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B E FO RE TH E
P E N N S Y L V A N IA P UB L IC UTIL ITY C O M M IS S IO N

In re: A pplication and related filings of P ennsylvania-A merican
W ater C ompany u nd er Sections 507 ,1102(a),and 1329 of the
P ennsylvaniaP u blic Utility C od e,66 P a.C .S.§ § 50 7 ,1102(a),
1329,forapprovalof its acqu isition of wastewatersystem assets
of Exeter Township’s W astewater System,related wastewater
service rights, fair market valu ation ratemaking treatment,
d eferralof the post-acqu isition improvementcosts,and certain
contracts withmu nicipalcorporations
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IN TRO D UC TIO N1

Q . P L E A S E S TA TE Y O UR N A M E A N D B US IN E S S A D D RE S S FO R TH E RE C O RD .2

A . Jerome C .W einert,A SA ,P E,C D P ,withbu siness ad d resses at2405P arkD rive Su ite 203,3

H arrisbu rg,P A and 8 555 W estForestH ome A venu e Su ite 201,Greenfield ,W isconsin4

53228 .5

6

Q . B Y W H O M A RE Y O U E M P L O Y E D A N D IN W H A T C A P A C ITY ?7

A . Iam employed byA ssociated UtilityServices,Inc.(“A US”)as aP rincipaland D irectorin8

A US’s consu ltingoperation(“A US C onsu ltants”),aposition Ihave held since 198 7 .A US9

was fou nd ed in 1967 as afinancialconsu ltingfirm specializingin u tility rate-makingand10

regu latory matters.A US C onsu ltants is based in M ou ntL au rel,N ew Jersey,withvariou s11

su bsid iary offices located in H arrisbu rg, P ennsylvania; Greenfield (M ilwau kee),12

W isconsin; and A lbu qu erqu e, N ew M exico. A US C onsu ltants comprises several13

su bsid iary grou ps, inclu d ing Utility Services Grou p, C .A . Tu rner Utility Reports,14

V alu ation and D epreciation Services Grou p.15

16

Q . W H A T A RE Y O UR RE S P O N S IB IL ITIE S A S P RIN C IP A L A N D D IRE C TO R O F17

A US C O N S UL TA N TS ?18

A . A saP rincipalofA US C onsu ltants,Iam responsible forappraisalsand d epreciationstu d ies19

whichA US C onsu ltants performs forits clients. A s D irectorof A US C onsu ltants,Iam20

responsible forthe d aily and ad ministration and operations of A US C onsu ltants’staff and21

offices in H arrisbu rg,P A ;Greenfield ,W I;and A lbu qu erqu e,N M .22

23
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Q . P L E A S E D E S C RIB E Y O UR E D UC A TIO N A L B A C KGRO UN D A N D B US IN E S S1

E X P E RIE N C E .2

A . Ireceived aB achelorof Science D egree in M echanicalEngineeringfrom the M ilwau kee3

SchoolofEngineeringinM ilwau kee,W I,in197 2 and aM asterofB u sinessA d ministration4

D egree from M arqu ette Universityin 198 8 .5

Iam registered as aP rofessionalEngineer(E-15552)in the State of W isconsin.I6

have held aP rofessionalEngineer’s L icense continu ou sly since 197 6,when Icompleted7

the State of W isconsin’s engineering certification requ irements. Those requ irements8

inclu d e su ccessfu llycompletingtwo 8 -hou rwritten examinations alongwithfou ryears of9

qu alifying engineering experience. W isconsin also requ ires that licensed engineers10

complete continu inged u cationrequ irementsof15professionald evelopmenthou rsonabi-11

annu albasis forrenewalof aP rofessionalEngineers license.Imostrecently renewed my12

W isconsin P rofessionalEngineers’license on Ju ly 31,2016.13

Since 198 2,I also have been an A ccred ited Senior A ppraiser (“A SA ”) in the14

A mericanSocietyofA ppraisers,whichis atechnicalsocietywhose charteris toensu re the15

integrity and continu ation of the appraisalprofession.M yaccred itation is in the specialty16

ofTechnicalSpecialties,whichinclu d espu blic u tilityvalu ation.Irecertifyinthisspecialty17

every five years,I am cu rrently in the process of recertifying. I also hold Senior18

M embershipin P u blic Utility V alu ation.To become aseniormember,acand id ate mu st19

have five years of qu alifying experience in the d esignated field and pass a written20

examination thatcovers generalappraisalprinciples and issu es specific to the cand id ate's21

field . Finally,the cand id ate's work is reviewed for a selected nu mber of valu ation22

problems,which,for P u blic Utility V alu ation,requ ires the applicantto d emonstrate23
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u nd erstand ingofvalu es,bothtangible and intangible,foru tilityproperty.These valu ations1

may be in connection with rate case stu d ies,sale or acqu isition,eminent d omain2

(cond emnation),ad valorem property tax appraisals,and insu rance risk management3

appraisals.These valu ations requ ire specialknowled ge in ord erto take into accou ntthe4

u niqu e economic and valu e characteristics of pu blic u tility properties and properly5

recognize regu latory factors which influ ence valu e conclu sions. Seniormembershipin6

P u blic Utility V alu ation also requ ires an u nd erstand ing of the principles and practices7

necessaryind evelopingappropriate capitalrecovery(d epreciation)accru alratesforpu blic8

u tilities.9

Iam alsoafou nd ingmemberofthe SocietyofD epreciationP rofessionals.Formed10

in 198 7 ,the Society of D epreciation P rofessionals is an internationalsociety whose11

pu rpose is to recognize the professionalfield of d epreciation engineering and those12

ind ivid u als contribu tingto thatfield ;to promote the d evelopmentand professionalethics13

of the profession; and collect and exchange information concerning d epreciation14

engineeringand analysis.Itsmembership,ofwhichthere are approximately200 ind ivid u al15

and corporate members,iscomprised ofprofessionalsfrom regu lated ind u stries(telephone,16

electric,gas,and water),regu latoryagencies,consu ltingfirms,and ed u cationalinstitu tions.17

Ihave held variou s offices withthe Society inclu d ingservingas treasu rerin 1993,vice18

presid entin 1994,and presid entin 1995.19

Igained the statu s of aC ertified D epreciation P rofessionalfrom the Society of20

D epreciationP rofessionals in1997 .Toobtainthis statu s,acand id ate mu sthave five years21

ofqu alifyingexperience inthe field ofd epreciation,pass awrittenexaminationthatcovers22

d epreciationengineeringprinciplesand practices,and provid e referencestohisorherwork23



5
L E GA L \30442109\1

and qu alifications as ad epreciation professional.Ihave re-certified everyfive years since1

1997 withthe mostrecentre-certification effective Janu ary1,2013.2

3

Q . H A V E Y O U P RE V IO US L Y TE S TIFIE D B E FO RE TH E P E N N S Y L V A N IA4

P UB L IC UTIL ITY C O M M IS S IO N (“C O M M IS S IO N ”)?5

A . Y es. In valu ation matters related to u tility rate base,Imostrecently testified before the6

C ommission in the matterof the applications of P ennsylvania-A merican W aterC ompany7

and A qu a P ennsylvania W astewater,Inc.,pu rsu antto Sections 1102 and 1329 of the8

P ennsylvaniaP u blic UtilityC od e (“C od e”),66 P a.C .S.§ § 1102 and 1329,forapprovalof9

theiracqu isitions of the wastewatersystems assets of N ew Gard en Township,D ocketN o.10

A -2016-258 0061 and East B rad ford , on behalf of A qu a P ennsylvania, Inc., The11

M cKeesportM u nicipalW astewaterSystem,on behalf of P ennsylvania-A merican W ater12

C ompany and Sad sbu ry Township’s wastewater collection system, on behalf of13

P ennsylvaniaA merican W aterC ompany.Ihave also presented testimony on the su bject14

ofd epreciationtothe pu blic service commissionsinthe statesofA laska,A rkansas,Illinois,15

Ind iana,Iowa,N ebraska,N evad a,N orthC arolina,O hio,and O regon.Ihave testified on16

d epreciationmatters before the Fed eralEnergyRegu latoryC ommission(“FERC ”)and the17

C RTTC . In ad d ition,I have testified on valu ation matters before the M assachu setts18

Su periorC ou rt;the C ou rtofC ommonP leas,Fayette C ou nty,O hio;the TwentiethJu d icial19

C ircu itC ou rtin C harlotte C ou nty,Florid a;the N ineteenth Ju d icialC ircu itC ou rtin St.20

L u cie C ou nty,Florid a;the N ew H ampshire P u blic Service C ommission;the C alifornia21

B oard of Equ alization and A ssessment;and the V alu ation A d ju stmentB oard s in the22

Florid acou nties of D u val,H illsborou gh,O keechobee,and P alm B each.A ttached to this23
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d irecttestimonyas A ppendix A is acopyofmycu rrentcu rricu lu m vitae whichinclu d es a1

listingof cases in whichIhave participated .2

Q . W H A T IS TH E P URP O S E O F Y O UR TE S TIM O N Y IN TH IS P RO C E E D IN G?3

A . The pu rpose of my testimony is to d escribe the fair market valu e appraisalof the4

wastewater system and related plant,property,equ ipmentand assets (collectively the5

“System”)of ExeterTownshipthatIand my staff performed on behalf of P ennsylvania-6

A merican W ater C ompany (“P A W C ”),the bu yer of the System. O u r reportd ated7

September1,2018 ,is entitled “ExeterTownship,P ennsylvaniaW astewaterUtility Fair8

M arketV alu e A ppraisalas ofJanu ary1,2018 .”The appraisaland its reportwas d eveloped9

tomeetthe criteriaestablished inparagraphSection1329 ofthe P ennsylvaniaP u blic Utility10

C od e (“C od e”),66 P a.C .S.§ 1329 (“D etermination of the fairmarketvalu e of waterand11

wastewaterassets”).12

In its 2015-2016 legislative session,the P ennsylvaniaL egislatu re passed A ct12 of13

2016thatsessionand GovernorW olfsigned intolaw Section1329 ofthe C od e establishing14

the legislative gu id elines facilitatingthe acqu isition of mu nicipaland regionalwaterand15

wastewatersystems by private investor-owned u tilities and otherentities whichare rate-16

regu lated by the P ennsylvaniaP u blic Utility C ommission (“P UC ”).This legislation was17

intend ed to facilitate the acqu isition of waterand wastewatersystem in ord erto facilitate18

capitalimprovements to the waterand orwastewaterproperties.19

20

Q UA L IFIC A TIO N A S UTIL ITY V A L UA TIO N E X P E RT21
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Q . IS A US C O N S UL TA N TS O N TH E C O M M IS S IO N ’S RE GIS TRY O F UTIL ITY1

V A L UA TIO N E X P E RTS ?2

A . Y es. A US C onsu ltants is aUtility V alu ation Expert(“UV E”)in the C ommonwealthof3

P ennsylvaniaapproved by the P UC (UtilityC od e 991918 1).4

5

Q . P L E A S E D E S C RIB E TH E P RO C E S S B Y W H IC H A US C O N S UL TA N TS W A S6

P L A C E D O N TH E C O M M IS S IO N ’S RE GIS TRY O F UTIL ITY V A L UA TIO N7

E X P E RTS .8

A . A fterpassage of Section 1329 of the P ennsylvaniaC onsolid ated C od e,the C ommission9

established anapplication process bywhichthe C ommissionwou ld approve and d esignate10

firms to be placed on the C ommission’s “Registry of Utility V alu ation Experts (UV E).”11

A US C onsu ltants su bmitted its application and the requ ired proof of experience in Ju lyof12

2016 and received confirmation and approvalfrom the C ommission of A US C onsu ltants’13

placementon the C ommission’s UV E Registry in A u gu st2016.A US C onsu ltants applied14

withthe C ommission to renew its registrations as aUV E withthe C ommission for201815

and received notification on Febru ary12,2018 as aqu alified UV E bythe C ommission.16

17

Q . P L E A S E E X P L A IN Y O UR Q UA L IFIC A TIO N S TO A C T A S A UV E IN TH IS18

P RO C E E D IN G.19

A . Ihave been involved in u tility consu lting in the valu ation and d epreciation areaformy20

entire 46-year career. I have been a Registered P rofessionalEngineer since 197 8 ,an21

A ccred ited SeniorA ppraiser(“A SA ”)since 198 2 in the A merican Society of A ppraiserin22

theirTechnicalV alu ation specialty whichinclu d es u tilities su chas waterand wastewater23
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u tilities,and Iam aC ertified D epreciation P rofessional(“C D P ”)since 2000 in the Society1

of D epreciation P rofessionals.2

Ihave prepared fairmarketvalu e appraisalfornu merou s clients d u ringmy career3

as wellas nu merou s d epreciations stu d ies in su pportof u tilities d epreciation rates forrate4

making. In my capacity as P rincipaland D irectorforA US,Ihave performed nu merou s5

appraisals of water,wastewater,gas,electric and telecommu nication companies and their6

property. Similarly,in the areaof d epreciation stu d ies,Ihave performed d epreciation7

stu d ies for water, gas, electric and telecommu nications companies. P rior to my8

employmentwith A US,I worked for 14 years in the Regu lated Ind u stries Grou p at9

A merican A ppraisalA ssociates,anationalappraisalfirm,with emphasis on performing10

pu blic u tilityappraisals and d epreciation stu d ies.11

12

Q . H A V E Y O U E V E R H A D Y O UR P RO FE S S IO N A L C RE D E N TIA L S RE V O KE D13

O R S US P E N D E D ?14

A . Iam cu rrently in the process of recertifyingmy A SA statu s in the A merican Society of15

A ppraisers. M y statu s as a W isconsin P E and a C D P in the Society of D epreciation16

P rofessionals are also beingrecertified .17

18

Q . D O Y O U H A V E S P E C IFIC E X P E RIE N C E W ITH TH E V A L UA TIO N A N D19

A P P RA IS A L O F UTIL ITY A S S E TS ?20

A . Y es. Iannu ally prepare severalfairmarketvalu ation appraisals forclients forvariou s21

pu rposes.In recentyears,A US C onsu ltants has been qu ite active in the consu ltingin the22

water and wastewater ind u stry,particu larly in P ennsylvania. This consu lting inclu d ed23
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originalcoststu d ies,d epreciated originalcoststu d ies,and fairmarketvalu e appraisals for1

mu nicipalities and investor-owned u tilities. D u ringmy career,Ihave participated in or2

have been responsible formore than 208 valu ation stu d ies and 128 d epreciation stu d ies.3

These appraisals and d epreciation stu d ies are id entified in my cu rricu lu m vitae attached4

hereto as A ppend ix A .O verthe cou rse of my career,Ihave su bmitted d epreciation stu d y5

resu lts to the pu blic service commission’s in the states of A labama,A laska,A rkansas,6

C olorad o, Florid a, Georgia, Illinois, Ind iana, Id aho, Iowa, Kentu cky, M ichigan,7

M innesota,M ississippi,M issou ri,M ontana,N ebraska,N orth C arolina,O hio,O regon,8

P ennsylvania,W ashington,and W isconsin. I also have su bmitted d epreciation stu d y9

resu lts to the Fed eralC ommu nications C ommission;the C anad ian Rad io,Television,and10

Telephone C ommission (“C RTTC ”);and the State of N ew Y ork’s B oard of Equ alization11

and A ssessment.12

13

Q . H A V E Y O U O R A US C O N S UL TA N TS O R A N Y O F ITS S TA FF D E RIV E D A N Y14

M A TE RIA L FIN A N C IA L B E N E FIT FRO M TH E S A L E O F TH E E X E TE R15

TO W N S H IP ’S A S S E TS O TH E R TH A N FE E S FO R Y O UR S E RV IC E S16

RE N D E RE D ?17

A . N o.18

19

Q . A RE Y O U O R A US C O N S UL TA N TS O R A N Y O F ITS S TA FF A N IM M E D IA TE20

FA M IL Y M E M B E R O F A D IRE C TO R,O FFIC E R,O R E M P L O Y E E O F E ITH E R21

P A W C O R E X E TE R TO W N S H IP ?22

A . N o.23
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1

Q . IS A US C O N S UL TA N TS IN C O M P L IA N C E W ITH A P P L IC A B L E2

P E N N S Y L V A N IA L A W S ?3

A . Y es.4

5

Q . D O E S A US C O N S UL TA N TS H A V E TH E FIN A N C IA L A N D TE C H N IC A L6

FITN E S S , IN C L UD IN G P RO FE S S IO N A L L IC E N S E S A N D TE C H N IC A L7

C E RTIFIC A TIO N S ,TO P E RFO RM A FA IR M A RKE T V A L UA TIO N O F TH E8

A S S E TS O F E X E TE R TO W N S H IP ?9

A . Y es.A s d escribed earlierIam an accred ited SeniorA ppraiser(A SA d esignation)in the10

A merican Society of A ppraisers,a registered P rofessionalEngineer in the State of11

W isconsin (W I license E-15552) and a C ertified D epreciation P rofessional (C D P12

d esignation)in the Society of D epreciation P rofessionals allsocieties and state licensing13

agencies involved in variou s aspects of the valu ation and d epreciation profession.These14

d esignations cou pled with my 46 years of appraisal and d epreciation experience15

d emonstrate my and A US C onsu ltants’financialand technicalcapabilities to perform16

u tilityappraisals.17

18

Q . A RE Y O U A W A RE O F A N Y FA C T,IN C L UD IN G B UT N O T L IM ITE D TO A N Y19

P O TE N TIA L C O N FL IC T O F IN TE RE S T,TH A T W O UL D C A S T D O UB T UP O N20

Y O UR A B IL ITY TO P RO V ID E A TH O RO UGH ,O B JE C TIV E ,UN B IA S E D ,A N D21

FA IR V A L UA TIO N IN TH IS P RO C E E D IN G?22

A . N o.23
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1

FE E S P A ID FO R UTIL ITY V A L UA TIO N E X P E RT S E RV IC E S2

Q . H O W IS A US C O N S UL TA N TS B E IN G C O M P E N S A TE D FO R ITS S E RV IC E S IN3

TH IS M A TTE R?4

A . A US C onsu ltantsisbeingcompensated onafee-and -expensesbasisforthe initialappraisal5

and aper-d iem rate plu sfee-and -expensesbasisforactivitiesbeyond the issu ance ofafinal6

appraisalreport. Tru e,correct,and complete copies of A US C onsu ltants’invoices to7

P A W C for this matter,as of the d ate of A pplication filing,are attached to P A W C ’s8

A pplication as A ppend ix A -4 and Iincorporate those invoices in myd irecttestimonyas if9

setforthin theirentirety.10

11

Q . W H A T IS TH E E S TIM A TE D TO TA L C O M P E N S A TIO N TH A T A US12

C O N S UL TA N TS W IL L RE C E IV E FO R ITS S E RV IC E S IN TH IS M A TTE R?13

A . The fee forou rinitialappraisalis$32,000 plu sexpensesand ou rper-d iem rate foractivities14

su bsequ entto the initialappraisalrange from $150 to $250 perhou rd epend ing on the15

consu ltantinvolved .M yper-d iem rate is $250 perhou r.Expenses inclu d e travel,lod ging,16

and reportprod u ction and shippingexpenses,allof whichare billed atcost.17

18

Q . P L E A S E D E S C RIB E TH E P RO C E S S B Y W H IC H TH IS C O M P E N S A TIO N W A S19

N E GO TIA TE D ?20

A . A US C onsu ltants metwith P A W C personnelto d escribe the corporate appraisaland21

d epreciation capabilities of A US C onsu ltants and for A US C onsu ltants to u nd erstand22

P A W C ’s requ ested scope of work. A fterthatmeeting,A US C onsu ltants provid ed afee23
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estimate forthe appraisalofthe System inclu d ingasched u le ofper-d iem ratesforactivities1

su bsequ entto the appraisalreport. N ext,the parties d rafted acontract,inclu d inganon-2

d isclosu re agreement,whichwere bothsigned .The contractand non-d isclosu re agreement3

form the basis of the relationshipbetween A US C onsu ltants and P A W C . Tru e,correct,4

and complete copies of the contract and non-d isclosu re agreement are attached as5

A ppend ix A -8 of P A W C ’s A pplication and Iincorporate them in myd irecttestimonyas if6

setforthin theirentirety.7

8

Q . A RE TH E S E FE E S C O N S IS TE N T W ITH C O M P E N S A TIO N RE C E IV E D FO R9

S IM IL A R S E RV IC E S P RO V ID E D TO O TH E R C L IE N TS ?10

A . Y es.11

12

FA IR M A RKE T V A L UA TIO N O F E X E TE R TO W N S H IP ’S A S S E TS13

Q . P L E A S E ID E N TIFY A P P E N D IX A -4 TO TH E A P P L IC A TIO N IN TH IS14

P RO C E E D IN G?15

A . A ppend ix A -4 of P A W C ’s A pplication contains my appraisalreportd ated September1,16

2018 whichIprepared forP A W C to be filed withits A pplication.17

18

Q . H O W D O Y O U RE C O GN IZE IT?19

A . Ipersonally prepared and su pervised A US C onsu ltants personnelin preparingthe report,20

and recognize itas A US C onsu ltants’workprod u ct.21

22



13
L E GA L \30442109\1

Q . IS TH E A US RE P O RT C O N TA IN E D IN A P P E N D IX A -4 A TRUE ,C O M P L E TE ,1

A N D A C C URA TE C O P Y O F Y O UR V A L UA TIO N RE P O RT?2

A . Y es,and Iincorporate itinto myd irecttestimonyas if setforthin its entirety.3

4

Q . P L E A S E D E S C RIB E TH E P RO C E S S B Y W H IC H Y O U P RE P A RE D TH E5

V A L UA TIO N RE P O RT.6

A . In accord ance with Section 1329 of the C od e,P A W C and Exeter Township u tilized7

GannettFlemingV alu ationand Rate C onsu ltants,L C (Gannett)as the licensed engineerto8

cond u ctan assessmentof the tangible assets of ExeterTownship’s wastewatersystem.9

P A W C engaged A US to prepare the fairmarketvalu ation reportforthe System.P A W C10

provid ed financialstatements from ExeterTownshipregard ingthe System and acopy of11

the EngineeringA ssessment(A u gu st2018 )d evelopmentbyGannettasrequ ired bySection12

1329(a)(4). A US C onsu ltants received financialand system d atainformation relative to13

the System.A fterreviewingthatinformation,A US C onsu ltants inspected the System on14

A u gu st7 ,2018 ,withExeterpersonnelcond u ctingthe on-site tou r.A fterthose activities15

and d atagathering,we d eveloped the appraisal.16

The appraisalcontains aletterof transmittal;atable of contents d etailingallthe17

sections of the reportand work papers;certification d escribing thatthe appraisalwas18

prepared in conju nction withthe Uniform Stand ard s of P rofessionalA ppraisalP ractices19

(“USP A P ”);anarrative reportcontainingan Execu tive Su mmary;aP u rpose and Scope of20

the W ork;ad escription of the waterand wastewaterind u stry –nationally and in the state21

of P ennsylvania;ad escription of the System inclu d ing the assets,property,plant,and22
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equ ipment;the appraisalproced u res and su pportingd ataand analysis;Gannett’s Engineer1

A ssessment;and miscellaneou s pu blic d ocu ments d escribingSection 1329 of the C od e.2

The intentof the valu ation reportis to provid e the appraisalresu lts,as wellas the3

entire appraisalwork file,in su fficientd etailto satisfy the parties’and C ommission’s4

review requ irements of Section 1329 and the C ommission’s FinalImplementation O rd er,5

In re: Implementation of Section 1329 of the Public Utility Code,D ocketN o.M -2016-6

2543193 (O rd erEntered O ctober27 ,2016).In ad d ition to acopy of my appraisalreport,7

I have provid ed su pporting work papers for the appraisalreportin A ppend ix A -5 to8

P A W C ’s A pplication. The relevant work papers have also been su bmitted to the9

C ommission and provid ed to the pu blic ad vocates in live electronic format.10

11

Q . IS TH E RE A N Y TH IN G TH A T Y O U W O UL D C H A N GE IN TH E V A L UA TIO N12

RE P O RT S IN C E ITS P RE P A RA TIO N ?13

A . N o.14

15

Q . W A S TH E FA IR M A RKE T V A L UA TIO N O F TH E E X E TE R’S A S S E TS16

D E TE RM IN E D IN C O M P L IA N C E W ITH TH E UN IFO RM S TA N D A RD S O F17

P RO FE S S IO N A L A P P RA IS A L P RA C TIC E (“US P A P ”)?18

A . Y es. Inclu d ed in my appraisalreportis ad ocu mententitled “C ompliance withUniform19

Stand ard of P rofessionalA ppraisalP ractice (USP A P )2018 -2019”which d escribed ou r20

reports compliance withUSP A P .21

22
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Q . D ID Y O U E M P L O Y TH E C O S T,M A RKE T A N D IN C O M E A P P RO A C H E S IN1

P RE P A RIN G Y O UR V A L UA TIO N ?2

A . Y es. W e d eveloped ou rappraisalu tilizing the cost,income,and marketapproaches as3

requ ired by USP A P and Section 1329 of the C od e. These approaches are su mmarized4

below.5

Cost Approach. The costapproachhas as its basis the principle of su bstitu tion in6

thatthe maximu m valu e of the property is the costto constru ctareplacementproperty of7

similarcapacity,qu ality,and cond ition.Inthisappraisal,we u tilized the trend costmethod8

to d etermine the cost new,evalu ated the cond ition of the property u sing age-life9

d epreciation,and evalu ated externalobsolescence based on the income and market10

approaches.11

Income Approach. Und erthe income approach,the valu ation basis is the valu e of12

anincome prod u cingpropertyasd efined byitseconomic retu rns.There are severalincome13

approachvalu ationmethod s,primarilythe d irectcapitalization(ofincome from operation)14

and the d iscou nted cashflow method s.In the d irectcapitalization method ,the economic15

retu rns of the property,as d efined by its operating income,are d irectly capitalized into16

valu e by d ivid ingasingle estimate of the near-term income withacapitalization rate.In17

the d iscou nted cashflow,the resu ltof fu tu re period s operations are d etermined witheach18

period s’cash flow being forecastand then d iscou nted to appraisald ate valu es u sing a19

d iscou ntrate.The two proced u res are similarin natu re in thattheybothestimate the valu e20

of the property based on capitalizing or d iscou nting fu tu re economic retu rns of the21

property’s operation. The capitalization of income approach attempts to incorporate all22

fu tu re period s’changes in revenu es,operatingexpenses,and workingcapitalinto asingle23



16
L E GA L \30442109\1

operatingincome estimate while the d iscou nted cashflow method allows the appraiserto1

forecasteach fu tu re period s’operating resu lts consid ering changes to cu stomergrowth,2

changing revenu es and operating expenses in the analysis. C onsid ering thatExeter’s3

operations willbe u nd ergoingachange from mu nicipaloperation to an investor-owned ,4

rate-regu lated operation,the flexibilityof the d iscou nted cashflow to ad ju stthe operating5

inpu ts and criteriamake itsu periorto the capitalized income approach.6

Market Approach. The marketorcomparable sales approach to valu e looks to7

marketsales of comparable properties in ord erto arrive atvalu e. In this appraisal,the8

market approach was ad d ressed from a comparable sales approach (P ennsylvania9

wastewatersystems)and marketvalu e to bookvalu e ratios based on investor-owned water10

u tilities reported in V alu e L ine InvestmentSu rvey.11

12

Q . D ID Y O U RE L Y UP O N A L IC E N S E D E N GIN E E R’S A S S E S S M E N T O F TH E13

TA N GIB L E A S S E TS O F M A C M IN P E RFO RM IN G Y O UR V A L UA TIO N ?14

A . Y es. P A W C and Exeter Township engaged Gannett Fleming V alu ation and Rate15

C onsu ltants,L C as the licensed engineerto cond u ctan assessmentofthe tangible assets of16

Exeter.P A W C provid ed acopy of the EngineeringA ssessmentd evelopmentby Gannett17

as requ ired by Section 1329(a)(4).A copy of the EngineeringA ssessmentis attached to18

the appraisal.19

20

Q . D ID TH E L IC E N S E D E N GIN E E R’S A S S E S S M E N T IN C L UD E A N IN V E N TO RY21

O FTH E US E D A N D US E FUL UTIL ITY P L A N T A S S E TS TO B E TRA N S FE RRE D22

C O M P IL E D B Y Y E A R A N D A C C O UN T?23
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A . Y es.1

2

Q . D ID TH E L IC E N S E D E N GIN E E R’S A S S E S S M E N T ID E N TIFY S E P A RA TE L Y3

A N Y UTIL ITY P L A N T TH A T IS B E IN G H E L D FO R FUTURE US E ?4

A . Y es.5

6

Q . D ID TH E L IC E N S E D E N GIN E E R’S A S S E S S M E N T L IS T A L L N O N -7

D E P RE C IA B L E P RO P E RTY S UC H A S L A N D A N D RIGH TS -O F-W A Y ?8

A . Y es.9

10

Q . TO TH E B E S T O F Y O UR KN O W L E D GE ,W A S TH E L IC E N S E D E N GIN E E R’S11

IN V E N TO RY D E V E L O P E D FRO M A V A IL A B L E RE C O RD S ,M A P S ,W O RK12

O RD E RS ,D E B T IS S UE C L O S IN G D O C UM E N TS FUN D IN G C O N S TRUC TIO N13

P RO JE C TS ,A N D O TH E R S O URC E S TO E N S URE A N A C C URA TE L IS TIN G O F14

UTIL ITY P L A N T IN V E N TO RY B Y UTIL ITY A C C O UN T?15

A . Y es.16

17

Q . D O Y O U H A V E A N Y RE A S O N TO D O UB T TH E A C C URA C Y O F TH E18

L IC E N S E D E N GIN E E R’S IN V E N TO RY O F TH E A S S E TS ?19

A . N o.20

21

Q . D ID Y O U IN C O RP O RA TE TH E L IC E N S E D E N GIN E E R’S A S S E S S M E N T IN TO22

Y O UR C O S T A P P RO A C H IN D E V E L O P IN G Y O UR V A L UA TIO N ?23
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A . Y es.1

2

Q . D ID Y O U H A V E TO E X E RC IS E P RO FE S S IO N A L D IS C RE TIO N IN3

D E V E L O P IN G A N Y A S P E C T O F Y O UR V A L UA TIO N ?4

A . Y es. In the C ostA pproachthe selection of costingfactors su chas the costtrend s to be5

u tilized in d evelopingthe costnew and the d epreciation factors su chas service lives and6

su rvivaland retirementpatterns were inpu ts to the d epreciation portion of the cost7

approach;allof these inpu twere based on my expertise in appraising similar u tility8

propertyand anu nd erstand ingofthe significance ofthese inpu ts.Inthe Income A pproach9

the analysis of historicalfinancialand how thatanalysis is u sed in forecasting fu tu re10

expectation of the property’s retu rn(s),alongwiththe selection of costof capitalinpu ts in11

d eveloping the presentvalu e of fu tu re retu rns which qu antifies the income approach12

conclu sion are significantinpu ts whichthis appraiserexercises appraisald iscretion.In the13

M arketA pproachthe selection of comparable sales requ ired appraisald iscretion.Finally,14

the consid eration of eachof the ind ivid u alvalu e ind icators,cost,income,and market,in15

d evelopingthe finalappraisalconclu sion requ ired appraisald iscretion.16

17

Q . W H A T,IF A N Y ,FA C TO RS D ID Y O U TA KE IN TO C O N S ID E RA TIO N W H E N18

H A V IN G TO M A KE D IS C RE TIO N A RY D E C IS IO N S ?19

A . Iconsid ered the interrelation of the inpu ts and how those inpu ts relate to the valu e of20

wastewaterpropertyplantand equ ipment,its operations and resu ltantvalu e.21

22

C O N C L US IO N23
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Q . W H A T IS Y O UR C O N C L US IO N RE GA RD IN G TH E FA IR M A RKE T V A L UE O F1

TH E E X E TE R TO W N S H IP A S S E TS TO B E P URC H A S E D B Y P A W C ?2

A . The fairmarketvalu e of the System to be pu rchased by P A W C is $101,8 17 ,000,as of3

Janu ary1,2018 .A s d escribed above,we u tilized the cost,income,and marketapproaches4

to u tility valu ation forpu rposes of appraisingthe System.The resu lts of those appraisal5

analyses and ou rconclu sions as of Janu ary1,2018 are su mmarized in the followingtable:6

7

AppraisalApproach
Investor-ow ned

U tility W eight

W tdValuation

Indications

CostA pproach

DepreciatedR eplacem entCostN ew 99,589,819$

CostApproachConclusion 99,589,819 50% 49,794,909

Incom eApproach

106,363,321

Incom eApproachConclusion
106,363,321 40% 42,545,328

M arketApproach

M arketApproachConclusion 94,769,671 10% 9,476,967

AppraisalConclusion 101,817,204$ 100% 101,817,204

Conclusion(costapproach) 99,589,819$

P ennsylvania-Am ericanW aterCom pany

ExeterW astew aterS ystem

W astew aterS ystem

Investor-O w nedU tility

A sofJanuary1,2018

FairM arketValueAppraisal
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1

The fairmarketvalu e d etermination of the tangible assets was based primarilyon the cost2

approachwiththe income and marketapproaches beingsu pportive of the costapproach3

conclu sion. The System’s originalcost was d etermined to be $68 ,404,345 and its4

reprod u ction costnew as of Janu ary 1,2018 is $209,8 65,528 . B ecau se the System has5

aged and experienced d epreciation,physicald epreciation,and possibly fu nction and6

externalobsolescence,the cond ition of the property was d etermined u sing age-life7

d epreciation. The costnew less d epreciation u nd er this method ology resu lted in ou r8

preliminary costapproach conclu sion of $99,58 9,8 19. A US C onsu ltants u tilized the9

income and market approaches to evalu ate for externalobsolescence. Und er those10

analyses,the income $106,363,321 and market$94,7 69,67 1 conclu sions ind icate thatno11

externalobsolescence exists in the System atthe preliminary costapproachconclu sion of12

$99,58 9,8 19.The costapproachtherefore yield safairmarketvalu e ofthe System tangible13

assets as $99,58 9,8 19. B ased on allthe factors thatA US C onsu ltants evalu ated in14

accord ance withvalu ation stand ard s and statu tory requ irements,the costapproachis the15

mostreliable and u sefu lind icatorof the valu e of the Exeterassets,property,plant,and16

equ ipmentof ExeterTownship’s wastewatersystem to be acqu ired byP A W C .17

18
Q . D O E S TH IS C O N C L UD E Y O UR TE S TIM O N Y ?19

A . Y es. H owever,Ireserve the rightto su pplementmy testimony as ad d itionalissu es and20

facts arise d u ringthe cou rse of the proceed ing.21

22


