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April 22, 2020 

Pennsylvania-American Water Company 
852 Wesley Drive 
Mechanicsburg, PA 17055 

Attention: Ashley E. Everette
Director, Rates & Regulatory

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, 2018 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-K. 

Respectfully submitted, 

GANNETT FLEMING VALUATION 
AND RATE CONSULTANTS, LLC 

CONSTANCE E. HEPPENSTALL 
Senior Project Manager, Rate Studies 

GREGORY R. HERBERT 
Analyst, Rate Studies 
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PENNSYLVANIA-AMERICAN WATER COMPANY 

WASTEWATER OPERATION 
EXCLUDING SADSBURY AND EXETER OPERATIONS 

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 and the Wastewater Operation Excluding Sadsbury and Exeter Operations 

based on pro forma costs as of December 31, 2021 and December 31, 2022, 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 Rate Year 1 (RY1) and Rate Year 2 (RY2) summarizes 

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

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

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

classifications, as well as the basis for the allocations. Part III, Comparisons of Present 

and Proposed Customer Rates, sets forth the proposed rate schedules for wastewater 

service. 

BASIS OF STUDY 

The method used for the allocation of wastewater cost of service incorporates the 

functional cost allocation methodology described in the text “Financing and Charges for 
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Wastewater Systems”, Manual of Practice No. 27, published by the Water   Environment 

Federation. This method is recognized for allocating the cost of providing wastewater 

service to customer classifications in proportion to the classifications' use of the 

commodity, facilities, and services. It is generally accepted as a sound method for 

allocating the cost of wastewater service. Under the functional cost method, costs are 

assigned to cost components using predominant operational purposes as cost-causative 

factors. 

Each element of the cost of service is allocated to customer classifications 

according to the functional categories. The cost functions are flow, infiltration and inflow 

(I&I), customer facilities and customer accounting. The functional costs are allocated to 

customer classifications based on the amount of flow contributed to the system, the 

amount of I&I allocated to each class, and the number and relative size of customers. 

The results for RY1 and RY2 of the allocation of wastewater cost of service is 

summarized on Schedule A, column 2. The cost allocation results can be compared with 

revenues under present and proposed rates in columns 4 and 6 of Schedule A. The  

proposed increase and percentage increase in revenues are shown in columns 8 and 9. 

The cost of service by customer classification for each rate year is developed in 

Schedule D. The allocation factors referenced in column 2 are applied to the costs by 

account in column 3. The allocation factors are set forth in Schedule E. 

The proposed wastewater rates for RY1 and RY2 as well as the remaining 

wastewater service areas are shown in Schedule F.
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APPENDIX A 

A-1



RS1a. 

PENNSYLVANIA-AMERICAN WATER COMPANY 

RESPONSES TO RATE STRUCTURE 
AND COST OF SERVICE FILING REQUIREMENTS 

A-2

RS1. Provide a complete (fully allocated) cost of service study if an interval of 
approximately three years has passed between a previous cost of service 
study and the historic test year date of the current filing. The cost of service 
study shall provide the necessary data to determine if the water rate structure 
is fair and equitable to all classifications of water users (including public and 
private fire protection customers) and reflects, as nearly as possible, the cost 
of providing the service. The study shall correspond to the test year 
proposed revenue requirements (future test year only, if used). Summaries 
of conclusions and all back-up calculations shall be made part of the 
submission of the cost of service study, and shall include the following: 

a. A description of the allocation methods used. A comparison
of the allocated cost of service by class with the present and
proposed revenues. A cost of service schedule showing the
Rate of Return produced by present and proposed rates by
class of service.

RESPONSE 

A description of the methods used for the cost of service study is provided in 
Exhibit No. 12-C and in PAWC Statement No. 12. A comparison of the allocated 
cost of service by class with the present and proposed revenues is 
provided on Schedule A of Exhibit No. 12-C. 



A-3

RS1b. 

PENNSYLVANIA-AMERICAN WATER COMPANY 

RESPONSES TO RATE STRUCTURE 
AND COST OF SERVICE FILING REQUIREMENTS 

RS1.   Provide  a  complete  (fully allocated) cost  of  service  study if  an  interval 
of  approximately  three  years  has  passed  between  a  previous  cost   
of service study and the historic test year date of the current filing. The  
cost of service study shall provide the necessary data to determine if the 
water rate structure is fair and equitable to all classifications of water   
users (including public and private fire  protection  customers)  and  
reflects, as nearly as possible, the cost of providing the service. The 
study shall correspond to the test year proposed revenue requirements 
(future test year only, if used). Summaries of conclusions and all back-up 
calculations shall be made part  of  the  submission  of  the  cost  of  
service study, and shall include the following: 

b. Indicate if the method used for establishing the allocation
factors in the Cost of Service Study deviates from the previous
study submitted in the last rate case. If yes, indicate which
allocation factors were changed and discuss the reason for
the changes.

RESPONSE 

The methods used for establishing the allocation factors in the cost of 
service study have not deviated from the previous study submitted in the last case. 
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RS1c. 
 

 

 
 

PENNSYLVANIA-AMERICAN WATER COMPANY 
 

RESPONSES TO RATE STRUCTURE 
AND COST OF SERVICE FILING REQUIREMENTS 

 
 
RS1.    Provide a complete (fully allocated) cost of service study if an interval      

of approximately  three  years  has  passed  between  a  previous  cost  
of service study and the historic  test  year  date  of  the  current  filing. 
The cost of service study shall provide the necessary data to determine if 
the water rate structure is fair and equitable  to  all  classifications  of 
water users (including public and  private  fire  protection  customers)  
and  reflects, as nearly as possible, the cost of providing the service.   
The study shall correspond to the test year proposed revenue 
requirements (future test year only, if used). Summaries of conclusions 
and all back-up calculations shall be made  part  of  the  submission  of 
the cost of service study, and shall include the   following: 

 
c. Supply the average day, the maximum day and the maximum 

hour deliveries to the system adjusted for storage for the test 
year and two prior years. Also provide workpapers,  
analyses, comparative data or other documentation 
supporting the estimated maximum day and peak hour 
demands by customer class reflected in the Company's cost 
of service study. 

 
RESPONSE 

 
Not applicable. 
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RS1d. 

PENNSYLVANIA-AMERICAN WATER COMPANY 

RESPONSES TO RATE STRUCTURE 
AND COST OF SERVICE FILING REQUIREMENTS 

RS1.    Provide a complete (fully allocated) cost of service study if an interval      
of approximately  three  years  has  passed  between  a  previous  cost 
of service study and the historic  test  year  date  of  the  current  filing. 
The cost of service study shall provide the necessary data to determine if 
the water rate structure is fair and equitable  to  all  classifications  of 
water users (including public and  private  fire  protection  customers)  
and  reflects, as nearly as possible, the cost of providing the service.   
The study shall correspond to the test year proposed revenue 
requirements (future test year only, if used). Summaries of conclusions 
and all back-up calculations shall be made  part  of  the  submission  of 
the cost of service study, and shall include the   following: 

d. Explain thoroughly the methodology employed if the
Company distinguishes between transmission and
distribution mains in its allocation of costs.

RESPONSE 

Not applicable. 
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RS1e. 

PENNSYLVANIA-AMERICAN WATER COMPANY 

RESPONSES TO RATE STRUCTURE 
AND COST OF SERVICE FILING REQUIREMENTS 

RS1.    Provide a complete (fully allocated) cost of service study if an interval     
of approximately  three  years  has  passed  between  a  previous  cost 
of service study and the historic  test  year  date  of  the  current  filing. 
The cost of service study shall provide the necessary data to determine if 
the water rate structure is fair and equitable  to  all  classifications  of 
water users (including public and  private  fire  protection  customers)  
and  reflects, as nearly as possible, the cost of providing the service.   
The study shall correspond to the test year proposed revenue 
requirements (future test year only, if used). Summaries of conclusions 
and all back-up calculations shall be made  part  of  the  submission  of 
the cost of service study, and shall include the   following: 

e. Provide a detailed explanation of how storage is utilized to
meet base, maximum day and maximum hour demands.

RESPONSE 

There is no storage for this system. 
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RS1f. 
Page 1 of 2 

PENNSYLVANIA-AMERICAN WATER COMPANY 

RESPONSES TO RATE STRUCTURE 
AND COST OF SERVICE FILING REQUIREMENTS 

RS1.    Provide a complete (fully allocated) cost of service study if an interval     
of approximately  three  years  has  passed  between  a  previous  cost  
of service study and the historic  test  year  date  of  the  current  filing. 
The cost of service study shall provide the necessary data to determine if 
the water rate structure is fair and equitable  to  all  classifications  of 
water users (including public and  private  fire  protection  customers)  
and  reflects, as nearly as possible, the cost of providing the service.   
The study shall correspond to the test year proposed revenue 
requirements (future test year only, if used). Summaries of conclusions 
and all back-up calculations shall be made  part  of  the  submission  of 
the cost of service study, and shall include the   following: 

f. Provide workpapers, calculations and supporting
documentation which develop the equivalent meters and
equivalent service weights reflected in the Company's cost of
service study.

RESPONSE 

There are no meter or service equivalents calculated for this study. 
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RS1g 

PENNSYLVANIA-AMERICAN WATER COMPANY 

RESPONSES TO RATE STRUCTURE 
AND COST OF SERVICE FILING REQUIREMENTS 

RS1. Provide a complete (fully allocated) cost of service study if an interval of 
approximately three years has passed between a previous cost of service 
study and the historic test year date of the current filing. The cost of service 
study shall provide the necessary data to determine if the water rate structure 
is fair and equitable to all classifications of water users (including public and 
private fire protection customers) and reflects, as nearly as possible, the cost 
of providing the service. The study shall correspond to the test year 
proposed revenue requirements (future test year only, if used). Summaries 
of conclusions and all back-up calculations shall be made part of the 
submission of the cost of service study, and shall include the following: 

RESPONSE 

g. Provide all workpapers and supporting documentation for the
fire flow requirement and duration utilized in the cost of service
study.

Because this is a wastewater operation, there is no fire flow requirements. 
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RS1h. 

PENNSYLVANIA-AMERICAN WATER COMPANY 

RESPONSES TO RATE STRUCTURE 
AND COST OF SERVICE FILING REQUIREMENTS 

RS1. Provide a complete (fully allocated) cost of service study if an interval of 
approximately three years has passed between a previous cost of service 
study and the historic test year date of the current filing. The cost of 
service study shall provide the necessary data to determine if the water 
rate structure is fair and equitable to all classifications of water users 
(including public and private fire protection customers) and reflects, as 
nearly as possible, the cost of providing the service. The study shall 
correspond to the test year proposed revenue requirements (future test 
year only, if used). Summaries of conclusions and all back-up calculations 
shall be made part of the submission of the cost of service study, and shall 
include the following: 

h. Provide a breakdown of the number and size of private fire
services according to the general water service class of
customer.

RESPONSE 

Not applicable. 



RS1i. 

A-10 

 

 

 
 

PENNSYLVANIA-AMERICAN WATER COMPANY 
 

RESPONSES TO RATE STRUCTURE 
AND COST OF SERVICE FILING REQUIREMENTS 

 
 
RS1. Provide a complete (fully allocated) cost of service study if an interval of 

approximately three years has passed between a previous cost of service 
study and the historic test year date of the current filing. The cost of 
service study shall provide the necessary data to determine if the water 
rate structure is fair and equitable to all classifications of water users 
(including public and private fire protection customers) and reflects, as 
nearly as possible, the cost of providing the service. The study shall 
correspond to the test year proposed revenue requirements (future test 
year only, if used). Summaries of conclusions and all back-up calculations 
shall be made part of the submission of the cost of service study, and shall 
include the following: 

 
i. Provide a calculation of the Company’s base cost of water per 

unit of consumption. 
 
RESPONSE 

 
The calculation of the average flow cost per hundred gallons for Rate Year 1 is as 
follows: 

 
Total Flow Cost $15,648,669 

Pro Forma Usage (Hundred Gallons) 
(Includes Estimated Unmetered) 

 
18,496,010 

Flow Cost per Hundred Gallons $0.8461 
 
 
The calculation of the average flow cost per hundred gallons for Rate Year 2 is as 
follows: 

 
Total Flow Cost $16,648,697 

Pro Forma Usage (Hundred Gallons) 
(Includes Estimated Unmetered) 

 
18,420,455 

Flow Cost per Hundred Gallons $0.9038 



RS1j. 

A-11

PENNSYLVANIA-AMERICAN WATER COMPANY 

RESPONSES TO RATE STRUCTURE 
AND COST OF SERVICE FILING REQUIREMENTS 

RS1. Provide a complete (fully allocated) cost of service study if an interval of 
approximately three years has passed between a previous cost of service 
study and the historic test year date of the current filing. The cost of 
service study shall provide the necessary data to determine if the water 
rate structure is fair and equitable to all classifications of water users 
(including public and private fire protection customers) and reflects, as 
nearly as possible, the cost of providing the service. The study shall 
correspond to the test year proposed revenue requirements (future test 
year only, if used). Summaries of conclusions and all back-up calculations 
shall be made part of the submission of the cost of service study, and shall 
include the following: 

j. Provide a detailed cost analysis that supports the Company’s
customer charges, by meter size, showing all direct and indirect
costs included.

RESPONSE 

Please refer to the attached Rate Year 1 and Rate Year 2 schedules. 
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RS2. 

PENNSYLVANIA-AMERICAN WATER COMPANY 

RESPONSES TO RATE STRUCTURE 
AND COST OF SERVICE FILING REQUIREMENTS 

RS2. Provide a listing of negotiated special rate contracts which includes a 
comparison of revenues under special rate contracts and under tariff rates. 
Provide the cost of service treatment of any deficiency in revenues resulting 
from the negotiated special rate contracts. 

RESPONSE 

There are no negotiated special rate contracts that are not under a tariff rate. 
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PENNSYLVANIA-AMERICAN WATER COMPANY 

Mechanicsburg, Pennsylvania 

EXETER WASTEWATER SSS OPERATIONS 

WASTEWATER COST OF SERVICE 

ALLOCATION STUDY 

AS OF DECEMBER 31, 2021 (RATE YEAR 1) AND 
DECEMBER 31, 2022 (RATE YEAR 2) 

GANNETT FLEMING VALUATION AND RATE CONSULTANTS, LLC 

Camp Hill, Pennsylvania 
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