number

R-2011-2232243
R-2011-2232985
R-2011-2244756
R-2011-2246415
R-2011-2248531
R-2011-2248937
R-201',t-2251181
R-2011-2255159
R-2012-2286118
R-2012-2330887
R-2012-2310366
R-2012-2311725
R-2012-2315536
R-2012-2336662
R-2013-2350509
R-2013-2355276
R-2013-2360798
R-2013-2370455
R-2013-2367108
R-2013-2367125
R-2013-2390244
R-2014-2400003
R-2014-2420204
R-2014-2420211
R-2014-2402324
R-2014-2430945
R-2014-2428304
R-2014-2410003
R-2014-2427035
R-2014-2427189
R-2014-2447138
R-2014-2447169
R-2014-2452705
R-2015-2462723
R-2015-2470184
R-2015-2479962
R-201 5-2506337
R-2016-2538600
R-2016-2554150
R-201 7-2595853
R-2017-2598203

UTILITY COMMISSION (Continued)

Companv Name

Pennsylvania-American Water Company
United Water Company
City of Bethlehem- Bureau of Water
Twin Lakes Utilities, Inc.
Wonderview Sanitary Facilities
Fairview Sanitation Company
Borough of Quakertown, Water
Penn Estates Utility Inc - Water
Audubon Water Company
North Heidelberg Sewer Company
City of Lancaster Sewer Fund
Borough of Hanover - Sewer
lmperial Point Water Company
Rock Springs Water Company
City of DuBois, Bureau of Water
Pennsylvania-American Water Company
Columbia Water Company
Penn Estates Utilities, Inc. - Sewer Division
Fryburg Water Company
Cooperstown Water Company
City of Bethlehem - Bureau of Water
Borough of Ambler - Water Department
Pocono Waterworks Company, Inc. (Water)
Pocono Waterworks Company, Inc. (Sewer)
Emporium Water Company
Plumer Water Company
Borough of Hanover Water Department
City of Lancaster-Bureau of Water
Venango Water Company
B E Rhodes Sewer Company
Hidden Valley Utilities Services - Water
Hidden Valley Utilities Services - Sewer
Delaware Sewer Company
United Water Pennsylvania
Borough of Schuylkill Haven Water Department
Corner Water Supply
Twin Lakes Utilities, lnc.
Community Utilities of Pennsylvania, Inc.
City of DuBois - Bureau of Water
Pennsylvania-American Water Company
Columbia Water Company
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ocA-il.17

*espclt :

ocA.ft-1?
{Ho&lenbech)

May 30,2018

Erc|udlrg Fsrmrl Comphints fikd wlth the Pennsyfua;ria pubtk Utinry Comrai*lon
pursuant to Sl Pa" f I S5"1. for each of the Company'r wntar suFpfu and d b*tion
swtems, plcsse provid* e list gf all eustorner complaints ftnm
January 1, 1015 to ths presqnL Proride fft€ list on a computer file ln an Erael fo*nat tor
a simibr wld*fu rvailable fornrat) tlut can be searched and *orud for key u,nrdr sueh *s
'difty NrrBter," *loro pregsurs,* "odorf "ltreet," etc. The cqmFuter ftla shouid bt provided
elecronlcalty or oil a coilpact disc and shoufd cont*in the followiq information
ruganilirc each compleint: datp, address, *aturs, and action taklng by the cornpanv.

Fhere reler to trA-ll-l7 Att.chmant luhhh lisils the Info*nal service complaints for rhe
griods requested.
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2017 COMI$ONWEALTH OF PENN SYLVANIA
ilEPARTMEilT OF ENVIRONMET,ITAL PROTECTION

BUREAU OF SAFE DRINKING WATER
PLANNI NG AND CONSERVATION OIVISION

Primary Facilig Report for SUEZ WATER PA HARRTSBURG (19118)

REPORT FOR CALEHDAR YEAR JAN 1 TO DEC 3I.2OI7

Page 1

Name and Address:

Contact Information:

Phone:

Fax:

Frcility e+nail:

SUEZ WATER OF PA/HARRISBURG SYS

4405 N 6TH ST

HARRISEURG, PA 17110

CHAD BINGAMAN

PROD SUPT

71V-232-6207 Ext.1301

717,23246l.2

Gallons Per Day:

08/'13t2017

12,485.000

o5r27t2417

8,157

(rnrnlddlyyyy)

(mm/dd/ryyy)

Gallons Per Day:

a

o

a

TYPa Unmetered Connactione

Domestic

Cornmgrcial

Industriel

Institutional
Bulk Sales to other PWS

Oiland Gas

Other

Water Losses

Total

Explain'Othe/ Connectione:

Numbsr
32,0s9

3,289

2A

136

0

0

0

35,504

Plant usage. Elow-offs, Street Sweepring. Flushing, Main Breaks

Water tl* {GPDI
0

0

0

0

0

0

1,512,518

2,101.320

3,613,838

106.000

water use [GPD)
3,715,523

2,928,559

320,819

225.715

0

0

0

7,190,616

Nulnber

0

0

0

0

0

0

1

t

o Type

Apparent Losses

Real Losses

wat8r use (GPD)

No Informatron reDorled

No Information reported

FRESENT NUTIBER OF CONNECNONS SERVES

o

o

Municipality Name Fregent Number of Connections Yo Pop
$eryed

Multiple unii
ConnEctions

Dom Comm lnd lnst CIilGas Other No.
Conn

No.
Units

EAST PENNSBORO
TWP

t 2 0 0 0 1 0 0 0
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2A17 COMil'IONWFALTH OF PENNSYLVAN IA

DEPARTMENT OF EtrlVlROl{MENTAL PROTECTTON
SUREAU OF SAFE DRINKING WATER

PLANf'llNG AND CONSERVATTON DtVtStON

Page 2

PRESENT NUTSBER OF GONNECTIONS EERVEDt

o

o

o

o

o

o

Municipality Name Prcsent Number of Connections Y, Pop
Serued

Multiple Unit
Connections

Dom Camm lnd lnst OilGas Other No"
Conn

No.
Units

(cUMBERLAND)

DAUPHlN BORO
(DAUPHTN)

292 26 0 3 0 0 88 1 4

DERRY T\A/P
(DAUPHIN)

40 17 0 0 0 0 1 0 0

HIGHSPIRE BORO
(DAUPHIN)

781 95 2 0 845 23 375

HUMMELSTOWV
BORO (DAUPHIN)

r538 1(n 1 16 U 0 95 31 365

LO\AIER PAXTON
Th/P (DAUPHIN)

11510 1174 z 33 0 0 93 415 G640

LO\A/ER SWATARA
T\ p (DAUPHTN)

21 83 156 I 38 0 0 80 32 480

MIDDLE PAXTON
T\A/P (DAUPHIN)

189 't8 0 U 0 n 15 4 24

PAXTANG BORO
(DAUPHtN)

593 58 0 2 0 0 100 2 30

PENBROOK BORO
(DAUPHtN)

513 107 0 1 0 0 42 'l {F

SOUTH HANOVER
TWP (DAUPH|N)

167 5 0 0 0 0 I z '16

SUSOUEHANNA
T1 /P {DAUFHTN)

5375 523 n 11 0 0 59 123 1175

SWATARA TWP
{DAUPHIN)

7693 888 29 0 0 100 162 2435

MARYSVILTE
BORO (PERRN

971 DD U 1 0 0 s3 4 60

RYE TWP (PERRY} 211 3 n 0 0 0 25 U U

TOTAL 32059 3289 20 136 0 1 800 11619

METERII,IG, WATER CONSERVATION AND DISTRIEUTION SYSTEM

o

\Mrat is the average age of existing meters?

Are you cunently installing meters et nB\.{ connections?

Are you currently installing meters at uilmelered connections?
ls lhere an aclive meter replacemenl program for your water system?
How many melers did you replace during the report year?

Did you work your hydrant$ during the rgport year?

Did you work the valves in the system during the report year?

Does your system have sn adive le*k detection program?

What type of equipment or rnethods do you use for leak detection?

6 Years

YES

YES

YES

1 647

YES

YES

YES

Did you provide water conservetion inforrilation to your cuslomers during the report year? YES
What is the type, size (inches)" and length of new Fipe installed as an exlension to your present syslem
during the report year?

4" Dt 327ft,6" Dt 541ft, 8" Dt 10,029ft. 12. Dt 7.467ft
O What is the frequency of llushing the distribution system during the past year? 1

o



o

I

o

2A1V COMilO}IWEALTH OF PENI*SYLVAN IA
DEPARTmENT OF E]{UROt{tlf EilTAL PROTECTIOII

EUREAU OF SAFE DRIT{KING WATER
PTATMNG A}IO CONSERVANON DIVISION

Leak survey, sounding snd metering

Does yo.lr eystem have I cto*r-connec{ion control program? yES

Has the umter pressure been inadequale in any pad of the 6ystem? NO
lf yes, explain

service Area Boundary Map; Tha box contains the date of the latest submitted service area 0s1g12015
boundary map for your sy3tem. lf this date is older than 5 years, blank. or there hgs been a
dlng. in the arca sin@ then. please use the online servhe area boundary mapping tool to
review and submft a cufl€nt map. (See Instrudions)

Descdbe rnajor system dranges such as purchases and transfrers:

Page 3

o

o

o

o

a

o

o

R EPORT COI{TACT II{FORNANOiI

Report Fraparar: CfiAD BINGAMAN

SUEZ WATER PA HARRISBURG

4405 N. SIXTH STREET

HARRISBURG. PA,I711O

Phone 717-232-6207

Email
Address: CHAD.BINGAMAN@SUEZ-NA.COM

o



a

o

2017 COMiIONWEALTH OF PENNSYLVANIA
DEPARTMEI'IT OF ENVIRONMENTAL PROTECTION

BUREAU OF SAFE DRII{KING WATER
PLANNING AND CONSERVATION DIVISION

Subfacility Repcrt for I{ARRISBURG tNTL AIRPORT |NTC (S1?30}

REPORT FOR GALENDAR YEAR JAN 1 TO DEC 31,201?

Glientr SUHZ WATER PENNSYLVANTA tNC

Primary Facility: SUEZ WATER PA HARRTSBURG

Page 1

tt FWATFR
$easur€ Method METERED -- "--" - lo

o

Last Dete T$ted
Tested By

08/0 1i?CIl 0 (mnVdd/Wyy)

SARAA

Name of Interconnected Water Supplier
HARRISBURG INTL AIRPORT (1 g1 I 9)

o

o

o

o

O

o

Jan Gallons Purchased

Feb Gallons Purchased

Mar Gallons Purchased

Apr Gallons Purchased

May Gallons Purchased

Jun Gallons Purchased

JulGallons Purdrased

Aug Gallons Purchaeed

Sep Gallcns Purchased

Oct Gallons Purctrased

Nov Gallons Purchased

Dec Gallons Purchased

Total Gallons Purchased

0

0

0

0

0

0

0

0

0

0

0

0

0

Month

Jan Days Use Purchesed

Feb Days Use Purchased

Mar Days Use Purdrased

Apr Days Use Purchasad

May Days Use Purchased

Jun Days Use Purchased

Jul Days Use Purchased

Aug Days Use Purchased

Sep Days Llse Purchased

Oct Days Use Purchased

Nou Days Use Purchased

Dec Days Use Purchased

Total Days Use Purchased

Days

0

0

0

0

0
n

CI

0

0

0

0

0

0
Maximum Water Transfer Capability, GPD From: 1,000,000

Double Counted: N

lf changed. Explain why:

Submitted By Email: Chad"Binga man@suez-na.com

TotqLcailotrs

o



o

o

2017 COMIiTONWEALTH OF PEI*NSYLVANI A
DEPARTII'ENT OF ENVIRONUENTAL PROTECTION

BUREAU OF SAFE DRINKING WATER
PLANNING AND CONSERVATION DIVISION

Subfacllity Report for STEELTON BORO AUTII lNTc (47493)

REPORT FOR CALEIIDAR YEARJAN 1 TO DEC 31, 2017

Client: SUEZ WATER PENNSYLVAN|A tNC

Primary Facility: SUEZ WATER PA ffARRISBURG

Page t

IY€A:
Measure Method

Last Dete Tested

Tasted By

o METERED

06CIf &004 (mnVdd/yyyy)

IN HOUSE

o

INTERCONNECNONS wlTH OTHER WAT€R SUPPLIERS

Name of Interconnected Water Supplier
STEELTON BORO AUTH (19110)

PURCHASED FROM

o

o

o

lionth
Jan Gallons Purchased

Feb Gallons Purchased

Mar Gallons Purchased

Apr Gallons Purchased

May Gallons Purchased

Jun Gatlons Purdrased

Jul Gallons Furchased

Aug Gallons Purchased

Sep Gallons Furchas€d

Oci Gallons Purchased

Nov Gallons Purchased

Dec Gallons Purcfrased

Total Gallons Purchased

Total Gallons
0

0

0

0

1 ,241 ,019

0

0

563,000

14,000

0

D

0

1,818,019

Mofth
Jan Days Use Purchased

Feb Days Use Purchased

Mar Days Use Purchased

Apr Days Use Furchased

May Days Use Purchased

Jun Days Use Furchased

Jul Days Use Furehased

Aug Days Use Purchased

Sep Days Use Purchased

Ocl Days Use Purchased

Nov Days Use Purchased

Dec Days Use Purchased

Total Days Use Purchased

Davs

0

0

0

0

4

0
n

2

1

0

0

0

Maximum Water Transfer Capabifily" GPO From: 1,000,000

Double Counted: N

lf changed, Explain why.

O

o

o

o

; REPORT SUBilISSION INFORMATION

Submifted By:

Submitted On:

Submltted By Email:

Chad Eingaman

03t2612018

Ghad. Bingaman@suez-na.com



o

o

2017 COTIMOI{WEALTH OF PEilNgYLVAil IA
DEPARTIIENT OF ENVIRONI'EIITAL PROTECNOiI

BUREAIJ OF SAFE DRINKI}IG WATER
PIATTNING AhI D CONSERVATION DIVISION

$ubfacillty Report lor STONY CREEK (615)

REFORT FOR CALEITIOAR YEAR JAI{ I TO DEc 3.1,2017

Client SUEZ WATER PENNSYLVANTA tNC

Primary Facillty: SUEZ WATER PA HARRTSBURG

Page 1

o
MEASU RIN€/MTERIIIIG OF YFATER

Maasuta teftod
Leet Date Tegted

Teetad By

METERED

06/0 1 /201 7 (m n/dd/yyyy)

FACTORY

OR U8E FOR REF€iRTI}IG YEAR 2OT7

Monlh Isial,Cirilom klonth
o

o

o

Jan Gallons

Feb Gallons

Mgr Gallons

Apr Gallons

May Gallons

Jun Gallons

Jul Gallons

Aug Gallons

Sep 6al{ons

Oct Gallons

Nov Gallons

Dec Gallons

TotalGallons

3,926,(X)0

1,761,000

1,992,000

0

0

0

11,237,0m

41,551,(m
1,5&4,@0

0

0

5,018,000

67,049.000

Jan Days

Feb Days

Mar Days

Apr Days

May Days

Jun Days

Jul Days

Aug Days

Sep Days

Oct Days

Nov Days

Dec Days

Total Days

AaXE

6

3

3

0

0

0
g

22

3

0

0

5

50

o
FOR PUBUC IIYAY€T SI.IPPUERS

tlouble Counbd:
lf cftanged, Expl*in vufry:

Submltbd 8y: Chad Bingnman

Submitted On: 03/26/2018
O SubmittEd By Emall: Chad.Bingaman@suez-na.@m

o

o

o



a

a

2417 COMMC,NWEALTH OF PENI'I$YI.VANIA
DEPARTMENT OF EN\NRONiiEHTAL PROTECTION

BUREAU OF SAFE DRINKING WATER
PLAISiIING AND CONSERVATION DIVISION

Subfacility Report for $U$QUEHANNA RIVER (614)

REFORT FOR CALENOAR YEAR JAN 1 TO NEC 3I. 2017

Client SUEZ WATER PENNSYLVAN1A INC

Primary Facility: SUEZ WATER PA H.ARRISBURG

Page 1

R

o Measure Method

Last Date Tested

Teeted Ey

METERED

1 0/1 81201 6 (mn/dd/yyyy)

CONTROL SYSTEMS 21

VUTHDRAWAUS OR U6E FOR R€PERTIIIG YEAR 2O'7

o

o

o

Month

Jan Gallons

Feb Gallons

Mar Gallons

Apr Gallons

May Gallons

Jun Gallons

JulGallons

Aug Gallons

Sep Ga*lons

Oct Gallons

Nov Gallons

Dec Gallons

TotalGallons

Lptal Gallons
2s6"495,000

216.303,000

227,676,000

226,663,000

237.355,000

242.931,000

235,558,000

200,689,000

242,416,000

257,776,000

243,503,000

245.207.000

2,812,592,000

Month

Jan Days

Feb Days

Mar Days

Apr Days

May Days

Jun Days

Jul Days

Aug Days

Sep Days

Oct Days

Nov Days

Dec Days

Total Days

Days

31

28

31

30

31

30

31

31

30

31

30

3t
3S5

o

FOR PUBI*IC WATER SUPPLIERS

Double Counted:

lf changed, Explain why:

l
$ubmifted By;

Submitted On:

Submitted By Ernail:

Chad Bingaman

03t26r2018

Chad. Bingaman@suez-na.coma

o

o

o



o

o

2417 COMI/IONWEALTI.I OF PET.INSYLVAIIIA
BEPARTMENT OF ENVIRONMENIAL PROTECTIQN

BUREAU OF SAFE DRINKING WATER
PLANI{I NG AND CONSERVATION DIVISION

Subfaoility R*port for SWATARA CREEK (616)

REPORT FOR CALENOAR YEARJ.AN 1 TO DEC 31,2017

Client: SU€Z WATER PENNSYLVANIA INC

Primary Facility; SUEZ WATER PA HARRISBURG

Page 1

TER 
-o Measure Melhod

Last Date Teated

Tested By

METERED

1 0/1 8/201 6 (mm/dd/yyyy)

CONTROL SYSTEMS 21

MTHNRAWALS OR USf FOR REP€IRTING YEAR 2OI7

o

o

o

Molth
Jan Gallons

Feb Gallons

Mar Gallons

Apr Gallons

May Gallons

Jtrn Gallons

JulGallons
Aug Gallons

Sep Ga*lons

Oct Gallons

Nov Gallons

Dec Gallons

Total Gallons

TshlGatlans
103,818.741

86,385,823

87,856,024

84,212,000

96,115,142

99,391,419

107.214,000

1 11,535,000

98,4ij0.421

96.S92,453

93,330,000

95"102,000

1,160,133.023

Itlonth

Jan Days

Feb Days

Mar Days

Apr tlays

May Days

Jun Days

Jul Days

Aug Days

Sep Days

Oet Oays

Nov Days

Dec Days

Total Days

Day-s

31

28

31

30

31

30

31

al

30

31

30

31

365

FOR PUEUC YT'ATER SUPPUERS

Double Counted:

lf changed, Erplain why:
No

Submifred Ey:

Subrnitted On:

Submitted By Email:

Ghad Bingnman

03tr6/2018

C had, BinEaman@suez-na.como

o

o

o
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5UEZ PA. DATA FROM CHAPTER 110 *EPORTS

3ROWN MANOR (193tr8)

z0x5
QallCIayWater Use

Peak Day

Minimum Oay

Average DailyWator Use

Domestic

Commercial

Industrial

Institutional
Bulk Sales

Oil& Gas

Other'
Subtotal

UFW

Total
Unaccounted for Water %

Numbe r of Metered Customers
Average MEterAge * years

Meters replaced

Number time flushed

Source:
Well(8991)

Total Annual Water from Sources gaVVr

Total Daily Water from Sources gpd

Peak Day

Average Daily Water Use gpd

Ratio

3,570

o
0

o
0

o

1.036
4,6A6

1.595

6,24t
2:6%

27

5

2

o

2016

GaUDay

15,000

2,000

3,?50

0

o

0

0

0

589

3,839

995

4,934
27%

2AL7

6aUDaV

11,000

4,0oCI

3,534

0

0

0

o
0

3s4
3,989

1.43s

5,323

27?f

27

6

0

0

28

7

1

2,263,OOO

2,263,AAA

5,200

0

6,24L
0,00

1,769,000

L769,400
4,833

16,000

4,834
?,37

1,943,000

1,943,000

5,323

15,000

5,323
3.01
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SUEZ PA. DA?A FROM CI{APTER 110 REPORTS

CoLUMBIA Cldrv {4s4781

Wstar Use

Peak Day

Minimum Day

Average Daily Water Use

Domestic

Commercial

lndustrial
Institutional

Sulk Sales

Oil & Gas

Other'
Subtotal
UFW

Total

Unaccounted for Water %

Number of Metered Custorners

Average Meten Age - Vears
Meters replaced

Number time flushed

Sources

McGregorWelll"
McGregor Well2

Totaf Annual Water from Sources gal/yr

Total Dally Water fiorn Sources gpd

Peak Oay

Average Oally Wat€r U:e gpd

Ratio

2015

6aUDaV

109,(no
5,(XrO

4,322
2,277

48,499

0

0

0

4?27
5$,?23

1,694

61,009
2.76%

2016

GaUDay

980,000
40.(XXT

4,0o3
4,A144

13,590

o
o

o
gJ56

27,893
g

27,89?
0.00%

20t7
GaUDav

127,000

5,000

4,616
1,5!7

46,699

0
0
0

3.853
56,7L5

1.808

58,523

3.09%

59
7

0

49
8

6

55

5

24

L

9,404,400

12,863,6(X)

22,268,OO0

6L,008

109,000

61,009

r.79

I

7,879,930
11,219,860

19,099,790

52,185

980,0OO

77'893
35"13

0

8,441,O8A

L2,920"L40

21,36I,220
58,524

127,000

58,527
2.17
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SUEZ PA'DATA IROM CHAPTER lIO RTPORTS

GRAI{THAfA (19106l

Water Use

Peak Day

Minimum Day

Average Daily Wat€r Use

Domestic

Commercial

lndustrial

lnstitutional
Bulk Sales

Oil& Gas

Otherr
Subtotal

UFW

Total
Unaccounted for Water %

Number of Metered Customers
Average Meter Age - years

Meters replaced

Nurnber time flushed

Sources

Center Square Water Co lntc {40378}
Welll {8278}
Welf 2 (3;1256)

TotalAnnual Water from Sources gallyr
Total ltalh Weter fron Sources gpd

Peak Day

Average Oally Watpr Use epd
Ratio

2015

Ga/Day
390,000

134000

121,199

2,009

0

36,654

0

0

6.495
166356

81.610
249,156

33%

2016

GaUDay

504,000

1r$4,Ofi)

!30,205
2,927

0
54,972

0

0

11,268

!99,377
s8,683

258,055

23%

6!,4

10

15

2

0
53,575,0(X)

40,973,0q)

94,448,OA0

258,055

504,0(n
259,055

1.95

20L7

GaUDay

594,000

t46,000

62,9q)
rNO,079

0

82,572
0

0

26.252
27L,703

52.589

26d,292
2496

614
10

7

2

0
55,L32,0O0

35,301,000

90,433,000

?47,76a

390,000

248,165

1.57

594

10

15

2

0

46.4S5,000

50,00?,000

96,467,NO
264,293

594,000

264,292

?".25
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SUEZ PA. DATA FROM C}IAPTER r1O REPOftTS

HAftVEYS lAt(E (193551

Water Use

Peak Day

Minimunn Day

Average Daily Weter Use

Dornestic

Commercial

lndustrial

Institutional
Bulk Sales

Oll & Gas

Other'
Subtotal
UFW

Total

Unaccognted for Water %

Number of Metered Customers
Average Meter Age - years

Meter$ replaeed

Number tlme flushed

Sourcps

Well 1 Route 415 Hwy {421591
Well2 Carpenter Rd (9m81

Totaf Annual Water from Sources gallvr

Total Dally tilater from kurces gfd

Peak Day

Average Daily Water Use gpd

Ratio

2018

GaVDaV

24,CIW

6,000

7,291
3,4?3

0

0

0

0
e.86

LL,7n7
g3

t7,775
0.54%

2015

GaUDay

20,qn
g,fix)

5,545

3,979

0

0

0

0

7&
LL,264

26
LI,29O

a.23%

2AL7

GaUOay

24000
7,(AO

6,339
3,981

o
0

0

0

750
11,090

156

1.t,26
7.!996

3,224,W
1,074,0@

4,29&o0O

11,775

24,m0
lt,7v5

z"o4

92

11

3

0

3,370,000
762,W

4,L32,W
1.1,290

20,w0
1.1,290

L.77

3,472,W
583,@0

4,105,@0
11,247

22,W4
TL,246

1.95

93

10

7

97

L2

I
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SUEZ P A. DATA FROIV1 CTIAPIER 110 REPORE
MECHANIC58UR6 (T9G'6I

Utlater Uce
Peak Day

Minimum Day

Arerage llally Wate r Use

Domestic

Commercial

Indurtrial

hstitutionel
Sulk Sales

Oil & Gas

Otherf
Subtotal

UFW

Total

Umccounted for Weter %

Itlumber of Metered Customers

Avera8e Meter Age - years

Meters replaced

Number timE flushed

Sales

PA Arner Water Co Riverton Dist lntc (47495)

Sourt-ts

N Mkt 5t Weil (8260)

PA Arner $later Co Riverton Dist Intc l4749'l
Trlndle {8261}
Yellow Sreeehas Creek (595)

Total Annual Water from Sources gallyr
Total Dally Water fionr $ourccs gpd

Peak Day

Average Dally Water Use md
Ratio

0

?3&559,0m

4082,000
0

887,2L7,W0

t,t27,gr7,0w
3,090,019

3,417,@0
2,9E5,951

1,18

0

237,91s,(Xn
hv
0

781393,(m

1,023,309,000

e803,58r$

3,361,U)O

2,667,655

r.26

2015
GaUDay

3,417,0110

1,151000

1,105,691

479,509

88,26L
279,7O3

0
0

22t.t75
2,L71 ,726

77iA3s
2,885,961

25%

t2,Ll,4
10

193

2016
GaUDay

3,504,fi)o
1,973,(XrO

1,124A78
478,552
88,299

279,!77
0
0

3L4"975
2,283,479

63s,8@
2,9?7,274

22?4

L2,364

x0

454

o

747,r59,AW
0
o

877,124,W

L,lz4,77g,AW
3,071,801

3,5o4,OOO

2,92t,270
1.20

2017

GaUDay

3,351.000

1,159,o(Xl

L,2793t4
393,59!t

ffi,375
195,58t

7,767

o

237.893
2,t82,L37

It85.518

2,657,655
18%

11,936

10

953
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ST'E2 PA - DAIA 
'ROM 

CHAPTER 110 RTFORIS

r{Ew8ER8Y (195631

Weter use
Peak Day

Minimum Day

Awrap DrllyWater Ure
Domestic
Commercial
Industrial

lnstitutional
Bulk sales
Oil &6as
Other'
Stlbtotal
UFW

Tot6l

Unaccounted lor Water ?&

Numbcr of Metered Customeru
Averagr Meter Age - years

Meters replaced

Numbertime flushed

Sources

Conley Well t (9999)

Conley Well 2 (4901201

Copper Smith Well l100OOl
DuPontWell (1@031

Eden Rd Well(10@1)
Paddletown Well (635771

Welll {11518}
Well2 {43518)
Surquehanna Well L {11502}
lrsquehanna Wefl 2 t43516)

Total Annual Water froirl Saures gallyr
Totel Deily Wrterfiom Sourcer gpd

Peak Day

Aueragt D*ily Water Use gp*
Ratio

2015

GaUDaV

5Ss,m0
341,(m

265,940
28.795

/093

545

o
0

9ts26
386,699
!15.959
soz,658

2316

2,139

4
273

20t6
Gal/DaV

583,000

396.000

266,249
3t,290

2,628
3P79

0
0

7!A9
*7'1,715
L27.Lq3.

5CI0,p08

29%

2,28L
T2

79

24fl
Gel/Day

614"000

287,W

265,353
36,268

2,482
t,w7

0

0
71.stz

fiqp22
x35.8{}4

5tr-5,72$

76Yx

2,317

1Z

44

0

37,292,W
32,r(40,000

24,112,(X)O

15,045,(x)0

3,93r,000
31636,(m
14,726,W
1O,220,000

&E5s,0o0
9,210,t1d)

183,469,000

50?,6s5

655,fln
502,658

1.30

I

29,53s,000
32,687,000
26,123,W
16,155,000
s,951,@0

35,048,0ff)
8,537,0m
8,1 71,000

t0,754000
9,37t,Otlo

t8.t,332,W
500"907

683,000
500,908

1.36

o

31,312,0O0

32,328.000
26,784OW
14,635,fi10
5,470,0m

37,931,qX)
9,181,@0
9,410,(X}0

10,661,m
9,175,ff)O

187;78E,WQ

514,488

61l[,(XX'

5L5,726
7"LS



aoooooooooo

SUEZ PA - DATA FRCM CHAPTER 110 REPORTS

itoxEN 119646l

Water Use
Peak Day

Minimurn Bay

Average Daily Water Use

Dornestic

Commercial

Indusrial
Institutional
Bulk Sales

Oil& Gas

Other*
Subtotal

uFw
Total

Unaccounted for Water %

Number of Metered Customers
Average Meter Age - years

MetErs replaeed

Number time flushed

Sourees

Dimmick Hill Well (9945)

Totaf Annual Water from Sources gafyr
Total Daily Water from gources gpd

Peak Day

Average Daily Water Use gpd
Ratio

2015
Ga|/Day

25,000

9,0m

9,200

60
o
0

0

0

3858

13,118

104

73,222
o.7gvo

2015

GallDey
26,00o

9,000

9,101

43

0
0
CI

tl
2268

1],4IZ
!o2

t7,5L4
0.89%

2AI7
GaffDay

15,000

8,000

8,87L
4T

0

0

0

o
422

9,334
1.014

10.349

9.80%

98

!2
2

95

10

9

96

11

3

0

4,826,0@

4,825,4W
L3,222

25,O0A

73,222

1.89

4,2L4,0A0

4,2L4,A0A

11,514

26,AOA

11,514

2.26

3,777,AO0

3,777,OO0

10,349

15,000

10,348

L.45
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SUEZ PA - DATA FROM CHAPTER l1O R€PORTS

NUR[M8ER6 t195101

Water Use
Peak Day

Minimum Oay

Average DsilyWater Use

Oomestic

Commercial

Industrial
Institutional

Bulk 5ales

Oil& Gas

other.
Subtotal

UFW

Total

Unaccounted for Water 96

Nurnber of Metered Custorners
Average Meter Age - years

Meters repfaced

Numbertime flushed

Sources

Well 1{9659}
Well3 (966U

Well4 (s4s18)

Totaf Annual Water from Sources gal/yr
Total Daily Waterfrom Sources gpd

Peak Day

Average Daily Water Use gpd
Ratio

2019

GaIoay
55,000

5,(m

LZ,g7A

622
0

22

0

0

3.208

t6,822
2.O25

1&847
179d

2015

callDaV
25,100

11,5(x)

L2,499

603

0

)
0

o
33,8€q

46,997

0

46,987

016

2017

6allDay
38,9O0

16,300

L2,5U
756

0

5

0

0

w.
:'3492
8.661

z'2,L53
g9%

1il5
t4
1?

0

1,364,8m
t,777,OgO

3,73V,9N

6,879,74O

1g,g4g

5S,000

18,U7
2.92

1

1,(X)8,800

1,782,fio
3,453,300

6,e54,6AA

t7,agg

23,LW

46,987

0.53

145

L7

2

0

1,139.300

L,7973AA
5,041,400

7,979,4@

21,959

3g,go0

22,153

t.76

L43

15

10
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SUg PA - DATA FROM C1IAPTER IlO REPORT5

SHAVERTOW!{ 119:}461

Wster Use
Feak Day

iitinimum Day

Aven5e Daily Water Use
Domestic

Commercial

Industrial
Institutionel
8u*k Sales

Oil & 6as

Otherr
Subtotal
UFW

Total

l.lnaccounted for Water %

Number of Metered Customers
Average Meter Age - years

Meters replaced

Number time flushed

$alai
Dallas Intc gal/yr

Totel Sales gpd

Sourcej
salla t&cll51 (8986)

Hassold Well 52 (8984)

United Water PA Dallas (521341

Total Annual Water from fu urce* gaVyr
Total Oally Water from $ouroes gpd

Peak Oay

Average Daily Water Use gpd

Ratio

2015

Ge[Day
175,000

53,(m

',tl,2I412,?il
6"170

0
1U

0

16.118
147,050

3_4"242

l8z,g92
L9.2W,

1058

10

32

2016

GaUDay

423,q)0
56,o(ro

1L0,744
14,569

6,7?O

0

464
t,

tattlg
1{8,062

?5.837

tTl,ggg
L4.6%

1058

11

15

20Lt
€al/Day

272,W
105,O00

L22,5W
L7,471
3,092

0
0
p

__ie493
182.156

4.t24
186,290

2.21%

1058

L2

59

66

286,(x)O

784

37,I4O,fiX,
29,277,M

o

66,417,000
r.81,964

175,000

78L,*2
0.96

8

170,0{x}

4W

!t0,401,ofl)

23,245,W
0

63,547,000

x77,gg9

423,(rc0
t73,899

2.43

rt2,18Z(Ml

25,E05,{X}0

0

67,992,(XX!

L86,279

272,OW

186,280

1.46
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PEilil5VTVANIA UIILITY COMMISSIOIT V. sU€Z WAIER PETNSYIVANIA

R-201&3600814

Water Ure

Water Oellvs.Gd for Dlnributton & S.le (Sectlon 5001

Averaga Daily Water Urs 'Tiealed wtler onlv

DonestirlR€*d€ntiaf
Commercial

lfidustrial
I nstitutiona l.lPubllc

Bull Sales

Oil & Gas (Section 5(D includes in Eommericalf

Fire Protedion
Other
Total Sales Chapter 110/9ectlon 500

Main Flushing

Blow-off Use

Other

Unauthorized Use

5ub-Total (sales+ Other)

UFW Eefore Credits

UFW 84forq Credlt$ t6

Unavoidahlc Leakage

L"aeated &, Reoaired Br€aks in Mains & Services

UFW After Credlts

Tstal Avera$a Daily Water Use/Water Delivered

UFW Atter Cr€diB 9{

2A15

DEP PUC

ehr9ter110 SerlionyXl
GallDay iltm gallyt Gal/DaV

6,474,2W 17,731,5)4

17"r37,934

TOlAts OF ATT sUEZ IAIATEN PIiII{SYLVANIA SYSTEM'

:n:6
OEI PUC

Chapte.llo Sostlon5q!
GaUDay 1{Xl0 gallyr GallOaY

6,429,306 L7,566"419

2Al7
DEP PUC

Chogter 110 Scction gXl

GallDeV r(XE raUyr GaUIlav

6,121,415 L6,77t,W
16,771,000

6,295,408 2,297,795 6,299,329

3,847,s8S 1,410,293 3,863,816

730,010 265,496 740,126

753,Gt0 275,756 755,496

7,76'1 0 0
0oo
o 39,794 109,025
q9g

11,633,880 4,290,114 71,751,792

43,830 1s"998 41.810

,9,488 14"4!? 39,488

$2,AL6 55,?78 152,816

L6'l-2fr- 6l.2il L67.937

12,037,951 4,437,620 t2,L57,86?
4,7?t,w9 r,681,795 4,611,131

u.tL* 27.5LN 27.SlX

536,358 L,469,474

230,t25 5?4,479

4,733.049 917.J12 2.s13.184

I6,77L,WO 5,L2L,4L5 t6,77L,ffi
2,'2296 l4.Elt6 14.99t6

11.6G1,611 .t,338,980

2t,447 8,558

15,s73 5,6U
19&140 72,32t
t77,44t 64.768

!2,024,216 4,490.311

5,7L7,718 1,983,8e9

1t.2L% to.u%

601,149

300.340

5.713.31q LqW, W
17,737514 6,474,7W

t2.2vt% 16.12*

17,566,410

6,294.291 2,31.9,091

4,030,990 1,455,106

834,341 ?88,900

77t,87Q 277,5Q8
il64 0

00
0 114,000

sq
Lt,95L,956 4,454,705

2A,63L 7,s51

3L4,38 115,070

L46,22? s3,s19

713J46 4.121
12,608,95S 4,695,168

6,957,45t 1,1t4318
28.XZX 26.9'tX

575,lffi
2t7,DS7

4.s57.45t 927f,9l
17,565,410 6,429,306

28,22x t4,14%

7,378,7W

3,080,191

7tts,488

44L,380

784
o

0

a

2322,459
t,48L,746

275,*47

ts8,778
0

0

6,36t,97
4p59,579

75s,197

70{'."44
0

0

0
0

:.t,887,616
23,447
L5,57t

198,140

L77,447
L2,302,222

5,435,312

30.6496

1,646,984

822,849

2.965.479
L7,737,534

t6.7t $

6,7:36,3L4

?,975,973

?89,344

7s8,2t9
0

0

31r,475
0

12,L71,325

20,631

314,399

L46,227

It5.746
12.828"328

4738,082
26,.gWs

\,572,O7t

647,697

L7,566,410

t{"u%

0
g
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d\.-**eriean ter Works Associaticn

fWA WaterAudit Method

\Yhat is * lrryater .{udit?

An audir has been defined as nn examination of records or financial account$ to chr,"ck th*ir accuracy. 1-hr wuttr ttdit
r-v-pically traces thc flon'erf wfitcrfrsm thu site $f \seterwithdrawal or trcatmcnt, through the rxatcr dislribution s.vstem"

nnd inttl customer properties. The r*"atur audit usually sxists in the form of a rvorkshe$t or sprelrl^xhset that details lhe

variely of cunsumption and lnsses lltat exist in a e rlmmunity water syslem.

o l-he rrufcr halunce summarizes thc c*mpanents tnd provides accountability. as all

system should - in the<1ry - equal all uf the waxer taken oul of the distribution
svstcm-

O 
Water Loss control: IWA/AWWAwater Audit M€th6d

The I\{''A/A\4"WA Wster Audit Method

AWV/A participated in a five-countrv task tbrce formed by thc Intemational W&ter

Associaticn {lWA) to develop a best practice water ludit suueure ibr drinking
u'utcr urilities. Th* Task Force publishcd its results in the 2000 IWA publicatiun

P c rlb rntun tt /ndirutr:ut.lirr' tr$'oleir Supplr' "Sc'r'r,ie'e.t.

AWWA's Wa(er l-oss Control Committee atlvocaled use of tltc IWATAWWA

Water Audit Method in its 2003 Comrnittec Report "Applying Worldwide Best

Management Procticcs in Water l*oss Control", publishcd in thc Jaunral tWW',|.

How does the IWA/AWWA Wnter Audit Method work?

'l"he ll\lAiAww^ water Au it phatts ']Jug$rrss#ryrir'-
ctrrrsistcnt definitions for the on Ltititi 1;ra'lr.
ahcounlr-'rcd in dnnking u'ater tio

indicttors thar evaluate utilities on systern-specific a$ributes such as the average pressurc in the distrrbution sy.stem and

r*tul lcng$ of u.ater mains.The fornrat of the rvater balance of this nrethod is given in Tablc I rvith definitions f"ar thc

tumrs incluc}:d in Trble tr.

Thc purlbrmanee indicrtors. shown in Teble 3. allorv rvater utilities to make a meaningful assessment of thcir watcr luss

srrntling. benshmsrk thsmselves with othcr water utilities and set pcrfurma::er tffgets. The watcr audit tclls us hos" nruch

ol- each rype tlf loss occuni and how rrruch it is costing the water utiliry*^ Th* key Doneept around this rnethod is that all

r,r'atcr is quantifieti - via nreasurement or estinrate - as either a fomr of beneficial consunrption or as wasteful loss. A cr:st

is plncetl nn each volume component in order to assess its financial inrpact lo the $iltsr utility

of the water xrlaeetl into a disrribution

Copyrighi@ ?012 American Water Works A$$o(iation
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&*rr*rican $Htor \fcQrlts A;sseiatbn
frfh* *f**fftqputs*fi{Murtr'"

TlDk,I, IWA/AWWA Watgt Balmoc (All drh in rolWre ibr thc p€risd of refcrcncc, tlryiically ome yssr)

Billed
Authorizcd

Consumpion

Consumption
Input

Volwne
(conected

forknown
erors)

lr{on*Revenue

Wat*r [NRW)'q 'rud
Distnbution lUains

RealLo$ses
Leakage end {}v $\\is &t Udliry's

St gr funks

o

o

o

o

o

o

Trme a Cmryts tod Ddnidoffi of ihq lWAl.AWStA Wcrcr Belsric*

ru$y cysnem i

ffirufit rohw of nlacrd andlor unmcnrred &r,6$re*{$ W
Rslomsrss thc wrtcr npplia and odrcro who arc

ts'do so

cmsistirg of Aflparail toc*ss plup Rpal Lccecs

ui ry# ;r;dcring inscqrncics

Fnd stffittie,&e hrudting erron
"- " 

I

i

lop otle poist of cuWrrrnffi*ng, 
i

.t'6e* I"ffi v"td;;-"'dich s btit'fr ;"i-

I"p*-vd"r" rtrd Bilt fr---*- - i

lSystcm lryrtVotumc

ir#ater Lgscs

Rtal Lcsses

Revcnuc Water

' Non-novstuc Wailer fF{RW)

W.tff 16 Gq|tro# lWl/AIfWA WrtG' tudl!, MS6od Cop,yrl$do 2012 Aflpdrilt \irrtar lt&rtc Asrc{iet
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&-u*erican er Works Associatian
")",{jii ii:r.j t{r tS}{" t&srld'$ stt ti}t$$il$$f {p5glyfif

:aHlr

Table 3. Performance Indicators for Non-revenuc Water and Water l.osses

Volume of Non-revenue waler as

a percentage ofsystem input

volume

Volume of Non-revenue w:iler as

a psrcentage ofthe annual cost of
running the water system

Volume of Appuent Losse* per

ssn'ice connection per day

Il.cul Lossts as a percentage of
system input volume

Normalized Real Losses -

Gal I onslssnviee cnnnecti onidny

when the system is pressurized

Unavoidablc Annual Real Losses

{UARI-)

lnfrasmrcture Leakagc Index {lLl)

Fincncial - Non-revenue water by

vulume

Financial - Non-revenue w&ter by

c0st

Operational - Apparent Losses

lnefliciency of use of water

re$ilures$

0perational: Real Losses

UARL (gallonxtdoY) * {5.4lLm *
S-I5Nc+7.51.p)xP

r,vhere

Lm * length of water mains, miles

Ne * number of service

connectr0ns

Lp = total length of private pipe.

miles : Nc x av*rage elisfiance from

curb.stop t0 (ust0mer m6ter

P : average pressure in the system.
psl

Opcrational: Real Losses

Comrnents

Can be cslculatod from a simple

rv*ter bnlans*: good nnly as a general

665s6ial indicator

Allorrs different unit costs for Non-
revenue water compt}nerits

Basic but mcaningful indicator oncc

the vi:lume of apparent losses has

ber:n calculatcd or estimatcd

Unsuitable fcr assessing efliciency of
managcmeRl ttf di strihution $y.{iems

Good operaticnal perfurmance

indicntor fur target-sctting for real

loss reduction

A theoretical refercnce valuc

representing the teehnical low limit
ufleakage that cuuld be aehieved if
all of tod*y's best technology could

bn successfully applied. A kcy

varisble in the calculation of the

lnfrastnrcture Leakage Index (lll)

It is not necossflry thnt systems set

this levei $s a targer unless water is

unusually expensive. scarce nr both

Rutio of Curent Annual Real Losses

(CARL) to Unavoidable Annual Reul

Losses (UARL); good fcrr operational

benchmarking for rml loss control.

o
Water Loss Control: IWA/AWWA Water Audit Method Copyright& ?0X2 American Water Workr Aseo(iation
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R-201&3000834

CREDITS CIAIMED IN SECTION 5OO

Unavoidable leakage

Total Credit in Gallons

Total Credit in Gallons/Day

gpd/rnile of main

Calculated Miles of Mains

Total credit in Gallons
I

Number of Main Breaks

Average Gallons per Break

Breaks/Mile I

Miles of Mains

SWPA 2017 LTllP, p9.24

300,340,000 237,057,000

209 159

1,437,033 L,4O2,7O4

0.237 0,192

882 880

2015

601,149,000

7,646,984

1,569

1,050

2016

575,380,000

r,572,077

1.,797

883

20L7

536,358,000

1,469,474

1,575

877

Located & Repaired Breaks in Mains & Services

o
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ooooooooooo

PENNSYwA]'|IA UTltlTV COMMISSION v. gUEz WATE8 PENNSYTVANIA

R.20!&:ilXn834

Suer Water Pennsylvenla
1,fl[ Gal/Day

2015 2016 20L7

L7,738 17,566 t6,71t

u.8q3 p,L7t L1,7s4

5,850 5,395 5,077

Aqua Pennsylvanla
l,trD Gal/Day

201s 2016 2A!7

t22,890 L2D,A9 tt5,777

95,1& 9s.7L4 92-356

27,77A 24,615 71,421

o

0

0

o

0
q

U

Pennsylva nie-Amarican
t,ffiGallDay

toLs 2ll[6 24fi

194,747 19O,L76 184,847

York Water Company

L,0{J{JGal/Day

201s 2016 aALTYear

Total Water Dellvered

Total Metered & Unmetered Sales

UFW without Allowances & Adjurtmentr

Allowances & Adiustments

Main Flurhing

Blow-off Use

Others:
Unauthorized Use

Unavoidable Leakage

Located & Repaired Breaks

Total Allowances & Adjustments

Unaccounted For Water

UFW withaut Allowances & Adjustments

UFW ieduEtlon for Credits

UFW with Allowances & Adjustments

L3O,278 !7t,6q
64,469 64,536

586 1,483

390 461

1,953 1,525

183 79

17,268 L7,291
L2.828 LL,.957,

33,2@ 32,799

18,506 18,850

125,169 15.945 76.178

s9,678 2.560 2,672

18,378

L5,572

?,806

2?

16

198

177

1,647

823

2,8M

2,965

2t
3t4
L46

t76
r,572

648

2"877

2,sI8

44

39

153

168

1,459

630

2,5M

2,s13

20L7

29.92%

L4.9,V:%

14.99%

573
542

2,592
62

L8,345

9.733
3\,847

?7,83L

2BL7
32.29Yo

t?.2?vp

15.Q6Yo

195

3l
134

0

0
7

0

0

0

0

0

o

0

0

0

0

0

0

0

0

21,471

2gt7
2Q.23%

o.g0%

2D.23ffi

222 1@

10 108

721 106

00
00

_lF 27

37r 347

Percent - 
'62015 20L6

32.9&Ye 3A.7LYa

L6.26% 16.3W
L6.72% !4.34Yt

27,77G 74,635

Petcent - %

t015 2CIt6

22.6OY6 20.47%
g.w o.wYp

22.6AYa 2O.47Ya

31,261 11,738

Perrent - !6
2,015 2,016

)3.1OY0 33"93%

17.A\Vo L7'25%

16.05% 15.69%

2,192 ZSOL 2,464

Percent - %

1015 20L6 2017
13.83% t4.I7% L5.27Ys

LW"e L.97% L.86&
L7.84% 12.2LYs L1"4I:%
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o

o

o

o

o

3Sl0+il-ASOU,OfiA Rev. illOl7

D€PAFTilEN{T OF ENVFIOIII.IEIT&
FftOTEf!!Oa*

Ferm.thlo,: WA.l"g_.L!lQ
Permittee: Sr.rez Water PA - Etsqmsburq

COMOilWEALTN OF FEfi }I SYLVAI{IA
DEFA.TIIIENT OF EiruNOfi$EHTAL FROTECNOiI

SUR€AO OF ATFF ffiINIQIIG WATER

WATgR ALLOCATISf.I
PERMIT COMPLIANGE RHPORT

FleponYear:2015

l{Eve thp Chaptsr 110 Primary 6nd Subfacll*ty Reports for tha most recent eElendsr ye6r bsgn
$uhTnttted by tfte due date? N! Yes t ruo" A revie* of the Permit Comptianca Report cannot bs
completed witfiout he nepottr, Flsase Bubmit the r+ports if you have not yet dona so at

Address: 90lrondale Road

Fllrr"rmqhrrrn FA

Itl/sler illet€r lilaaagemen t
1, Please eomplete the foHmting table dEscrihing ynur so{Irse ril€tering. l(l sotnce rneters shosld be tested

annually. Each colurnn must be eornp{eied including last Date Tesled, even if lhe $ourca, includlnE
Inlerconneclions, was nul u$6d during tha repod year" Public water supplierc purdrasing *nter through an
interconneetion where the rnat*r is cilnsd and mainhinad by sre s*tling Fublic weter sr.rpplier mu$ contact the
seiler to obhain the intonnetisn for all mlurnns induding last Date Tested.

ileter Slre X€Er lUctercd liotcrad In
{lnchesl TXpe }nd}vldually Comblnetlo* Deft Testcd

l4i"iltrassniNill/27JPt)1S
Sourca(sl

Fishing Creek (590)

t__.t

il
n
tr

il
n

n
n

o

o

o

o

o

z- lf you have nst insta]ied source rnetert- please explain why or submit 1ruur installaUon schodule.

NA

Ptesw calculate #ra metered ratio end daily per oapita w*tsr uss. lndicate E if d"t" used in calculatlons was
taken from the E curs"lt year Frimary Facitlty R*port, or fl gvartedy meter records- lf quarterly meter raeord*
are used, $ease indicate which quarter 

- 

and provlde.iqaier us€ by typ€ of connection, $ourcas include
ell $uface and Groundwaier includlng Fundlased Waier,

A. tuletered Ratio

l* &{stsred Ratio (MR} = Wsl€r Met€r€d at Servlce Connpetlons r To$} VYster Withft{wn korn All Ssurces x ,lN

;\tR i = 5ld, -r lS,lliilr . 0-[9,3!lQQ$_ x 100 = 65 9$

2. l{ the MR is }ess than 8S% ploase exp}ain lhe reason why" if lcnmrm, Unknown systern leaks

'l



Fruquancy

m Inegular-Last dnte

m System-wide Surey

O Oorngated Every

Months

1 Yeers

o
3C4&Flt€SDfn00l8 Rry. {1201?

LeekegeAoes Gsn&Tl

a 1. Please cornplete the following trable describing your leakage and toss eontnnl prugrf,m.

ilethodlEqulFqrrent

tr Leak Deteetioh Con*ultant

D Geophones

EX F*quascop

El Conelator

El Other: Note lrpe of equiprne*t irssd

DMA's

2. A. Please complele fre fottawing tab[e descri$*g !,our leakage conlrol efforte during the past yeur.

Fire ltisin $eMcn Mlles sf
Hydrants Valved Valv** illains

Sy$em Totsl

No. Fxercised

55S$

No. Tested for Leaks 298 61 Miles

Ns. of t-eaks Delected 4

No. of [-e*hs Repaired 4

O B Does the metered ratio raported on page 1 reffeqt irnprowd systorn efficierrcy resuhing fmm leaks repaired?

Yxs 8l
No il Flease exgain why,

o

l,?rter Consotv?tion

1" Ptease list slecific efforts 
ryr1. mads to provide wdtef conservalion inforrnation to ysur c{,lstrsnne{E durtng the

oast year. {Enclose copl6$ of literature.}a
Haw to hevent Frozen Fipes, Cust*mar Communlcetions Questionsn,A Guide To Water Consenrat{on

o

o

81

150

150

't3

t3

2. Fl served by your system and liEt c s you rnade to provlds waler edueationO m nhies to tha admlriistrators, fsculty qE*ctose copies of materiara.t

Middfe Schoo{ & High $chools. t/$W Evans Elementary Schoot, Salnt Cotumba
Columbia Elernentary. Middle Sehooi& Htgh Sctrocls, Columbia * Montour Vo-Tech,

a

-3-
o



o

o

o

o

o

o

o

o

o

o

o

!g4{l+m-s$r{rr00t8 I

Permit No,

Pennitbe:

Addrsss:

cottottutEAd.Tlr qF FEilitsyLvAtrt{A
OfiPARTilEi{T OF E{Y&OilMETilAL FROTEgT&il

84.'REAU OF SAFE ORII{KII{G T'ATEF

WATHR ALLOCATION
FERIT4IT COMFLIANCE R€FCIRT

l{sve the Chpler lt *nd Subfreillty Annu*l Wrter Su
celendar yeer bccn by th* dua dsta? ffi Yee
Gornpli;*nca Rapon s*nnnt bo cornpletad wtthout th mport*"
hnvo not yat done ro et

l*fs{er frfeilsr tdamgunrant
1. Pbase conlF{€m $re follotuing ts$le describing yoilr $orJl@ materinq All source rnelers nhould be t*3qed

tsst Ddfe "fe€l$d, ewn lf trs source. rncludinp
Fublic watar suppfiers purchastng wal6r hreilSh *$
by tiu **iling public. ruater eupplkr mu*t contast tlr*

last Sate Test

$surcc{t}
Sbrny ereak

Metor$Le llfeter
tlncheel Typo

0 Insertion

MAG

m red Ms&N fn
Individu*!$ Somblmtwl DrbTested

*-I &31€$15

$ ttsls
*"'""-"im$rs

*_d.'31$015

s/rn015

Susqudrenna River j{+ ill
m
tr
n

HIA Inlerconnect ritJ t;)r FR.SP

$'leeltan

Swxlsra Creeh

A

1'
TURBS

- 56f, tfuf$,*L :*il#nf Aft?rr{s
If yo{l have not inst#lsd soumB mabtr$, pl*sse ex$aln wkyorsub+nit your insb$stion $shedde"

NA

Pbase cEh and dally p6r c{rprc u$e. I NX f dats r tions was
tsken kom upply Reporl, or il rly rne rde, lf qu cords are
ussd, please indicEte which qu r ***- and prcvide water use hy type of connertisn $ournes lnclude
allSurface End Grcundsnmar including F$rchssed Wetsr.

A M*tercetRstio

t, [d€tsrsd Rdlio {MR} + Weier Mst€red ai.ssvi* Connecti,ons s Tetal Waiar W*thSr*sn frorn All Eourccs x ,t00

{MRl- * 1l?2_356S$_ * lQSx er,

2 lf the MR is lese the'n SS,Y, ple*s€ lein lhe flBason why, rf knr.rruil, Water lwt thmugh mein brsaks
for under $rtrnater€d egnngc.tions. FvEn hough
\tpt$r {CIsi rhrough SOAtrA and hEtoric hsrant tow
w$lnr i$ considered unmetersd. Ud-scssunt€d for

ifbrrnc*

& ilxru.

tf||A-ll*-ggpL RoportYear: ?S1.$_

ilq":-HS

4?-u.EaFtPed( Gircle

Henirhum PA 17111

Parid Endinc December ?01 5

a-



o
$9(0-F0l€tiollmott ElilBf2

t eakage/Loss Control

O t. Please complete ilw fotlming bble demrlbiryl your bekagre end loss oonhol progrem

Fraquency

il lrregulu- LEst de{e

ffi Sptern+dde Surrey

O Compkld Hvery

Months

kcthodlEqulpm*ffi

il Leak Detectlon Consultant

fl Geophones

il AquascopE

m Conetator

1_ Y66rs n Other: hlotelypeofeguiprnentrrsed

e. A FleeEe cnmpk*ta the follen$ng Hbh bing ysur be*tag* mntrol eftrt* during Sm peet yerr.

o
RK! illrin S€lvke lStks of

Itydfistr6 Vrlvu* V*lve* lKrinn

Systern Total ?2SS 71S4 355i I S'l?

No. ExerciEed 67S 7Sr 10400 NtAa- No. Tested forLeaks 670 73! 10{00

No. of Leaks Detected 4 142 140

No. of LeakE Repaird { 142 I20

O B Oots the nretered ratio reportsd s$ pag6 t rotlect irnpmved systffn efficiency resulting ftom leakg rgparred?
yes E
No n Hame expleln why.

o

Wstsr 9onsc*ncfion

I. Flea* llst sp€cific aflorts you mado to proti{de wator coflearvstbn infurmstbn b y$uf austnmer* during th€

O pe$t y€ar {Encb*a 6pier af l}tcrsture.}

Peridic updater relatirg to aonssrvstisn rrrcrc pdslcd on he company's web$te ard firc s€a$sfisl hjll inearts
werc inclurled uilh a$ residen(ial umter bills" $ee attach.nents, We elso continued to share lho henefts of
conseffetloo w{th ffie members nf the eonpeny's Hanieburg Operation Regiorl Gusttilw Advisosy Council
during ?015.

- 2 Pbase identify eehmls sarwd by your snd list specllic efforts you rnade to provide watpr rducEllonIt malgriats and/or opportunitlee & the a$rr! rs- faerlty or $tudant6. {Encloea copies of nr*terhtc }

o

o
-3 -
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COMMONWEATTH OF PENNSYLVAN IA
DEPARTMENT OF ENVIRONTiENTAL PROTECTION

BUREAU OF SAFE DRINKING WATER

WATER ALLOGATION
PERMIT COMPLIANCE REPORT

Perrnit No.:

Permittee:

Address:

WA-!L_-l!.lq Report Year: 2015

$uez Water PA Mechanicsbum

4211 East Park Circle

Have the Chapter 110 Primary 6nd Subfacility Reports for the most recent calendar year been
submitted by the due date? X Yes il ruo. A review of the Permit Compliance Report tannot be
completed without the reports" Plsase subtnit the reports if you have not yet done so at
www. deoq ree n port.state. pa. gs .

Hanisburo. PA 1 71 1 1 -2806

Water Meter Management

1" Please complete the following table describing your source metering. All source meters should be tested
annually, Each column must be completed including last Date Tested, even if the source, lncluding
interconnections, was not used during the report year. Public water suppliers purchasing water through an
interconnection where the meter is owned and maintained by the selling public $/ater supplier must contact the
seller to obtain the infornation for all columns including last Date Tested"

Meter Metered ltiletered in
Type lndividually Combination Date Tested

Sensus

16 Propeltor x n 06111t2o15

Endress

Hauser

Promag

PA American Riverton

Trindle Spring

lf you have not installed sourre meterc, please explain why or submit your installation schedule

Please calculate the metered ratio and daily per capita water u$e. lndicate I if data used in calculations was
taken fronn the x cunent year Primary Facitity Report, or f] quarterly meter records. lf quarterty meter records
are used, please indicate which quarter _ and provide watgr use by type of connection Sources include
all Surface and Groundwater including Purchased Water.

A. Metered Ratio

1 . Metered Ratio (MR) = Water Metered at Service Connections -i- Total Water Withdrawn from All Sources x 100

Meter Size
(lnches)tqurce(s)

Yellow Breeches Creek

n

tr
n
n

n
tr
tr

a

10/28t2015

North Market Street Well

(MR) = 712,316.000

1

+ 1125.775.000 x 100 - S3-3 Yo



a r9.r&Hrasowoor6 Granz

Lea*aga/Loss Con!rcl

1. Please co$plete the fullowing table desnribing your leakage and loss control prograffl

a

a

o
? A FEase comptete the followirrg teble describing your leakage controlefforF during the past y*er.

Frequeney

n lnegular- Last dste

x System-wide Survey

Compteted Every

6 _ . Months

Years

Systefi Total

No. Exercised

MethodlEgnlpmanl

il Leak Detectiorr Consuttant

x Geophones

il Aquascope

x Qonelat'or

x Olher: Noie rype of equiprnent used

F*rp tein
Hfdffink Valvas

F40 ?456

Sewic* Mil*s of
llrlves lllainc

121'$4 152

612 NIA
O No. Tested frcr Leaks 640 612 275 S0 tut'les

No. of Leaks De{ected 8 101

No of Leaks Reparred I r01

O B. Does the metered ratio reportad on page 1 reflect trnproved system efficiency resulting fronl leaks repaired?

Yes x

No U Plesse explain vtrhy.

o

h?afsr Conssrva0on
'l Please list sp*ific efforts yru made lo provide water conservation inllormatron ie your custornem during ffre

O past year. (Enclose copies of literature")

O 2 Please identily schools eerved by your $ystem and list specific efforts you made to provrde water educahon
matenels end/Or qpportunilbes to the adrninisFatprc, faculty or studenG. (Enclose copies of rnateriats.)

South Fltbert Elementary
Broad StrEet Elemenery
Northside ElemenEry
Upper Atten Etemenhry

O Snepnerdstonn Etementary
Hast Elmwmd Intennediete
t$echan isburg High $chool
lVlecheni€sb{.}rg Middte Sch00{
$t Joseph Catholic School

34

34

o -4-
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o

o

o

3e{s# r 8,:812 eox$oltwElLn{ oF pGN&lsrt\rAilt 1
0€pARlNE $ OF €itv{RotstgnTAr- FRoTFCnOT

tsuftEAr,t of, SaFEOftlt{Klilc wArEB

WATER ALLOCATION
PERIiIT COMPLIANCE RHPSRT

Report Year: 2016_

$ourca(rl
Fishing Creek {590)

ilrbr Slac ilotar
(lrlcll|c) Typo

12 &{ag

Rnstarod lrtcterd ln
lvldudly Cdilblnirlon Eata T*eted

m il 0f8r1s

n
n

tr
n

w
Fermil No.:

Fermitt*:
Adrlress:

f$*-19-144C

@fllshtJfg

tha Ghaptsr 110 Prtmary and Subflclflty Reports for the mo$ rscsnt cabndar t'sar bnron
ittad by ttre d$e df,tG? E v"e t tto. I rc €w of tha Permlt Cornptbnw R*port ccnnot bg

cofitpldled wl$out ths rspotts. Floes€ eubmit the roports if yst haw not yet dono so at

lfl*l*r fi6n{uf lilrrryrenrant
1. Flesse wmpleb the fidloroing t*b'e d€scribing your sourte rndering, All sor*rce rnetars shqlid be testgd

annustly, Each columrr muet be comple{ed inoludlng lsst Date Tetad, eryen }f lhe sounc6" ilduding
interemrnetions, wEls nat ugd during the report year- FuffF r+atar suppliers purdreaing r,rnater {hru.rgh an
tntarconns|isl uiwe lha msler ie oumad and ttieintBinad bV fis eelling p,rbtie water supplfu rnust ccq'l13[t th€
selkr to ohtain tfn ifi{orma$sn fpr ell cdumnr inc}udlng lsst D€ts Tesled.

n
tr

m
U

o

o

o

o

2 lf }m: ltave not inetslled soitFce rnsters, d$ase oxpl*in wky or submit y{}rr in8tEuatbn rdtaduNa.

NA

Fless* cetculate ilre mEtorsd ratio and daily por c€pita w*ter use, Indicate EX if Oaia used in calcul3trions 'r/astaken from lh6 I 6rn€nt par Ptirnary Fecility Roport, s il quarterty rnetcr &u$t. |f qusnerry nleltr rccoNs
are usod, pfaaee irdicalerrfiich guartat 

-erd 

prwida urstEr uoe by lme cf urner{ion" Sosrces trnclu&
allSurfw and Gmuficl$nt€r indudlng Pu*sFrase$ WEtor.

A, Mgtetud R6tjo

I " I*lelerad R{fb {MRl = Waler Maored ct W CorHsctMls s. Tstat WEter Wnhdf;a*fi trom Ail $q,Jreas x t00

(MR)- r. x 100= SIg6 _- t6

2 $the tlR is lese than80% Plsese expiain lho raason vyfty, if knov*n. Unhnot*:l ryrkn lsha.

o
-1-
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n
m
m
E

o

t

o

o

a

o

o

o

o

o

to{ofr.agDwuoil u:*12

Leaf,agrdl.ssE 6anhl
1. Plesse ccmplele the fn{lotruing tabh deearibdng your leak4e *nd bss aqntrol piogram.

h6rthocllEquilrnent

l-Esk Cpnsultant

Geophones

Aquasco6
Conelator

Clther l$ta Bpe of aquipmont us€d

DirtAs
2, A. Phase comgleb thafollouriltg mb$s descrtbirtg yur ha*age oontrd Bfforts duriqg th€ pgst ygtr.

Froqwncy

n hregular- L6st dets

N Slefan-wid8Suney
Comp{M Evcry

.t
I

Mantha

Years

Firu
Hydrarss

ts

Heln
llelvm

866

$awle
Vdrm

56$g

Nf;l*a of
tlaina

81.5System Total

No. €xercisd

]t{o" Te*led fu Leaks

No" of Leaiqs Dstcctsd

ir6o" of Lsak* Regaired

t 141

1t4A 81,5 Mihs

S. Dom the nnstar6d ratio reported on peoe 1 refied inrrprored systrem afrscioncy resultlrg lmrn lmks repalred?

Ys$ e
No il Fteeseexgain wtry.

lValw Con.rervatJon

1. Flease list specific efforts you mado to prwHe umter co{Fen ation inforrnation to 1fiJr Gu$tomers during tF*e
past year, (Encloae dopies oS literature.)

VIe bllllng stufiorq $rrsr WttEr Penmylvanb errcor^ragn* *llcucromprrc to utllhs our onllne Fwoursar
for watsr drtc*lon at http:JArurw.rnylusaffNhr"corrlpoansylv*nl*l**ppo*!.centErrfq

PbeBe id*nitfy sci!CICI|s E€rved by pur syetem and tist spai(ic a$ofis !*sr inade to prwrde r*ater aducatton
tnet$fjsls endfw opportrniu€s to fle edminisfsiors, feculty or suldsnb- {Erdose coples ol mstonals.)

Bloomnb*rg E[s|6rnery, Mlddlc School & Hlgh Schoo*s! $flt$ Eva*e Etwnantaly $chool, Eeloi Columbg
Ca&olh $chool. Cotfril Gdumbia Ehnrcntary, lil#h Scllaol e $gft sho$,-CotumHa - lt0ontour Vo

mrburg univetrlty. Eutz $udw ofiera NNor€d oducstbnal prsgrens aboui $d*r
ffiectlon ead envirormsatnl eu*trlnrutW p puHb end pdvde *chool*

tft roughout our dght courdy sarvica ere*.

o
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GOM$OhIIEALTH OF PENNSYLVANIA
DEPAFTMEITIT S EI{VTRONMENTAL PROTECTPI/

BUREAU OF SAFE DRJNI(f{G WATER

WATER ALLOCATION
PERMIT GOMPLIANCE REPORT

Have the Chapter 110 Primary.and S fu Repofis for the most rccent calEndar ysar be6n
$ubmitted by the due date? ffi Yes A review of the Perrnit Compliane R*port eannot be
eompleted without the reports. Please subrnit the reports if you have not yet done so at

permfl No.: wA-22 -gg3l Reporr yeer: ?s16
Permittee:

Address:

Henisbum. PA 17111

WaGr Nefcr Managenant
1. Please comflete the following table desoribing your sourc€ metering. All soulre meters should bs tesled

annually. Each column must be compleled including last Dale Tested, even if the sourte, including
inlerconnections, was not used during the repod year. Public water suppliers purchesing water lhrougfr an
interconnection wherc the meter is owned and rnalntained by the selllng public witer supplier rnust contad tfre
seller to obtain tho informction for all columns including last Date Te$ed-

Source(sf
Stoney Creek

Susquehanna River iNAG
."*FRop----_

HIA Interconned

Steelton 4 .*-Turbo

Swatsra Greek 12 MsS

Meter Me,tered Metered ln
Type lndlvidually Combination Date TeetedMAG E n 6/26/2017

Meter glte
(lnchs*)

24

n
a
D
n

X
tr
x
E

* 
ro/ls/2m*

- sB1t20ii-
*sf3112015

"*iosilzo16 -

566 ffiI{r6 t33 rlNr{n**** figs?*
lf you have not indalled source rnetgr$, ploase explain why or submlt your instellstion scheclute"

NIA

Please calculate the metered ratio and deily pr capita waler use. Indicate I if Oata used irr a6tculations wss
taken from tne I curent year Primary FsCIility Rep rt. or E quarterly meter records. lf quarterly rneter
rccods are used, deaso lndicate which quarter _-- and provide water use B, type of connection.
sources include allsurface and Gmundwater lncluding purchased water.

A. Metered Ratio

1 ' Metered Ratio (MR) = Water Meter€d at Service Connections + Total Weter Withdrawn from All $ources x i00

(MR)=7.3-L5-"5-Z*,._- + 4175150000 _ x 100=qg. ,,. *,_ . %2- lf lhe MR is fess than 80% $oase explein lhe reason why, if known Wster lost ttrmugtr main UreaXsand ted for under unmelered conneclions. Even thoughvolu e of water lost through SCADA and hisloric hydreitflow ster, the water is coniiOered unmetered. [,tn-
accounled for waler (UFw) rnskes up the remainder of the difference.

o
-t
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l-ea*age/I-oss Cootrol
'1. Please complete the following table describing your leakage and loss contrut progrsm.

Frequency

n lnegular- Last ctste

Systenrwide Survey

O Compte{ed Every

tr
n
tr
x
n

Method/Equipment

Leek Detection Consultant

Geopilones

Aquascope

Conelator

Other: Note type of equipment used

Months

Yeets

A. Please complete tho fotlowing table de$cribing your teakage control efforts durlng the pa$ year

FifG
N.lydrants

22EO 727ASystem Total

No. Exercised

No. Tested for Leeks

No. of Lesks D*tected

No. of Leaks Repaired

ll/tain
Valws

Service
Valves

35865

Mifes of
Malns

515

NIA

StS Miles

't01

101

e584

552

B" Does the meteted ratio mported on pagel reflect improved sy$tem efficieney resu1ing frcm leaks
repelrad?

Yes A
No I ptease explain why.

Water Con*rvatlon
1. Please list specific effork yCIu msde to pmvide water conservation information to yourcustomers cluring the

past year. (Enclose copies of lit€rature.)

'We induded 8n ennual bill insert with all water bills in June titled .Uss Water Wisely.^ The brochure includes
water co on infonnation that fealunes lips on how customers c€n become more water efficient. both
inside en e.

'This insert v*ss distributed st several public events where the eompany had a display. The largest eveilts
follow:
s-$UEZ "Treut Dayr ccmmunity event held at SUEZ Rabold Weler Treatment plant, which attracled over 100people. including non-SUEZ cuslomers.

_ b.Earth Day Feslival in Dn'vntorn Mechanicsburg. The crowd estimate for this event was over 1 ,500.2. Please identify schools served by your syslem and list speelfic efforts you rnade to provide water educetion
materials and/or opportunities to the administr€tors, faculty or students. (Enctose copiis of materials.)

261

261

139

139

-4-
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COT$ilIONWEALTH OF PENNSYLVAN[A
DEPARTT|ENT OF ENVI ROHiTiENTAL PROTECTION

BUREAU OF SAFE DRINKING WATER

WATER ALLOCATION
PERMIT COMPLIANGF REPORT

Permn No. s9A-g_-L$q 2016

Permittee:

Address:

Water PA

4211 Hast Park Circle

HanisburE. PA 171 1'1-280Q

Have the Ghapter 110 Primary.and Subfacility Reports for the most recent calendar year baen
submitted by the due date? X yes t tto. A review of the Permit Compliance Reporttannot be
completed without the reports. Please submit the reports if you have not yet done so at
www.depqree n port.state. oa. us "

Wate r M ete r Fl a nagem e nt
1. Please complete the following table describing you ed

annuaily. Eacil column must be completed incl ng
interconnections, was not used during the report an
interconnection where the meter is owned and mai he
seller to obtain the information for all columns including last Date Tested.

Scurce{s)
Meter Size Meter Meterud Metered in(lnchesl Type Individuafiy Combination Date Tested

Endress-

Hauser X
16 ProMag

tr 1/11/2016

1CI/7/2016tr

n
tr
n

x

!
tr
n

o North Market Street Well

Yellow Breeches Creek

Endress-

Hauser

ProMag

PA American Rivefton

Trindle Spring na

lf you have not installed source meters, please explain why or submit your installation schedule

(MR; = 72J*?Ql*QpQ__ + 1124,27_9,000 x 100 .04.1 ..... -.* _ olo

Plegsa calculate the metered ratio and daily per capita water uae. Indlcate fit if data used in calculations was
taken from tfre B current year Primary facitity Report, or I quarterly meter recorOs. lf quarterly meter records
are used, please indicate which quarter 

--- 
and provide wster use by type of connection. Sources include

allSurface and Groundwater including purchased Water.

A. Metered Ratio

1. Meiered Ratio (MR) = Water Metered at Service Oonnections ": Total Water Wilhdrawn from All Sources x 100

'1



O 3s4orm-Bsowoors 6tm12

LealcagdLoss Conlrcl

1. Please complete the following table describing your leakage and loss control prograrn.

o

o

o
2. A. Please complete the followlng table describing your leakage control efforts during the past year.

Fraquency

I lnegular - Last date

X $yslem-wide Survey

Completed Every

6 Months
years

System Total

MethodlEquipment

n Leak Detection Consultant

E Geophones

n Aquascope

tr Conelator

A Other: Note type of equipment used

Fire Main
Hydrants Valves

637 2656

Service Miles of
Valves fl[ains

12364 155

No. Exercised 637 525 N/A
O No. Tested for Leaks 637 575 125 miles

No. of Leaks Detected 12

No. of Leaks Repaired 12 123

O B. Doe$ the metered ratlo reported on page 1 reflect improved systern efficiency resulting from leaks repaired?

Yes m
Nc tr Please explain why.

o

Water Conseruation

1. Please list specific effotts you made trc provide water conservation information to your customers du*ng the
a past year. (Enclose copies of literature.)

A pamphlet titled .Use \Alater Wisely, a guide to water conservation" was mailed to customers.

O 2. Please identify schools served by your system and list specifrc efforts you made to provide water education
materials andlor opportunities to the administretors, faculty or students, (Enclose copies of materials.)

South Filbert Elementary
Broad Street Elementary
Northside Elementary
Upper Allen Elementiary

O Snepherdstown Etemenary
East Elmwood Intermediate
Mechanicsburg High SchooJ
Mechanicsburg Middle Schoot
St Joseph Cathofic School

a -4-
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10129
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Permit No"

Permittee:

Address:

Report Year. 2017

lfreier ifstsmd Metered in
Type Indlvidually Combination Dab TestEdMas Nl tr 10t25t17

Bloomsbura. PA 17815

l$ster Size
(lnchesl

16

D
D
f,
n

tr
n
tr
u

3

lf you have not installed source m€ter$, please explain why or submit your installation schedule.

NA

Please calculate the metered mtao and daily per capita water use IndicaF [! it oata used in calculations was
taken from the m current year Primary Facitrty Report, or l-,1 quarterty meterEcords" lf quarterty meter records
are used' please indicate which guartrer- and prwide weter use by type of connection. Sources include
all Surface and Groundweter including purchasEd Water.

A. Metered Rstio

f ' Metersd Ratio (MR) = Waler Metered at Service Connections $ Totsl Water Withdrawn from All Sources r 100

(MR)= - x 1q9= Q8% %

2' ll the MR is bss than 80% please exptain the reason why, if known. Unknown ayrtsm leeks.

3940-Ftt

Havo the Chapter 110 Primary_end Subfacility Reports for the most recent calsndar yeflr bcen
submitted by the due date? EI yes il Ho. A review of the Permit Compliance neport cannot be
completed without the reporb. Flsaso eubmit the reports if you have not y6t done so at

Water Neter llanaganent
1. Please comptete the follorring tabfe describing

annually. Each colurnn must be completed
rnterconnections, was not used during the report y
interconnection where the meter is ounred and main
seller to obbin the information for alf columns includin

$owc*(el
Fishing Creek (5901

€sDw001E Bnor2

pennsylvania
OEPAf, TIIIEI.T (T EilUINIS{ENTAL
PROTFCTTOI\

corfr noNwEALTlt oF pEfl itsyt_vANtA
DEPARTUEiIT OF EiIV|Rq{IEXTAL PROTECTIT}X

EUREA{J OF SAFE DRIiIKING WATER

WATER ALLOCATION
PERMIT COMPLIANCE REPORT

wA-ig-1{4c

90lrgndaleRoad ," _ -

a
-1-
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Lea*agr*lloss Gonirol

1 Flease complete fie following table ctescribing your leakage and logs control program

Froquency

n lrregular- Last date

m $ystem-wide Survey

Completed Every

Months

Yeers

A Please complete the following table describing your leakage control efiorts during th6 past year

MothodlEquipment

Leak DetecUon Consultant

creophones

Aquascope

Correlaior

Other: Note type of equipment used

DMA,'S

Firc ttlain
Hydrantt Valves

298 966System Total

No. Exercised

No" Tested for Leaks

No. cf Leaks DetectBd

No. of Leaks Repaired

Servica
Valvss

5658

Miles of
Itglne

81.5

298 1142

1142 8'1.5 Mrles

15

15

B. Does the metered ratio reported on page 1 reflect irnproved system efficiency resulting hom teaks repaared?

Yes m
No n Pbaseexphin why.

Water Conseruation

1. Please list specila efbrts you made to provide w3ter qrnservatton information trr your qustorners dunng me
pest year. (Enclose copaas of literature.)

Via billlng atuffern, $uez lflrter Pannsylvanla encouregeg all eurtomere to utilize our online rssource$
for wetet oducetion rt http:tfrvrrnv.myououatar.com/ponnsylvanla/support-c6ntarffaq

Please idnntify schoqls served by your system and list specl{ie efforts yotr made to provide water education
materials and/or opportunrties to the administrators, fiaculty or students, (Enclose copres of materials. )

Bloom*burg Elementrry, illiddle Schol & High Scboob, lflUll Evane Efomeatrry School, Saint Columba
Cathollc School, Central Golumbia Elementary, middle School & Htgh Schoob,botumbia - Montour Vo-
Tech School, snd Bloorncturg Unlvenlty. Suez Water offert taa|gdd educstional progremE about wstsr
filtration, resourcG protection and onvironmental sugteinability to public and private schools
throughout our eight county sswice aroa.

-3-



o 3940-fl,l-BsDw001s Rev" 1t2017 coMMoNwEALTH OF pEr.rNSyrVAf0A
OEPA GTION

WATER ALLOCATION

o PERMTT COMpLIANCE REPORT

Permit No.: ltVA-3L--L!!3D. Report Year: 2017

Permittee. SuezWaterPennsvlvaniaMechanicsburo

Address. 4211 east Park Circle

Harrisburo. PA 171 1 1 -2806

Have the Chapter 110 Primary and Subfacility Reports for the most recent calendar year been
submitted by the due date? [J Yes I no. A review of the Permit Compliance Report cannot be
completed without the reports. Fleese submit the reporG if you have not !'et done so at
y,vum{ideDqreen port state. Da. us .

W ate r [f eter lfanagernenl
1. Please complete the following table describing your source metering, All source meters should be tested

annually. Each column must be eompleted including last Date Tested, even if the source, including
interconnections, was not used dr,rring the report year. Public water suppliers purchasing water through an
interconnection where the meter is owned and rnaintained by the selling public water supplier must contact the
seller to obtain the information for all columns including tast Date Tested.

Meter Size Meter *lletered Metered in
Source(s) (lnches) Type Individually Combination Date Tested

Endress-

Hauser A [ 1111/2016

Yellow Breeches Creek 16 ProMao

Endress

Hauser X f, 101712016

North Market Street Welt 4 ProMao

PA Annerican Riverton Dnantr
Trindle Spring 0naX!

n!
2. lf you have not instalted source meters, please explain why or submit your installation schedule,

3 Please calculate the metered ratio and daily per capita water use. Indicate I if Oata used in calculations was
taken from the [l cunent year Prtmary Facility Report, or ! quarterly meter records. lf quarterly meter records
are used, please indicate which quarter _ and provide water use by type of connection. Sourees include
allSurface and Groundwater including Purchased Water

A. Metered Ratio

1. Metered Ralic (MR) = Water Metered al Service Connections + Total Water Withdrawn from All Sources r 100

(MR)=/F_,814.@ + 1p23308.000 x 100=89. _%

o

o

o

o

o

o

o

o

o I
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LeakagdLoss Controt

1. Please complete the foltowing table describing your leakage and loss control program.

o

o

a

Frequency

tr lrregufar - Last date

tr System-wide Survey

Gompleted Every

6 Months

Years

Method/Equipment

n Leak Detection Gonsultiant

E Geophones

! Aquascope

E Corelator

A Other: Note type of equipment used

STS. Metrotech 2000, Sewerin Loqqers,

2. A. Please complete the following table describing your leakage control efforts dr.rring the past year.

Fire Main
Flydrents Valves

Service iiiles of
Valve$ lVlains

System Total 637 2656 12364 155

No. Exercised 637 853 N/A
O No. Tested for Leaks -637

853 130 Miles

No. of Leaks Detected 6

No. of Leal6 Repaired 6 112

O B, Does the metered tatio reported on page 1 reflect improved system efficiency resulting from leaks repaired?
yes E
No ! Ptease explain why.

o

Water Conseruation

1- Please list specific efforts you made to provide water conservation information to your customers during the
O past year. (Fnclose copies of literature.)

A pamphlet titled "Use Water \&isely, a guide to water conservation" was mailed to customers.

O 2. Fleese identify schools served by your system and list specific efforts you made to provide water education
materials and/or opportunities to the administrators, faculs or students. (Enclose copies of materials.)

South Filbert Elementary
Broad Street Elementary
Northside Etementary
Upper Allen ElementaryO Sirepnerdsrown Elementray
East Elmwood Intermediate
Mechanicsburg High School
Mechanicsburg Middle School
St. Joseph Catholic School

112B3

83

o -4-
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BEFORE THE
PENNSYLVANIA PUBLIC UTILITY COMMISSION

Pennsylvania Public Utility Commission

O SUEZ water;cnnsylvaniq lrrc.
Docket No. R-201 8-3000834

YFRIFICATION

I, TERRY L. FOUGHT. hereby state that the facts set forth in rny Direct Testimony.

OCA Statement No.4, tre true and correct (or are trtre and correct to the best of my knowledge.

information, and bliefl and that I expect to be able to prove the same at a hearing held in this

matter. I understand that the statements herein are made subject to the penalties of l8 pa.C.S. $

4904 (relating to unsworn falsification to authorities).

DATE: July 20,2017

o
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