
VOLUME 17 

PENNSYLVANIA-AMERICAN WATER COMPANY 

2020 GENERAL BASE RATE CASE 
R-2020-3019369 (WATER) 

R-2020-3019371 (WASTEWATER) 

STATEMENT NO. 12 
DIRECT TESTIMONY OF CONSTANCE E. HEPPENSTALL 

EXHIBITS NO. 12-A, 12-B  
WATER OPERATIONS EXCLUDING STEELTON  

WATER STEELTON OPERATIONS 
COST OF SERVICE AS OF DECEMBER 31, 2021, 2022 

 



     PAWC STATEMENT NO. 12   
     

 
 
 
 
 

 
 

BEFORE THE 
PENNSYLVANIA PUBLIC UTILITY COMMISSION 

 
 
  
 

DIRECT TESTIMONY OF 
CONSTANCE E. HEPPENSTALL 

 
ON BEHALF OF PENNSYLVANIA-AMERICAN WATER COMPANY 

 
 

CONCERNING 
 
 
 
 
 

COST OF SERVICE ALLOCATION 
 

AND 
 

CUSTOMER RATE DESIGN 
 
 
 
 
 
 

DOCKET NOS. 
R-2020-3019369 (WATER) 

R-2020-3019371 (WASTEWATER) 
 
 
 
 
 
 
 

DATE:  April 29, 2020 
 
 



 
- 1 - 

 
  

DIRECT TESTIMONY OF  
CONSTANCE E. HEPPENSTALL 

 
Q. Please state your name and address. 1 

A.  My name is Constance E. Heppenstall.  My business address is 1010 Adams 2 

Avenue, Audubon, PA 19403. 3 

Q. By whom are you employed? 4 

A. I am employed by Gannett Fleming Valuation and Rate Consultants, LLC. 5 

Q. Please describe your position with Gannett Fleming Valuation and Rate 6 

Consultants, LLC, and briefly state your general duties and responsibilities. 7 

A. My title is Senior Project Manager.  My duties and responsibilities include the 8 

preparation of accounting and financial data for revenue requirement, the allocation 9 

of cost of service to customer classifications, and the design of customer rates in 10 

support of public utility rate filings. 11 

Q. Have you presented testimony in rate proceedings before a regulatory agency?12 

A.  Yes.  I have testified before the Pennsylvania Public Utility Commission 13 

(“Commission” or “PUC”), the Kentucky Public Service Commission, the Arizona 14 

Corporation Commission, the Missouri Public Service Commission, the Virginia 15 

State Corporation Commission, the Hawaii Public Utility Commission, the West 16 

Virginia Public Service Commission and the Indiana Utility Regulatory Commission 17 

concerning revenue requirements, cost of service allocation, rate design and cash 18 

working capital claims.  A list of cases in which I have testified is attached to my 19 

testimony. 20 

Q. What is your educational background? 21 
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A. I have a Bachelor of Arts degree from the University of Virginia, Charlottesville, 1 

Virginia and a Master of Science in Industrial Administration from the Carnegie-2 

Mellon University Tepper School of Business, Pittsburgh, Pennsylvania. 3 

Q. Would you please describe your professional affiliations? 4 

A. I am a member of the American Water Works Association (“AWWA”), the 5 

Pennsylvania Municipal Authorities Association and the National Association of 6 

Water Companies. 7 

Q. Briefly describe your work experience. 8 

A.  I joined the Valuation and Rate Division of Gannett Fleming (formerly Gannett 9 

Fleming, Inc.) in August 2006, as a Rate Analyst.  Prior to my employment at 10 

Gannett Fleming, I was a Vice President of PriMuni, LLP where I developed 11 

financial analyses to test proprietary software in order to ensure its pricing accuracy 12 

in accordance with securities industry conventions. From 1987 to 2001, I was 13 

employed by Commonwealth Securities and Investments, Inc. as a public finance 14 

professional where I created and implemented financial models for public finance 15 

clients in order to create debt structures to meet clients’ needs.  From 1986 to 1987, I 16 

was a public finance associate with Mellon Capital Markets.  17 

Q. What is the purpose of your testimony in this proceeding? 18 

A. The purpose of my testimony is to explain the cost of service allocation and rate 19 

design studies conducted under my direction and supervision for Pennsylvania-20 

American Water Company (“PAWC” or the “Company”) and to describe the results 21 

produced by those studies.   22 



 
- 3 - 

 

Q. What revenue requirement data did you use to prepare PAWC’s cost of service 1 

studies? 2 

A. The cost of service and rate design studies I performed are based on data from 3 

PAWC’s separate revenue requirement studies for the following operations: (1) 4 

Water Operations Excluding Steelton Water Operations (“Water Operations Excl. 5 

Steelton”); (2) Water Steelton Operations; (3) Wastewater Sanitary Sewer System 6 

(“SSS”) Operations Excluding Sadsbury and Exeter Operations (“WW SSS Excl. 7 

Sadsbury and Exeter”); (4) Wastewater (“WW”) SSS Sadsbury Operations; (5) WW 8 

SSS Exeter Operations; (6) Scranton Wastewater Combined Sewer System (“CSS”) 9 

Operations (“WW CSS Scranton Operations”); (7) WW CSS McKeesport 10 

Operations; and (8) WW CSS Kane Operations.  The Company’s revenue 11 

requirements for each of those operations are developed in PAWC Exhibit 3-A, 12 

which is sponsored by PAWC witness Rod P. Nevirauskas and discussed in his 13 

direct testimony.  14 

Q. Have you prepared exhibits presenting the results of your studies? 15 

A. Yes.  The exhibits identified below accompany my testimony and are described in 16 

detail further in my testimony.  Exhibits 12-A through 12-H include separate cost of 17 

service studies for the future test year ending December 31, 2021 (“Rate Year 1”) 18 

and the fully projected future test year ending December 31, 2022 (“Rate Year 2”). 19 

Exhibit 
Number Type of Study Operation Rate Zones 

12-A Cost of Service Water Operations 
Excl. Steelton 

Water Zones 1,2,3 
and 4 

12-B Cost of Service Water Steelton 
Operations  Water Zone 5 
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12-C Cost of Service 
WW SSS Operations 
Excl. Sadsbury and 

Exeter  

Wastewater Zones 
1,2,4,5 and 8 

 
 Delaware Sewer 

Company Acquisition 

12-D Cost of Service WW SSS Exeter 
Operations Wastewater Zone 9 

12-E Cost of Service WW SSS Sadsbury 
Operations Wastewater Zone 7 

12-F Cost of Service WW CSS Scranton 
Operations Wastewater Zone 3 

12-G Cost of Service 
WW CSS 

McKeesport 
Operations 

 
Wastewater Zone 6 

12-H Cost of Service  WW CSS Kane 
Operations Acquisition 

12-I Bill Analysis Water Operations 
Excl. Steelton 

Water Zones 1,2,3 
and 4 

12-J Bill Analysis Water Steelton 
Operations  Water Zone 5 

12-K Bill Analysis 
WW SSS Operations 
Excl. Sadsbury and 
Exeter Operations 

Wastewater Zones 
1,2,4,5 and 8 

12-L Bill Analysis WW SSS Exeter 
Operations Wastewater Zone 9 

12-M Bill Analysis WW SSS Sadsbury 
Operations Wastewater Zone 7 

12-N Bill Analysis WW CSS Scranton 
Operations Wastewater Zone 3 

12-O Bill Analysis 
WW CSS 

McKeesport 
Operations 

Wastewater Zone 6 

12-P Bill Analysis WW CSS Kane 
Operations Acquisition 

 1 

Q. Why did you perform a separate Steelton water cost of service study? 2 

A. I prepared the separate Water Steelton Operations cost of service study presented in 3 

Exhibit 12-B, based on data from the separate Water Steelton Operations revenue 4 

requirement study, consistent with PAWC’s commitment under the settlement 5 

approved by the Commission’s final Order at Docket No. A-2019-3006880 6 
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authorizing the Company’s acquisition of the water assets of the Steelton Borough 1 

Authority under Section 1329 of the Public Utility Code (“Code”). 2 

Q. Is the Company presenting separate cost-of-service and rate design studies for 3 

CSS and SSS wastewater operations? 4 

A. Yes.  A CSS collects and conveys a wastewater stream that consists of flows of 5 

sewage from homes and businesses, infiltration and in-flow and storm water.  As 6 

explained by Mr. Nevirauskas in PAWC Statement No. 1, under the settlement of 7 

PAWC’s last base rate case at Docket No. R-2017-2595853, the Company agreed to 8 

provide in its next base rate filing a separate revenue requirement study for each CSS 9 

it owns and a cost of service study that separately identifies all storm water costs for 10 

CSS operations.   Accordingly, I prepared separate cost of service studies to identify 11 

the cost of collecting, treating and disposing of storm water in the CSS wastewater 12 

systems PAWC acquired from The Sewer Authority of the City of Scranton in 2016 13 

and the Municipal Authority of the City of McKeesport in 2017.  In addition, I 14 

prepared a separate cost of service study for the CSS wastewater system currently 15 

owned and operated by the Borough of Kane Authority, which PAWC expects to 16 

obtain PUC approval to acquire in 2020.  17 

Q. Why is the Company presenting separate cost of service studies for PAWC’s 18 

Exeter and Sadsbury Wastewater SSS operations? 19 

A. As explained by Mr. Nevirauskas, PAWC is submitting separate cost of service 20 

studies in this proceeding pursuant to the Commission-approved settlements 21 

authorizing the Company to acquire the wastewater assets of Exeter and Sadsbury 22 

Townships under Section 1329 of the Code.    23 
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Q. Please provide a summary of the Company’s rate design proposal in this case. 1 
 2 
A. The Company currently has five water rate zones and nine wastewater rate zones.  3 

The Company plans to reduce number of rate zones in its water operations by 4 

consolidating existing Rate Zones 2, 3 and 4 into Rate Zone 1 and maintaining Rate 5 

Zone 5 (Steelton) as a separate rate zone.  Rate Zones 3 and 4 will be consolidated 6 

with Rate Zone 1 over a two-year period (Rate Year 1 and Rate Year 2), as described 7 

by PAWC witness Ashley E. Everette in Statement No. 4.  Schedule H of Exhibit 8 

12-A provides a summary of present and proposed water rates.   9 

   PAWC is also proposing to reduce the number of rate zones in its wastewater 10 

operations from nine to four, consisting of Rate Zone 1 (into which existing Rate 11 

Zones 4, 5, 8 and 9 will be consolidated),  Rate Zone 2 (New Cumberland), Rate 12 

Zone 3 (Scranton), Rate Zone 4 (McKeesport) and Rate Zone 5 (Kane).  The future 13 

Rate Zone for the SSS wastewater system of the Delaware Sewer Company, which 14 

the Company expects to acquire in 2020, will also be consolidated with Rate Zone 1.  15 

Schedule F of Exhibit 12-C provides a summary of present and proposed wastewater 16 

rates.  Ms. Everette discusses the Company’s rate design proposal in more detail in 17 

her direct testimony. 18 

  19 
COST OF SERVICE ALLOCATION – WATER OPERATIONS 20 

 21 
Q. Please describe the revenue requirements included in the cost of service studies 22 

for PAWC’s water operations being presented in this case. 23 

A. The cost of service studies for 2021 (“Rate Year 1”) and 2022 (“Rate Year 2”) for 24 

Water Operations Excl. Steelton prepared for this case are based upon the 25 

Company’s revenue requirement for the applicable Rate Year, including a portion of 26 
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the revenue requirement of PAWC’s wastewater operations, as authorized by 1 

Section 1311(c) of the Code.  The development of the Rate Year 1 and Rate Year 2 2 

revenue requirements for Water Operations Excl. Steelton, including the revenue 3 

requirement allocated to Water Operations Excl. Steelton from the Company’s 4 

Wastewater Operations, is explained by Mr. Nevirauskas in PAWC Statement No. 1.  5 

The development of the revenue requirements for Water Operations Excl. Steelton 6 

also includes the revenue requirement allocated from the Company’s Water Steelton 7 

Operations consistent with the rate increase limitation provided for in the PUC-8 

approved settlement of the Steelton acquisition proceeding.   9 

   The cost of service studies for Rate Year 1 and Rate Year 2 for PAWC’s 10 

Water Steelton Operations prepared for this case are based upon the Company’s 11 

revenue requirements for the applicable rate year, and does not include any revenue 12 

requirement related to PAWC’s wastewater operations, but includes a revenue 13 

contribution from PAWC’s Water Operations Excl. Steelton. 14 

   Using the total revenue requirements for Rate Year 1 and Rate Year 2 15 

developed by the Company in the manner described by Mr. Nevirauskas, I prepared 16 

the cost of service studies set forth in Exhibit No. 12-A (Water Operations Excl. 17 

Steelton) and Exhibit No. 12-B (Water Steelton Operations).  The cost of service 18 

studies presented in Exhibit No. 12-A allocate among customer classes for Rate Year 19 

1 and Rate Year 2: (1) the entire revenue requirement of the Company’s Water 20 

Operations Excl. Steelton; and (2) the portion of the revenue requirement of the 21 

Company’s Wastewater Operations that will not be recovered from wastewater 22 

customers under the Company’s proposed wastewater rates; and (3) the portion of 23 
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the Water Steelton Operations revenue requirement that will not be recovered from 1 

Steelton area customers under proposed rates, which I will refer to, collectively, as 2 

the cost of service or total revenue requirement for each Rate Year. 3 

Q. Briefly describe the purpose of your cost of water service allocation studies. 4 

A. The studies apply generally accepted cost of service principles and procedures to 5 

allocate the total revenue requirement to the residential, commercial, industrial, 6 

public, other water utilities, private fire protection and public fire protection 7 

classifications.  The results of the cost of service studies indicate the relative cost 8 

responsibilities of each class of customers.  The allocated cost of service is one of 9 

several criteria that are appropriately considered in designing customer rates to 10 

produce the required revenues. 11 

Q. Have you prepared exhibits that set forth the results of your studies? 12 

A. Yes.  As I previously noted, Exhibit Nos. 12-A and 12-B set forth the results of my 13 

allocation of the pro forma cost of service for Water Operations Excl. Steelton and 14 

Water Steelton Operations, respectively, as of December 31, 2021 and December 31, 15 

2022.   Those exhibits also present the customer rates that the Company is proposing 16 

for Rate Year 1 and Rate Year 2 to produce pro forma revenues equal to its revenue 17 

requirements. 18 

Q. Please describe the method of cost allocation that was used in your studies. 19 

A. For both Exhibit No. 12-A and Exhibit No. 12-B, the base-extra capacity method, as 20 

described in the 2017 (seventh edition) and prior editions of the Water Rates Manual 21 

published by AWWA, was used to allocate the pro forma costs that comprise the 22 

total revenue requirement.  It is a recognized method for allocating the cost of 23 
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providing water service to customer classifications in proportion to each 1 

classification's use of the commodity, facilities, and services of a water utility and 2 

has been accepted by this Commission for that purpose.  Indeed, it is the method that 3 

was used in the Company's prior rate cases, including its last base rate case at Docket 4 

No. R-2017-2595853, and has been accepted by the Commission for use by the 5 

Company and other water utilities in the Commonwealth. 6 

Q. Is the base-extra capacity method described in Exhibit No. 12-A? 7 

A. Yes.  It is described on pages 3 and 4 of the exhibit. 8 

Q. Please describe the procedure followed in the cost allocation studies. 9 

A. Each identified category of cost in the pro forma cost of service was allocated to the 10 

customer classifications using appropriate allocation factors.  This allocation is 11 

presented in Schedule D of Exhibit Nos. 12-A and 12-B.  The categories of cost, 12 

which consist of operation and maintenance expenses, depreciation expense, taxes 13 

and income available for return, are identified in columns 1 and 2 of Schedule D.  14 

The costs in each category, shown in column 4, are allocated to the several customer 15 

classifications based on allocation factors referenced in column 3.  The development 16 

of the allocation factors is presented in Schedule E of each exhibit.   17 

  I will use some of the larger cost items to illustrate the principles and 18 

considerations used in the cost allocation methodology.  Purchased water, purchased 19 

electric power and treatment chemicals are examples of costs that tend to vary with 20 

the amount of water consumed and are, therefore, considered base costs.  These costs 21 

are allocated to the several customer classifications in direct proportion to the 22 
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average daily consumption of those classifications through the use of Factor 1.  The 1 

development of Factor 1 is shown in Schedule E of Exhibit Nos. 12-A and 12-B. 2 

 Other source of supply, water treatment and transmission costs are associated 3 

with meeting usage requirements in excess of the average. This means that these 4 

costs are incurred generally to meet maximum day requirements.  Costs of this 5 

nature were allocated to customer classifications partially as base costs (i.e., in 6 

proportion to average daily consumption, pursuant to Factor 1), partially as 7 

maximum day extra capacity costs (i.e., in proportion to maximum day extra 8 

capacity, pursuant to Factor 2) and, for certain pumping stations and transmission 9 

mains, partially as fire protection costs (i.e., pursuant to Factor 3).  Factors 2 and 3 10 

are developed in Schedule E of Exhibit Nos. 12-A and 12-B. 11 

  Costs associated with storage facilities and the capital costs of distribution 12 

mains were allocated partly on the basis of average consumption and partly on the 13 

basis of maximum hour extra demand, including the demand for fire protection 14 

service, because these facilities are designed to meet maximum hour and fire 15 

demand requirements.  The development of Factor 4, which is used for these 16 

allocations, is shown in Schedule E of Exhibit Nos. 12-A and 12-B.  Fire demand 17 

costs were allocated to public and private fire protection service and to general 18 

service in proportion to the relative potential demands on the system from hydrants 19 

and fire services and from commercial service lines sized to provide both fire 20 

protection and general service. 21 

  Costs associated with pumping facilities and the operation and maintenance 22 

of mains were allocated on the combined bases of maximum day and maximum hour 23 
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extra capacity because these facilities serve both functions.  The relative weightings 1 

of Factor 3 (maximum day) and Factor 4 (maximum hour) for pumping facilities and 2 

the operation and maintenance of mains were based on the functional use of pumps 3 

and footage of mains, respectively, serving maximum day and maximum hour 4 

functions.  The weighted factors, identified as Factor 5, Factor 5A and Factor 8, are 5 

developed on Schedule E of Exhibit Nos. 12-A and 12-B. 6 

  Costs associated with meters and services were allocated to customer 7 

classifications in proportion to the capital costs of the sizes and quantities of meters 8 

and services serving each classification.  The factors for allocating the cost of meters 9 

and services, identified as Factor 10 and Factor 11, are developed on Schedule E of 10 

Exhibit Nos. 12-A and 12-B. 11 

  The costs of customer accounting, billing and collecting were allocated on 12 

the basis of the number of customers for each customer classification.  The costs of 13 

meter reading were allocated on the basis of the pro forma number of meters by 14 

classification.  These factors, identified as Factor 14 and Factor 15, are developed on 15 

Schedule E of Exhibit Nos. 12-A and 12-B.  Bad Debt expense was allocated based 16 

on the average net write-offs for 2019 (Factor 22). 17 

  Administrative and general costs were allocated on the basis of allocated 18 

direct costs excluding those costs that require little administrative and general 19 

expense, such as purchased water, power, chemicals, and waste disposal.  The factor 20 

for this allocation is identified as Factor 16. 21 

  Annual depreciation accruals were allocated on the basis of the function of 22 

the facilities in each plant account to which depreciation expense is recorded.  The 23 
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original cost less accrued depreciation of utility plant in service was also allocated 1 

based on the function of the plant recorded in each account for the purpose of 2 

developing Factor 19, which is used to allocate items such as return and income 3 

taxes.   4 

Q. What was the source of the total cost of service data set forth in column 4 of 5 

 Schedule D of Exhibit Nos. 12-A and 12-B? 6 

A. The pro forma costs of service were furnished by the Company and are the same as 7 

those set forth in PAWC Exhibit No. 3-A for Water Operations Excl. Steelton and 8 

Water Steelton Operations for Rate Year 1 and 2. 9 

Q. Refer to Schedule E of Exhibit Nos. 12-A and 12-B and explain the source of the 10 

system maximum day and maximum hour ratios used in the development of 11 

Factors 2, 3 and 4. 12 

A. The ratios were based on a review of experienced Company data as a whole.  The 13 

maximum day ratio of 1.4 times the average day approximates the ratio of maximum 14 

daily send-out experienced by the Company in 1988, 1995, 1996, 1999 and 2003.  15 

The maximum hour ratio of 2.1 times the average hour approximates the results of 16 

an analysis that was performed to determine the peak hour consumption experienced 17 

by the Company's three largest operating districts. 18 

Q. Are the system maximum day and maximum hour ratios the same as those used 19 

in studies presented on behalf of the Company in prior proceedings before this 20 

Commission? 21 

A. Yes, they are. 22 
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Q. Are the customer class extra capacity factors the same as those used in the 1 

 most recent prior study for the Company?  2 

A. Yes, the extra capacity factors used in Exhibit Nos. 12-A and 12-B reflect the results 3 

of PAWC’s most recent customer class demand study submitted in the Company’s 4 

2017 base rate case.  A detailed explanation of the methods and procedures used, the 5 

sampling techniques, the areas and customers monitored, the results of the 6 

monitoring during the 2013-2015 period, and the conclusions from the study results 7 

are described in the text of the study provided in Appendix A of Exhibit No. 12-A. 8 

Q. For Exhibit No. 12-A, did you make any adjustments to the cost allocation 9 

study? 10 

A. Yes, four adjustments were made to the study.  I will describe each adjustment and 11 

explain why it was made.  12 

Q. Please explain the first adjustment. 13 

A. The first adjustment was made to exclude the volume of contract sales under Riders 14 

DIS (Demand Industrial Sales) and DRS (Demand Resale Sales) in developing the 15 

allocation factors for the industrial classification and the sales for resale – Group A 16 

classification.  As a result, costs are allocated only to the non-Rider DIS and non-17 

Rider DRS customers.  Correspondingly, the revenues received from those contract 18 

sales were deducted from the total cost of service and from each of the classes of 19 

service, as shown on Schedule D of Exhibit No. 12-A. 20 

Q. Why did you make this adjustment? 21 

A. This adjustment was made in order to provide a more meaningful comparison of 22 

allocated costs and revenues.  Including contract sales would inappropriately reduce 23 
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the relative rate of return for the applicable class because revenues from the contract 1 

sales reflect contract rates that, to address competitive situations and avoid loss of 2 

load (or gain incremental load), are lower than the non-Rider DIS and non-Rider 3 

DRS rates.  By excluding contract sales, as I have done, the resulting cost of service 4 

and revenues properly reflect the costs and the rates for non-contract customers.  The 5 

Commission, in approving Riders DIS and DRS, found that those riders create 6 

benefits for all of the Company’s customers by preserving or attracting incremental 7 

sales that, because of competitive forces, could not otherwise be made.  Accordingly, 8 

the revenues derived from Rider DIS and Rider DRS customers are reflected as 9 

deductions from all classes’ cost of service. 10 

Q. Please describe the second adjustment. 11 

A. The second adjustment excludes from the extra capacity portion of Factors 2, 3 and 4 12 

the curtailment volumes associated with service provided under the Company’s 13 

industrial curtailment rate schedule.  This adjustment properly accounts for the fact 14 

that curtailment volumes are interruptible and that a customer, to be eligible for this 15 

service, is required to meet certain minimum load factor requirements and have 16 

sufficient on-site storage capacity to meet its demands during periods of curtailment 17 

or interruption.  This adjustment reflects the fact that a customer on this rate does not 18 

impose extra-capacity demand costs. 19 

Q. Are the volumes associated with curtailment service included in the base 20 

portion of Factors 2, 3 and 4 in Exhibit No. 12-A? 21 

A. Yes, they are. 22 

Q. Please describe the third adjustment. 23 
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A. The third adjustment reallocates the unrecovered portion of public fire protection 1 

costs to the residential, commercial, industrial and public classifications.  This was 2 

done to comply with Section 1328 of the Public Utility Code, which provides that 3 

public fire hydrant rates may only recover 25% of the cost of public fire protection 4 

service and that the unrecovered portion should be recovered in the fixed charges of 5 

other customer classifications. This adjustment was also made in Exhibit No. 12-B. 6 

Q. How did you allocate the unrecovered portion of public fire service costs in 7 

Exhibit Nos. 12-A and 12-B? 8 

A. Consistent with the statutory requirement that these costs are to be recovered in fixed 9 

charges, I allocated the unrecovered public fire costs using Factor 21, which is based 10 

on the meter equivalents of the residential, commercial, industrial and public 11 

classifications. 12 

Q. Please describe the fourth adjustment. 13 

A. As discussed earlier, the Company is adding a portion of the revenue requirement of 14 

its wastewater operations and Water Steelton Operations to the revenue requirement 15 

of its Water Operations Excl. Steelton.  Accordingly, the fourth adjustment to the 16 

water cost of service study in Exhibit No. 12-A allocates a portion of the Company’s 17 

total wastewater cost of service and Water Steelton Operations cost of service to the 18 

cost of service of the Company’s water operations.  The wastewater cost of service 19 

allocated to Water Operations Excl. Steelton is the cost of wastewater service less 20 

the revenues the Company’s proposed wastewater rates are expected to produce.  21 

The cost of service allocated to Water Operations Excl. Steelton is the cost of the 22 
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Steelton area water service less the revenues the Company’s proposed Water 1 

Steelton Operations rates are expected to produce.   2 

Q. What is the total amount of wastewater and Water Steelton Operations revenue 3 

requirement allocated to the Company’s Water Operations Excl. Steelton? 4 

A. As shown in column 3 of Schedule A - 2021 of Exhibit No. 12-A, the other cost of 5 

service allocated to the cost of service for PAWC’s Water Operations Excl. Steelton 6 

totals $34,628,396 for Rate Year 1.  Of this amount, $32,851,567 and $1,776,829 7 

was allocated from the cost of service for PAWC’s Wastewater Operations and 8 

Water Steelton Operations, respectively.  For Rate Year 2, as shown in column 3 of 9 

Schedule A-2022 of Exhibit No. 12-A, the other cost of service allocated to PAWC’s 10 

Water Operations Excl. Steelton totals $36,532,806 comprised of $35,171,958 from 11 

wastewater cost of service and $1,360,848 from Water Steelton Operations cost of 12 

service. 13 

Q. How was the Wastewater Operations and Water Steelton Operations revenue 14 

requirements allocated to the customer classes in Exhibit No. 12-A? 15 

A. Both the wastewater and Water Steelton Operations revenue requirements are 16 

allocated to the customer classes in Exhibit No. 12-A based on the cost of service 17 

allocation of each class revenue contribution shown in the applicable cost of service 18 

studies for Rate Year 1 and Rate Year 2.  19 

Q. Have you summarized the results of your cost allocation studies in Exhibit No. 20 

12-A and 12-B? 21 

A. Yes.  In Exhibit No. 12-A, The results for the combined water and wastewater 22 

operations are summarized in columns 2, 3 and 4 of Schedule A-2021 and Schedule 23 
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A-2022 for Rate Year 1 and Rate Year 2, respectively.    Column 5 presents each 1 

customer classification's cost responsibility as a percent of the total cost.  The results 2 

for the Water Steelton Operations are summarized in column 2 of Schedule A-2021 3 

and A-2022 in Exhibit No. 12-B for Rate Year 1 and 2, respectively.   4 

Q. Have you compared these cost responsibilities with the proportionate revenue 5 

under existing rates for each customer classification in Exhibit 12-A and 6 

Exhibit 12-B? 7 

A. Yes.  Allocated cost responsibilities can be compared to the percentage revenue 8 

under present rates, as shown on Schedule A of both exhibits.  The percentage cost 9 

responsibilities (relative cost of service) can be compared to the percentage of pro 10 

forma revenues (relative revenues) under proposed rates, as shown on Schedule A-11 

2021 and Schedule A-2022 in Exhibit Nos. 12-A and 12-B for Rate Year 1 and Rate 12 

Year 2, respectively. 13 

 14 

COST OF SERVICE ALLOCATION – WASTEWATER SSS OPERATIONS 15 

Q. Please describe the overall cost of service allocation studies for the Company’s 16 

Wastewater SSS Operations. 17 

A. The cost of service allocation studies for the Company’s Wastewater SSS Operations 18 

include separate studies for Rate Year 1 and Rate Year 2.  The studies for the 19 

Company’s WW SSS Operations Excl. Sadsbury and Exeter include the combined 20 

wastewater revenue requirements for Rate Year 1 and Rate Year 2 for PAWC’s 21 

Wastewater Rate Zones 1, 2, 4, 5 and 8 and the anticipated Delaware Sewer 22 

Company acquisition.  As previously noted, I performed separate cost of service 23 
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allocation studies for the Company’s WW SSS Sadsbury Operations (Wastewater 1 

Rate Zone 7) and WW SSS Exeter Operations (Wastewater Rate Zone 9).   2 

   The purpose of each of those studies was to allocate the total cost of service, 3 

which is the total revenue requirement, to the several customer classifications.  In the 4 

studies, the total costs were allocated to the residential, non-residential, large 5 

industrial, and bulk use customer classifications in accordance with generally 6 

accepted cost of service principles and procedures.   7 

   For the purposes of cost allocation in the WW SSS Operations Excl. 8 

Sadsbury and Exeter studies presented in Exhibit No. 12-C, small industrial 9 

customers are included in the non-residential class, which also includes commercial 10 

and public customers.  In Exhibit No. 12-C, two large industrial customers are 11 

included in the large industrial class.  The bulk user class for PAWC’s WW SSS 12 

Operations Excl. Sadsbury and Exeter, which also includes the Veterans 13 

Administration Hospital, is served from the Coatesville system.     14 

   In addition, prior to PAWC’s acquisition, Sadsbury Township was a bulk 15 

customer of WW SSS Operations Excl. Sadsbury and Exeter.  Therefore, costs 16 

incurred by WW SSS Operations Excl. Sadsbury and Exeter to provide wastewater 17 

treatment service to Sadsbury area customers were reallocated to the Company’s 18 

WW SSS Sadsbury Operations in Exhibit Nos. 12-C and 12-E.   19 

   In Exhibit No. 12-D, costs were allocated to the residential, non-residential 20 

and bulk user class.  In Exhibit No. 12-E, costs were allocated to the residential and 21 

non-residential classes. 22 

Q. Have you prepared exhibits presenting the results of your studies? 23 
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A. Yes.  The results of my allocations of the pro forma cost of service as of December 1 

31, 2021 and December 31, 2022 and proposed rates for Rate Year 1 and Rate Year 2 

2 to produce the pro forma revenue requirements as of those dates are presented in 3 

Exhibit Nos. 12-C (WW SSS Operations Excl. Sadsbury and Exeter), 12-D (WW 4 

SSS Exeter Operations) and 12-E (WW SSS Sadsbury Operations).   5 

Q. Please describe the method of cost allocation that was used in your studies 6 

presented in Exhibit Nos. 12-C, 12-D and 12-E. 7 

A. I used the functional cost allocation methodology described in “Financing and 8 

Charges for Wastewater Systems”, Manual of Practice No. 27, published by the 9 

Water Environment Federation (“Manual of Practice No. 27”).  This method 10 

allocates the cost of providing wastewater service to customer classifications in 11 

proportion to each classification’s use of the service provider’s facilities and 12 

services.  Costs are assigned to cost components using predominant operational 13 

purposes as cost-causative factors.  The functional cost method is generally accepted 14 

as a sound method for allocating the cost of wastewater service. 15 

Q. What procedures did you use to apply the cost allocation methodology for 16 

wastewater operations? 17 

A. Each element of the cost of service is allocated to customer classifications according 18 

to the functional categories of flow, infiltration and inflow (“I&I”), customer 19 

facilities and customer accounting.  With the exception of certain depreciation and 20 

rate base items that are directly assigned to the bulk use class in Exhibit No. 12-C, 21 

the functional costs are allocated to customer classifications based on the amount of 22 
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flow contributed to the system, the amount of I&I allocated to each class, and the 1 

number and relative size of customers.   2 

Q. What costs have you directly assigned to the bulk user class for the Company’s 3 

WW SSS Operations Excl. Sadsbury and Exeter in Exhibit No. 12-C? 4 

A. I have directly assigned certain components of rate base and annual depreciation 5 

expense related to wastewater treatment, gravity mains, and manholes based on the 6 

result of the allocation in the 2010 Coatesville cost of service study in Docket R-7 

2010-216612 (“Prior Cost of Service Study”).  This study allocated Coatesville 8 

Wastewater System capital costs to the bulk users in accordance with the design-9 

basis methodology described in Manual of Practice No. 27 and the I&I study 10 

submitted in compliance with the terms of the settlement at Docket No. R-2008-11 

2032689.  Pursuant to the terms of that settlement, the Company conducted a 12 

comprehensive study to determine the current and future flow volumes for each 13 

classification and the volume of I&I in the system as it relates to direct and bulk 14 

customers.   The study was submitted with the Company’s wastewater base rate 15 

filing at Docket No. 2010-2166212 and was used in determining the cost of service 16 

for the bulk user class in that case.  In this case, it is appropriate to continue to 17 

allocate certain capital costs related to treatment and mains to the bulk user class in 18 

Exhibit No. 12-C based on the Prior Cost of Service Study and I&I study.   19 

Q. What is the basis for the volumes used to allocate costs to customer 20 

classifications in Factor 1? 21 

A. Factor 1 is used to allocate costs related to wastewater treatment.  In Factor 1, for the 22 

residential and non-residential classes, the flows were based on pro forma water 23 
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usage billing determinants multiplied by a factor of 88%, consistent with the 1 

Coatesville I&I study, which determined that 88% of water use is returned to the 2 

sewer system. I then added average daily I&I in column 3 of Schedule E.  In Exhibit 3 

No. 12-C, using the Company’s flow records for the Coatesville District (which 4 

represent the majority of the Company’s wastewater flow), it was determined that 5 

37.5% of the average daily flow was from I&I.  Using the Company’s flow records 6 

for Wastewater Rate Zones 7 and 9, it was determined that 68.5% and 52.85% of the 7 

average daily flow was from I&I for WW SSS Exeter Operations and WW SSS 8 

Sadsbury Operations, respectively.   Except for the bulk user class for WW SSS 9 

Operations Excl. Sadsbury and Exeter, 1/3 of I&I was allocated to the customer 10 

classes based on average daily flow and 2/3 was allocated based on service 11 

equivalents. The I&I allocated to the bulk use class in Exhibit No. 12-C was based 12 

on the amount allocated in Factor 1 in the Prior Cost of Service Study.    13 

Q. Please give a similar description of Factor 2 for Exhibit Nos. 12-C, 12-D and 12-14 

E. 15 

A. Factor 2 is used to allocate costs related to collection.  This factor was calculated in a 16 

similar manner as Factor 1.  However, based on Company records, maximum day 17 

volumes were found to be 3 times total average flow for PAWC’s WW SSS 18 

Operations Excl. Sadsbury and Exeter and WW SSS Sadsbury Operations and 7 19 

times total average flow for the Company’s WW SSS Exeter Operations.  Except for 20 

the bulk use class for PAWC’s WW SSS Operations Excl. Sadsbury and Exeter, 1/3 21 

of I&I was allocated to the customer classes based on average daily flow and 2/3 22 

was allocated based on service equivalents. The I&I allocated to the bulk use class in 23 
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Exhibit No. 12-C was based on the amount allocated in Factor 2 in the Prior Cost of 1 

Service Study.   2 

Q.  Please explain the factors used to allocate capital costs. 3 

A. Factors 3 and 3A are similar to Factors 1 and 2 except that Factors 3 and 3A exclude 4 

the bulk use class in Exhibit No. 12-C because assets for these customers have been 5 

directly assigned.  Factors 3 and 3A are not used in Exhibit 12-D and 12-E as these 6 

areas do not have bulk customers who have specific allocations relate to a 7 

wastewater treatment plant. 8 

Q. Please explain the remaining cost allocation factors. 9 

A. Factors 4 and 5 were used to allocate customer facilities and customer accounting 10 

costs. These factors were based on the number and relative size of the customers. 11 

  Factor 6 is a composite factor used to allocate employee pension and benefit 12 

expenses and payroll taxes.  Factor 6 is based on the allocation of direct labor 13 

expense.   14 

  Factors 7 and 8 are based on the allocation of plant in service and rate base, 15 

respectively.  Factor 7 allocates other rate base elements and Factor 8 is used to 16 

allocate return and taxes.  17 

  Factor 9 is based on the total cost of service and is used to allocate regulatory 18 

commission expense and other revenues. 19 

  Factor 10 is used to allocate administrative and general expenses and is based 20 

on the allocation of all other operating expenses exclusive of power, chemicals and 21 

waste disposal.  Factor 11 allocates cash working capital and is based on the 22 

allocation of all operating expenses. 23 
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Q.  Please explain the procedure for allocating costs to the several customer 1 

classifications. 2 

A. The items of cost, which include operation and maintenance expenses, depreciation 3 

expense, taxes and income available for return, are identified in column 1 of 4 

Schedule D in Exhibit Nos. 12-C, 12-D and 12-E.  The cost of each item, shown in 5 

column 3, is allocated to the several customer classifications based on allocation 6 

factors referenced in column 2.  The development of the allocation factors is 7 

presented in Schedule E of each exhibit.   8 

Q. What was the source of the total cost of service data set forth in column 3 of 9 

Schedule D of Exhibit Nos. 12-C, 12-D and 12-E? 10 

A. The pro forma costs of service were furnished by the Company and are the same as 11 

those set forth in Exhibit No. 3-A.  The 2021 pro forma cost of service in Exhibit 12 

Nos. 12-C, 12-D and 12-E was reduced by $2,428,123, $4,059,372 and $878,532 in 13 

revenue requirement, respectively, that is proposed to be recovered in water rates, 14 

excluding Steelton, in Rate Year 1.  The 2022 pro forma cost of service in Exhibit 15 

Nos. 12-C, 12-D and 12-E was reduced by $3,506,461, $3,719,978 and $826,706 in 16 

revenue requirement, respectively, that is proposed to be recovered in water rates, 17 

excluding Steelton, in Rate Year 2. 18 

   The pro forma cost of service in Exhibit No. 12-C was reduced by $672,275 19 

and $699,423 in Rate Year 1 and 2, respectively, for wastewater treatment that is 20 

proposed to be recovered in wastewater rates from Sadsbury area customers.   21 

Q. Have you summarized the results of your cost allocation studies for the 22 

Company’s SSS Wastewater Operations? 23 
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A. Yes.  The results are summarized in columns 1, 2 and 3 of Schedule A of Exhibit 1 

Nos. 12-C, 12-D and 12-E.  Column 2 sets forth the total allocated pro forma cost of 2 

service as of December 31, 2021 for Rate Year 1 and December 31, 2022 for Rate 3 

Year 2 for each customer classification identified in column 1.  Column 3 presents 4 

each customer classification's cost responsibility as a percent of the total cost.   5 

Q. Have you compared these cost responsibilities with the proportionate revenue 6 

under existing rates for each customer classification? 7 

A. Yes.  A comparison of the allocated cost responsibilities and the percentage revenue 8 

under existing rates can be made by comparing columns 3 and 5 of Schedule A of 9 

Exhibit Nos. 12-C, 12-D and 12-E. A similar comparison of the percentage cost 10 

responsibilities (relative cost of service) and the percentage of pro forma revenues 11 

(relative revenues) under proposed rates can be made by comparing columns 3 and 7 12 

of Schedule A of each exhibit  The rate of return by customer classification under 13 

present and proposed rates is set forth on Schedules B and C, respectively. 14 

 15 

COST OF SERVICE ALLOCATION – WW CSS SCRANTON OPERATIONS 16 

Q. Please describe the cost of service allocation for the Company’s WW CSS 17 

Scranton Operations. 18 

A. The cost of service allocation studies for Rate Year 1 and Rate Year 2 are based on 19 

the revenue requirements developed by the Company in Exhibit 3-A for the WW 20 

CSS Scranton Operations.  The study allocated the cost of service to residential, non-21 

residential, industrial, and stormwater classifications. 22 

Q. Have you prepared an exhibit presenting the results of your study? 23 
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A. Yes.  The results of my allocation of the pro forma cost of service as of December 1 

31, 2021 and 2022, and proposed customer rates for Rate Year 1 and Rate Year 2 are 2 

presented in Exhibit No. 12-F. 3 

Q. Please describe the method of cost allocation that was used in your study. 4 

A. For this study, I also used the functional cost allocation methodology described in 5 

Manual of Practice No. 27. I modified the allocation method in order to determine 6 

the incremental cost related to handling stormwater for a CSS and combined sewer 7 

overflows (“CSO”).   8 

Q. What procedures did you use to apply the cost allocation methodology for WW 9 

CSS Scranton Operations? 10 

A. Each element of the cost of service is allocated to customer classifications according 11 

to the functional categories of sanitary flow (including normal I&I), stormwater 12 

introduced from surface sources, customer facilities and customer accounting.  With 13 

the exception of certain operating costs, depreciation, and rate base items that are 14 

directly assigned to either the sanitary system or to the stormwater function, the 15 

functional costs are allocated to customer classifications based on the amount of 16 

flow contributed to the system, the amount of I&I allocated to each class, the volume 17 

of stormwater, and the number and relative size of customers.   18 

Q. What costs have you directly assigned to the sanitary sewer classifications? 19 

A. I directly assigned rate base items and annual depreciation expense associated with 20 

pumping stations, wastewater treatment structures and equipment, gravity mains, and 21 

manholes to the sanitary sewer classes (residential, non-residential and large 22 

industrial).  The Scranton wastewater collection system is not entirely a CSS.  23 
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Approximately 63% of the collection system is combined sewers and the remaining 1 

37% comprises sanitary sewers only.  Therefore, for gravity mains, after assigning 2 

specific stormwater assets to the stormwater class described below, I allocated 37% 3 

of the remaining costs of gravity mains to the sanitary classes, and I allocated 63% 4 

on a combined system basis.  The cost of manholes in Account 361.2 were allocated 5 

in the same manner.   6 

  The Froude Ave. pumping station serves only sanitary sewers and, therefore, 7 

its cost was assigned solely to the sanitary classifications. The remaining pumping 8 

stations were allocated on a combined system basis. 9 

  For the wastewater treatment plant, a detailed analysis of the structures 10 

account and the equipment account was performed in order to identify the portions 11 

of the plant specifically related to secondary sanitary treatment.  The portions of the 12 

plant thus identified were allocated to the sanitary classifications.  The remaining 13 

portions of the wastewater treatment structures and equipment accounts, sized to 14 

handle 60 mgd of flow, was assigned 41.67% (25 mgd) to the sanitary classes and 15 

58.33% (35 mgd) to stormwater.  16 

Q. What costs have you directly assigned to the stormwater classification? 17 

A. I directly assigned operating labor for five collection system employees who are 18 

specifically tasked with operating and maintaining the CSO assets within the 19 

collection system.  In addition to the pumping stations and portions of the treatment 20 

plant related to stormwater that I previously discussed, I also identified rate base 21 

items and associated annual depreciation expense for specific CSO assets within 22 

Account 361.10, Gravity Mains.  These assets include catch basins, CSO outfalls, 23 
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regulator chambers, diversion manholes, culverts, detention basins, and biofiltration 1 

catch basin systems.  The costs of these assets were directly assigned to the 2 

stormwater classification. 3 

Q. What other costs were directly assigned to the stormwater function? 4 

A. For Account 391, Transportation Equipment, the cost of one vactor truck and the 5 

cost of a street sweeper were allocated directly to stormwater. 6 

Q. What is the basis for the volumes used to allocate costs to customer 7 

classifications for operating and maintenance expenses? 8 

A. Factors 1 and 2 are used to allocate operation and maintenance costs related to 9 

wastewater collection and treatment.  For Factor 1, for the residential, non-10 

residential, and industrial classes, the flows were based on pro forma water usage 11 

billing determinants multiplied by a factor of 88%, consistent with the Coatesville 12 

I&I study. I then added average daily I&I in column 3 of Schedule E.  Using 13 

Company flow records for Wastewater Rate Zones 1, 2 and 3 (which represent 80% 14 

of the Company’s wastewater flow excluding Scranton), it was determined that 15 

37.5% of the average daily flow was from I&I.  One-third of the I&I was allocated to 16 

the customer classes based on average daily flow and 2/3 was allocated based on 17 

service equivalents using Factor 1A. 18 

  Factor 2 is based on average daily sanitary flows from Factor 1 plus average 19 

daily stormwater flow.  The total wastewater flow (sanitary and stormwater) is based 20 

on the experienced average daily total flow for 2019 of 13.722 mgd.   21 

Q.  Please explain the factors used to allocate the capital costs. 22 
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A. Factors 3 and 4 are similar to Factors 1 and 2 except that Factors 3 and 4 include 1 

peak flows.  For Factor 3, the total peak sanitary flow is based on 25 mgd, which 2 

reflects additional I&I under peak conditions.   For Factor 4, the total peak 3 

wastewater flow is based on 60 mgd, with the addition of 35 mgd of peak 4 

stormwater flow. 5 

Q. Please explain the remaining cost allocation factors. 6 

A. Factors 5 and 6 were used to allocate customer facilities and customer accounting 7 

costs. These factors were based on the number and relative size of the customers. 8 

  Factor 7 is a composite factor used to allocate employee pension and benefit 9 

expenses and payroll taxes.  Factor 7 is based on the allocation of direct labor 10 

expense.   11 

  Factors 8 and 9 are based on the allocation of plant in service and rate base, 12 

respectively.  Factor 8 allocates other rate base elements, and Factor 9 is used to 13 

allocate return and taxes.  14 

  Factor 10 is based on the total cost of service and is used to allocate 15 

regulatory commission expense and other revenues.  Factor 10A is based on the total 16 

cost of service with stormwater costs reallocated to the sanitary classes and is used to 17 

allocate the portion of the Scranton wastewater cost of service to be recovered from 18 

water rates, excluding Steelton. 19 

  Factor 11 is used to allocate administrative and general expenses and is based 20 

on the allocation of all other operating expenses exclusive of power, chemicals and 21 

waste disposal.  Factor 12 allocates cash working capital and is based on the 22 

allocation of all operating expenses. 23 
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Q.  Please explain the procedure for allocating costs to the several customer 1 

classifications. 2 

A. The items of cost, which include operation and maintenance expenses, depreciation 3 

expense, taxes and income available for return, are identified in column 1 of 4 

Schedule D.  The cost of each item, shown in column 3, is allocated to the several 5 

customer classifications based on allocation factors referenced in column 2.  The 6 

development of the allocation factors is presented in Schedule E of the exhibit.   7 

Q. What was the source of the total cost of service data set forth in column 3 of 8 

Schedule D of Exhibit No. 12-F? 9 

A. The pro forma costs of service for Rate Years 1 and 2 were furnished by the 10 

Company and are the same as those set forth in Exhibit No. 3-A.  This pro forma 11 

cost of service was reduced by $8,457,047 in 2021 and $10,843,561 in 2022, which 12 

are the amounts the Company proposes to recover in water rates, excluding Steelton, 13 

in Rate Year 1 and Rate Year 2. The revenues under the 2021 and 2022 proposed 14 

rates for the WW CSS Scranton Operations are sufficient to recover the remaining 15 

revenue requirement in 2021 and 2022.   16 

Q. Have you summarized the results of your cost allocation studies for the 17 

Company’s WW CSS Scranton Operations? 18 

A. Yes.  The results are summarized in columns 1, 2 and 3 of Schedules A-2021 and 19 

2022 of Exhibit No. 12-F for Rate Year 1 and Rate Year 2, respectively.  Column 2 20 

sets forth the total allocated pro forma cost of service as of December 31, 2021 and 21 

2022 for each customer classification identified in column 1.  Column 3 presents 22 

each customer classification's cost responsibility as a percent of the total cost.  The 23 



 
- 30 - 

 

total cost of service associated with stormwater for the combined system is 1 

$13,993,144 in 2021 and $14,968,640 in 2022, as shown in column 7 of Schedule D-2 

2021 and Schedule D-2022.  This cost was reallocated to the sanitary classes based 3 

on Factor 1A. 4 

Q. Have you compared these cost responsibilities with the proportionate revenue 5 

under existing rates for each customer classification? 6 

A. Yes.  A comparison of the allocated cost responsibilities and the percentage revenue 7 

under existing rates can be made by comparing columns 3 and 5 of Schedules A-8 

2021 and A-2022 of Exhibit No. 12-F.  A similar comparison of the percentage cost 9 

responsibilities (relative cost of service) and the percentage of pro forma revenues 10 

(relative revenues) under proposed rates can be made by comparing columns 3 and 7 11 

of Schedules A-2021 and A-2022 of Exhibit No. 12-F.  The rate of return by 12 

customer classification under present and proposed rates is set forth on Schedules B 13 

and C for 2021 and 2022. 14 

 15 

COST OF SERVICE ALLOCATION – WW CSS MCKEESPORT OPERATIONS 16 

Q. Please describe the cost of service allocation for the Company’s WW CSS 17 

McKeesport Operations in Exhibit No. 12-G. 18 

A. The cost of service allocation studies are based on the revenue requirements for Rate 19 

Year 1 and Rate Year 2 developed by the Company in Exhibit 3-A for the WW CSS 20 

McKeesport CSS Operations.  The studies allocated the cost of service to residential, 21 

non-residential, bulk, and stormwater classifications. 22 

Q. Have you prepared an exhibit presenting the results of your study? 23 
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A. Yes.  The results of my allocation of the pro forma cost of service as of December 1 

31, 2021 and 2022, and proposed customer rates for Rate Year 1 and Rate Year 2 are 2 

presented in Exhibit No. 12-G. 3 

Q. Please describe the method of cost allocation and procedures that were used in 4 

your WW CSS McKeesport studies. 5 

A. For Exhibit No. 12-G, I also used the functional cost allocation methodology 6 

described in Manual of Practice No. 27. I modified the allocation method in order to 7 

determine the incremental cost related to handling CSS and CSO stormwater, similar 8 

to the cost allocation method used in Exhibit No. 12-F.  I also employed the same 9 

procedures to apply the cost allocation methodology employed in Exhibit No. 12-F 10 

for the Company’s WW CSS McKeesport Operations, except for addition of  a  bulk 11 

user customer class. 12 

Q. Please describe the primary differences in volumes and assumptions used in the 13 

studies for WW CSS Scranton Operations and WW CSS McKeesport 14 

Operations. 15 

A. As I previously explained, the Scranton wastewater collection system consists of 16 

both sanitary and combined sewers.  In contrast, the McKeesport collection system is 17 

almost entirely a CSS, except for the Port Vue Borough system, which is 18 

approximately 25% combined sewers and the remaining 75% is comprised of 19 

sanitary sewers only.  Accordingly, I directly assigned the Port Vue sanitary sewer 20 

assets to sanitary sewer service only 21 

  In addition, all the wastewater treatment plants costs were assigned based on 22 

the capacity of the McKeesport wastewater treatment plant (the largest treatment 23 
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plant). This plant is sized to handle 56 mgd of combined flow, and 35.71% (20 mgd) 1 

was assigned to the sanitary classes and 64.29% (36 mgd) to stormwater.  2 

  Finally, the experienced average daily flow for 2019 used to develop Factors 3 

1 and 2 was 13.306 mgd at the three wastewater treatment plants (including the 4 

Duquesne Plant and Dravosburg Plant) in the Company’s WW CSS McKeesport 5 

Operations. 6 

Q. What was the source of the total cost of service data set forth in column 3 of 7 

Schedule D of Exhibit No. 12-G? 8 

A. The pro forma costs of service for Rate Year 1 and 2 were furnished by the 9 

Company and are the same as those set forth in Exhibit No. 3-A.  This pro forma 10 

cost of service was reduced by $15,544,509 in 2021 and $14,619,421 in 2022, which 11 

are the amounts the Company proposes to recover in water rates, excluding Steelton, 12 

in Rate Year 1 and Rate Year 2. The revenues under the proposed rates for PAWC’s 13 

WW CSS McKeesport Operations are sufficient to recover the remaining revenue 14 

requirement in Rate Year 1 and Rate Year 2. 15 

Q. Have you summarized the results of your cost allocation study? 16 

A. Yes.  The results are summarized in columns 1, 2 and 3 of Schedule A of Exhibit 17 

No. 12-G.  Column 2 sets forth the total allocated pro forma cost of service as of 18 

December 31, 2021 and 2022 for each customer classification identified in column 1.  19 

Column 3 presents each customer classification's cost responsibility as a percent of 20 

the total cost.  The total cost of service associated with stormwater for the combined 21 

system is $16,169,242 in 2021 and $16,180,937 in 2022, as shown in column 7 of 22 
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Schedules D-2021 and D-2022.  This cost was reallocated to the sanitary classes 1 

based on Factor 1A. 2 

Q. Have you compared these cost responsibilities with the proportionate revenue 3 

under existing rates for each customer classification? 4 

A. Yes.  A comparison of the allocated cost responsibilities and the percentage revenue 5 

under existing rates can be made by comparing columns 3 and 5 of Schedule A of 6 

Exhibit 12-G.  A similar comparison of the percentage cost responsibilities (relative 7 

cost of service) and the percentage of pro forma revenues (relative revenues) under 8 

proposed rates can be made by comparing columns 3 and 7 of Schedule A-2021 and 9 

2022 of Exhibit No. 12-G.  The rate of return by customer classification under 10 

present and proposed rates is set forth on Schedules B and C for both 2021 and 2022. 11 

 12 

COST OF SERVICE ALLOCATION – WW CSS KANE OPERATIONS 13 

Q. Please describe the cost of service allocation for the Company’s WW CSS Kane 14 

Operations. 15 

A. The cost of service allocation studies for Rate Year 1 and Rate Year 2 are based on 16 

the revenue requirement developed by the Company in Exhibit 3-A for the WW CSS 17 

Kane Operations.  The studies allocated the cost of service to residential, non-18 

residential and stormwater classifications. 19 

Q. Have you prepared an exhibit presenting the results of your study? 20 

A. Yes.  The results of my allocation of the pro forma cost of service as of December 21 

31, 2021 and 2022, and proposed customer rates as of that date are presented in 22 

Exhibit No. 12-H. 23 
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Q. Please describe the method of cost allocation that was used in your study. 1 

A. For Exhibit No. 12-H, I also used the functional cost allocation methodology 2 

described in Manual of Practice No. 27. I modified the allocation method in order to 3 

determine the incremental cost related to handling CSS and CSO stormwater, similar 4 

to the cost allocation method used in Exhibits 12-F and 12-G.  I also employed the 5 

same procedures to apply the cost allocation methodology employed in Exhibit Nos. 6 

12-F and 12-G for the Company’s WW CSS Kane Operations. 7 

Q. Please describe the principal differences in volumes and assumptions used in 8 

the studies for WW CSS Kane Operations. 9 

A. The original wastewater collection system in Kane Borough constructed in the 10 

1960’s is a combined system, whereas the collection system constructed in the 11 

1990’s that extends beyond the Kane Borough boundaries is sanitary only.   12 

Accordingly, the assignment of assets to the sanitary only and combined system 13 

classifications was based on the vintages of the assets in Accounts 361.10 and 14 

361.20.   15 

 In addition, the Kinzua and Pine Street wastewater treatment plants in Kane 16 

Borough are each sized for 1.5 mgd or a total of 3.0 mgd of combined flow.  This 17 

capacity was assigned 66.67% (2 mgd) to the sanitary classes and 33.33% (1 mgd) to 18 

stormwater.  19 

 Finally, the experienced average daily flow for 2019 used to develop Factors 20 

1 and 2 was 1.194 mgd at the two wastewater treatment plants in Kane Borough. 21 

Q. What was the source of the total cost of service data set forth in column 3 of 22 

Schedule D of Exhibit No. 12-H? 23 
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A. The pro forma costs of service for Rate Year 1 and 2 were furnished by the 1 

Company and are the same as those set forth in Exhibit No. 3-A.  This pro forma 2 

cost of service was reduced by $1,483,984 in 2021 and $1,655,831 in 2022, which 3 

are the amounts the Company proposes to recover in water rates, excluding Steelton. 4 

The revenues under the proposed rates for the WW CSS Kane Operations are 5 

sufficient to recover the remaining revenue requirement in Rate Years 1 and 2.   6 

Q. Have you summarized the results of your cost allocation study? 7 

A. Yes.  The results are summarized in columns 1, 2 and 3 of Schedules A-2021 and A-8 

2022 of Exhibit No. 12-H.  Column 2 sets forth the total allocated pro forma cost of 9 

service as of December 31, 2021 and 2022 for each customer classification identified 10 

in column 1.  Column 3 presents each customer classification's cost responsibility as 11 

a percent of the total cost.  The total cost of service associated with stormwater for 12 

the combined system is $781,029 in 2021 and $1,042,586 in 2022, as shown in 13 

column 6 of Schedule D in 2021 and 2022.  This cost was reallocated to the sanitary 14 

classes based on Factor 1A. 15 

Q. Have you compared these cost responsibilities with the proportionate revenue 16 

under existing rates for each customer classification? 17 

A. Yes.  A comparison of the allocated cost responsibilities and the percentage revenue 18 

under existing rates can be made by comparing columns 3 and 5 of Schedule A-2021 19 

and 2022 of Exhibit 12-H.  A similar comparison of the percentage cost 20 

responsibilities (relative cost of service) and the percentage of pro forma revenues 21 

(relative revenues) under proposed rates can be made by comparing columns 3 and 7 22 

of Schedule A-2021 and A-2022 of Exhibit No. 12-H.  The rate of return by 23 



 
- 36 - 

 

customer classification under present and proposed rates is set forth on Schedules B 1 

and C for 2021 and 2022. 2 

 3 

CUSTOMER RATE DESIGN 4 

Q. What are the appropriate factors to be considered in designing a rate 5 

structure? 6 

A. In preparing a proposed rate structure, one should consider the allocated costs of 7 

service, the impact of radical changes from the present rate structure, the 8 

understandability and ease of application of the rate structure, community and social 9 

influences, and the value of service.  General guidelines should be developed with 10 

management to determine the extent to which each of these criteria is to be 11 

incorporated in the rate structure to be designed, inasmuch as the pricing of a 12 

commodity or service is a function of management. 13 

Q. Did the Company’s management provide rate design guidelines to you for 14 

water rates? 15 

A. Yes, it did.  As described in Ms. Everette’s testimony, the Company furnished the 16 

following guidelines: (1) increase customer charges to recover, at a minimum, the 17 

direct customer costs; (2) increase private fire protection charges to recover the cost 18 

of service; (3) increase the public fire hydrant charges in all zones that are below 19 

25% of the public fire protection cost of service to a rate that is 25% of that cost of 20 

service; and (4) increase rates by customer classification in a manner that moves the 21 

revenues recovered from each classification toward the indicated cost of service, 22 
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where possible including the combined wastewater revenue requirement and Water 1 

Steelton Operations revenue requirement allocated to water operations.  2 

Q. Do the proposed rates comply with these guidelines? 3 

A. Yes, they do. 4 

Q. Please describe the proposed water rates. 5 

A.  As shown in Schedule H of Exhibit No. 12-A, the metered rates for all classes of 6 

customers in Rate Zone 2 are consolidated into Rate Zone 1 under proposed rates.  7 

The customer charges in Rate Zone 3 (McEwensville) and 4 (Turbotville) are set 8 

equal to Rate Zone 1 in 2021, while consumption charges move toward or equal to 9 

Rate Zone 1 in 2021 and are set equal to Rate Zone 1 in 2022.  Rate Zone 5 10 

(Steelton) maintains its existing rate structure with a 20% increase for all classes of 11 

customers in the Company’s Steelton service territory, except for the specific 12 

contractual rates for public fire protection in certain municipalities.  As explained by 13 

Ms. Everette, the Company is not proposing to consolidate Rate Zone 5 into Rate 14 

Zone 1 in this case because of the rate limitation provided under the settlement of the 15 

Steelton acquisition proceeding.  16 

Q. Please explain the increases in customer charges for water service. 17 

A. The customer charges for residential, commercial and municipal classes for all meter 18 

sizes in the present Rate Zone 1, including the effect of a roll-in of a 5.00% 19 

Distribution System Improvement Charge (“DSIC”) and a 6.79% negative surcharge 20 

to implement the effects of the Tax Cuts and Jobs Act of 2018 (“TCJA Voluntary 21 

Surcharge”), were increased by 10.8% in 2021 and 2.8% in 2022.  This compares to 22 

the overall revenue increase for water sales of about 12.6% over present rates, 23 
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including the 5.00% DSIC.  Customer charges in all other water rate zones, except 1 

Zone 5, are being increased to the same rate as the Rate Zone 1 customer charges in 2 

Rate Year 1. 3 

  The 5/8-inch customer charge is being increased from $16.25 ($16.50 plus a 4 

5.00% DSIC and a -6.79% TCJA Voluntary Surcharge credit) to $18.00 per month 5 

in 2021 and $18.50 in 2022.  The fully allocated customer costs for a 5/8-inch 6 

metered customer for are $21.23 per month in 2021 and $21.52 in 2022 as set forth 7 

on A-45 thru A-47 of the Appendix to Exhibit No. 12-A.  Consequently, the 8 

proposed increases continue moving the customer charges toward the fully allocated 9 

cost of service.  The proposed customer charges are also comparable to the subset of 10 

fully-allocated customer costs consisting solely of “direct” customer costs, which are 11 

$17.08 per month in 2021 and $17.50 in 2022, including the unrecovered cost of 12 

public fire service.  The direct customer costs for a customer with a 5/8-inch meter 13 

for each classification are set forth on pages A-48 to A-50 of the Appendix to 14 

Exhibit No. 12-A. 15 

Q. Are fully-allocated customer costs the appropriate basis for designing customer 16 

charges?  17 

A. Yes.  I believe that customer costs should be determined based on all of the costs 18 

properly allocated to the customer function and that such costs are the appropriate 19 

basis for determining customer charges. The use of fully allocated customer costs is 20 

recommended by the AWWA’s Water Rates Manual as the appropriate way to 21 

capture all customer-related costs in the customer charge.  In addition to properly 22 

recognizing all customer costs, the use of fully allocated customer costs to establish 23 
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the customer charge provides greater revenue stability by recovering a slightly larger 1 

percentage of the Company’s total revenue requirement through a fixed charge.  This 2 

effect is important given that the Company continues to experience declining per-3 

customer sales and associated declines in revenue per-customer. 4 

  I also prepared and submitted  a “direct” customer cost study because, in the 5 

past, “direct” customer costs have been considered by the Commission in assessing 6 

proposed customer charges. 7 

Q. What are the proposed water customer charges for the Industrial and Other 8 

Water Utilities classes? 9 

A. Customer charges for the Industrial class were increased approximately 3.6% in 10 

2021 and 2.8% in 2022 in order to mitigate the increase in volumetric rates for 11 

industrial customers.  Customer charges for other water utilities were increased 9.2% 12 

in 2021 and 2.7% in 2022 in order to mitigate the increase in the volumetric rate for 13 

other water utilities customers. 14 

Q. What changes are you proposing to private fire protection rates? 15 

A. Because the revenues under present rates are below the indicated cost of private fire 16 

protection service, the Rate Zone 1 base rates for private fire protection, with the 17 

exception of the rate for hydrants, which was increased by approximately 15.5% in 18 

2021 and 5.5% in 2022.   The rate for private hydrants was increased to move toward 19 

equalizing the private and public hydrant rates. 20 

Q. Please explain the proposed public fire protection hydrant rates. 21 

A. The 2021 and 2022 costs of providing public fire protection service is $67.48 and 22 

$71.18 per month, respectively.  Section 1328 of the Public Utility Code prohibits 23 
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increasing public fire protection rates if the revenues under existing rates recover 1 

more than 25 percent of the cost of public fire protection service.  The present 2 

monthly rate per hydrant prior to 1/1/2000 is $20.00, or approximately 29.6% of the 3 

cost of service in 2021 and 28.1% if the cost of service in 2022.  Therefore, the 4 

Company does not propose to increase that rate. 5 

  The public fire hydrant rate calculated at 25% of the cost of service is 6 

approximately $16.87 per month, or $202.44 annually in 2021.  All public hydrant 7 

rates below this level will increase to $16.87 per month in 2021.  In 2022, the public 8 

fire hydrant rate calculated at 25% of the cost of service is approximately $17.80 per 9 

month, or $213.60 annually. All public hydrant rates below this level will increase to 10 

$16.87 per month in 2022. 11 

  Additionally, pursuant to the terms of the Commission-approved settlement 12 

of the Company’s water rate case at Docket No. R-994638, the applicable rate for 13 

public fire hydrants placed in service after January 1, 2000, will be 25% of the cost 14 

of service, or $16.87 per month under proposed rates in 2021 and $17.80 per month 15 

under proposed rates in 2022. 16 

Q. Do the proposed rates result in movement toward the cost of service for each 17 

classification? 18 

A. Yes, as shown by the data in Schedules A-2021 and 2022 in  Exhibit No. 12-A, the 19 

revenues under proposed rates are more closely aligned with the cost of service by 20 

classification than the revenues under present rates. 21 

Q. Please describe the proposed wastewater rates. 22 
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A.  The proposed Zone 1 wastewater rates increase the customer charge for residential 1 

customers to $11.00 in 2021 and $12.00 in 2022 from $10.00 under present rates.  2 

Wastewater Rate Zones 4, 5, 6, 7, 8 and 9 are consolidated with Rate Zone 1 in 3 

2021.  Rate Zone 2 (New Cumberland) moved to the rate structure of Rate Zone 1 in 4 

2021 but maintains separate volumetric charges in 2021 and 2022 in order to 5 

mitigate a large increase for customers in the Company’s New Cumberland 6 

wastewater service area.  Zones 6 and the Kane remain as separate rate areas.   7 

Q. Please explain the increases in customer charges for wastewater service. 8 

A. The wastewater customer charges for all customer classes in Rate Zone 1 were 9 

increased by 10% in 2021 and 9% in 2022.  Customer charges in all other 10 

wastewater rate zones, except Rate Zone 3 and the WW CSS Kane Operations Rate 11 

Zone, increased to the same rate as the Rate Zone 1 customer charges.  This increase 12 

provides movement toward the goal of recovering in the customer charge all 13 

customer costs and 2/3 of I&I costs, which total $29.14 per month for WW SSS 14 

Operations Excl. Sadsbury and Exeter in 2021. 15 

Q. Have you prepared comparisons of present and proposed rates for each 16 

classification and each rate zone? 17 

A. Yes.  Schedule H of Exhibit No. 12-A presents comparisons of the present and 18 

proposed water rates.  Schedule F in Exhibit No. 12-C presents comparisons of the 19 

present and proposed wastewater rates. 20 

Q. Have you prepared proof of revenue schedules under present and proposed 21 

rates? 22 
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A. Yes.  Exhibits No. 12-I through 12-P set forth the proof of revenues from the 1 

application of present and proposed water rates to the customer consumption 2 

analysis for Rate Year 1 and 2 for each area.   3 

 4 

CONCLUSION 5 

Q. Does this complete your testimony at this time? 6 

A. Yes, it does.7 
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 Year Jurisdiction     Docket No.                  Client/Utility            Subject 
 

1. 2010 AZ CC W-01303A-09-0343 
and SW-01303A-09-
0343 

Arizona American Water Company Rate Consolidation 

2. 2010 Pa PUC R-2010-2179103 City of Lancaster – Water Fund Revenue Requirements 
3. 2012 Pa PUC R-2012-2311725 Hanover Borough Cost of Service/Rev Reqmts. 
4. 2012 Pa PUC R-2012-2310366 City of Lancaster – Sewer Fund Revenue Requirements 
5. 2013 Pa PUC R-2013-2350509 City of DuBois – Bureau of Water Revenue Requirements 
6. 2013 Pa PUC R-2013-2390244 City of Bethlehem – Bureau of Water Revenue Requirements 
7. 
8. 
9. 
10. 
11. 
12. 
13. 
14. 
15. 
16. 
17. 
18. 
19. 
20. 
21. 
22. 
23. 
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25. 
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2014 
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2016 
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2017 
2017 
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Pa PUC 
Pa PUC 
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Pa PUC 
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MO PSC 
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HI PUC 
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IN IRC 
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KY PSC 
PA PUC 
PA PUC 
PA PUC 

R-2014-2418872 
R-2014-2428304 
Case No.2015-000143 
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SR-2017-0286 
PUR-2017-00082 
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2017-0446 
2017-0447 
2018-3000834 
2018-00208 
18-0573-W-42T 
50208 
2018-00291 
2018-00358 
R-2019-3006904 
R-2019-3010955 
R-2020-3017206 

City of Lancaster – Water Fund 
Hanover Borough 
Northern Kentucky Water District 
City of DuBois – Bureau of Water 
EPCOR Water Arizona, Inc. 
Missouri-American Water Company 
Missouri-American Water Company 
Aqua Virginia, Inc. 
EPCOR Water Arizona, Inc. 
Hana Water Systems LLC – North 
Hana Water Systems LLC – South 
SUEZ Water Pennsylvania, Inc. 
Water Service Corp. of KY 
West Virginia American Water Company 
Indiana American Water Company 
Northern Kentucky Water District 
Kentucky American Water 
Newtown Artesian Water Co. 
City of Lancaster – Sewer Fund 
Philadelphia Gas Works 

Revenue Requirements 
Revenue and Revenue Reqmts. 
Cost of Service 
Cost of Service/Revenue Reqmts. 
Cost of service/Rate Design 
Cost of Service/Rate Design 
Cost of Service/Rate Design 
Cost of Service/Rate Design 
Cost of Service/Rate Design 
Cost of Service/Rate Design 
Cost of Service/Rate Design 
Revenue Requirements 
Cost of Service/Rate Design 
Cost of Service 
Cost of Service/Demand Study 
Cost of Service/Rate Design 
Cost of Service/Rate Design 
Revenue Reqmts/Rate Design 
Rev. Reqmts/Cost of Service/Rates 
Cost of Service 
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Ladies and Gentlemen: 

Pursuant to your request, we have conducted a cost of service allocation study 
based on pro forma revenue requirements estimated for the test year ended December 
31, 2021 or Rate Year 1 and December 31, 2022 or Rate Year 2 and have prepared 
proposed water rate schedules designed to produce pro forma revenues  more 
commensurate with the allocated costs. 

The attached report presents the results of the allocation study, as well as 
supporting schedules which set forth the detailed cost allocation calculations and the 
proposed schedule of rates. Schedule A presents a comparison of the cost of service by 
customer classification with the pro forma revenues produced by each classification 
under present and proposed rates.  The proof of revenue calculations are set forth in 
Exhibit No. 12-I. 
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PENNSYLVANIA-AMERICAN WATER COMPANY 

WATER COST OF SERVICE ALLOCATION STUDY 
 AS OF DECEMBER 31, 2021 (RATE YEAR 1) AND 

DECEMBER 31, 2022 (RATE YEAR 2) AND 
PROPOSED CUSTOMER RATES  

PART I. INTRODUCTION 

PLAN OF REPORT 

The report sets forth the results of the cost of service allocation study for the water 

operations based on pro forma costs as of December 31, 2021 or Rate Year 1 (RY1) and 

December 31, 2022 or Rate Year (RY2), for Pennsylvania- American Water Company. 

Part I, Introduction, contains statements with respect to the basis of the study, the 

procedures employed, and a summary of the results of the study. Schedule A summarizes 

the cost allocation for the water and wastewater operations and total revenues under 

present and proposed rates. Part II, Cost of Service by Customer Classification - Water 

Operations, presents detailed schedules of the allocation of costs to customer 

classifications, as well as the basis for the allocations for RY1 and RY2. Schedule A in 

Part II summarizes the water cost allocation and the revenues produced under present 

and proposed rates. Part III, Comparisons of Present and Proposed Customer Rates, sets 

forth the proposed RY1 and RY2 rate schedules for water and wastewater service.  
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BASIS OF STUDY 

The purpose of the cost allocation study was to determine the relative cost of service 

responsibilities of the several customer classifications based on considerations of quantity 

of water consumed, variability of rate of consumption, and costs associated with customer 

metering, billing and accounting. The allocation study incorporated generally- accepted 

principles and procedures for  allocating  the  several  categories  of  cost to  customer 

classifications in proportion to each classification's use of facilities, commodities and 

services required in providing water service. 

ALLOCATION PROCEDURES 
 

The allocation study was based on the Base-Extra Capacity Method for allocating 

costs to customer classifications. The method is described in the 2017 and prior editions 

of the Water Rates Manual published by the American Water Works Association. The four 

basic categories of cost responsibility are base, extra capacity, customer, and fire 

protection costs. The following discussion presents a brief description of these costs and 

the manner in which they were allocated. 

Base Costs are costs that tend to vary with the quantity of water used, plus costs 
 

associated with supplying, treating, pumping, and distributing water to customers under 

average load conditions, without the elements necessary to meet peak demands. Base 

costs were allocated to customer classifications on the basis of average daily usage. 

Extra Capacity Costs are costs associated with meeting usage requirements in 
 

excess of the average. They include operating and capital costs for additional plant and 

system capacity beyond that required for average use. The extra capacity costs in this 

study are subdivided into costs necessary to meet maximum day extra demand and costs 

to meet maximum hour extra demand. The extra capacity costs were allocated to customer 
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classifications on the bases of each classification's maximum day and hour usage in 

excess of average usage. 

Customer Costs are costs associated with serving customers regardless of their 

usage or demand characteristics. Customer costs include the operating and capital costs 

related to meters and services, meter reading costs, and billing and collecting costs. The 

customer costs were allocated on the bases of the capital cost of meters and services, the 

man-hours required to read meters and the number of customers. 

Fire Protection Costs are costs associated with providing the facilities to meet the 
 

potential peak demand of fire protection service. Fire Protection costs are subdivided into 

costs to meet Public Fire Protection and Private Fire Protection demands. The extra 

capacity costs assigned to fire protection service were allocated to Public and Private Fire 

Protection and Commercial General Service on the basis of the total relative demands of 

the hydrants, fire service lines, and commercial service lines sized to provide fire 

protection, as well as general service. 

 
RESULTS OF STUDY 

 
The results for RY1 and RY2 of the cost of service allocation studies are set forth on 

the following pages. The data summarized in Schedule A, Comparison of Pro Forma Cost 

of Service with Revenues Under Present and Proposed Rates for the Twelve Months Ended 

December 31, 2021 and December 31, 2022, constitute the principal results of the cost 

allocation studies and subsequent rate design. 

The water operations cost of service by customer classification for RY1 and RY2 are 

shown in column 2 of Schedule A and are developed in Schedule D, Allocation of Cost of 

Service to Customer Classifications water operations. The allocation of the total cost of 

service to the several customer classifications was performed by applying the allocation 
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factors referenced in column 2 of Schedule D to the cost of service set forth in column 3. 

The bases for the allocation factors for RY1 and RY2 are presented in Schedule E.   The 

other cost of service shown in column 3 which includes wastewater and Steelton Water 

Operations cost of service. This cost allocation is developed in Exhibits 12-B, 12-C, 12-D, 

12-E, 12-F, 12-G and 12-H and includes the costs not recovered by wastewater rates or 

recovered by Steelton Water Operation rates. 

Schedule F presents the calculation of the firm standby service and interruptible 

standby service commodity-demand rates based on the unit costs of service by function for 

the water operation. 

Schedule G sets forth the average day, maximum day system sendout, and 

maximum day ratios. 

Comparisons of present and proposed RY1 and RY2 rates for each of the customer 

classifications are set forth on Schedule H (Water Operations) is a comparison of present 

and proposed service charges by meter size and consumption rates by rate block, as well as 

a comparison of present and proposed rates for private and public fire protection service. 

Revenues from application of present and proposed rates to the customer bill analysis for 

the water and wastewater operations are presented in Exhibit No. 12-I. 
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Please refer to Confidential Attachment RS-2 provided in Volume 6d for the 
comparison of the present and proposed tariff revenues with contract revenues for the 
following customers
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Exhibit No. 12-B
Witness: C. Heppenstall 

PENNSYLVANIA-AMERICAN WATER COMPANY 

Mechanicsburg, Pennsylvania 

STEELTON WATER OPERATIONS 

WATER COST OF SERVICE 

ALLOCATION STUDY 

AS OF DECEMBER 31, 2021 (RATE YEAR 1) AND 
DECEMBER 31, 2022 (RATE YEAR 2) 
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Camp Hill, Pennsylvania
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