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RE : ExeterTowns hip, P A W as tewaterUtility A pprais al

Enc los ed is the apprais alreportforExeter, P A ’ s was tewateru tility s ys tem as ofJanu ary 1 , 2 0 1 8

prepared forP enns ylvania-A meric an W aterC ompany. The reportwas prepared bas ed on the

20 1 8 -20 19 Uniform S tand ard s of P rofes s ionalP rac tic es (US P A P )and is intend ed to meetthe

c riteria es tablis hed with Title 66 (P u blic Utilities )ofthe P enns ylvania C ons olid ated S tatu es (P A

C S ) P aragraph 1329 “Valu ation of ac q u ired water and was tewater s ys tems ”, c ollec tively

referred to as A c t12 ofthe 20 16 P enns ylvania legis lative s es s ion (A c t12). The intend ed u s ers

of this apprais alare P enns ylvania-A meric an W ater C ompany and the P enns ylvania P u blic

Utility C ommis s ion.

B as ed on ou r apprais althe FairM arketValu e of Exeter’ s was tewater s ys tem property, plant,

and eq u ipmentoperating as a P enns ylvania rate regu lated was tewater u tility is $10 1 , 8 1 7 , 0 0 0

d etermined bas ed on the c os t, inc ome, and marketapproac hes to valu e, as d etailed in the

following table:
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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

A s the pu rpos e ofthis apprais alwas to fu lfillthe req u irements ofA c t12 in the es tablis hmentof

valu e for rate making of Exeter’ s was tewater u tility’ s property, plantand eq u ipment, the c os t

approac h c onc lu s ion of$99, 58 9, 8 19 is c ons is tentwith the pu rpos e of the apprais al. This c os t

approac h c onc lu s ion is d etailed in the C os tA pproac h ofthis report. A s the c os tapproac h work

papers d etails ou r valu e c onc lu s ion by N ational A s s oc iation of Regu latory Utility

C ommis s ioners ’ (N A RUC ) Uniform S ys tem of A c c ou nts (US O A ) for the was tewater ind u s try
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ac c ou ntc las s ific ations and the ins tallation year of the property this d etailc an be u s ed to

es tablis hthe booked valu e forfu tu re ac c ou ntingand rate making.
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A S A : A c c red ited S eniorA pprais erin the M ac hinery and Eq u ipment(P u blic Utilities )d is c ipline
ofthe A meric an S oc iety ofA pprais ers

P . E . : Regis tered P rofes s ionalEngineerS tate ofW is c ons in
C D P : C ertified D eprec iation P rofes s ions in the S oc iety ofD eprec iation P rofes s ionals

Enc los u res
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for
P ennsylvania-A m eric an W aterC om pany

A US C onsu ltants

D eprec iation and Valu ation
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Greenfield , W isc onsin 53228

O ffic e: 414-529-57 55

C ell: 414-698 -8 37 1

E-M ail: weinertj@ au swest. net
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TA B L E O F C O N TEN TS

N A RRA TIVE REP O RT

EXEC UTIVE S UM M A RY . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . P age 1

P URP O S E A N D S C O P E O F W O RK . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . P age 15
W A TER W A S TEW A TER IN D US TRY N A TIO N A L L Y A N D IN P EN N S YL VA N IA W O RK
EXETER TO W N S H IP , P EN N S YL VA N IA A N D TH E EXETER W A S TEW A TER UTIL ITY . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . P age 1 7

W ater/W as tewaterInd u s try. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . P age 1 7
P enns ylvania water/was tewaterInd u s try. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . P age 1 7
ExeterTowns hip, P enns ylvania. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . P age 1 8
ExeterTowns hipW as tewaterS ys tem . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . P age 1 8

A P P RA IS A L P RO C ED URES A N D RES UL TS . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . P age 22

C os tA pproac h. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . P age 23
Inc ome A pproac h. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . P age 30
M arketA pproac h . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . P age 31
Valu e C onc lu s ion. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . P age 37

C O M P L IA N C E W ITH UN IFO RM S TA N D A RD O F P RO S ES S IO N A L A P P RA IS A L P RA C TIC ES (20 1 8 -20 19)

S UP P O RTIN G EXH IB ITS A N D W O RKP A P ERS

VA L UA TIO N S UM M A RY (TA B )
Valu ation S u mmary
C os tA pproac hS u mmary
Inc ome A pproac hS u mmary
M arketA pproac hS u mmary

C O S T A P P RO A C H (TA B )
C os tA pproac hS u mmary
Replac ementC os tN ew
Replac ementC os tN ew L es s D eprec iation
D eprec iated O riginalC os t
C os tInd ic es
D eprec iation & O bs oles c enc e
S ite Vis it8 -7 -20 1 8

IN C O M E A P P RO A C H (TA B )
Inc ome A pproac hS u mmary
D is c ou nted C as hFlow (D C F)
Retu rn on Rate B as e and Eq u ity
A nalys is ofFinanc ialS tatements
C os tofC apital/Req u ired Retu rn

M A RKET A P P RO A C H (TA B )
M arketA pproac hS u mmary
C omparable S ales
Valu e L ine Inves tmentS u rvey W aterInd u s try M arketRatio S ales analys is

A S S ET P URC H A S E A GREEM EN T (TA B )-A S S ET P URC H A S E A GREEM EN T M ay 29, 2 0 1 8
EN GIN EER’ S A S S ES S M EN T (TA B )–Towns hipofExeterW as tewaterS ys tem EngineeringA s s es s mentand
O riginalC os t, A u gu s t20 1 8 -GannettFlemingValu ation and Rate C ons u ltants , L C
EXETER TO W N S H IP FIN A N C IA L S (TA B )–ExeterTowns hipFinanc ials 20 1 0 -20 15, & 2 0 1 7
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S eptember11 , 2 0 1 8

P enns ylvania-A meric an W aterC ompany A US C onsu ltants
H ers ey, P enns ylvania D eprec iation and Valu ation

8 555 W es tFores tH ome A venu e
S u ite 20 1
Greenfield , W I5322 8
Telephone 414-529-57 55
Fax 414-529-57 50
E-M ail weinertj@ au s wes t. net

RE : The Exeter, P enns ylvania W as tewaterUtility A pprais al

Enc los ed is the apprais alreportforExeter, P A ’ s was tewateru tility s ys tem as ofJanu ary 1 , 2 0 1 8

prepared for ou r c lientP enns ylvania-A meric an W ater C ompany. The reportwas prepared

bas ed on the 20 1 8 -20 19 Uniform S tand ard s ofP rofes s ionalP rac tic es (US P A P )and is intend ed

to meetthe c riteria es tablis hed with Title 66 (P u blic Utilities )of the P enns ylvania C ons olid ated

(P A C S ) S tatu es S ec tion 1329 “Valu ation of ac q u ired water and was tewater s ys tems ”,

c ollec tively referred to as A c t12 of the 20 16 P enns ylvania legis lative s es s ion (A c t12). The

intend ed u s ers of this apprais al are P enns ylvania-A meric an W ater C ompany and the

P enns ylvania P u blic Utility C ommis s ion.

B as ed on ou rapprais al, the FairM arketValu e ofthe ExeterP A ’ s was tewateru tility’ s property,

plant, and eq u ipment operating as P enns ylvania rate regu lated was tewater u tility is

$10 1 , 8 1 7 , 0 0 0 d etermined bas ed on the c os t, inc ome, and marketapproac hes to valu e, as

d etailed in the following table:
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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

A s the pu rpos e ofthis apprais alwas to fu lfillthe req u irements ofS ec tion 1329 ofthe P A C S in

the es tablis hmentof valu e forrate making of Exeter’ s property, plantand eq u ipment, the c os t

approac h c onc lu s ion of$99, 58 9, 8 19 is c ons is tentwith the pu rpos e of the apprais al. This c os t

approac h c onc lu s ion is d etailed in the C os tA pproac h ofthis report. A s the c os tapproac h work

papers d etails ou r valu e c onc lu s ion by N ational A s s oc iation of Regu latory Utility
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C ommis s ioners ’ (N A RUC ) Uniform S ys tem of A c c ou nts (US O A ) for the was tewater ind u s try

ac c ou ntc las s ific ations and the ins tallation year of the property this d etailc an be u s ed to

es tablis hthe booked valu e forfu tu re ac c ou ntingand rate making.

.
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Res pec tfu lly S u bmitted ,

A US C ons u ltants , D eprec iation & Valu ation
B y:

Jerome C . W einert, A S A , P . E . , C D P
P rinc ipaland D irec tor

D avid A . S heffer
P rinc ipal

M ic haelJ. D ied ric h, A S A , P . E . , C D P
C ertified GeneralA pprais er
P rinc ipal

ElizabethA . W einert
A s s oc iate

S eptember11 , 2 0 1 8

A S A : A c c red ited S eniorA pprais erin the M ac hinery and Eq u ipment(P u blic Utilities )d is c ipline
ofthe A meric an S oc iety ofA pprais ers

P . E . : Regis tered P rofes s ionalEngineerS tate ofW is c ons in
C D P : C ertified D eprec iation P rofes s ions in the S oc iety ofD eprec iation P rofes s ionals
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A P P RA IS A L C ERTIFIC A TIO N
forthe FairM arketA pprais alof

ExeterTowns hip, P enns ylvania’ s W as tewaterUtility
A s ofJanu ary 1 , 2 0 1 8

P repared for
P enns ylvania-A meric an W aterC ompany

A US C ons u ltants , D eprec iation & Valu ation, c ertifies that, to the bes tof its knowled ge and
belief:

- The s tatements offac tc ontained in this reportare tru e and c orrec t.

- O verthe las tthree years , A US C ons u ltants has notapprais ed thes e properties .

- The reported analys es , opinions , and c onc lu s ions are limited only by the reported
as s u mptions and limiting c ond itions , and are ou r pers onal, impartial, and u nbias ed
profes s ionalanalys es , opinions , and c onc lu s ions .

- A US C ons u ltants , D eprec iation & Valu ation, orits profes s ionals taff have no pres entor
pros pec tive interes tin the property thatis the s u bjec tofthis report, and has no pers onal
interes twithres pec tto the parties involved .

- N either A US C ons u ltants , D eprec iation & Valu ation, nor its profes s ionals taff has any
bias withres pec tto the property thatis the s u bjec tofthis reportorto the parties involved .

- O u r c ompens ation for c ompleting this as s ignment is not c ontingent u pon the
d evelopmentorreporting of a pred etermined valu e ord irec tion in valu e thatfavors the
c au s e ofthe c lient, the amou ntofthe valu e opinion, the attainmentofa s tipu lated res u lt,
or the oc c u rrenc e of a s u bs eq u enteventd irec tly related to the intend ed u s e of this
apprais al.

- O u r analys es , opinions , and c onc lu s ions were d eveloped , and this reporthas been
prepared , in c onformity with the Uniform S tand ard s of P rofes s ionalA pprais alP rac tic e
20 1 8 -20 19 Ed ition.

- The s igner (D avid A . S heffer) of this reporthas mad e pers onalins pec tions of the
property thatis the s u bjec tofthis report.

- A llind ivid u als who partic ipated in the preparation of this reportand who are S enior
M embers of the A meric an S oc iety of A pprais ers are re-c ertified as req u ired by the
mand atory re-c ertific ation as s etou tin the c ons titu tion by-laws and ad minis trative ru les
ofthe A meric an S oc iety ofA pprais ers .
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- N o ind ivid u als provid ed s ignific antprofes s ionalas s is tanc e to the pers ons s igning this
report. H owever, the following P enns ylvania-A meric an W ater C ompany pers onnel
provid ed information and as s is tanc e obtained from ExeterTowns hip, P enns ylvania and
GannettFleming Valu ation and Rate C ons u ltants , L C ’ s Engineers A s s es s mentreport
whic hwas the inventory s tartingpointofthe C os tA pproac h.

A US C ons u ltants , D eprec iation & Valu ation
B y:

Jerome C . W einert, A S A , P . E . , C D P
P rinc ipaland D irec tor

D avid A . S heffer
P rinc ipal

M ic haelJ. D ied ric h, A S A , P . E . , C D P
C ertified GeneralA pprais er
P rinc ipal

ElizabethA . W einert
A s s oc iate

S eptember11 , 2 0 1 8
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NA RRA TIVE REP O RT
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EXEC UTIVE S UM M A RY

The pu rpos e ofthis apprais alis the d etermination ofthe fairmarketvalu e ofthe property

plantand eq u ipmentofExeterTowns hip, P enns ylvania’ s was tewateru tility forou rc lient

P enns ylvania-A meric an W aterC ompany. The reportwas prepared bas ed on the 20 1 8 -

20 19 Uniform S tand ard s ofP rofes s ionalP rac tic es (US P A P )and is intend ed to meetthe

c riteria es tablis hed with Title 66 (P u blic Utilities ) of the P enns ylvania C ons olid ated

S tatu es P aragraph 1329: “Valu ation of ac q u ired water and was tewater s ys tems ”,

c ollec tively referred to as A c t12 of the 20 16 P enns ylvania legis lative s es s ion (A c t12)

and the P enns ylvania P u blic Utility C ommis s ion’ s FinalImplementation O rd erM -20 16-

2543193 ad opted O c tober 2 7 , 2 0 16. The intend ed u s ers of this apprais al are

P enns ylvania-A meric an W ater C ompany and the P enns ylvania P u blic Utility

C ommis s ion (P UC ).

The valu e es tablis hed in this apprais alwas bas ed on the d efinition ofM arketValu e as :

“The most probable price, as of a specified date, in cash, or in terms
equivalent to cash, or in other precisely revealed terms, for which the
specified property rights should sell after reasonable exposure in a
competitive market under all conditions requisite to a fair sale, with the
buyer and seller each acting prudently, knowledgeably, and for self-
interest, and assuming that neither is under undue duress.” The Appraisal
of Real Estate, 14th Edition, page 58.

In arriving atou r opinion of valu e of Exeter was tewater u tility’ s property, plant, and

eq u ipmentas itis operated as an inves tor-owned P enns ylvania P UC rate regu lated

was tewater u tility the c os t, inc ome, and marketapproac hes to valu e were c ons id ered .

D etailed explanations of eac h approac h to valu e are inc lu d ed below in the s ec tion

“A pprais alP roc ed u res and Res u lts ”. The following s u mmarizes the d ata, analys is and

c onc lu s ions ofeac hofthos e valu ation approac hes .

C os tA pproac h-The philos ophy in the c os tapproac hto valu e is thatthe maximu m valu e

of a property is es tablis hed by the c os tto ac q u ire or bu ild a s imilar property. In this

apprais al, the c os tapproac h to valu e was analyzed u s ing reprod u c tion/replac ementc os t

approac h.
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Reprod u c tion c os tand replac ementc os tare d efined as :

Reprod u c tion c os t–“Reprod u c tion c os tis the es timated c os tto c ons tru c t,
as of the effec tive apprais ald ate, an exac td u plic ate or replic a of the
bu ild ing [property] being apprais ed , ins ofar as pos s ible, u s ing the s ame
materials , c ons tru c tion s tand ard s , d es ign, layou t, and q u ality of
workmans hip and embod ying allthe d efic ienc ies , s u per-ad eq u ac ies , and
obs oles c enc e ofthe s u bjec timprovements [property] . ”1

Replac ementc os t–“Replac ementc os tis the es timated c os tto c ons tru c t,
as of the effec tive apprais ald ate, a s u bs titu te forthe bu ild ing [property]
being apprais ed u s ing c ontemporary materials , s tand ard s , d es ign and
layou t. W hen this c os tbas is is u s ed , s ome exis ting obs oles c enc e in the
property may be c u red . Replac ementc os tmay be the only alternative if
reprod u c tion c os tc annotbe es timated ”2

In the was tewater ind u s try the property’ s reprod u c tion c os ts and
replac ementc os ts are q u ite s imilar; therefore, the property’ s c os tnew
was d etermined bas ed on its replac ementc os tnew es timated by the
trend ed originalc os torthe inventory-u nitc os tmethod s .

The trend ed originalc os tmethod was u tilized in preparing the replac ementc os tnew.

“Trend ing is a method ofes timating a property’ s replac ementc os tnew in whic h an index

ortrend factor is applied to the property’ s historical costs to c onvertthe known his toric al

c os ts into an ind ic ation of c u rrent(apprais ald ate)c os ts . S imply pu t, trend ing reflec ts

the movementof pric e over time. ”3 In the trend ed originalc os tmethod , Exeter’ s

inves tmentin was tewater plantand eq u ipmentis res tated to c os ts reflec tive of the

apprais ald ate, by the applic ation of c os ttrend s to the property’ s originalinves tment.

A US C ons u ltants u tilized the Engineer’ s A s s es s mentperformed by GannettFleming

Valu ation and Rate C ons u ltants , L C (Engineer’ s A s s es s menttab)as the s tarting pointof

the C os tA pproac h. Utilizing the Engineer’ s A s s es s mentA US C ons u ltantd eveloped

Exeter’ s originalc os tles s d eprec iation in property, plantand eq u ipmentatJanu ary 1 ,

2 0 1 8 (A US C os tA pproac htab).

The c os ttrend s were applied to eac h of the Exeter’ s variou s inves tmentc ategories

(plantac c ou nts ) by originalyear of plac ementfor thatinves tment. The c os tind exes

1 The A pprais alofRealEs tate, 14th Ed ition. pages 569-57 0
2 Ibid , page 57 0
3 Valu ingM ac hinery and Eq u ipment: The Fu nd amentals ofA pprais ingM ac hinery and Tec hnic al
A s s ets , Third Ed ition. P age 50
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u s ed in thes e s tu d ies were the H and y-W hitman Ind ex ofP u blic Utility C ons tru c tion C os ts

forthe waterind u s try in the northeas tern region ofthe United S tates , A US GeneralP lant

Ind exes , and variou s United S tates B u reau of L abor S tatis tic s (US B L S ) ind exes as

d etailed in the following table:

P ennsylvania-A mericanW aterCom pany

ExeterW astew aterS ystem

W astew aterS ystem

Investor-O w nedU tility

January1,2018

(1) (2) (5)

(3a) (3b) (3c) (3d) (3e) (4a) (4b)

A ccount

N um ber Description

Costing

P aram eters

R eproduction

to

R eplacem ent

CostFactor

Iow aS urvivor/

R etirem entCurve

N orm al

S erviceL ife

Econom ic

O bsolescence

Index S eries T able

L ine

R eference L ookup A U S Input years years

N on-Depreciable

L and& L andR ights N on-Depr

Depreciable

353.00 L and& L andR ights

353.10 L and& L andR ights U S BL S P P I 3 U S BL S 3 1.000 N on-Depr 0 0%

353.20 L and& L andR ights-Collection U S BL S P P I 1 U S BL S 1 1.000 N on-Depr 0 0%

353.30 L and& L andR ights-P um ping U S BL S P P I 1 U S BL S 1 1.000 N on-Depr 0 0%

353.40 L and& L andR ights-T reatm ent U S BL S P P I 1 U S BL S 1 1.000 N on-Depr 0 0%

354.00 S tuctures& Im provem ents R 4.0 45

354.30 S tu c tu res & Improvements -P u mping HW W -1 8 HW W -18 1.000 R 4.0 45 0%

354.40 S tu c tu res & Improvements -Treatment HW W -1 15 HW W -115 1.000 R 4.0 55 0%

355.00 GeneratingEquipm ent U S BL S P P I 4 U S BL S 4 1.000 R 3.0 35 0%

355.30 GeneratingEquipm ent-P um ping U S BL S P P I 4 U S BL S 4 1.000 R 3.0 35 0%

360.00 M ainsForce R 3.0 60

360.21 CollectionS ew ers-Force-M ains HW W -1 44 HW W -144 1.000 R 3.0 60 0%

360.211 CollectionS ew ers-Force-M ains-P VC HW W -1 38 HW W -138 1.000 R 3.0 60 0%

360.213 CollectionS ew ers-Force-M ains-DI HW W -1 35 HW W -135 1.000 R 3.0 60 0%

360.23 CollectionS ew ers-Force-M anholes HW W -1 45 HW W -145 1.000 R 3.0 65 0%

360.31 A irR elease HW W -1 44 HW W -144 1.000 R 3.0 45 0%

360.41 Valves HW W -1 44 HW W -144 1.000 R 3.0 45 0%

361.00 M ainsGravity R 3.0 80

361.12 CollectionS ew ers-Gravity -M ains HW W -1 44 HW W -144 1.000 R 3.0 80 0%

361.21 CollectionS ew ers-Gravity -M ains HW W -1 44 HW W -144 1.000 R 3.0 80 0%

361.211 CollectionS ew ers-Gravity -M ains-P VC HW W -1 38 HW W -138 1.000 R 3.0 80 0%

361.212 CollectionS ew ers-Gravity -M ains-VCP HW W -1 36 HW W -136 1.000 R 3.0 80 0%

361.213 CollectionS ew ers-Gravity -M ains-DI HW W -1 35 HW W -135 1.000 R 3.0 80 0%

361.22 CollectionS ew ers-Gravity -M ainsR elining HW W -1 44 HW W -144 0.100 R 3.0 80 0%

361.23 CollectionS ew ers-Gravity -M anholes HW W -1 45 HW W -145 1.000 R 3.0 80 0%

361.24 CollectionS ew ers-Gravity -M anholesR epairs HW W -1 45 HW W -145 0.100 R 3.0 80 0%

361.71 CollectionS ew ers-Gravity -M ains HW W -1 44 HW W -144 1.000 R 3.0 80 0%

363.00 S erviceL aterals HW W -1 39 HW W -139 1.000 R 3.0 55 0%

363.20 S erviceL aterals HW W -1 39 HW W -139 1.000 R 3.0 55 0%

364.00 Flow M easuringDevices HW W -1 40 HW W -140 1.000 R 3.0 35 0%

364.20 Flow  M easuring Devices HW W -1 40 HW W -140 1.000 R 3.0 35 0%

365.20 Flow  M easuring Installations HW W -1 40 HW W -140 1.000 R 3.0 35 0%

371.00 P um pingEquipm ent HW W -1 9 HW W -19 1.000 R 3.0 35 0%

371.30 P um pingEquipm ent HW W -1 9 HW W -19 1.000 R 3.0 35 0%

371.32 P um pingEquipm ent-Grinder HW W -1 9 HW W -19 1.000 R 3.0 35 0%

380.00 Treatm ent  and  Disposal Equ ipm ent R 3.0 45

380.40 Treatment  and  D is pos al E qu ipment HW W -1 17 HW W -117 1.000 R 3.0 45 0%

390.00 GeneralP lant R 3.0 12

390.70 O fficeFurnitureandEquipm ent A U S T -1 15 AU S T -115 1.000 R 3.0 12 0%

391.70 T ransportationEquipm ent A U S T -1 4 A U S T -14 1.000 R 3.0 10 0%

392.70 S toresEquipm ent A U S T -1 7 A U S T -17 1.000 R 3.0 35 0

393.70 T ools,S hop,& GarageEquipm ent A U S T -1 7 A U S T -17 1.000 R 3.0 35 0%

394.70 L aboratory Equipm ent A U S T -1 7 A U S T -17 1.000 R 3.0 20 0%

395.70 P ow erO peratedEquipm ent A U S T -1 8 A U S T -18 1.000 R 3.0 15 0%

396.70 Com m unicationsEquipm ent U S BL S P P I 2 U S BL S 2 1.000 R 3.0 12 0%

397.70 M iscellaneousEquipm ent A U S T -1 8 A U S T -18 1.000 R 3.0 20 0%

398.70 N otU sed A U S T -1 8 A U S T -18 1.000 R 3.0 20 0%

399.70 N otU sed A U S T -1 8 A U S T -18 1.000 R 3.0 20 0%

S um m ary ofAccountCostingandDepreciationP aram etersU sedintheDepreciationO riginalCostandtheDepreciatedR eplacem entCostN ew S tudies

(4)(3)
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Us ing the trend ed originalc os tmethod , Exeter’ s inves tmentin plant, property and

eq u ipment of $68 , 40 4, 345 was d etermined to have a reprod u c tion c os t new of

$20 9, 8 65, 52 8 .

Replac ementC os tN ew -In the was tewater ind u s try the property’ s reprod u c tion c os ts

and replac ement c os ts are q u ite s imilar; therefore, the property’ s c os t new was

d etermined bas ed on its replac ementc os tnew. ”In this ins tanc e the reprod u c tion c os ts

and replac ementc os ts are the s ame henc e I u s ed reprod u c tion and replac ementc os t

interc hangeably. The exc eption to this was the inves tmentas s oc iated with the mains

relining (361 . 2 2) and the manhole repairs (361 . 24) wherein the replac ementc os tas

es timated at10 % oftheirreprod u c tion c os t. The replac ementc os tnew was d etermined

to be $20 9, 693, 2 1 8 .

Replac ementC os tN ew L es s D eprec iation -The replac ementc os td es c ribed above

reflec ts the c os tof new property; however, Exeter’ s was tewaters ys tem property is not

new and has experienc ed normal d eprec iation and potentially fu nc tional and /or

ec onomic obs oles c enc e. Thes e variou s forms ofd eprec iation are d efined as follows :

N ormald eprec iation/d eterioration, akin to phys ic ald eterioration, is “los s in valu e

c au s ed by wear, tear, age and u s e. ”4

Fu nc tionalobs oles c enc e is “the los s in valu e oru s efu lnes s ofa property c au s ed

by ineffic ienc ies orinad eq u ac ies ofthe property its elf, when c ompared to a more

effic ient of les s c os tly replac ement property that new tec hnology has

d eveloped . ”5

Ec onomic , or external, obs oles c enc e is d efined as “a los s in valu e c au s ed by

fac tors ou ts id e a property”6 and is mos toften ind ic ated by ins u ffic ientearning.

4 The D ic tionary ofRealEs tate A pprais al, 4th Ed ition
5 Valu ingM ac hinery and Eq u ipment: The Fu nd amentals ofA pprais ingM ac hinery and Tec hnic al
A s s ets , S ec ond Ed ition. P age 67 .
6 The A pprais alofRealEs tate, 13th Ed ition, page 442 .
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B as ed on ou rexperienc e in regard to: waterand was tewaterd eprec iation s tu d ies and

ou r analys is of Exeter’ s was tewater s ys tem operating performanc e; we fou nd that

Exeter’ s was tewater u tility’ s property experienc es normal d eprec iation bu t not any

s ignific antfu nc tionalorec onomic obs oles c enc e (s ee Inc ome A pproac h).

In ord erto as c ertain the s ervic e lives ofthe variou s types ofExeter’ s property, plantand

eq u ipment, we c ons id ered A US C ons u ltants ’ pas twater and was tewater d eprec iation

s tu d ies , d oc u mentation provid ed by Exeter Towns hip, and the interviews with

P enns ylvania-A meric an’ s pers onneland c ons u ltants . Throu gh ou rexperienc e and the

above d es c ribed information, the following normal d eprec iation parameters of

s u rvival/retirement c harac teris tic s and s ervic e lives were d etermined for Exeter’ s

was tewateru tility property:
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P ennsylvania-A mericanW aterCom pany

ExeterW astew aterS ystem

W astew aterS ystem

Investor-O w nedU tility

January1,2018

(1) (2) (5)

(3a) (3b) (3c) (3d) (3e) (4a) (4b)

A ccount

N um ber Description

Costing

P aram eters

R eproduction

to

R eplacem ent

CostFactor

Iow aS urvivor/

R etirem entCurve

N orm al

S erviceL ife

Econom ic

O bsolescence

Index S eries T able

L ine

R eference L ookup A U S Input years years

N on-Depreciable

L and& L andR ights N on-Depr

Depreciable

353.00 L and& L andR ights

353.10 L and& L andR ights U S BL S P P I 3 U S BL S 3 1.000 N on-Depr 0 0%

353.20 L and& L andR ights-Collection U S BL S P P I 1 U S BL S 1 1.000 N on-Depr 0 0%

353.30 L and& L andR ights-P um ping U S BL S P P I 1 U S BL S 1 1.000 N on-Depr 0 0%

353.40 L and& L andR ights-T reatm ent U S BL S P P I 1 U S BL S 1 1.000 N on-Depr 0 0%

354.00 S tuctures& Im provem ents R 4.0 45

354.30 S tu c tu res & Improvements -P u mping HW W -1 8 HW W -18 1.000 R 4.0 45 0%

354.40 S tu c tu res & Improvements -Treatment HW W -1 15 HW W -115 1.000 R 4.0 55 0%

355.00 GeneratingEquipm ent U S BL S P P I 4 U S BL S 4 1.000 R 3.0 35 0%

355.30 GeneratingEquipm ent-P um ping U S BL S P P I 4 U S BL S 4 1.000 R 3.0 35 0%

360.00 M ainsForce R 3.0 60

360.21 CollectionS ew ers-Force-M ains HW W -1 44 HW W -144 1.000 R 3.0 60 0%

360.211 CollectionS ew ers-Force-M ains-P VC HW W -1 38 HW W -138 1.000 R 3.0 60 0%

360.213 CollectionS ew ers-Force-M ains-DI HW W -1 35 HW W -135 1.000 R 3.0 60 0%

360.23 CollectionS ew ers-Force-M anholes HW W -1 45 HW W -145 1.000 R 3.0 65 0%

360.31 A irR elease HW W -1 44 HW W -144 1.000 R 3.0 45 0%

360.41 Valves HW W -1 44 HW W -144 1.000 R 3.0 45 0%

361.00 M ainsGravity R 3.0 80

361.12 CollectionS ew ers-Gravity -M ains HW W -1 44 HW W -144 1.000 R 3.0 80 0%

361.21 CollectionS ew ers-Gravity -M ains HW W -1 44 HW W -144 1.000 R 3.0 80 0%

361.211 CollectionS ew ers-Gravity -M ains-P VC HW W -1 38 HW W -138 1.000 R 3.0 80 0%

361.212 CollectionS ew ers-Gravity -M ains-VCP HW W -1 36 HW W -136 1.000 R 3.0 80 0%

361.213 CollectionS ew ers-Gravity -M ains-DI HW W -1 35 HW W -135 1.000 R 3.0 80 0%

361.22 CollectionS ew ers-Gravity -M ainsR elining HW W -1 44 HW W -144 0.100 R 3.0 80 0%

361.23 CollectionS ew ers-Gravity -M anholes HW W -1 45 HW W -145 1.000 R 3.0 80 0%

361.24 CollectionS ew ers-Gravity -M anholesR epairs HW W -1 45 HW W -145 0.100 R 3.0 80 0%

361.71 CollectionS ew ers-Gravity -M ains HW W -1 44 HW W -144 1.000 R 3.0 80 0%

363.00 S erviceL aterals HW W -1 39 HW W -139 1.000 R 3.0 55 0%

363.20 S erviceL aterals HW W -1 39 HW W -139 1.000 R 3.0 55 0%

364.00 Flow M easuringDevices HW W -1 40 HW W -140 1.000 R 3.0 35 0%

364.20 Flow  M easuring Devices HW W -1 40 HW W -140 1.000 R 3.0 35 0%

365.20 Flow  M easuring Installations HW W -1 40 HW W -140 1.000 R 3.0 35 0%

371.00 P um pingEquipm ent HW W -1 9 HW W -19 1.000 R 3.0 35 0%

371.30 P um pingEquipm ent HW W -1 9 HW W -19 1.000 R 3.0 35 0%

371.32 P um pingEquipm ent-Grinder HW W -1 9 HW W -19 1.000 R 3.0 35 0%

380.00 Treatm ent  and  Disposal Equ ipm ent R 3.0 45

380.40 Treatment  and  D is pos al E qu ipment HW W -1 17 HW W -117 1.000 R 3.0 45 0%

390.00 GeneralP lant R 3.0 12

390.70 O fficeFurnitureandEquipm ent A U S T -1 15 AU S T -115 1.000 R 3.0 12 0%

391.70 T ransportationEquipm ent A U S T -1 4 A U S T -14 1.000 R 3.0 10 0%

392.70 S toresEquipm ent A U S T -1 7 A U S T -17 1.000 R 3.0 35 0

393.70 T ools,S hop,& GarageEquipm ent A U S T -1 7 A U S T -17 1.000 R 3.0 35 0%

394.70 L aboratory Equipm ent A U S T -1 7 A U S T -17 1.000 R 3.0 20 0%

395.70 P ow erO peratedEquipm ent A U S T -1 8 A U S T -18 1.000 R 3.0 15 0%

396.70 Com m unicationsEquipm ent U S BL S P P I 2 U S BL S 2 1.000 R 3.0 12 0%

397.70 M iscellaneousEquipm ent A U S T -1 8 A U S T -18 1.000 R 3.0 20 0%

398.70 N otU sed A U S T -1 8 A U S T -18 1.000 R 3.0 20 0%

399.70 N otU sed A U S T -1 8 A U S T -18 1.000 R 3.0 20 0%

S um m ary ofAccountCostingandDepreciationP aram etersU sedintheDepreciationO riginalCostandtheDepreciatedR eplacem entCostN ew S tudies

(4)(3)

N ormalD eprec iation –The extentofthe normald eprec iation in the property was

evalu ated u s ing age-life d eprec iation tec hniq u es . In age-life d eprec iation, the

property’ s d eprec iation orc ond ition is es timated u s ingthe followingformu la:

D eprec iation (% )= A ge (years )x10 0 %
S ervic e L ife (years )

C ond ition (% )=RemainingL ife (years )x (10 0 % )
S ervic e L ife (years )

where: the property’ s S ervic e L ife =A ge +RemainingL ife
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W hen the above d eprec iation lives are u s ed to q u antify the property’ s

d eprec iation is applied to the replac ementc os tnew (RC N )of $20 9, 693, 2 1 8 the

res u ltantRC N les s normald eprec iation (RC N L D )was fou nd to be $99, 58 9, 8 19

d etailed as follows :

P ennsylvania-A m ericanW aterCompany

ExeterW astew aterS ystem

ExeterT ow nship,BerksCounty,P ennsylvania

W astew aterS ystem

Investor-O w nedU tility

S umm aryofO riginalCost,A verageS erviceL ife/Curve,R eplacementCostandDepreciatedR eplacem entCost

AsofJanuary1,2018

Account

N o. Description O riginalCost CostIndex

Cost

T ranslator

R eproduction

CostN ew

R eproduction

to

R eplacem ent

CostFactor

R eplacem ent

CostN ew

A verage

A ge

W eightedR CN

Age

Iow a

S urvivor

Curveand

L ife

Average

N orm al

R em aining

L ife

W eightedR CN

AverageN orm al

R em ainingL ife

Average

T otalL ife

Expectancy

W eightedR CN

AverageT otalL ife

Expectancy Condition

Depreciated

R eplacem ent

Cost

Econom ic

O bsolescence

FairM arket

Value

353.20 L and& L andR ights-Collection 336,068.94 U S BL S 1 2.23 749,404.75 1.000 749,404.75 32.60 24,434,285.00 N on-Depr - - - - 100.00% 749,404.75 0.00% 749,404.75

353.30 L and& L andR ights-P um ping 63,244.16 U S BL S 1 1.58 99,930.18 1.000 99,930.18 22.17 2,215,422.00 N on-Depr - - - - 100.00% 99,930.18 0.00% 99,930.18

353.40 L and& L andR ights-T reatm ent 735,535.35 U S BL S 1 3.075 2,261,697.09 1.000 2,261,697.09 39.72 89,823,729.00 N on-Depr - - - - 100.00% 2,261,697.09 0.00% 2,261,697.09

354.30 S tuctures& Im provem ents-P um ping 1,000,471.00 HW W -18 2.18 2,181,008.75 1.000 2,181,008.75 23.09 50,359,151.00 R 4.0 45yrs 22.70 49,513,519.00 45.79 99,872,670.00 49.62% 1,082,243.87 0.00% 1,082,243.87

354.40 S tuctures& Im provem ents-T reatm ent 36,457,669.12 HW W -115 3.057 111,449,475.20 1.000 111,449,475.20 32.99 3,676,737,065.00 R 4.0 55yrs 24.21 2,698,338,995.00 57.20 6,375,076,059.00 42.99% 47,912,068.89 0.00% 47,912,068.89

355.30 GeneratingEquipm ent-P um ping 46,258.60 U S BL S 4 1.547 71,562.06 1.000 71,562.06 24.50 1,753,270.00 R 3.0 35yrs 13.39 958,216.00 37.89 2,711,487.00 35.34% 25,289.42 0.00% 25,289.42

360.21 CollectionS ew ers-Force-M ains 724,186.15 HW W -144 1.989 1,440,743.93 1.000 1,440,743.93 19.87 28,620,637.00 R 3.0 60 yrs 40.92 58,962,345.00 60.79 87,582,982.00 67.36% 970,489.03 0.00% 970,489.03

360.23 CollectionS ew ers-Force-M anholes 165,868.09 HW W -145 1.642 272,340.40 1.000 272,340.40 19.48 5,304,528.00 R 3.0 65yrs 46.33 12,616,233.00 65.80 17,920,763.00 70.42% 191,793.42 0.00% 191,793.42

361.21 CollectionS ew ers-Gravity -M ains 15,360,150.52 HW W -144 3.266 50,172,506.70 1.000 50,172,506.70 38.45 1,928,923,877.00 R 3.0 80 yrs 45.03 2,259,336,879.00 83.48 4,188,260,756.00 54.35% 27,267,923.87 0.00% 27,267,923.87

361.22 CollectionS ew ers-Gravity -M ainsR elining 161,438.00 HW W -144 1.12 180,828.45 0.100 18,082.84 9.21 166,575.00 R 3.0 80 yrs 70.90 1,282,079.00 80.11 1,448,653.00 8.85% 16,003.65 0.00% 16,003.65

361.23 CollectionS ew ers-Gravity -M anholes 4,110,550.96 HW W -145 2.907 11,949,309.18 1.000 11,949,309.18 36.87 440,541,620.00 R 3.0 80 yrs 46.36 553,983,646.00 83.23 994,525,265.00 56.11% 6,704,939.15 0.00% 6,704,939.15

361.24 CollectionS ew ers-Gravity -M anholesR epairs 10,179.00 HW W -145 1.044 10,626.88 0.100 1,062.69 2.50 2,657.00 R 3.0 80 yrs 77.64 82,507.00 80.14 85,164.00 9.69% 1,029.54 0.00% 1,029.54

363.20 S erviceL aterals 8,107,147.46 HW W -139 3.376 27,369,203.97 1.000 27,369,203.97 35.96 984,283,481.00 R 3.0 55yrs 23.93 654,884,859.00 59.89 1,639,168,341.00 41.12% 11,253,482.31 0.00% 11,253,482.31

364.20 Flow  M easuring Devices 28,200.34 HW W -140 1.422 40,090.31 1.000 40,090.31 12.75 511,209.00 R 3.0 35yrs 23.30 934,195.00 36.05 1,445,404.00 65.35% 26,198.65 0.00% 26,198.65

365.20 Flow  M easuring Installations 95,497.64 HW W -140 2.583 246,670.40 1.000 246,670.40 26.50 6,536,764.00 R 3.0 35yrs 11.92 2,940,312.00 38.42 9,477,076.00 31.03% 76,530.76 0.00% 76,530.76

371.30 P um pingEquipm ent 180,108.68 HW W -19 2.109 379,859.84 1.000 379,859.84 18.15 6,893,209.00 R 3.0 35yrs 18.78 7,134,775.00 36.93 14,027,979.00 51.62% 196,073.11 0.00% 196,073.11

371.32 P um pingEquipm ent-Grinder 61,593.68 HW W -19 2.326 143,245.00 1.000 143,245.00 20.20 2,894,167.00 R 3.0 35yrs 17.06 2,443,058.00 37.26 5,337,225.00 46.43% 66,506.40 0.00% 66,506.40

380.40 T reatm ent  and Disposal Equipm ent 515,491.49 HW W -117 1.117 575,784.83 1.000 575,784.83 3.68 2,119,410.00 R 3.0 45yrs 41.35 23,809,188.00 45.03 25,928,600.00 91.83% 528,742.73 0.00% 528,742.73

390.70 O fficeFurnitureandEquipm ent 89,011.30 A U S T -115 1.026 91,282.84 1.000 91,282.84 3.68 335,833.00 R 3.0 12 yrs 8.50 775,557.00 12.18 1,111,395.00 69.89% 63,799.45 0.00% 63,799.45

391.70 T ransportationEquipm ent 24,623.01 A U S T -14 1.121 27,609.14 1.000 27,609.14 14.93 412,158.00 R 3.0 10 yrs 0.90 24,724.00 15.82 436,882.00 8.46% 2,336.52 0.00% 2,336.52

393.70 T ools,S hop,& GarageEquipm ent 42,074.30 A U S T -17 1.134 47,694.46 1.000 47,694.46 7.98 380,601.00 R 3.0 35yrs 27.39 1,306,258.00 35.37 1,686,860.00 77.63% 37,023.29 0.00% 37,023.29

394.70 L aboratory Equipm ent 80,810.59 A U S T -17 1.19 96,139.85 1.000 96,139.85 9.74 936,735.00 R 3.0 20 yrs 11.05 1,062,375.00 20.79 1,999,109.00 53.59% 51,524.13 0.00% 51,524.13

395.70 P ow erO peratedEquipm ent - A U S T -18 0 - - - - - R 3.0 15yrs - - - - 0.00% - 0.00% -

396.70 Com m unicationsEquipm ent 3,996.00 U S BL S 2 0.979 3,912.08 1.000 3,912.08 6.50 25,429.00 R 3.0 12 yrs 6.06 23,707.00 12.56 49,136.00 48.25% 1,887.52 0.00% 1,887.52

397.70 M iscellaneousEquipm ent 4,170.76 A U S T -18 1.103 4,601.61 1.000 4,601.61 7.80 35,887.00 R 3.0 20 yrs 12.83 59,035.00 20.63 94,922.00 63.04% 2,900.82 0.00% 2,900.82

T O T A L P L A N T 68,404,345$ 3.068 209,865,528$ 0.999 209,693,218$ 34.59 7,254,247,699$ 30.16 6,330,472,462$ 64.18 13,468,246,728$ 47.45% 99,589,819$ 0.00% 99,589,819$

The preliminary c os tapproac h to valu e ofExeter’ s was tewateru tility property was fou nd

to $99, 58 9, 8 19.

Inc ome A pproac h

The inc ome approac h to valu e es tablis hes the valu e of the property bas ed on its

ec onomic retu rns . There are two generally ac c epted proc ed u res in performing an

inc ome analys is : the d irec tc apitalization ofantic ipated inc ome, and the d is c ou nted c as h

flow proc ed u res .

In the d irec tc apitalization approac h, antic ipated earnings are c apitalized d irec tly into

valu e u s ing a market-req u ired retu rn. Exeter’ s was tewateroperation willbe moving from

a mu nic ipaloperation, wherein ec onomic retu rns are notthe primary objec tive of the

operation to a private (inves tor owned ) rate regu lated was tewater u tility operation in

whic h ec onomic retu rns are one of the objec tives of the operation; therefore, the d irec t

c apitalization ofearnings approac hwas notu tilized in this apprais al.
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In the d is c ou nted c as h flow (D C F) approac h, the property’ s ec onomic retu rns are

forec as t for fu tu re period s . The c as h flows (after-tax d ebt free c as h flows ) from

operations are d is c ou nted to the apprais al d ate u s ing a market d erived d is c ou nt

res u lting in the D C F approac h’ s inc ome ind ic atorof valu e. Us e of the D C F approac h

allows the apprais er to ad d res s the property’ s his toric aloperating experienc e and its

migration, in fu tu re period s , to an operation as a rate regu lated operation; thu s making

the D C F approac hpreferable.

In preparing this apprais al’ s D C F analys is firs t, the res u lts from Exeter’ s was tewater

u tility’ s operations were evalu ated bas ed on an analys is of his toric al operating

performanc es overthe period 20 10 throu gh20 1 7 res u lting in operating s tatis tic s s u c h as

revenu es and theirgrowth, variou s operating expens es s tated as fu nc tion oftheirtypic al

d rivers (revenu es , plantinves tment, inc ome from operations , etc . ). N ext, the res u lts of

fu tu re period s operations were forec as tbas ed on the migration of Exeter’ s his toric al

operations over time to operations of the Exeter’ s was tewater operation s imilar to a

pu blic inves tor-owned water/was tewater u tility. Finally, the res u ltantc as h flows from

fu tu re period operations on the Exeter was tewater s ys tem were d is c ou nted to the

apprais al d ate u s ing a market d erived d is c ou nt rate for a pu blic inves tor-owned

water/was tewateru tility. The following table pres ents the res u lts ofthe d is c ou nted c as h

flow analys is :
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Dis c ou ntRate: 7.19%
C apitalization Rate: 5.67%

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14)

P eriod Age Revenu es

O & M

Expens es

Tax

Deprec iation

C as h Flow from

O perations

Taxable Inc ome

before S tate &

Fed eralTaxes

S tateand

FederalT axes

@ 28.89%

C apital

Expend itu res

C hange in

W orking

C apital

N etC as h

Flows

P eriod

P res ent

W orth

Fac tor

(P W )

P W of

C as hflow

A c c u m u lated

P W of

C as hflows

(3)-(4) (6)-(5) (7)*28.89%

(3)-(4)-(8 )-(9)-

(10 ) (11)* (12) S u m (13)

1 0.5 9,664,515 2,566,310 3,912,895 7,098,205 3,185,310 920,236 1,411,155 (213,383) 4,980,197 0.966 4,810,870 4,810,870

2 1.5 9,761,160 2,647,124 3,961,115 7,114,036 3,152,921 910,879 1,429,959 (5,605) 4,778,803 0.901 4,305,702 9,116,572

3 2.5 9,858,772 2,730,555 4,010,755 7,128,217 3,117,462 900,635 1,449,037 (5,662) 4,784,207 0.841 4,023,518 13,140,090

4 3.5 9,957,360 2,816,691 4,061,846 7,140,669 3,078,823 889,472 1,468,397 (5,718) 4,788,518 0.784 3,754,198 16,894,288

5 4.5 11,052,670 2,905,623 4,114,421 8,147,047 4,032,626 1,165,026 1,488,038 (63,528) 5,557,511 0.732 4,068,098 20,962,386

6 5.5 11,273,723 2,997,447 4,168,513 8,276,276 4,107,763 1,186,733 1,507,965 (12,821) 5,594,399 0.683 3,820,975 24,783,361

7 6.5 11,499,197 3,092,260 4,283,302 8,406,937 4,123,635 1,191,318 1,750,771 (13,077) 5,477,925 0.637 3,489,438 28,272,799

8 7.5 11,729,181 3,190,168 4,353,324 8,539,013 4,185,689 1,209,246 1,781,820 (13,339) 5,561,286 0.594 3,303,404 31,576,203

9 8.5 12,667,515 3,291,272 4,425,889 9,376,243 4,950,354 1,430,157 1,813,467 (54,424) 6,187,043 0.554 3,427,622 35,003,825

10 9.5 13,427,566 3,395,679 4,501,072 10,031,887 5,530,815 1,597,853 1,845,726 (44,083) 6,632,391 0.517 3,428,946 38,432,771

11 10.5 13,696,117 3,503,505 4,578,949 10,192,612 5,613,663 1,621,787 1,878,610 (15,576) 6,707,791 0.482 3,233,155 41,665,926

12 11.5 13,970,039 3,614,865 4,659,597 10,355,174 5,695,577 1,645,452 1,912,130 (15,887) 6,813,479 0.450 3,066,066 44,731,992

13 12.5 15,087,642 3,729,879 4,730,149 11,357,763 6,627,614 1,914,718 1,946,302 (64,821) 7,561,564 0.420 3,175,857 47,907,849

14 13.5 15,389,395 3,848,672 4,816,514 11,540,723 6,724,209 1,942,624 1,981,137 (17,502) 7,634,464 0.392 2,992,710 50,900,559

15 14.5 16,312,759 3,971,376 4,905,898 12,341,383 7,435,485 2,148,112 2,016,650 (53,555) 8,230,176 0.365 3,004,014 53,904,573

16 15.5 16,312,759 4,098,124 4,764,210 12,214,635 7,450,425 2,152,428 1,686,951 - 8,375,256 0.341 2,855,962 56,760,535

17 16.5 17,291,525 4,229,050 4,836,367 13,062,475 8,226,108 2,376,523 1,710,730 (56,768) 9,031,990 0.318 2,872,173 59,632,708

18 17.5 17,291,525 4,364,305 4,841,729 12,927,220 8,085,491 2,335,898 1,734,870 - 8,856,452 0.297 2,630,366 62,263,074

19 18.5 17,291,525 4,504,038 4,847,193 12,787,487 7,940,294 2,293,951 1,759,376 - 8,734,160 0.277 2,419,362 64,682,436

20 and

beyond 19.5 17,983,186 4,648,405 4,923,552 13,334,781 8,411,229 2,430,004 1,784,260 (40,117) 9,160,634 4.550 41,680,885 106,363,321

70,145,348 34,357,351

Age 19.5

P W (Age)= 1/(1+DiscountR ate)
(Age)

0.258

P W toP erpetuity = 1/CapitalizationR ate 17.637

P W (20andBeyond)= P W toP erpetuity *P W Factor(19.5) 4.55

P ennsylvania-A m eric an W aterC om pany

ExeterW astewaterS ystem

W astewaterS ystem

P otentialP u rc haser: Investor-O wned Utility

A s ofJanu ary 1 , 2018

Disc ou nted C ash Flow A nalysis

B as ed on the above d es c ribed d is c ou nted c as h flow analys is , the Inc ome A pproac h to

valu e of the Exeter’ s was tewater property and its operations was d etermined to be

$10 6, 8 1 7 , 2 0 4.

M arketA pproac h

The marketorc omparable s ales approac h to valu e looks to markets ales ofc omparable

properties in ord er to arrive atvalu e. In this apprais al, the marketapproac h was

ad d res s ed from a c omparable s ales approac h ofP enns ylvania was tewaters ys tems and

marketvalu e to book valu e ratios bas ed on inves tor owned water u tilities financ ial

performanc e as reported in Valu e L ine Inves tmentS u rvey.

M arketS ales – In the c omparable s ale marketapproac h the s ales of P enns ylvania

mu nic ipalwas tewaters ys tems to inves torowned water/was tewateru tilities were u s ed to

ins u re c omparability. A s the pu rpos e ofthis apprais alis to d efine the valu e of Exeter’ s
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was tewateru tility u nd erS ec tion 1329 of the P A C S the marketc omparable s ales were

limited to s ales s u bs eq u entto the pas s age ofS ec tion 1329 in 20 16. The s ale ofthe C ity

of M c Kees port, P enns ylvania was tewater s ys tem to P enns ylvania-A meric an W ater

(annou nc ed S eptember 9, 2 0 16) and the s ales of N ew Gard en Towns hip’ s s ewer,

L imeric k W as tewater and Eas t B rad ford W as tewater C ollec tion s ys tems to A q u a

P enns ylvania, Inc . were analyzed in relations hipto thos e properties ’ d eprec iated original

c os tand d eprec iated replac ementc os t(M arketA pproac htab).

Financ ialM arketRatios – In the marketapproac h bas ed on marketfinanc ialratios the

marketd ata of c ompanies (nine)in the water/was tewaterind u s try as reported in Valu e

L ine Inves tmentS u rveys (Janu ary 20 1 8 )were analyzed . In the analys is , the c ompanies ’

s toc k (market) and d ebt(book valu e) per s hare are c ompared as a ratio to the book

inves tmentvalu e pers hare.

The following table s u mmarizes both the c omparable s ales and financ ialmarketratio

analys is and the M arketA pproac hc onc lu s ion ofthis apprais al:
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Com parableS ales BookR atios

P urchaseP riceto

Depreciated

O riginalCost

(BookValue)

IndicatedM arket

Value

DepreciatedO riginalCost(A U S Consultants)O CL D 40,057,633.92 1.5819 63,367,171

R eplacem entCostN ew lessDepreciationR CN L D 99,589,818.55 0.9516 94,769,671

A verage 79,068,421

U se(R CN L D) 94,769,671

FinancialM arkets

M arketValueper

S haretoBook

ValueperS hare

M arkettoBook(equity) 2.61

M arkettoBook(equity anddebt) 1.77

U se(equity anddebt) 1.77

M arketConclusion

Investor

P urchaserO w ned

Valueto

Depreciated

O riginalCost

(BookValue)

ExeterW astew aterS ystem

Exeter

W astew ater

S ystem

A U S DepreciatedO riginalCost 40,057,634 1.77 70,902,012

M arketValue IndicatedValus$s

M inim um 63,367,171

M ean 76,346,285

M edian 70,902,012

M axim um 94,769,671

U se(R CN L D) 94,769,671

M arketA pproachS um m ary

P ennsylvania-A m ericanW aterCom pany

ExeterW astew aterS ystem

W astew aterS ystem

Investor-O w nedU tility

A sofJanuary1,2018

The marketapproac hc onc lu s ion ofthis apprais alwas d etermined to be $94, 7 69, 67 1 .
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C os tA pproac h Revis ited – B efore c onc lu d ing this apprais al’ s fair marketvalu e the

preliminary c os tapproac h c onc lu s ion of$99, 58 9, 8 19 need s to be reviewed in lightofthe

above d es c ribed inc ome and market analys es in ord er to evalu ate if external

obs oles c enc e exis ts in the preliminary replac ement c os t new les s d eprec iation

c onc lu s ion. The apprais alliteratu re in regard s to d eveloping a c os tapproac hs tates :

“The las ts tep in the implementation of the c os tapproac h is to es timate
economic obsolescence. E c onomic obs oles c enc e (s ometimes c alled
“externalobs oles c enc e”)has been previou s ly d efined as the los s in valu e
or u s efu lnes s of a property c au s ed by fac tors externalto the as s et.
Thes e fac tors inc lu d e inc reas ed c os t of raw materials , labor, u tilities
(withou tan offs etting inc reas e in prod u c tpric e); red u c ed d emand forthe
prod u c t; inc reas ed c ompetition; environmentalor other regu lations ; or
s imilarfac tors .

The d iffic u lty in meas u ring the fu lleffec tofec onomic obs oles c enc e is one
of the weaknes s es of the c os t approac h. B ec au s e ec onomic
obs oles c enc e is u s u ally a fu nc tion of ou ts id e influ enc es thataffec tan
entire bu s ines s (i. e. , all tangible and intangible as s ets ) rather than
ind ivid u alas s ets oris olated grou ps of as s ets , itis s ometimes meas u red
u s ing the inc ome approac h or by u s ing the inc ome approac h to help
id entify the exis tenc e ofec onomic influ enc es on valu e. H owever, the c os t
approac h c an be u s ed to meas u re s ome forms of ec onomic
obs oles c enc e. ”7

The above d es c ribed inc ome approac h valu e c onc lu s ion of $10 6, 363, 321 and the

marketapproac h c onc lu s ion of $94, 7 8 9, 67 1 forthe Exeter’ s fu tu re was tewaters ys tem

c ompared to the preliminary c os tapproac h c onc lu s ion of $99, 58 9, 8 19 ind ic ates no

s ignific antexternalobs oles c enc e exis ts in the c os tapproac hc onc lu s ion of$99, 58 9, 8 19.

Valu e C onc lu s ion

The Fair M arketValu e of Exeter’ s was tewater property, plantand eq u ipmentand its

operation was d etermined to be $10 1 , 8 1 7 , 0 0 0 as follows :

7 Valu ingM ac hinery and Eq u ipment: The Fu nd amentals ofA pprais ingM ac hinery and Tec hnic al
A s s ets , S ec ond Ed ition, pp. 96-97 .
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A ppraisalA pproach
Investor-ow ned

U tility W eight

W tdValuation

Indications

CostA pproach

DepreciatedR eplacem entCostN ew 99,589,819$

CostA pproachConclusion 99,589,819 50% 49,794,909

Incom eApproach

106,363,321

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

M arketApproach

M arketA pproachConclusion 94,769,671 10% 9,476,967

A ppraisalConclusion 101,817,204$ 100% 101,817,204

Conclusion(costapproach) 99,589,819$

P ennsylvania-A m ericanW aterCom pany

ExeterW astew aterS ystem

W astew aterS ystem

Investor-O w nedU tility

AsofJanuary1,2018

FairM arketValueA ppraisal

A s the pu rpos e ofthis apprais alwas to fu lfillthe req u irements ofS ec tion 1329 ofthe P A

C S in the es tablis hment of valu e for rate making of Exeter’ s property, plant and

eq u ipment, the c os tapproac h c onc lu s ion of$99, 58 9, 8 19 is c ons is tentwith the pu rpos e

of the apprais al. This c os tapproac h c onc lu s ion is d etailed (C os tA pproac h tab of this

report). A s the c os tapproac h work papers d etails ou r valu e c onc lu s ion by N ational

A s s oc iation ofRegu latory Utility C ommis s ioners ’ (N A RUC )Uniform S ys tem ofA c c ou nts

(US O A )forthe was tewaterind u s try ac c ou ntc las s ific ations and the ins tallation yearof
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the property this d etailc an be u s ed to es tablis h the booked valu e forfu tu re ac c ou nting

and rate making.
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P URP O S E A N D S C O P E O F W O RK

The pu rpos e of this apprais al of Exeter, P enns ylvania’ s was tewater u tility is the

d etermination of the fair marketvalu e of the property plantand eq u ipmentof Exeter

was tewateru tility. The reportwas prepared bas ed on the 20 1 8 -20 19 Uniform S tand ard s

of P rofes s ionalP rac tic es (US P A P )and is intend ed to meetthe c riteria es tablis hed with

Title 66 (P u blic Utilities )of the P enns ylvania C ons olid ated S tatu es (P A C S ) P aragraph

1329: Valu ation of ac q u ired water and was tewater s ys tems , c ollec tively referred to as

A c t12 ofthe 20 16 P enns ylvania legis lative s es s ion (A c t12). The intend ed u s ers ofthis

apprais alare P enns ylvania-A meric an W ater C ompany and P enns ylvania P u blic Utility

C ommis s ion.

The valu e es tablis hed in this apprais alwas bas ed on the d efinition ofM arketValu e as :

“The most probable price, as of a specified date, in cash, or in terms
equivalent to cash, or in other precisely revealed terms, for which the
specified property rights should sell after reasonable exposure in a
competitive market under all conditions requisite to a fair sale, with the
buyer and seller each acting prudently, knowledgeably, and for self-
interest, and assuming that neither is under undue duress.” The Appraisal
of Real Estate, 14th Edition, page 58.

In c ond u c tingthis apprais al, we u tilized s everals ou rc es ofd ata:

 A nnu al (year-end ) Exeter, P enns ylvania was tewater operational financ ial

s tatements c overthe period 20 10 throu gh20 1 7 res u lts .

 The GannettFleming Valu ation and Rate C ons u ltants Engineer’ s A s s es s mentof

Exeter, P enns ylvania was tewaterfac ilities ’ inventory atA u gu s t20 1 8 .

 The H and y-W hitman (waterind u s try)Ind ex of P u blic Utilities C ons tru c tion C os ts

fornortheas tern United S tates , A US C ons u ltantGeneralP lantC os tInd exes for

the period 1946 throu gh Janu ary 1 , 2 0 1 8 , and variou s c os tind exes pu blis hed by

the United S tates B u reau ofL aborS tatis tic s (US B L S ).
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 W e c ond u c ted interviews and d is c u s s ions with P enns ylvania-A meric an W ater

C ompany pers onnel.



In preparing this fair marketvalu e apprais alof the Exeter, P enns ylvania’ s was tewater

s ys tem property, plantand eq u ipment, and its operations , the c os t, inc ome, and market

approac hes to valu e were c ons id ered . P rimary relianc e was plac ed on the c os t

approac h forthe property, plantand eq u ipment, with the inc ome approac h and market

approac hes being u tilized to c onfirm the overallvalu e of the was tewater s ys tem ’ s

operation. A d etailed explanation of eac h approac h to valu e is inc lu d ed below in the

s ec tion “A pprais alP roc ed u res and Res u lts ”.
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W A TER/W A S TEW A TER IN D US TRY N A TIO N A L L Y A N D IN P EN N S YL VA N IA

A N D

EXETER P EN N S YL VA N IA W A S TEW A TER FA C IL ITIES

W ater/was tewaterInd u s try

The water and was tewater ind u s try in the United S tates c ons is tof both mu nic ipal

au thorities (literally thou s and s )and private inves torowned c ompanies . O f the inves tor

owned there are nine whic h are large enou gh to be trac ked by Valu e L ine Inves tment

S u rveys , of whic h, two are majorplayers in the northeas tportion of the United S tates ,

A meric an W ater W orks C ompany, Inc . and A q u a A meric a, Inc . A meric an and A q u a

have been partic u larly ac tive in the ac q u is ition of mu nic ipalwater and was tewater

au thorities as s u c h in this apprais althes e two were reviewed as being ind ic ative of the

ind u s try’ s financ ialand operating performanc e.

P enns ylvania W ater/W as tewaterInd u s try

The waterand was tewaterind u s try in P enns ylvania als o c ons is tof both mu nic ipaland

inves tor owned s ys tems . O ver the las t s everal years the need for infras tru c tu re

improvements has lead the P enns ylvania legis latu re to pas s legis lation fac ilitating the

ac q u is ition ofmu nic ipalwaterand /orwas tewaterau thorities ’ s ys tems to private inves tor

owned rate regu lated c ompanies s u c h as A meric an W ater and A q u a A meric a. This

legis lation, A c t12 of the P enns ylvania legis lator’ s 2 0 16 legis lative s es s ion (A c t12).

The A c t12 legis lation ad d ed a s ec tion (1329)mod ifying Title 66 (P u blic Utilities )of the

P enns ylvania C ons olid ated S tatu es (P A C S )ad d ing S ec tion 1329: Valu ation ofac q u ired

waterand was tewaters ys tems (s ee A c t12 tab), c ollec tively referred to as A c t12 . This

apprais alwas d eveloped to meetthe valu ation c riteria es tablis hed by S ec tion 1329 in

the valu ation ofac q u ired waterand was tewaters ys tems .
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ExeterTowns hip, P enns ylvania’ s W as tewaterFac ilities , its P roperty and O perations 8

The ExeterTowns hip(“Towns hip”)is loc ated within the Read ing M etropolitan A rea in the

s ou th c entrals ec tion ofB erks C ou nty, P enns ylvania, abou t1 1/2 miles eas tofthe C ity of

Read ing. The Towns hipc ons is ts of24. 1 s q u are miles and is bou nd ed by the Towns hips

of A ls ac e, A mity, C u mru , L ower A ls ac e, O ley and Robes on; by the B orou ghs of

B ird s boro, M ou ntP enn and S t. L awrenc e; and by the S c hu ylkillRiver.

The Towns hip owns and operates a was tewater s ys tem c ons is ting of was tewater
treatmentfac ilities , gravity mains , forc e mains , pu mp hou s es , as s oc iated infras tru c tu re

and appu rtenanc es , and related land and land rights (“W as tewater S ys tem”). The
W as tewaterS ys tem s erves Towns hip, S t. L awrenc e B orou gh, the S had y L ane Es tates

area ofA ls ac e Towns hip, and a s mallportion ofL owerA ls ac e Towns hip.

The Towns hipW as tewaterTreatmentP lant(“W W TP ”)operates u nd erN ationalP ollu tant

D is c harge Elimination S ys tem (N P D ES ) P ermit N o. P A 0 0 2697 2 . The W W TP treats

was tewater originating from Towns hip, S t. L awrenc e B orou gh, and s mallportions of

A ls ac e Towns hip and L ower A ls ac e Towns hip in B erks C ou nty and c ons is ts of two (2)

s eparate treatmentflow trains , the Eas tW W TP and the W es tW W TP . The Eas tW W TP is

u s ed exc lu s ively for the eq u alization of high-s trength res id u alwas te, as need ed . The

W es tW W TP c ons is ts ofthe M ain P u mping S tation, H ead works B u ild ing, fou r(4)P rimary

C larifiers , three (3)1s tS tage A eration Tanks , two (2)2nd S tage A eration Tanks , fou r(4)

FinalC larifiers , and two (2)C hlorine C ontac tTanks .

The W W TP (c ombined Eas tand W es ttreatmenttrains ) is c u rrently permitted for an

annu alaverage d aily flow c apac ity of7 . 1 0 million gallons perd ay (mgd )and a maximu m

month average d aily flow c apac ity of9. 63 mgd . A d d itionally, the W W TP (c ombined Eas t

and W es ttreatmenttrains )is permitted fora maximu m month organic load ing c apac ity

of20 , 2 8 9 pou nd s of B O D 5 perd ay (lbs . B O D 5/d ay). The W es tW W TP has a maximu m

month flow c apac ity of 8 . 43 mgd and a maximu m month organic load ing c apac ity of

1 7 , 7 39 lbs . B O D /d ay. A s u mmary ofthe hyd rau lic and organic load ing c apac ities ofeac h

treatmenttrain is s u mmarized below.

H yd rau lic C apac ity

O rganic

C apac ity

A nnu al
A verage

(m gd )

M axim u m
M onth
(m gd )

M axim u m
M onth

(lbs. B O D /d ay)

Eas tW W TP 1 . 2 0 1 . 2 0 2 , 550

W es tW W TP 5. 90 8 . 43 1 7 , 7 39

8 Extrac ted from Engineer’ s A s s es s ment
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C ombined 7 . 1 0 9. 63 20 , 2 8 9

S olid s prod u c tion and hand ling oc c u rs in s everals tages . Raw s lu d ge from the P rimary

C larifiers is pu mped d irec tly to one of the two (2)P rimary A naerobic D iges ters . W as te

A c tivated S lu d ge from the biologic als ys tem is gravity thic kened before als o being

pu mped to one ofthe two (2)P rimary A naerobic D iges ters . A fterd iges tion, the s tabilized

bios olid s are trans ferred to an aerated S lu d ge H old ing Tank before being d ewatered by

one oftwo (2)C entrifu ges . A S lu d ge D ryer(“B ios olid s D rying Fac ility”)provid es d rying of

d ewatered bios olid s . D ried bios olid s are d is pos ed ofata land fill.

The B ios olid s D rying Fac ility red u c es operating c os ts forthe W as tewaterS ys tem, and , at
the s ame time, c reates the opportu nity to c onverta was te prod u c tinto fertilizer or an
energy s ou rc e. The W as tewaterS ys tem ’ s s lu d ge averages approximately 24% s olid and
7 6% water. B y u s ing a d ryer, the s lu d ge bec omes approximately 94% s olid and 6%
water. Us ing this proc es s , only 1/5th of the amou ntof d ewatered s lu d ge has to be
d is pos ed offorapproximately 20 % ofthe d is pos alc os t, oratno c os tatallas a res u ltof
loc alfarmers taking and u s ing byprod u c tfrom the W W TP in farming operations . The
bios olid s meetthe mos ts tringenttrac e elementlimits , C las s A pathogen, and vec tor
red u c tion s tand ard s s et forth by the P enns ylvania D epartment of Environmental
P rotec tion.

The W as tewater S ys tem c ontinu es operation of an US EP A -approved Ind u s trial

P retreatmentP rogram. Five (5)s ignific antind u s trialu s ers are c onnec ted to the s ys tem ,

ofwhic htwo (2)are c ons id ered c ategoric alind u s trialu s ers by d efinition:

> B FK C orporation

>God iva C hoc olates
>FR& S /P ioneerC ros s ing L and fill

>S FS Intek(C ategoric alInd u s trialUs er)

>A rkema, Inc . (C ategoric alInd u s trialUs er)

A llpermitted ind u s trialu s ers are ins pec ted and s ampled , and allhave s u bmitted the

req u ired s elf-monitoring reports u nd erthe terms oftheirind u s triald is c harge permits . The

Towns hip’ s 2 0 1 7 P retreatmentA nnu alReportind ic ated thatthere were no ind u s trial

d is c harge violations ors ignific antnon-c omplianc es d u ringthe year.

The W as tewater S ys tem rou tinely rec eives hau led leac hate from s everal land fills ,

as s orted c ommerc ialand ind u s trialwas te, res id entials eptage, greas e, and s lu d ge that

is d elivered to the W W TP by mu ltiple c ontrac thau lers . H au led was te is d is c harged from

the tanker tru c ks ats everalc u s tomized d is c harge loc ations throu ghou tthe W W TP .

Greas e is d is c harged into the P rimary C larifier s c u m pitand pu mped d irec tly to the

P rimary A naerobic D iges ter.

C O L L E C TIO N S YS TE M
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The W as tewater S ys tem ’ s c ollec tion s ys tem c ollec ts d omes tic was tes and ind u s trial

was tes throu gh 123 miles of gravity s ewers and c onvey the was tes to the W W TP . In

ad d ition, s ix (6)pu mping s tations c onvey les s than 3% ofthe totalc ollec tion s ys tem flow

to the W W TP . Towns hippers onnelare res pons ible foroperation and maintenanc e ofthe

W W TP , as wellas the W as tewater S ys tem ’ s c ollec tion s ys tem and pu mping s tations .

C ollec tion s ys tem maintenanc e c ons is ts ofregu larflu s hing ofmain lines , maintenanc e of

rights -of-way, and repair and replac ementof s ewer lines , as need ed . The W as tewater

S ys tem ’ s c ollec tion s ys tem is c ons id ered to be in s atis fac tory c ond ition. Repair and

replac ementofd amaged main lines and manholes is performed in a timely manner.

The W as tewater S ys tem als o provid es s ervic e to S t. L awrenc e B orou gh and a portion

L ower A ls ac e and A ls ac e Towns hips u nd er Inter-mu nic ipalA greements . A reas inc lu d ed

u nd er agreementare the B orou gh of S t. L awrenc e, and s mallportions of the A ls ac e

Towns hip and L owerA ls ac e Towns hip, allloc ated in B erks C ou nty. Exc eptforthe billing

agreementwith L owerA ls ac e Towns hip, none ofthe c u rrentInter-mu nic ipalA greements

between the Towns hip and S t. L awrenc e, A ls ac e Towns hip, orL owerA ls ac e Towns hip

c ontain termination provis ions

The S t. L awrenc e B orou gh c ollec tion s ys tem c ontains mu ltiple c onnec tion points to the

W as tewater S ys tem ’ s c ollec tion s ys tem inc lu d ing a portion of A ntietam C reek Tru nk

S ewerloc ated within the B orou gh, and owned by the B orou gh. S had y L ane Es tates in

A ls ac e Towns hip is c onnec ted the W as tewaterS ys tem . Variou s properties within L ower

A ls ac e Towns hip c onnec tto the A ntietam C reek Tru nk S ewerwhere itis loc ated within

L owerA ls ac e Towns hip.

The W as tewaterS ys tem ’ s c ollec tion s ys tem is d ivid ed into three main d rainage bas ins

where was te is c onveyed to the W W TP thou gh the S c hu ylkillRiver, H eis ters C reekand

A ntietam C reek Tru nk S ewers . The S c hu ylkillRiverTru nk S ewerbegins atthe W W TP

and c ontinu es along the s ou thern bord erofthe Towns hip and the S c hu ylkillRiver, then

tu rning north along Eas tN evers inkRoad end ing atS . R. 422 . The S c hu ylkillRiverTru nk

S eweris 15-inc hes in d iameteru p to the c onnec tion pointofthe A ntietam C reek Tru nk

S ewerwhere itis enlarged to 30 -inc hes in d iameteru pto the W W TP .

The H eis ters C reek Tru nk S ewer begins atthe W W TP and c ontinu es u ps tream along

the H eis ters C reek, where itbranc hes to the c ollec tion s ys tem . The H eis ters C reek

Tru nk S ewerranges in d iameterfrom 8 -inc hes atits u pperreac hes to 16-inc hes atthe

c onnec tion pointto the S c hu ylkillRiverTru nkS ewer.

The A ntietam C reek Tru nk S ewer begins atthe S c hu ylkillRiver Tru nk S ewer atthe

s ou thern bord erofthe Towns hipand extend s north throu gh S t. L awrenc e B orou gh near

B u tterL ane. The A ntietam C reekTru nk S ewerranges in d iameterfrom 12-inc hes atits
u pperreac hes to 2 7 -inc hes atthe c onnec tion pointto the S c hu ylkillRiverTru nk S ewer.

S t. L awrenc e B orou gh and parts of L owerA ls ac e and A ls ac e Towns hips are s erved by
the A ntietam C reekTru nkS ewerand the W W TP .
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The W as tewaterS ys tem inc lu d es s ix (6)pu mping s tations within its c ollec tion s ys tem :

L inc oln Road , B u d d ies P lac e, P otts town A venu e, S ou th B au ms town, P ineland Road ,

and Glen O ley. A lls ix (6) pu mping s tations are maintained and ins pec ted by W W TP
operators and Towns hip maintenanc e pers onnelon a regu lar bas is . P u mping s tation

ins pec tions typic ally oc c u rthree (3)times perweek, exc eptatthe L inc oln Road P u mping

S tation, whic h is c hec ked d aily. C leaning, repairs , and rou tine maintenanc e items are
performed regu larly.

Ins pec tion logs forvariou s piec es ofeq u ipmentare als o pos ted ateac h pu mping s tation.

P reventative maintenanc e to the pu mping s tations in 20 1 7 inc lu d ed flu s hing wetwells ,

exerc is ing valves every three months and operating bac k-u p generators , u nd er load ,

ac c ord ingto manu fac tu rers pec ific ations .

A s u mmary ofthe pu mping s tations ’ c apac ity and rec enthis toric alflow ofeac h pu mping
s tation is s u mmarized below.

P u m ping S tation

Rated C apac ity
(M GD )

A nnu alA verage D aily Flow (M GD )

2012 2013 2014 2015 2016 2017

L inc oln Road 1 . 0 8 0 . 0 7 4 0 . 0 7 6 0 . 0 8 1 0 . 0 7 3 0 . 0 7 4 0 . 0 7 9

B u d d ies P lac e 0 . 2 0 6 0 . 0 0 7 0 . 0 0 9 0 . 0 0 9 0 . 0 0 8 0 . 0 0 7 0 . 0 0 6

P otts town A ve 0 . 238 0 . 0 0 7 0 . 0 0 8 0 . 0 0 9 0 . 0 0 7 0 . 0 0 7 0 . 0 0 9

S ou thB au ms town 0 . 242 0 . 0 0 9 0 . 0 0 9 0 . 0 1 0 0 . 0 1 0 0 . 0 1 0 0 . 0 1 0

P ineland Road 0 . 0 55 0 . 0 2 7 0 . 0 0 2 0 . 0 0 2 0 . 0 0 2 0 . 0 0 2 0 . 0 0 1

Glen O ley 0 . 30 8 0 . 0 0 6 0 . 0 0 6 0 . 0 0 7 0 . 0 0 6 0 . 0 0 7 0 . 0 0 8
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A P P RA IS A L P RO C ED URES A N D RES UL TS

The pu rpos e ofthis apprais alofExeterTowns hip, P enns ylvania’ s was tewaters ys tem is

the d etermination of the fair market valu e of the was tewater’ s property plant and

eq u ipmentas of Janu ary 1 , 2 0 1 8 . The reportwas prepared bas ed on the 20 1 8 -20 19

Uniform S tand ard s of P rofes s ionalP rac tic es (US P A P ) and is intend ed to meetthe

c riteria es tablis hed with Title 66 (P u blic Utilities ) of the P enns ylvania C ons olid ated

S tatu es (P S C S ) S ec tion 1329: Valu ation of ac q u ired water and was tewater s ys tems ,

c ollec tively referred to as A c t12 ofthe P enns ylvania legis lator’ s 2 0 16 legis lative s es s ion (A c t

12). The intend ed u s ers of this apprais alare P enns ylvania-A meric an W ater C ompany

and P enns ylvania P u blic Utility C ommis s ion.

The valu e es tablis hed in this apprais alwas bas ed on the d efinition ofM arketValu e as :

“The most probable price, as of a specified date, in cash, or in terms
equivalent to cash, or in other precisely revealed terms, for which the
specified property rights should sell after reasonable exposure in a
competitive market under all conditions requisite to a fair sale, with the
buyer and seller each acting prudently, knowledgeably, and for self-
interest, and assuming that neither is under undue duress.” The Appraisal
of Real Estate, 14th Edition, page 58.

In c ond u c tingthis apprais al, we u tilized s everals ou rc es ofd ata:

 A nnu al (year-end ) Exeter Towns hip, P enns ylvania was tewater operational

financ ials tatements c overthe period 20 1 0 throu gh20 1 7 .

 The GannettFleming Valu ation and Rate C ons u ltants Engineer’ s A s s es s mentof

Exeter, P enns ylvania was tewaterfac ilities ’ inventory atA u gu s t20 1 8 .

 The H and y-W hitman (waterind u s try)Ind ex of P u blic Utilities C ons tru c tion C os ts

fornortheas tern United S tates , A US C ons u ltantGeneralP lantC os tInd exes for

the period 1946 throu gh Janu ary 1 , 2 0 1 8 , and variou s c os tind exes pu blis hed by

the United S tates B u reau ofL aborS tatis tic s (US B L S ).
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 W e c ond u c ted interviews and d is c u s s ions with P enns ylvania-A meric an W ater

C ompany pers onnel.

In preparing this fair market valu e apprais al of the Exeter’ s was tewater s ys tem ’ s

property, plant and eq u ipment, and its operations ; the c os t, inc ome, and market

approac hes to valu e were c ons id ered . P rimary relianc e was plac ed on the c os t

approac h forthe property, plantand eq u ipment, with the inc ome approac h and market

approac hes being u tilized to c onfirm the overallvalu e of the was tewater s ys tem ’ s

operation. D etailed explanation ofeac happroac hto valu e is inc lu d ed below.

C os tA pproac h-The philos ophy in the c os tapproac hto valu e is thatthe maximu m valu e

of a property is es tablis hed by the c os tto ac q u ire or bu ild a s imilar property. In this

apprais al, the c os tapproac h to valu e was analyzed u s ing reprod u c tion/replac ementc os t

approac h.

Reprod u c tion c os tand replac ementc os tare d efined as :

Reprod u c tion c os t–“The es timated c os tto c ons tru c t, atc u rrentpric es as
of the effec tive d ate of the apprais al, an exac td u plic ate orreplic a of the
[property] being apprais ed , u s ing the s ame materials , c ons tru c tion
s tand ard s , d es ign, layou t, and q u ality ofworkmans hip and embod ying all
the d efic ienc ies , s u per-ad eq u ac ies , and obs oles c enc e of the s u bjec t
[property] . ”9

Replac ementc os t–“The es timated c os tto c ons tru c t, atc u rrentpric es as
of the effec tive apprais al d ate, a s u bs titu te for the [property] being
apprais ed u s ing mod ern materials and c u rrents tand ard s , d es ign and
layou t. ”10

In the was tewater ind u s try the property’ s reprod u c tion c os ts and
replac ementc os ts are q u ite s imilar; therefore, the property’ s c os tnew
was d etermined bas ed on its replac ementc os tnew.

The trend ed originalc os tmethod was u tilized in preparing the replac ementc os tnew.

“Trend ing is a method ofes timating a property’ s replac ementc os tnew in whic h an index

or trend factor is applied to the property’ s historical cost to c onvertthe known c os tinto

9 The A pprais alofRealEs tate, 13th Ed ition. P age 38 5
10 ibid
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an ind ic ation of c u rrentc os t. S imply pu t, trend ing reflec ts the movementof pric e over

time. ”11 In the trend ed originalc os tmethod , Exeter’ s inves tmentin was tewaterplantand

eq u ipmentis res tated to c os ts reflec tive ofthe apprais ald ate, by the applic ation ofc os t

trend s to the property’ s originalinves tment. A US C ons u ltants u tilized the Engineer’ s

A s s es s ment performed by Gannett Fleming Valu ation and Rate C ons u ltants , L C

(Engineer’ s A s s es s menttab) as the s tarting pointof the C os tA pproac h. Utilizing the

Engineer’ s A s s es s mentof Exeter’ s originalc os tin property, plantand eq u ipmentA US

C ons u ltants d eveloped the plant’ s d eprec iated originalc os tand the replac ementc os t

new les s d eprec iation atJanu ary 1 , 2 0 1 8 (C os tA pproac htab).

Reprod u c tion C os tN ew -The c os ttrend s are applied to eac h ofthe variou s inves tment

c ategories (plantac c ou nts )by originalyearof plac ementforthatinves tment. The c os t

ind exes u s ed in thes e s tu d ies were the H and y-W hitman Ind ex of P u blic Utility

C ons tru c tion C os ts forthe waterind u s try ofthe northeas tern region ofthe United S tates ,

A US C ons u ltants ofGeneralP lantInd exes , and variou s United S tates B u reau of L abor

S tatis tic s (US B L S )ind exes .

11 Valu ingM ac hinery and Eq u ipment: The Fu nd amentals ofA pprais ingM ac hinery and Tec hnic al
A s s ets , S ec ond Ed ition. P age 59
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P ennsylvania-A mericanW aterCom pany

ExeterW astew aterS ystem

W astew aterS ystem

Investor-O w nedU tility

January1,2018

(1) (2) (5)

(3a) (3b) (3c) (3d) (3e) (4a) (4b)

A ccount

N um ber Description

Costing

P aram eters

R eproduction

to

R eplacem ent

CostFactor

Iow aS urvivor/

R etirem entCurve

N orm al

S erviceL ife

Econom ic

O bsolescence

Index S eries T able

L ine

R eference L ookup A U S Input years years

N on-Depreciable

L and& L andR ights N on-Depr

Depreciable

353.00 L and& L andR ights

353.10 L and& L andR ights U S BL S P P I 3 U S BL S 3 1.000 N on-Depr 0 0%

353.20 L and& L andR ights-Collection U S BL S P P I 1 U S BL S 1 1.000 N on-Depr 0 0%

353.30 L and& L andR ights-P um ping U S BL S P P I 1 U S BL S 1 1.000 N on-Depr 0 0%

353.40 L and& L andR ights-T reatm ent U S BL S P P I 1 U S BL S 1 1.000 N on-Depr 0 0%

354.00 S tuctures& Im provem ents R 4.0 45

354.30 S tu c tu res & Improvements -P u mping HW W -1 8 HW W -18 1.000 R 4.0 45 0%

354.40 S tu c tu res & Improvements -Treatment HW W -1 15 HW W -115 1.000 R 4.0 55 0%

355.00 GeneratingEquipm ent U S BL S P P I 4 U S BL S 4 1.000 R 3.0 35 0%

355.30 GeneratingEquipm ent-P um ping U S BL S P P I 4 U S BL S 4 1.000 R 3.0 35 0%

360.00 M ainsForce R 3.0 60

360.21 CollectionS ew ers-Force-M ains HW W -1 44 HW W -144 1.000 R 3.0 60 0%

360.211 CollectionS ew ers-Force-M ains-P VC HW W -1 38 HW W -138 1.000 R 3.0 60 0%

360.213 CollectionS ew ers-Force-M ains-DI HW W -1 35 HW W -135 1.000 R 3.0 60 0%

360.23 CollectionS ew ers-Force-M anholes HW W -1 45 HW W -145 1.000 R 3.0 65 0%

360.31 A irR elease HW W -1 44 HW W -144 1.000 R 3.0 45 0%

360.41 Valves HW W -1 44 HW W -144 1.000 R 3.0 45 0%

361.00 M ainsGravity R 3.0 80

361.12 CollectionS ew ers-Gravity -M ains HW W -1 44 HW W -144 1.000 R 3.0 80 0%

361.21 CollectionS ew ers-Gravity -M ains HW W -1 44 HW W -144 1.000 R 3.0 80 0%

361.211 CollectionS ew ers-Gravity -M ains-P VC HW W -1 38 HW W -138 1.000 R 3.0 80 0%

361.212 CollectionS ew ers-Gravity -M ains-VCP HW W -1 36 HW W -136 1.000 R 3.0 80 0%

361.213 CollectionS ew ers-Gravity -M ains-DI HW W -1 35 HW W -135 1.000 R 3.0 80 0%

361.22 CollectionS ew ers-Gravity -M ainsR elining HW W -1 44 HW W -144 0.100 R 3.0 80 0%

361.23 CollectionS ew ers-Gravity -M anholes HW W -1 45 HW W -145 1.000 R 3.0 80 0%

361.24 CollectionS ew ers-Gravity -M anholesR epairs HW W -1 45 HW W -145 0.100 R 3.0 80 0%

361.71 CollectionS ew ers-Gravity -M ains HW W -1 44 HW W -144 1.000 R 3.0 80 0%

363.00 S erviceL aterals HW W -1 39 HW W -139 1.000 R 3.0 55 0%

363.20 S erviceL aterals HW W -1 39 HW W -139 1.000 R 3.0 55 0%

364.00 Flow M easuringDevices HW W -1 40 HW W -140 1.000 R 3.0 35 0%

364.20 Flow  M easuring Devices HW W -1 40 HW W -140 1.000 R 3.0 35 0%

365.20 Flow  M easuring Installations HW W -1 40 HW W -140 1.000 R 3.0 35 0%

371.00 P um pingEquipm ent HW W -1 9 HW W -19 1.000 R 3.0 35 0%

371.30 P um pingEquipm ent HW W -1 9 HW W -19 1.000 R 3.0 35 0%

371.32 P um pingEquipm ent-Grinder HW W -1 9 HW W -19 1.000 R 3.0 35 0%

380.00 Treatm ent  and  Disposal Equ ipm ent R 3.0 45

380.40 Treatment  and  D is pos al E qu ipment HW W -1 17 HW W -117 1.000 R 3.0 45 0%

390.00 GeneralP lant R 3.0 12

390.70 O fficeFurnitureandEquipm ent A U S T -1 15 AU S T -115 1.000 R 3.0 12 0%

391.70 T ransportationEquipm ent A U S T -1 4 A U S T -14 1.000 R 3.0 10 0%

392.70 S toresEquipm ent A U S T -1 7 A U S T -17 1.000 R 3.0 35 0

393.70 T ools,S hop,& GarageEquipm ent A U S T -1 7 A U S T -17 1.000 R 3.0 35 0%

394.70 L aboratory Equipm ent A U S T -1 7 A U S T -17 1.000 R 3.0 20 0%

395.70 P ow erO peratedEquipm ent A U S T -1 8 A U S T -18 1.000 R 3.0 15 0%

396.70 Com m unicationsEquipm ent U S BL S P P I 2 U S BL S 2 1.000 R 3.0 12 0%

397.70 M iscellaneousEquipm ent A U S T -1 8 A U S T -18 1.000 R 3.0 20 0%

398.70 N otU sed A U S T -1 8 A U S T -18 1.000 R 3.0 20 0%

399.70 N otU sed A U S T -1 8 A U S T -18 1.000 R 3.0 20 0%

S um m ary ofAccountCostingandDepreciationP aram etersU sedintheDepreciationO riginalCostandtheDepreciatedR eplacem entCostN ew S tudies

(4)(3)

The following table pres ents the d evelopmentof the c os tapproac h for a portion of

ac c ou nt361 C ollec tion M ains (this example willbe u s ed to d es c ribe the entire c os t

approac h:
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P ennsylvania-A m eric an W aterC om pany

ExeterW astewaterS ystem

W astewaterS ystem

Investor-O wned Utility

A s ofJanu ary 1 , 2018

(0 ) (0 . 1) (0 . 2) (0 . 5) (1) (1 . 5) (2) (2 . 5) (3a) (3b) (3c ) (4)

A c c ou nt A c c ou ntD es c ription Des c ription 1 Des c ription 2

P lac ement

Year

E arlies t

Trend Year Inves tment C os ting P arameter

P lac ement

D ate C os t

Ind ex

A pprais alDate

C os tInd ex

C os t

Trans lator

Reprod u c tion C os t

N ew (RC N)

O C $s RC N $s

Inpu t Inpu t Inpu t Inpu t Inpu t Inpu t Inpu t Inpu t C alc u lation C alc u lation

Exeter

Engineers '

A s s es s ment

Data ExeterEngineers 'A s s es s mentData

ExeterEngineers 'A s s es s ment

Data

ExeterEngineers '

A s s es s mentData

Exeter

Engineers '

A s s es s ment

Data A US Inpu t

ExeterEngineers '

A s s es s mentData A US Inpu t C os tInd ic es C os tInd ic es C ol(3b)/(3a) C ol(2)* (3c )

A c c ou nt A c c ou ntD es c D es c ription Des c ription2 Year1 Year2 O C C os tInd exTable Y earInd ex A P P C os tInd ex Trans lator RC N

360 . 2 11 360 . 211 C O L L E C TIO N  S E W E RS  - FO RC E  -  M A IN S P V C -3-INC H 466 FT 1990 1990 17 , 235. 23 H W W -138 211 38 9. 5 1 . 8 46 31 , 8 16. 23

360 . 2 13 360 . 213 C O L L E C TIO N  S E W E RS  - FO RC E  -  M A IN S DI-6-INC H 2 , 7 0 7 FT 1995 1995 8 6, 0 13. 91 H W W -135 341 8 34. 8 2 . 448 210 , 562 . 0 5

360 . 2 13 360 . 213 C O L L E C TIO N  S E W E RS  - FO RC E  -  M A IN S DI-8 -INC H 6, 338 FT 1995 1995 327 , 960 . 55 H W W -135 341 8 34. 8 2 . 448 8 0 2 , 8 47 . 43

360 . 2 11 360 . 211 C O L L E C TIO N  S E W E RS  - FO RC E  -  M A IN S P V C -2-INC H 211 FT 20 0 5 20 0 5 11 , 0 7 0 . 25 H W W -138 2 8 8 . 5 38 9. 5 1 . 350 14, 944. 8 4

360 . 2 11 360 . 211 C O L L E C TIO N  S E W E RS  - FO RC E  -  M A IN S P V C -8 -INC H 4, 1 0 4 FT 20 0 5 20 0 5 2 8 1 , 90 6. 2 1 H W W -138 2 8 8 . 5 38 9. 5 1 . 350 38 0 , 57 3. 38

360. 21 Total C O L L EC TION  S EW ERS  - FO RC E -  M A INS 7 24, 1 8 6. 15 1 , 440 , 7 43. 93

Us ing the trend ed originalc os tmethod , Exeter’ s inves tmentin this example of ac c ou nt

361 . 2 11 C ollec tion M ains – Forc e of $7 24, 1 8 6 was d etermined to have a reprod u c tion

c os tnew of $1 , 440 , 7 44. W hen the trend ed c os tmethod is applied to eac h of Exeter’ s

inves tmentin plant, property and eq u ipmentof $68 , 40 4, 345 was d etermined to have a

reprod u c tion c os tnew of$20 9, 8 65, 52 8 .

Replac ementC os tN ew -In the was tewater ind u s try the property’ s reprod u c tion c os ts

and replac ement c os ts are q u ite s imilar; therefore, the property’ s c os t new was

d etermined bas ed on its replac ementc os tnew. In this ins tanc e the reprod u c tion c os ts

and replac ementc os ts are the s ame henc e I u s ed reprod u c tion and replac ementc os t

interc hangeably. The exc eption to this was the inves tmentas s oc iated with the mains

relining (361 . 2 2) and the manhole repairs (361 . 24) wherein the replac ementc os tas

es timated at10 % oftheirreprod u c tion c os t. The replac ementc os tnew was d etermined

to be $20 9, 693, 2 1 8 .

Replac ementC os tN ew L es s D eprec iation -The replac ementc os td es c ribed above

reflec ts the c os tof new property; however, the Exeter’ s was tewaters ys tem property is

notnew and has experienc ed normald eprec iation and potentially fu nc tionaland or

ec onomic obs oles c enc e. Thes e variou s forms ofd eprec iation are d efined as follows :

N ormald eprec iation/d eterioration, akin to phys ic ald eterioration, is “los s in valu e

c au s ed by wear, tear, age and u s e. ”12

12 The D ic tionary ofRealEs tate A pprais al, 4th Ed ition
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Fu nc tionalobs oles c enc e is “the los s in valu e oru s efu lnes s ofa property c au s ed

by ineffic ienc ies orinad eq u ac ies ofthe property its elf, when c ompared to a more

effic ient of les s c os tly replac ement property that new tec hnology has

d eveloped . ”13

Ec onomic , or external, obs oles c enc e is d efined as “A los s in valu e c au s ed by

fac tors ou ts id e a property”14 and is mos toften ind ic ated by ins u ffic ientearning.

B as ed on ou rexperienc e in regard to: waterand was tewaterd eprec iation s tu d ies and

ou r analys is of Exeter’ s was tewater s ys tem operating performanc e: Exeter’ s property

experienc es normal d eprec iation bu t not any s ignific ant fu nc tional or ec onomic

obs oles c enc e (s ee Inc ome A pproac h).

In ord erto as c ertain the s ervic e lives ofthe variou s types ofExeter’ s property, plantand

eq u ipment, we c ons id ered A US C ons u ltants ’ pas twater and was tewater d eprec iation

s tu d ies , interviews withP enns ylvania-A meric an’ s pers onnel, and d oc u ments provid ed by

Exeter. Throu gh ou r experienc e and the above d es c ribed interviews , the following

normald eprec iation parameters of s u rvival/retirementc harac teris tic s and s ervic e lives

were d etermined forExeter’ s was tewateru tility property:

13 Valu ingM ac hinery and Eq u ipment: The Fu nd amentals ofA pprais ingM ac hinery and Tec hnic al
A s s ets , S ec ond Ed ition. P age 67 .
14 The A pprais alofRealEs tate, 13th Ed ition, page 442 .
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P ennsylvania-A mericanW aterCom pany

ExeterW astew aterS ystem

W astew aterS ystem

Investor-O w nedU tility

January1,2018

(1) (2) (5)

(3a) (3b) (3c) (3d) (3e) (4a) (4b)

A ccount

N um ber Description

Costing

P aram eters

R eproduction

to

R eplacem ent

CostFactor

Iow aS urvivor/

R etirem entCurve

N orm al

S erviceL ife

Econom ic

O bsolescence

Index S eries T able

L ine

R eference L ookup A U S Input years years

N on-Depreciable

L and& L andR ights N on-Depr

Depreciable

353.00 L and& L andR ights

353.10 L and& L andR ights U S BL S P P I 3 U S BL S 3 1.000 N on-Depr 0 0%

353.20 L and& L andR ights-Collection U S BL S P P I 1 U S BL S 1 1.000 N on-Depr 0 0%

353.30 L and& L andR ights-P um ping U S BL S P P I 1 U S BL S 1 1.000 N on-Depr 0 0%

353.40 L and& L andR ights-T reatm ent U S BL S P P I 1 U S BL S 1 1.000 N on-Depr 0 0%

354.00 S tuctures& Im provem ents R 4.0 45

354.30 S tu c tu res & Improvements -P u mping HW W -1 8 HW W -18 1.000 R 4.0 45 0%

354.40 S tu c tu res & Improvements -Treatment HW W -1 15 HW W -115 1.000 R 4.0 55 0%

355.00 GeneratingEquipm ent U S BL S P P I 4 U S BL S 4 1.000 R 3.0 35 0%

355.30 GeneratingEquipm ent-P um ping U S BL S P P I 4 U S BL S 4 1.000 R 3.0 35 0%

360.00 M ainsForce R 3.0 60

360.21 CollectionS ew ers-Force-M ains HW W -1 44 HW W -144 1.000 R 3.0 60 0%

360.211 CollectionS ew ers-Force-M ains-P VC HW W -1 38 HW W -138 1.000 R 3.0 60 0%

360.213 CollectionS ew ers-Force-M ains-DI HW W -1 35 HW W -135 1.000 R 3.0 60 0%

360.23 CollectionS ew ers-Force-M anholes HW W -1 45 HW W -145 1.000 R 3.0 65 0%

360.31 A irR elease HW W -1 44 HW W -144 1.000 R 3.0 45 0%

360.41 Valves HW W -1 44 HW W -144 1.000 R 3.0 45 0%

361.00 M ainsGravity R 3.0 80

361.12 CollectionS ew ers-Gravity -M ains HW W -1 44 HW W -144 1.000 R 3.0 80 0%

361.21 CollectionS ew ers-Gravity -M ains HW W -1 44 HW W -144 1.000 R 3.0 80 0%

361.211 CollectionS ew ers-Gravity -M ains-P VC HW W -1 38 HW W -138 1.000 R 3.0 80 0%

361.212 CollectionS ew ers-Gravity -M ains-VCP HW W -1 36 HW W -136 1.000 R 3.0 80 0%

361.213 CollectionS ew ers-Gravity -M ains-DI HW W -1 35 HW W -135 1.000 R 3.0 80 0%

361.22 CollectionS ew ers-Gravity -M ainsR elining HW W -1 44 HW W -144 0.100 R 3.0 80 0%

361.23 CollectionS ew ers-Gravity -M anholes HW W -1 45 HW W -145 1.000 R 3.0 80 0%

361.24 CollectionS ew ers-Gravity -M anholesR epairs HW W -1 45 HW W -145 0.100 R 3.0 80 0%

361.71 CollectionS ew ers-Gravity -M ains HW W -1 44 HW W -144 1.000 R 3.0 80 0%

363.00 S erviceL aterals HW W -1 39 HW W -139 1.000 R 3.0 55 0%

363.20 S erviceL aterals HW W -1 39 HW W -139 1.000 R 3.0 55 0%

364.00 Flow M easuringDevices HW W -1 40 HW W -140 1.000 R 3.0 35 0%

364.20 Flow  M easuring Devices HW W -1 40 HW W -140 1.000 R 3.0 35 0%

365.20 Flow  M easuring Installations HW W -1 40 HW W -140 1.000 R 3.0 35 0%

371.00 P um pingEquipm ent HW W -1 9 HW W -19 1.000 R 3.0 35 0%

371.30 P um pingEquipm ent HW W -1 9 HW W -19 1.000 R 3.0 35 0%

371.32 P um pingEquipm ent-Grinder HW W -1 9 HW W -19 1.000 R 3.0 35 0%

380.00 Treatm ent  and  Disposal Equ ipm ent R 3.0 45

380.40 Treatment  and  D is pos al E qu ipment HW W -1 17 HW W -117 1.000 R 3.0 45 0%

390.00 GeneralP lant R 3.0 12

390.70 O fficeFurnitureandEquipm ent A U S T -1 15 AU S T -115 1.000 R 3.0 12 0%

391.70 T ransportationEquipm ent A U S T -1 4 A U S T -14 1.000 R 3.0 10 0%

392.70 S toresEquipm ent A U S T -1 7 A U S T -17 1.000 R 3.0 35 0

393.70 T ools,S hop,& GarageEquipm ent A U S T -1 7 A U S T -17 1.000 R 3.0 35 0%

394.70 L aboratory Equipm ent A U S T -1 7 A U S T -17 1.000 R 3.0 20 0%

395.70 P ow erO peratedEquipm ent A U S T -1 8 A U S T -18 1.000 R 3.0 15 0%

396.70 Com m unicationsEquipm ent U S BL S P P I 2 U S BL S 2 1.000 R 3.0 12 0%

397.70 M iscellaneousEquipm ent A U S T -1 8 A U S T -18 1.000 R 3.0 20 0%

398.70 N otU sed A U S T -1 8 A U S T -18 1.000 R 3.0 20 0%

399.70 N otU sed A U S T -1 8 A U S T -18 1.000 R 3.0 20 0%

S um m ary ofAccountCostingandDepreciationP aram etersU sedintheDepreciationO riginalCostandtheDepreciatedR eplacem entCostN ew S tudies

(4)(3)

N ormal D eprec iation – The extent of the d eprec iation in the property was

evalu ated u s ing age-life d eprec iation tec hniq u es . In age-life d eprec iation, the

property’ s d eprec iation orc ond ition is es timated u s ingthe followingformu la:

D eprec iation (% )=A ge (years )x10 0 %
S ervic e L ife (years )

C ond ition (% )=RemainingL ife (years )x (10 0 % )
S ervic e L ife (years )

where: the property’ s S ervic e L ife =A ge +RemainingL ife
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W hen the above d eprec iation lives are u s ed to q u antify the property’ s

d eprec iation is applied to the replac ementc os tnew ofthe example ac c ou nt361

C ollec tion M ains of $1 , 440 , 7 44 the replac ementc os tnew les s d eprec iation was

d etermined to be $97 0 , 48 9.

P ennsylvania-A m erican W aterC om pany

ExeterW astewaterS ystem

W astewaterS ystem

Investor-O wned Utility

A s ofJanu ary 1 , 2018

(0 ) (0 . 5) (1) (1a) (4) (5a) (5b) (5c ) (5d ) (5e) (5f) (5g) (5h) (6)

A c c ou nt D es c ription

P lac ement

Year

A ge at

Janu ary 1 ,

20 18

A pprais alD ate

Replac ement

C os tN ew (RC N )

Retirement

D is pers ion

Iowa-type

N ormal

S ervic e

L ife (N S L )

A ge as %

ofN S L

Iowa

L ooku p

Iowa

C ond ition

P erc entof

P erc ent

N ew

Normal

Remaining

L ife

TotalL ife

E xpec tanc y C ond ition

P reliminary C os t

A pproac h (RC N

les s N ormal

D eprec iation) RC N W eighted A ge

RC N W eighted

N ormalRemaining

L ife

RC N W eighted Total

L ife E xpec tanc y

years C O R $s years % of NS L L ooku p % years years % of C O R C O RL D $s RC N $s * Y ears RC N $s * Years RC N $s * Y ears

Inpu t Inpu t Inpu t C alc u lation C alc u lation Inpu t Inpu t C alc u lation C alc u lation L ooku p C alc u lation C alc u lation C alc u lation C alc u lation

ExeterData ExeterData ExeterData 20 1 8 . 0 0 -[(1)+0 . 5] C ol(4) A US Inpu t A US Inpu t (1a)/(5b) (5a)& (5c )

Iow a L ife

Table (5b)*(5e) (1a)+((5f) (5f)/(5g) (4)* (5h)

A c c ou nt D es c ription Year1 A ge RC N Iowa L ife A geP IowaL ooku pIowaC ond ition Rem L ife TotalL ife C ond ition RC N L D

360 . 211 C O L L EC TIO N   S E W E RS  - FO RC E  -  M A INS 1990 2 7 . 50 31 , 8 16. 23 R3. 0 60 . 0 46 R3. 0 0 46 0 . 57 150 34. 29 61 . 7 9 55. 49441 7 % 17 , 656. 23 8 7 4, 946. 0 0 1 , 0 90 , 97 9. 0 0 1 , 965, 925. 0 0

360 . 213 C O L L EC TIO N   S E W E RS  - FO RC E  -  M A INS 1995 22 . 50 210 , 562 . 0 5 R3. 0 60 . 0 38 R3. 0 0 38 0 . 640 8 8 38 . 45 60 . 95 63. 0 8 4495% 132 , 8 32 . 0 1 4, 7 37 , 646. 0 0 8 , 0 96, 111 . 0 0 12 , 8 33, 7 57 . 0 0

360 . 213 C O L L EC TIO N   S E W E RS  - FO RC E  -  M A INS 1995 22 . 50 8 0 2 , 8 47 . 43 R3. 0 60 . 0 38 R3. 0 0 38 0 . 640 8 8 38 . 45 60 . 95 63. 0 8 4495% 506, 47 2 . 25 18 , 0 64, 0 67 . 0 0 30 , 8 69, 48 4. 0 0 48 , 933, 551. 0 0

360 . 211 C O L L EC TIO N   S E W E RS  - FO RC E  -  M A INS 20 0 5 12 . 50 14, 944. 8 4 R3. 0 60 . 0 21 R3. 0 0 21 0 . 7 967 3 47 . 8 0 60 . 30 7 9. 2 7 0 315% 11 , 8 46. 8 2 1 8 6, 8 11 . 0 0 7 14, 363. 0 0 90 1 , 1 7 4. 0 0

360 . 211 C O L L EC TIO N   S E W E RS  - FO RC E  -  M A INS 20 0 5 12 . 50 38 0 , 57 3. 38 R3. 0 60 . 0 21 R3. 0 0 21 0 . 7 967 3 47 . 8 0 60 . 30 7 9. 2 7 0 315% 301 , 68 1 . 7 2 4, 7 57 , 167 . 0 0 1 8 , 191 , 40 8 . 0 0 22 , 948 , 57 5. 0 0
360 . 21 Total C O L L EC TIO N  S EW ERS  - FO RC E -  M A INS 19. 8 7 1 , 440 , 7 43. 93 40 . 92 60 . 7 9 97 0 , 48 9. 0 3 28 , 620 , 637 . 0 0 58 , 962 , 345. 0 0 8 7 , 58 2 , 98 2 . 0 0

W hen the above d eprec iation lives are u s ed to q u antify the property’ s

d eprec iation is applied to eac h of Exeter’ s inves tmentin plant, property and

eq u ipmentthe replac ementc os tnew (RC N )of$20 9, 693, 2 1 8 , the res u ltantRC N

les s d eprec iation (RC N L D )was fou nd to be $99, 58 9, 8 19 d etailed as follows :

P ennsylvania-A m ericanW aterCompany

ExeterW astew aterS ystem

ExeterT ow nship,BerksCounty,P ennsylvania

W astew aterS ystem

Investor-O w nedU tility

S umm aryofO riginalCost,AverageS erviceL ife/Curve,R eplacementCostandDepreciatedR eplacem entCost

AsofJanuary1,2018

Account

N o. Description O riginalCost CostIndex

Cost

T ranslator

R eproduction

CostN ew

R eproduction

to

R eplacem ent

CostFactor

R eplacem ent

CostN ew

A verage

A ge

W eightedR CN

Age

Iow a

S urvivor

Curveand

L ife

Average

N orm al

R em aining

L ife

W eightedR CN

AverageN orm al

R em ainingL ife

Average

T otalL ife

Expectancy

W eightedR CN

A verageT otalL ife

Expectancy Condition

Depreciated

R eplacem ent

Cost

Econom ic

O bsolescence

FairM arket

Value

353.20 L and& L andR ights-Collection 336,068.94 U S BL S 1 2.23 749,404.75 1.000 749,404.75 32.60 24,434,285.00 N on-Depr - - - - 100.00% 749,404.75 0.00% 749,404.75

353.30 L and& L andR ights-P um ping 63,244.16 U S BL S 1 1.58 99,930.18 1.000 99,930.18 22.17 2,215,422.00 N on-Depr - - - - 100.00% 99,930.18 0.00% 99,930.18

353.40 L and& L andR ights-T reatm ent 735,535.35 U S BL S 1 3.075 2,261,697.09 1.000 2,261,697.09 39.72 89,823,729.00 N on-Depr - - - - 100.00% 2,261,697.09 0.00% 2,261,697.09

354.30 S tuctures& Im provem ents-P um ping 1,000,471.00 HW W -18 2.18 2,181,008.75 1.000 2,181,008.75 23.09 50,359,151.00 R 4.0 45yrs 22.70 49,513,519.00 45.79 99,872,670.00 49.62% 1,082,243.87 0.00% 1,082,243.87

354.40 S tuctures& Im provem ents-T reatm ent 36,457,669.12 HW W -115 3.057 111,449,475.20 1.000 111,449,475.20 32.99 3,676,737,065.00 R 4.0 55yrs 24.21 2,698,338,995.00 57.20 6,375,076,059.00 42.99% 47,912,068.89 0.00% 47,912,068.89

355.30 GeneratingEquipm ent-P um ping 46,258.60 U S BL S 4 1.547 71,562.06 1.000 71,562.06 24.50 1,753,270.00 R 3.0 35yrs 13.39 958,216.00 37.89 2,711,487.00 35.34% 25,289.42 0.00% 25,289.42

360.21 CollectionS ew ers-Force-M ains 724,186.15 HW W -144 1.989 1,440,743.93 1.000 1,440,743.93 19.87 28,620,637.00 R 3.0 60 yrs 40.92 58,962,345.00 60.79 87,582,982.00 67.36% 970,489.03 0.00% 970,489.03

360.23 CollectionS ew ers-Force-M anholes 165,868.09 HW W -145 1.642 272,340.40 1.000 272,340.40 19.48 5,304,528.00 R 3.0 65yrs 46.33 12,616,233.00 65.80 17,920,763.00 70.42% 191,793.42 0.00% 191,793.42

361.21 CollectionS ew ers-Gravity -M ains 15,360,150.52 HW W -144 3.266 50,172,506.70 1.000 50,172,506.70 38.45 1,928,923,877.00 R 3.0 80 yrs 45.03 2,259,336,879.00 83.48 4,188,260,756.00 54.35% 27,267,923.87 0.00% 27,267,923.87

361.22 CollectionS ew ers-Gravity -M ainsR elining 161,438.00 HW W -144 1.12 180,828.45 0.100 18,082.84 9.21 166,575.00 R 3.0 80 yrs 70.90 1,282,079.00 80.11 1,448,653.00 8.85% 16,003.65 0.00% 16,003.65

361.23 CollectionS ew ers-Gravity -M anholes 4,110,550.96 HW W -145 2.907 11,949,309.18 1.000 11,949,309.18 36.87 440,541,620.00 R 3.0 80 yrs 46.36 553,983,646.00 83.23 994,525,265.00 56.11% 6,704,939.15 0.00% 6,704,939.15

361.24 CollectionS ew ers-Gravity -M anholesR epairs 10,179.00 HW W -145 1.044 10,626.88 0.100 1,062.69 2.50 2,657.00 R 3.0 80 yrs 77.64 82,507.00 80.14 85,164.00 9.69% 1,029.54 0.00% 1,029.54

363.20 S erviceL aterals 8,107,147.46 HW W -139 3.376 27,369,203.97 1.000 27,369,203.97 35.96 984,283,481.00 R 3.0 55yrs 23.93 654,884,859.00 59.89 1,639,168,341.00 41.12% 11,253,482.31 0.00% 11,253,482.31

364.20 Flow  M easuring Devices 28,200.34 HW W -140 1.422 40,090.31 1.000 40,090.31 12.75 511,209.00 R 3.0 35yrs 23.30 934,195.00 36.05 1,445,404.00 65.35% 26,198.65 0.00% 26,198.65

365.20 Flow  M easuring Installations 95,497.64 HW W -140 2.583 246,670.40 1.000 246,670.40 26.50 6,536,764.00 R 3.0 35yrs 11.92 2,940,312.00 38.42 9,477,076.00 31.03% 76,530.76 0.00% 76,530.76

371.30 P um pingEquipm ent 180,108.68 HW W -19 2.109 379,859.84 1.000 379,859.84 18.15 6,893,209.00 R 3.0 35yrs 18.78 7,134,775.00 36.93 14,027,979.00 51.62% 196,073.11 0.00% 196,073.11

371.32 P um pingEquipm ent-Grinder 61,593.68 HW W -19 2.326 143,245.00 1.000 143,245.00 20.20 2,894,167.00 R 3.0 35yrs 17.06 2,443,058.00 37.26 5,337,225.00 46.43% 66,506.40 0.00% 66,506.40

380.40 T reatm ent  and Disposal Equipm ent 515,491.49 HW W -117 1.117 575,784.83 1.000 575,784.83 3.68 2,119,410.00 R 3.0 45yrs 41.35 23,809,188.00 45.03 25,928,600.00 91.83% 528,742.73 0.00% 528,742.73

390.70 O fficeFurnitureandEquipm ent 89,011.30 AU S T -115 1.026 91,282.84 1.000 91,282.84 3.68 335,833.00 R 3.0 12 yrs 8.50 775,557.00 12.18 1,111,395.00 69.89% 63,799.45 0.00% 63,799.45

391.70 T ransportationEquipm ent 24,623.01 AU S T -14 1.121 27,609.14 1.000 27,609.14 14.93 412,158.00 R 3.0 10 yrs 0.90 24,724.00 15.82 436,882.00 8.46% 2,336.52 0.00% 2,336.52

393.70 T ools,S hop,& GarageEquipm ent 42,074.30 AU S T -17 1.134 47,694.46 1.000 47,694.46 7.98 380,601.00 R 3.0 35yrs 27.39 1,306,258.00 35.37 1,686,860.00 77.63% 37,023.29 0.00% 37,023.29

394.70 L aboratory Equipm ent 80,810.59 AU S T -17 1.19 96,139.85 1.000 96,139.85 9.74 936,735.00 R 3.0 20 yrs 11.05 1,062,375.00 20.79 1,999,109.00 53.59% 51,524.13 0.00% 51,524.13

395.70 P ow erO peratedEquipm ent - AU S T -18 0 - - - - - R 3.0 15yrs - - - - 0.00% - 0.00% -

396.70 Com m unicationsEquipm ent 3,996.00 U S BL S 2 0.979 3,912.08 1.000 3,912.08 6.50 25,429.00 R 3.0 12 yrs 6.06 23,707.00 12.56 49,136.00 48.25% 1,887.52 0.00% 1,887.52

397.70 M iscellaneousEquipm ent 4,170.76 AU S T -18 1.103 4,601.61 1.000 4,601.61 7.80 35,887.00 R 3.0 20 yrs 12.83 59,035.00 20.63 94,922.00 63.04% 2,900.82 0.00% 2,900.82

T O T A L P L A N T 68,404,345$ 3.068 209,865,528$ 0.999 209,693,218$ 34.59 7,254,247,699$ 30.16 6,330,472,462$ 64.18 13,468,246,728$ 47.45% 99,589,819$ 0.00% 99,589,819$

The preliminary c os tapproac h to valu e ofExeter’ s was tewateru tility property was fou nd

to be $99, 58 9, 8 19.
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Inc ome A pproac h

The inc ome approac h to valu e es tablis hes the valu e of the property bas ed on its

ec onomic retu rns . There are two generally ac c epted proc ed u res in performing an

inc ome analys is : the d irec tc apitalization ofantic ipated inc ome, and the d is c ou nted c as h

flow proc ed u res .

In the d irec tc apitalization approac h, antic ipated earnings are c apitalized d irec tly into

valu e u s ing a market-req u ired retu rn. Exeter’ s was tewateroperation willbe moving from

a mu nic ipaloperation, wherein ec onomic retu rns are notthe primary objec tive of the

operation to a private (inves tor owned ) rate regu lated was tewater u tility operation in

whic h ec onomic retu rns are one of the objec tives of the operation; therefore, the d irec t

c apitalization ofearnings approac hwas notu tilized in this apprais al.

In the d is c ou nted c as h flow (D C F) approac h, the property’ s ec onomic retu rns are

forec as t for fu tu re period s . The c as h flows (after-tax d ebt-free c as h flows ) from

operations are d is c ou nted to the apprais al d ate u s ing a market d erived d is c ou nt

res u lting in the D C F approac h’ s inc ome ind ic ator of valu e. Us e of the D C F approac h

allows the apprais er to ad d res s the property’ s his toric aloperating experienc e and its

migration, in fu tu re period s , to an operation as a rate regu lated operation; thu s making

the D C F approac hpreferable.

In preparing this apprais al’ s D C F analys is , firs tthe res u lts from Exeter’ s was tewater

u tility’ s operations was evalu ated bas ed on an analys is of his toric al operating

performanc es over the period 20 10 throu gh 20 1 7 (Inc ome A pproac h tab). In the

analys is ofthe operating s tatis tic s s u c h as revenu es and theirgrowth, variou s operating

expens es thos e expens es were s tated as fu nc tion of their typic ald rivers (revenu es ,

plantinves tment, inc ome from operations , etc ). D etails provid ed in Inc ome A pproac h

tab. Us ing the above d es c ribed analys es the res u lts of fu tu re period s operations were

forec as tbas ed on the migration of Exeter’ s his toric aloperations type experienc e over

time to operations of the Exeter’ s was tewater operation s imilar to a pu blic inves tor-

owned water/was tewateru tility. The forec as ts are d etailed in the Inc ome A pproac htab.
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Finally, the res u ltantc as h flows from fu tu re period operations ofthe Exeter’ s was tewater

s ys tem were d is c ou nted to the apprais ald ate u s ing a d is c ou ntmarketd erived d is c ou nt

rate fora pu blic inves tor-owned water/was tewateru tility (Inc ome A pproac h Tab – C os t

of C apital/Req u ired Retu rn s ec tion). The following table pres ents the res u lts of the

d is c ou nted c as hflow analys is :

Dis c ou ntRate: 7.19%
C apitalization Rate: 5.67%

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14)

P eriod Age Revenu es

O & M

Expens es

Tax

Deprec iation

C as h Flow from

O perations

Taxable Inc ome

before S tate &

Fed eralTaxes

S tateand

FederalT axes

@ 28.89%

C apital

Expend itu res

C hange in

W orking

C apital

N etC as h

Flows

P eriod

P res ent

W orth

Fac tor

(P W )

P W of

C as hflow

A c c u m u lated

P W of

C as hflows

(3)-(4) (6)-(5) (7)*28.89%

(3)-(4)-(8 )-(9)-

(10 ) (11)* (12) S u m (13)

1 0.5 9,664,515 2,566,310 3,912,895 7,098,205 3,185,310 920,236 1,411,155 (213,383) 4,980,197 0.966 4,810,870 4,810,870

2 1.5 9,761,160 2,647,124 3,961,115 7,114,036 3,152,921 910,879 1,429,959 (5,605) 4,778,803 0.901 4,305,702 9,116,572

3 2.5 9,858,772 2,730,555 4,010,755 7,128,217 3,117,462 900,635 1,449,037 (5,662) 4,784,207 0.841 4,023,518 13,140,090

4 3.5 9,957,360 2,816,691 4,061,846 7,140,669 3,078,823 889,472 1,468,397 (5,718) 4,788,518 0.784 3,754,198 16,894,288

5 4.5 11,052,670 2,905,623 4,114,421 8,147,047 4,032,626 1,165,026 1,488,038 (63,528) 5,557,511 0.732 4,068,098 20,962,386

6 5.5 11,273,723 2,997,447 4,168,513 8,276,276 4,107,763 1,186,733 1,507,965 (12,821) 5,594,399 0.683 3,820,975 24,783,361

7 6.5 11,499,197 3,092,260 4,283,302 8,406,937 4,123,635 1,191,318 1,750,771 (13,077) 5,477,925 0.637 3,489,438 28,272,799

8 7.5 11,729,181 3,190,168 4,353,324 8,539,013 4,185,689 1,209,246 1,781,820 (13,339) 5,561,286 0.594 3,303,404 31,576,203

9 8.5 12,667,515 3,291,272 4,425,889 9,376,243 4,950,354 1,430,157 1,813,467 (54,424) 6,187,043 0.554 3,427,622 35,003,825

10 9.5 13,427,566 3,395,679 4,501,072 10,031,887 5,530,815 1,597,853 1,845,726 (44,083) 6,632,391 0.517 3,428,946 38,432,771

11 10.5 13,696,117 3,503,505 4,578,949 10,192,612 5,613,663 1,621,787 1,878,610 (15,576) 6,707,791 0.482 3,233,155 41,665,926

12 11.5 13,970,039 3,614,865 4,659,597 10,355,174 5,695,577 1,645,452 1,912,130 (15,887) 6,813,479 0.450 3,066,066 44,731,992

13 12.5 15,087,642 3,729,879 4,730,149 11,357,763 6,627,614 1,914,718 1,946,302 (64,821) 7,561,564 0.420 3,175,857 47,907,849

14 13.5 15,389,395 3,848,672 4,816,514 11,540,723 6,724,209 1,942,624 1,981,137 (17,502) 7,634,464 0.392 2,992,710 50,900,559

15 14.5 16,312,759 3,971,376 4,905,898 12,341,383 7,435,485 2,148,112 2,016,650 (53,555) 8,230,176 0.365 3,004,014 53,904,573

16 15.5 16,312,759 4,098,124 4,764,210 12,214,635 7,450,425 2,152,428 1,686,951 - 8,375,256 0.341 2,855,962 56,760,535

17 16.5 17,291,525 4,229,050 4,836,367 13,062,475 8,226,108 2,376,523 1,710,730 (56,768) 9,031,990 0.318 2,872,173 59,632,708

18 17.5 17,291,525 4,364,305 4,841,729 12,927,220 8,085,491 2,335,898 1,734,870 - 8,856,452 0.297 2,630,366 62,263,074

19 18.5 17,291,525 4,504,038 4,847,193 12,787,487 7,940,294 2,293,951 1,759,376 - 8,734,160 0.277 2,419,362 64,682,436

20 and

beyond 19.5 17,983,186 4,648,405 4,923,552 13,334,781 8,411,229 2,430,004 1,784,260 (40,117) 9,160,634 4.550 41,680,885 106,363,321

70,145,348 34,357,351

Age 19.5

P W (Age)= 1/(1+DiscountR ate)
(Age)

0.258

P W toP erpetuity = 1/CapitalizationR ate 17.637

P W (20andBeyond)= P W toP erpetuity *P W Factor(19.5) 4.55

P ennsylvania-A m eric an W aterC om pany

ExeterW astewaterS ystem

W astewaterS ystem

P otentialP u rc haser: Investor-O wned Utility

A s ofJanu ary 1 , 2018

Disc ou nted C ash Flow A nalysis

B as ed on the above d es c ribed d is c ou nted c as h flow analys is , the Inc ome A pproac h to

valu e of the Exeter’ s was tewater property and its operations was d etermined to be

$10 6, 363, 321 .

M arketA pproac h

The marketorc omparable s ales approac h to valu e looks to markets ales ofc omparable

properties in ord er to arrive atvalu e. In this apprais al, the marketapproac h was

ad d res s ed from a c omparable s ales approac h u s ing rec entP enns ylvania was tewater
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s ys tems and marketvalu e to book valu e ratios bas ed on inves torowned wateru tilities

reported in Valu e L ine Inves tmentS u rvey.

M arketS ales – In the c omparable s ale marketapproac h the s ales of P enns ylvania

mu nic ipalwas tewaters ys tems to inves torowned water/was tewateru tilities were u s ed to

ins u re c omparability. The s ale of the C ity of M c Kees port, P enns ylvania was tewater

s ys tem to P enns ylvania-A meric an W ater and the s ales of N ew Gard en Towns hip’ s

s ewer u tility, L imeric k W as tewater s ys tem and Eas tB rad ford ’ s was tewater c ollec tion

s ys tem to A q u a P enns ylvania, Inc . were analyzed in relations hip to thos e properties ’

d eprec iated originalc os tand replac ementc os tnew les s d eprec iation (M arketA pproac h

tab).

P ennsylvania-A m ericanW aterCompany

ExeterW astew aterS ystem

W astew aterS ystem

Investor-O w nedU tility

A sofJanuary1,2018

Com parableS alesA pproach

M arketS alesBasis

Description

N ew Garden

W astew ater

S ystem

M cKeesport

W astew ater

S ystem

L im erick

W astew ater

S ystem

EastBradford

W astew ater

Collection

S ystem

S im ple

Average/

S tandard

Deviation

R em ove

O utliersS im ple

Average/

S tandard

Deviation

W eighted

A verage

R em ove

O utliers

W eighted

A verage/

S tandard

Deviation U se

S ystem Description

T ypeofS ystem W astew ater W astew ater W astew ater W astew ater

S ystem A ttributes

Collection&

T reatm ent

Collection&

T reatm ent

Collection&

T reatm ent CollectionO nly

P urchaseP rice 29,500,000 159,000,000 75,100,000 5,000,000 268,600,000 263,600,000

11% 59% 28% 2% 100%

A cquirer A qua-P A P A-Am erican A qua-P A Aqua-P A

Date

Custom ers

O riginalCost

DepreciatedO riginalCost(AU S Consultants)O CL D 18,567,728 101,915,080 46,153,867 5,383,591 172,020,266 166,636,675

P urchaseP ricetoO CL D 1.5888 1.5601 1.6272 0.9287 1.4262 1.592 1.5614 1.5819 1.5819

VariancetoS im pleM ean 0.1626 0.1339 0.201 -0.4975 0.2882 0.0275

VariancetoW tdM ean 0.0274 -0.0013 0.0658 -0.6327 0.0161

R eplacem entCostN ew lessDepreciationR CN L D 30,615,410 160,301,491 86,086,756 9,236,581 286,240,238 277,003,657

P urchaseP ricetoR CN L D 0.9636 0.9919 0.8724 0.5413 0.8423 0.9426 0.9384 0.9516 0.9516

VariancetoS im pleM ean 0.1213 0.1496 0.0301 -0.301 0.1793

VariancetoW tdM ean 0.0252 0.0535 -0.066 -0.3971 0.0244

0.207 0.0624

Financ ialM arketRatios –In the marketapproac h bas ed on marketfinanc ialratios were

bas ed on marketd ata of c ompanies (nine) in the water ind u s try as reported in Valu e

L ine Inves tmentS u rveys (Janu ary 20 1 8 )were analyzed . In the analys is , the c ompanies ’

s toc k(market)and d ebt(book)pers hare are c ompared as a ratio to the bookvalu e per

s hare.
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P ennsylvania-Am ericanW aterCom pany

ExeterW astew aterS ystem

W astew aterS ystem

Investor-O w nedU tility

January1,2018

Com parableS alesA pproach

FinancialBasis
1

Industry A verages

A m erican&

A quaA verages

A m ericanS tates

W ater Am ericanW ater A quaA m erica

California

W ater

Connecticut

W ater

M iddlesex

W ater S JW Corp York

P riceperS hare 39.23 69.05 31.39 26.59 43.81 31.05 36.41 29.87

Bookvaluepershare 12.77 28.25 9.78 13.41 20.02 12.74 18.83 8.52

M arkettoBookEquity R atio 3.07 2.44 3.21 1.98 2.19 2.44 1.93 3.51

M inim um 1.93 2.44

M ean 2.60 2.825 2.44 3.21

S tandardDeviation 0.56 0.385

W eightedM arkettoDebtR atio 2.61 5,396.12 46,004.33 23,553.34 3,614.75 2,316.09 1,583.17 2,131.69 1,649.47 86,248.96

M edian 2.44 2.825

M axim um 3.51 3.21

Debt(T otal)$sm illions 325.8 6,544.0 1,795.9 552.5 180.5 144.9 418.9 87.3

O utstandingS hares(m illions) 36.50 178.28 176.54 47.88 20.02 16.23 18.83 12.81

Debtpershare 8.93 36.71 10.17 11.54 9.02 8.93 22.25 6.81

Equity (T otal)$sm illions 1,431.90 12,310.23 5,541.59 1,273.13 877.08 503.94 685.60 382.63

T otalCapital(Debt+Equity) 1,757.70 18,854.23 7,337.49 1,825.63 1,057.58 648.84 1,104.50 469.93 33,055.90

0.05 0.57 0.22 0.06 0.03 0.02 0.03 0.01 0.99

M arketValueperS hare(Equity+Debt) 48.16 105.76 41.56 38.13 52.83 39.98 58.66 36.68

BookValueperS hare(Equity+Debt) 21.7 64.96 19.95 24.95 29.04 21.67 41.08 15.33

M arkettoBook(T otalCapital)R atio 2.22 1.63 2.08 1.53 1.82 1.84 1.43 2.39

M inim um 1.43 1.63

M ean 1.87 1.855 1.63 2.08

S tandardDeviation 0.32 0.225

W eightedM arkettoBook(Debt&Equity)R atio 1.77 3,902.08 30,732.40 15,261.98 2,793.21 1,924.79 1,193.87 1,579.44 1,123.14 58,510.91

VariancetoW tdM ean 0.0817 0.45 (0.14) 0.31 (0.24) 0.05 0.07 (0.34) 0.62

M edian 1.83 1.855

M axim um 2.39 2.08

1. ValueL ineInvestm entS urvey January 12,2018

The following table s u mmarizes both the c omparable s ales and financ ialmarketratio

analys is and the M arketA pproac hc onc lu s ion ofthis apprais al:
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Com parableS ales BookR atios

P urchaseP riceto

Depreciated

O riginalCost

(BookValue)

IndicatedM arket

Value

DepreciatedO riginalCost(A U S Consultants)O CL D 40,057,633.92 1.5819 63,367,171

R eplacem entCostN ew lessDepreciationR CN L D 99,589,818.55 0.9516 94,769,671

A verage 79,068,421

U se(R CN L D) 94,769,671

FinancialM arkets

M arketValueper

S haretoBook

ValueperS hare

M arkettoBook(equity) 2.61

M arkettoBook(equity anddebt) 1.77

U se(equity anddebt) 1.77

M arketConclusion

Investor

P urchaserO w ned

Valueto

Depreciated

O riginalCost

(BookValue)

ExeterW astew aterS ystem

Exeter

W astew ater

S ystem

A U S DepreciatedO riginalCost 40,057,634 1.77 70,902,012

M arketValue IndicatedValus$s

M inim um 63,367,171

M ean 76,346,285

M edian 70,902,012

M axim um 94,769,671

U se(R CN L D) 94,769,671

M arketA pproachS um m ary

P ennsylvania-A m ericanW aterCom pany

ExeterW astew aterS ystem

W astew aterS ystem

Investor-O w nedU tility

A sofJanuary1,2018

The marketapproac hc onc lu s ion ofthis apprais alwas d etermined to be $94, 7 69, 67 1 .
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C os tA pproac h Revis ited – B efore c onc lu d ing this apprais al’ s fair marketvalu e, the

preliminary c os t approac h c onc lu s ion of $99, 58 9, 8 19 need s to be evalu ated to

d etermine if externalobs oles c enc e exis ts in the preliminary reprod u c tion c os tnew les s

d eprec iation c onc lu s ion. The apprais alliteratu re, in regard s to d eveloping a c os t

approac hs tates :

“The las ts tep in the implementation of the c os tapproac h is to es timate
economic obsolescence. E c onomic obs oles c enc e (s ometimes c alled
“externalobs oles c enc e”)has been previou s ly d efined as the los s in valu e
or u s efu lnes s of a property c au s ed by fac tors externalto the as s et.
Thes e fac tors inc lu d e inc reas ed c os t of raw materials , labor, u tilities
(withou tan offs etting inc reas e in prod u c tpric e); red u c ed d emand forthe
prod u c t; inc reas ed c ompetition; environmentalor other regu lations ; or
s imilarfac tors .

The d iffic u lty in meas u ring the fu lleffec tofec onomic obs oles c enc e is one
of the weaknes s es of the c os t approac h. B ec au s e ec onomic
obs oles c enc e is u s u ally a fu nc tion of ou ts id e influ enc es thataffec tan
entire bu s ines s (i. e. , all tangible and intangible as s ets ) rather than
ind ivid u alas s ets oris olated grou ps of as s ets , itis s ometimes meas u red
u s ing the inc ome approac h or by u s ing the inc ome approac h to help
id entify the exis tenc e ofec onomic influ enc es on valu e. H owever, the c os t
approac h c an be u s ed to meas u re s ome forms of ec onomic
obs oles c enc e. ”15

The above d es c ribed inc ome approac h valu e c onc lu s ion of $10 6, 363, 321 for the

Exeter’ s fu tu re was tewaters ys tem and the marketapproac h c onc lu s ion of $94, 7 69, 67 1

c ompared to the c os t approac h c onc lu s ion of $99, 58 9, 8 19 ind ic ates no s ignific ant

externalobs oles c enc e exis ts in the c os tapproac h c onc lu s ion of$99, 58 9, 8 19. A pplying

0 % externalobs oles c enc e to ou rexample ac c ou ntof 361 C ollec tion M ains Gravity the

fairmarketvalu e was d etermined as follow:

15 Valu ingM ac hinery and Eq u ipment: The Fu nd amentals ofA pprais ingM ac hinery and Tec hnic al
A s s ets , S ec ond Ed ition, pp. 96-97 .
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P ennsylvania-A m eric an W aterC om pany

ExeterW astewaterS ystem

W astewaterS ystem

Investor-O wned Utility

A s ofJanu ary 1 , 2018

(0 ) (0 . 5) (1) (6) (7 ) (8 )

A c c ou nt D es c ription

P lac ement

Year

P reliminary C os t

A pproac h

E c onomic

O bs oles c enc e

FairM arket

V alu e

C O RL D $s

% of P reliminary

C os tA pproac h

A pprais alDate

V alu e $s

Inpu t Inpu t C alc u lation Inpu t C alc u lation

ExeterData ExeterData ExeterData RC NL D

Ec onomic

O bs oles c enc e

A nalys is (6)* [1 . 0 0 -(7 )]

A c c ou nt D es c ription Year P relim RC N L D EO % FM V

360 . 211 C O L L E C TIO N   S E W E RS  - FO RC E  -  M A IN S 1990 1 7 , 656. 23 0 . 0 0 % 17 , 656. 23

360 . 213 C O L L E C TIO N   S E W E RS  - FO RC E  -  M A IN S 1995 132 , 8 32 . 0 1 0 . 0 0 % 132 , 8 32 . 0 1

360 . 213 C O L L E C TIO N   S E W E RS  - FO RC E  -  M A IN S 1995 50 6, 47 2 . 25 0 . 0 0 % 50 6, 47 2 . 25

360 . 211 C O L L E C TIO N   S E W E RS  - FO RC E  -  M A IN S 20 0 5 11 , 8 46. 8 2 0 . 0 0 % 11 , 8 46. 8 2

360 . 211 C O L L E C TIO N   S E W E RS  - FO RC E  -  M A IN S 20 0 5 30 1 , 68 1 . 7 2 0 . 0 0 % 30 1 , 68 1 . 7 2

360 . 21 Total C O L L EC TIO N  S EW ERS  - FO RC E -  M A INS 97 0 , 48 9. 0 3 97 0 , 48 9. 0 3

Therefore, the c os tapproac h c onc lu s ion of$99, 58 9, 8 19 c an be c ons id ered the finalc os t

approac hc onc lu s ion as follows :

P ennsylvania-A m ericanW aterCompany

ExeterW astew aterS ystem

ExeterT ow nship,BerksCounty,P ennsylvania

W astew aterS ystem

Investor-O w nedU tility

S umm aryofO riginalCost,AverageS erviceL ife/Curve,R eplacementCostandDepreciatedR eplacem entCost

AsofJanuary1,2018

Account

N o. Description O riginalCost CostIndex

Cost

T ranslator

R eproduction

CostN ew

R eproduction

to

R eplacem ent

CostFactor

R eplacem ent

CostN ew

A verage

A ge

W eightedR CN

Age

Iow a

S urvivor

Curveand

L ife

Average

N orm al

R em aining

L ife

W eightedR CN

AverageN orm al

R em ainingL ife

Average

T otalL ife

Expectancy

W eightedR CN

A verageT otalL ife

Expectancy Condition

Depreciated

R eplacem ent

Cost

Econom ic

O bsolescence

FairM arket

Value

353.20 L and& L andR ights-Collection 336,068.94 U S BL S 1 2.23 749,404.75 1.000 749,404.75 32.60 24,434,285.00 N on-Depr - - - - 100.00% 749,404.75 0.00% 749,404.75

353.30 L and& L andR ights-P um ping 63,244.16 U S BL S 1 1.58 99,930.18 1.000 99,930.18 22.17 2,215,422.00 N on-Depr - - - - 100.00% 99,930.18 0.00% 99,930.18

353.40 L and& L andR ights-T reatm ent 735,535.35 U S BL S 1 3.075 2,261,697.09 1.000 2,261,697.09 39.72 89,823,729.00 N on-Depr - - - - 100.00% 2,261,697.09 0.00% 2,261,697.09

354.30 S tuctures& Im provem ents-P um ping 1,000,471.00 HW W -18 2.18 2,181,008.75 1.000 2,181,008.75 23.09 50,359,151.00 R 4.0 45yrs 22.70 49,513,519.00 45.79 99,872,670.00 49.62% 1,082,243.87 0.00% 1,082,243.87

354.40 S tuctures& Im provem ents-T reatm ent 36,457,669.12 HW W -115 3.057 111,449,475.20 1.000 111,449,475.20 32.99 3,676,737,065.00 R 4.0 55yrs 24.21 2,698,338,995.00 57.20 6,375,076,059.00 42.99% 47,912,068.89 0.00% 47,912,068.89

355.30 GeneratingEquipm ent-P um ping 46,258.60 U S BL S 4 1.547 71,562.06 1.000 71,562.06 24.50 1,753,270.00 R 3.0 35yrs 13.39 958,216.00 37.89 2,711,487.00 35.34% 25,289.42 0.00% 25,289.42

360.21 CollectionS ew ers-Force-M ains 724,186.15 HW W -144 1.989 1,440,743.93 1.000 1,440,743.93 19.87 28,620,637.00 R 3.0 60 yrs 40.92 58,962,345.00 60.79 87,582,982.00 67.36% 970,489.03 0.00% 970,489.03

360.23 CollectionS ew ers-Force-M anholes 165,868.09 HW W -145 1.642 272,340.40 1.000 272,340.40 19.48 5,304,528.00 R 3.0 65yrs 46.33 12,616,233.00 65.80 17,920,763.00 70.42% 191,793.42 0.00% 191,793.42

361.21 CollectionS ew ers-Gravity -M ains 15,360,150.52 HW W -144 3.266 50,172,506.70 1.000 50,172,506.70 38.45 1,928,923,877.00 R 3.0 80 yrs 45.03 2,259,336,879.00 83.48 4,188,260,756.00 54.35% 27,267,923.87 0.00% 27,267,923.87

361.22 CollectionS ew ers-Gravity -M ainsR elining 161,438.00 HW W -144 1.12 180,828.45 0.100 18,082.84 9.21 166,575.00 R 3.0 80 yrs 70.90 1,282,079.00 80.11 1,448,653.00 8.85% 16,003.65 0.00% 16,003.65

361.23 CollectionS ew ers-Gravity -M anholes 4,110,550.96 HW W -145 2.907 11,949,309.18 1.000 11,949,309.18 36.87 440,541,620.00 R 3.0 80 yrs 46.36 553,983,646.00 83.23 994,525,265.00 56.11% 6,704,939.15 0.00% 6,704,939.15

361.24 CollectionS ew ers-Gravity -M anholesR epairs 10,179.00 HW W -145 1.044 10,626.88 0.100 1,062.69 2.50 2,657.00 R 3.0 80 yrs 77.64 82,507.00 80.14 85,164.00 9.69% 1,029.54 0.00% 1,029.54

363.20 S erviceL aterals 8,107,147.46 HW W -139 3.376 27,369,203.97 1.000 27,369,203.97 35.96 984,283,481.00 R 3.0 55yrs 23.93 654,884,859.00 59.89 1,639,168,341.00 41.12% 11,253,482.31 0.00% 11,253,482.31

364.20 Flow  M easuring Devices 28,200.34 HW W -140 1.422 40,090.31 1.000 40,090.31 12.75 511,209.00 R 3.0 35yrs 23.30 934,195.00 36.05 1,445,404.00 65.35% 26,198.65 0.00% 26,198.65

365.20 Flow  M easuring Installations 95,497.64 HW W -140 2.583 246,670.40 1.000 246,670.40 26.50 6,536,764.00 R 3.0 35yrs 11.92 2,940,312.00 38.42 9,477,076.00 31.03% 76,530.76 0.00% 76,530.76

371.30 P um pingEquipm ent 180,108.68 HW W -19 2.109 379,859.84 1.000 379,859.84 18.15 6,893,209.00 R 3.0 35yrs 18.78 7,134,775.00 36.93 14,027,979.00 51.62% 196,073.11 0.00% 196,073.11

371.32 P um pingEquipm ent-Grinder 61,593.68 HW W -19 2.326 143,245.00 1.000 143,245.00 20.20 2,894,167.00 R 3.0 35yrs 17.06 2,443,058.00 37.26 5,337,225.00 46.43% 66,506.40 0.00% 66,506.40

380.40 T reatm ent  and Disposal Equipm ent 515,491.49 HW W -117 1.117 575,784.83 1.000 575,784.83 3.68 2,119,410.00 R 3.0 45yrs 41.35 23,809,188.00 45.03 25,928,600.00 91.83% 528,742.73 0.00% 528,742.73

390.70 O fficeFurnitureandEquipm ent 89,011.30 AU S T -115 1.026 91,282.84 1.000 91,282.84 3.68 335,833.00 R 3.0 12 yrs 8.50 775,557.00 12.18 1,111,395.00 69.89% 63,799.45 0.00% 63,799.45

391.70 T ransportationEquipm ent 24,623.01 AU S T -14 1.121 27,609.14 1.000 27,609.14 14.93 412,158.00 R 3.0 10 yrs 0.90 24,724.00 15.82 436,882.00 8.46% 2,336.52 0.00% 2,336.52

393.70 T ools,S hop,& GarageEquipm ent 42,074.30 AU S T -17 1.134 47,694.46 1.000 47,694.46 7.98 380,601.00 R 3.0 35yrs 27.39 1,306,258.00 35.37 1,686,860.00 77.63% 37,023.29 0.00% 37,023.29

394.70 L aboratory Equipm ent 80,810.59 AU S T -17 1.19 96,139.85 1.000 96,139.85 9.74 936,735.00 R 3.0 20 yrs 11.05 1,062,375.00 20.79 1,999,109.00 53.59% 51,524.13 0.00% 51,524.13

395.70 P ow erO peratedEquipm ent - AU S T -18 0 - - - - - R 3.0 15yrs - - - - 0.00% - 0.00% -

396.70 Com m unicationsEquipm ent 3,996.00 U S BL S 2 0.979 3,912.08 1.000 3,912.08 6.50 25,429.00 R 3.0 12 yrs 6.06 23,707.00 12.56 49,136.00 48.25% 1,887.52 0.00% 1,887.52

397.70 M iscellaneousEquipm ent 4,170.76 AU S T -18 1.103 4,601.61 1.000 4,601.61 7.80 35,887.00 R 3.0 20 yrs 12.83 59,035.00 20.63 94,922.00 63.04% 2,900.82 0.00% 2,900.82

T O T A L P L A N T 68,404,345$ 3.068 209,865,528$ 0.999 209,693,218$ 34.59 7,254,247,699$ 30.16 6,330,472,462$ 64.18 13,468,246,728$ 47.45% 99,589,819$ 0.00% 99,589,819$
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Valu e C onc lu s ion

The Fair M arketValu e of Exeter’ s was tewater property, plantand eq u ipmentand its

operation was d etermined to be $10 1 , 8 1 7 , 0 0 0 as follows :

A ppraisalA pproach
Investor-ow ned

U tility W eight

W tdValuation

Indications

CostA pproach

DepreciatedR eplacem entCostN ew 99,589,819$

CostA pproachConclusion 99,589,819 50% 49,794,909

Incom eApproach

106,363,321

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

M arketApproach

M arketA pproachConclusion 94,769,671 10% 9,476,967

A ppraisalConclusion 101,817,204$ 100% 101,817,204

Conclusion(costapproach) 99,589,819$

P ennsylvania-A m ericanW aterCom pany

ExeterW astew aterS ystem

W astew aterS ystem

Investor-O w nedU tility

AsofJanuary1,2018

FairM arketValueA ppraisal

A s the pu rpos e ofthis apprais alwas to fu lfillthe req u irements ofS ec tion 1329 ofthe P A

C S in the es tablis hmentof valu e forrate making of Exeter’ s was tewaterproperty, plant
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and eq u ipmentthe c os tapproac h c onc lu s ion of $99, 58 9, 8 19 is c ons is tentwith the

pu rpos e ofthe apprais al. This c os tapproac h c onc lu s ion is d etailed (C os tA pproac h tab

of this report). A s the c os tapproac h work papers d etails ou r valu e c onc lu s ion by

N ationalA s s oc iation of Regu latory Utility C ommis s ioners ’ (N A RUC )Uniform S ys tem of

A c c ou nts (US O A )forthe was tewaterind u s try ac c ou ntc las s ific ations and the ins tallation

year of the property this d etailc an be u s ed to es tablis h the booked valu e for fu tu re

ac c ou nting and rate making.
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C om plianc e with Uniform S tand ard s ofP rofessional
A ppraisalP rac tic e (US P A P )201 8 -2019

Fu lfillm entofRequ irem ents foraP ersonalP roperty A ppraisal
and Report

 S tate the id entity ofthe c lientand any intend ed u s ers , by name ortype:
Pennsylvania-American Water Company and the Pennsylvania Public
Utility Commission

 S tate the intend ed u s e ofthe apprais al
To establish the Fair Market Value of The Township of Exeter, PA’s
Wastewater System

 D es c ribe information s u ffic ientto id entify the property, real, pers onal, and
intangible, involved in the apprais al, inc lu d ingthe phys ic aland ec onomic
property c harac teris tic s relevantto the as s ignment.

The Township of Exeter, PA’s wastewater treatment and collection
property consists of collection mains and laterals of various sizes and
types. The property is in good condition based on physical inspections
and reviews or operating statements. The property is an operating
wastewater system the economics of which were analyzed based on
seven years of operating financials which were incorporated in to the
income approach to value analysis in this appraisal.

 S tate the realproperty interes ts apprais ed
Exeter owns land on several parcels. The land is used primarily for its
treatment facility and various pump stations.

 S tate the type and d efinition ofvalu e and c ity the s ou rc e ofthe d efinition,
inc lu d ing whetherthe opinion ofvalu e is in terms ofc as horoffinanc ingterms
eq u ivalentto c as h, orbas ed on non-marketfinanc ing orfinanc ingwithu nu s u al
c ond itions orinc entives

o Market Value definition:
“The most probable price, as of a specified date, in cash, or in terms
equivalent to cash, or in other precisely revealed terms, for which the
specified property rights should sell after reasonable exposure in a
competitive market under all conditions requisite to a fair sale, with the
buyer and seller each acting prudently, knowledgeably, and for self-
interest, and assuming that neither is under undue duress.” The
Appraisal of Real Estate, 14th Edition, page 58.

 S tate the effec tive d ate ofthe apprais aland the d ate ofthe report
The effective date of the appraisal is January 1, 2018 and the appraisal
report date is September 1, 2018.

 D es c ribe s u ffic ientinformation to d is c los e to the c lientand any otherintend ed
u s ers ofthe apprais althe s c ope ofworku s ed to d evelopthe apprais al
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The appraisal considered all three approaches to value: the cost, income
and market. Briefly, the scopes of work for each are as follows:

Cost Approach – The cost approach utilized the trended cost method
utilizing the investment inventory developed by AUS Consultants from its
depreciated original cost study. The Handy Whitman Index of Public
Utility Construction Costs for the water industry were used in the trending.
Depreciation was assessed based on straight line age-life depreciation
method based on service life expectation for each of the various account
categories.

Income Approach – The income approach utilized the discounted cash
flow (DCF) method; the DCF method facilitates the development of cash
flows from operations as the property migrates from municipal operation
to a regulated investor owned operation. Exeter’s operating experience
was analyzed (2010-2017) in order to estimate the initial cash flows. The
operations were forecast for 19 periods in the future and a 20th period
which is intended to reflect operation beyond that time. The discount rate
was developed based on market debt and equity rates at the appraisal
date.

Market Approach – The market approach was developed based on
market comparable sales of Pennsylvania wastewater properties and
market to book ratios developed for the water industry based on
information published by Value Line Investment Surveys at the appraisal
date.

Valuation Approaches Reconciliation - The appraisal conclusion was
based on reconciliation of each of the approaches and the intended
purpose of the appraisal.

 C learly and c ons pic u ou s ly:
o S tate allextraord inary as s u mptions and hypothetic alc ond itions ;

There were no extraordinary assumptions or hypothetical conditions in
this appraisal.

o S tate thattheiru s e mighthave affec ted the as s ignmentres u lts

Not applicable.

 C learly and ac c u rately d is c los e allas s u mptions , extraord inary as s u mptions ,
hypothetic alc ond itions , and limitingc ond itions u s ed in the as s ignment

Not applicable.

 D es c ribe the information analyzed , the apprais alproc ed u res followed , and the
reas oningthats u pports the analys es , opinions , and c onc lu s ions

See scope of work above.
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 S tate the u s e ofthe reales tate exis tingas ofthe d ate ofvalu e and the u s e ofthe
reales tate reflec ted in the apprais al–when reportingan opinion ofmarketvalu e,
d es c ribe the s u pportand rationale forthe apprais er’ s opinion ofthe highes tand
bes tu s e ofthe reales tate

The real estate is used for Exeter’s wastewater treatment plants and various
pumping stations.

 S tate and explain any permitted d epartu res from s pec ific req u irements of
S TA N D A RD 1 and the reas on forexc lu d ingany ofthe u s u alvalu ation
approac hes . The apprais althen bec omes a limited apprais al–a limited apprais al
reportmu s tc ontain a prominents ec tion thatc learly id entifies the extentofthe
apprais alproc es s performed and the d epartu res taken

No departures for Standard 1 were made.

 Inc lu d e a s igned c ertific ation in ac c ord anc e withS tand ard s Ru le 2-3

Contained in Narrative Report.
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A US C ons u ltants , Valu ation and D eprec iation S ervic es Grou pc ertify that, to the bes tofits
knowled ge and belief:

- The s tatements offac tc ontained in this reportare tru e and c orrec t.

- The reported analys es , opinions , and c onc lu s ions are limited only by the reported
as s u mptions and limiting c ond itions , and are ou r pers onal, impartial, and u nbias ed
profes s ionalanalys es , opinions , and c onc lu s ions .

- A US C ons u ltants , Valu ation and D eprec iation S ervic es Grou p has performed an
apprais alofExeter, P A ’ s W as tewaterS ys tem previou s ly in the las tthree year.

- A US C ons u ltants , Valu ation and D eprec iation S ervic es Grou p, norits profes s ionals taff
has any pres entorpros pec tive interes tin the property thatis the s u bjec tof this report,
and has no interes torbias withres pec tto the parties involved .

- W e have no bias with res pec tto the property thatis the s u bjec tof this reportorto the
parties involved withthis as s ignment.

- O u r engagementin this as s ignmentis notc ontingent u pon d eveloping or reporting
pred etermined res u lts .

- O u r c ompens ation for c ompleting this as s ignment is not c ontingent u pon the
d evelopmentorreporting of a pred etermined valu e ord irec tion in valu e thatfavors the
c au s e ofthe c lient, the amou ntofthe valu e opinion, the attainmentofa s tipu lated res u lt,
or the oc c u rrenc e of a s u bs eq u enteventd irec tly related to the intend ed u s e of this
apprais al.

- O u r analys es , opinions , and c onc lu s ions were d eveloped , and this reporthas been
prepared , in c onformity with the Uniform S tand ard s of P rofes s ionalA pprais alP rac tic e
20 1 8 -20 19.

- The s igners of this report(D avid S heffer) have mad e a pers onalins pec tion of the
property thatis the s u bjec tofthis report.

- A llind ivid u als who partic ipated in the preparation of this reportand who are S enior
M embers of the A meric an S oc iety of A pprais ers are rec ertified as req u ired by the
mand atory rec ertific ation as s etou tin the c ons titu tion by-laws and ad minis trative ru les of
the A meric an S oc iety ofA pprais ers .

- Ind ivid u als provid ing s ignific ant apprais al as s is tanc e to the pers on s igning this
c ertific ation inc lu d e: D avid A . S heffer, P rinc ipal, A US C ons u ltants , Valu ation and
D eprec iation S ervic es Grou pand GannettFleming Valu ation and Rate C ons u ltants , L C ’ s
Engineers A s s es s ment.

.
A US C ons u ltants , Valu ation and D eprec iation S ervic es Grou p

B y:

Jerome C . W einert, A S A , W is c ons in P . E . , C D P


