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BEFORE THE PENNSYLVANIA PUBLIC UTILITY COMMISSION
RE: PENNSYLVANIA-AMERICAN WATER COMPANY

DOCKET R-2008-2032689
DIRECT TESTIMONY OF PAUL R. HERBERT

Please state your name and address.

My name is Paul R. Herbert. My business address is 207 Senate Avenue,
Camp Hill, Pennsylvania.

By whom are you employed?

| am employed by Gannett Fleming, Inc.

Please describe your position with Gannett Fleming, Inc., and briefly state
your general duties and responsibilities.

I am President of the Valuation and Rate Division. My duties and respon-
sibilities include the preparation of accounting and financial data for revenue
requirement and cash working capital claims, the allocation of cost of service
to customer classifications, and the design of customer rates in support of
public utility rate filings.

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

Yes. | have testified before the Pennsylvania Public Utility Commission, the
New Jersey Board of Pubiic Utilities, the Public Utilities Commission of Ohio,
the Public Service Commission of West Virginia, the Kentucky Public
Service Commission, the lowa State Utilities Board, the Virginia State
Corporation Commission, the Tennessee Regulatory Authority, The

California Public Utilities Commission, New Mexico Public Regulation
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Commission and the Missouri Public Service Commission concerning
revenue requirements, cost of service allocation, rate design and cash
working capital claims.
A list of the cases in which | have testified is provided at the end of my direct
testimony.
What is your educational background?
| have a Bachelor of Science Degree in Finance from the Pennsylvania State
University, University Park, Pennsylvania.
Would you please describe your professional affiliations?
I am a member of the American Water Works Association and serve as a
member of the Management Committee for the Pennsylvania Section. | am
also a member of the Pennsylvania Municipal Authorities Association. In
1998, | became a member of the National Association of Water Companies
as well as a member of its Rates and Revenue Committee.
Briefly describe your work experience.
| joined the Valuation Division of Gannett Fieming Corddry and Carpenter,
Inc., predecessor to Gannett Fleming Valuation and Rate Consultants, Inc.,
in September 1977, as a Junior Rate Analyst. Since then, | advanced
through several positions and was assigned the position of Manager of Rate
Studies on July 1, 1990. On June 1, 1994, | was promoted to Vice President
and on November 1, 2003, | was promoted fo Senior Vice President. On
July 1, 2007, [ was promoted to my current position as President.

While attending Penn State, | was employed during the summers of

1972, 1973 and 1974 by the United Telephone System - Eastern Group in its
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accounting department. Upon graduation from college in 1975, | was
employed by Herbert Associates, Inc., Consulting Engineers (now Herbert
Rowiand and Grubic, Inc.), as a field office manager until September 1977.
What is the purpose of your testimony in this proceeding?
My testimony is in support of the cost of service allocation and rate design
study conducted under my direction and supervision for the Coatesville
Wastewater operations ("CWW"} of the Pennsylvania-American Water
Company (the “Company”).
Have you prepared exhibits presenting the results of your study?
Yes. Exhibit No. 7-A presents the results of the allocation of pro forma cost
of service as of December 31, 2008, the proposed rate design and the proof
of revenues under present and proposed rates. Also, responses to Rate
Structure and Cost of Service Filing Requirements No. RS1, are found in the
Appendix to Exhibit No. 7-A.

COST OF SERVICE ALLOCATION
Briefly describe the purpose of your cost allocation study.
The purpose of the study was to allocate the total CWW cost of service,
which is the total revenue requirement, to the several customer
classifications. In the study, the total costs were allocated to the residential,
commercial/public, industrial, and bulk use customer ciassifications in
accordance with generally accepted principles and procedures. For the
purposes of cost allocation, one small industrial customer is included in the
commercial/public class and the V.A. Hospital is included with the bulk use

class. This leaves Mittal Steel as the only customer in the industrial class.
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The cost of service allocation study results in indications of the
relative cost responsibilities of each class of customers. The allocated cost
of service is one of several criteria appropriate for consideration in designing
customer rates to produce the required revenues.

Have you prepared an exhibit presenting the resuits of your studies?

Yes. The results of my allocation of the pro forma cost of service as of
December 31, 2008, and proposed customer rates to produce the pro forma
revenue requirement as of that date are presented in Exhibit No. 7-A.

Please describe the method of cost allocation that was used in your study.
The base-extra capacity method, as described in 2000 and prior Water
Rates Manuals published by the American Water Works Association
(AWWA), adapted for wastewater utilities was used to allocate the pro forma
costs. | also relied on the text "Financing and Charges for Wastewater
Systems”, Manual of Practice No. 27, published by the Water Environment
Federation. This method is recognized for aliocating 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.
Please describe the procedure followed in the cost allocation study.

The cost of service study for the wastewater operations is similar to the
water cost allocation study. It allocates each element of the cost of service
to cost functions and then to customer classifications. The cost functions
are flow, extra capacity, infiltration and inflow, customer facilities and

customer accounting. The resuits of allocating costs to the cost functions
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are then allocated to the Residential, Commercial/Public, Industrial and Bulk
Use Customer classifications, based on the water usage and wastewater
flows, peak flows and the number of customers of each class.

The items of cost, which include operation and maintenance
expenses, depreciation expense, taxes and income available for return, are
identified in column 1 of Schedule D. The cost of each item, shown in
column 3, is allocated to the several cost functions based on allocation
factors referenced in column 2. The development of the allocation factors is
presented in Schedule E of the exhibit.

Costs that vary with the average volume of flow, such as power and
chemicals, are allocated to the flow cost function and infiltration and inflow
function, to recognize that a portion of the flow is not customer induced.

Costs associated with meeting maximum day extra capacity
demands, such as treatment facilities, are allocated partly to flow, partly to
maximum day extra capacity and partly to infiltration and inflow.

Costs associated with meeting maximum hour extra capacity
demands such as collecting and transmission facilities are allocated partly to
flow, partly to maximum hour extra capacity and partly to infiltration and
inflow.

Costs associated with customer facilities and customer accounting
are allocated directly to those functions.

Administrative and general costs and labor related taxes and benefits
are allocated using composite factors in a similar manner as described in the

water cost allocation.
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Income taxes and return are allocated based on the allocation of rate
base shown in Schedule E.
Please describe the next step in the allocation.
The result of allocating the costs to cost functions in Schedule D are brought
forward to Schedule B. Schedule B shows the allocation of the functional
costs to customer classifications using the Factors A through E described in
Schedule C. The results of allocating the functional costs to customer
classes are brought forward to Schedule A, column 2. These results can be
compared to the revenues under present rates in columns 4 and 5 and
under proposed rates in columns 6 and 7. The proposed increase is shown
in column 8 with percentage increase in column 9.
What was the source of the total cost of service data set forth in column 3 of
Schedule D of Exhibit No. 7-A?
The pro forma costs of service were furnished by the rate department of
Pennsylvania-American Water Company, and are set forth in Exhibit No. 3-
A
Refer to Schedule E of Exhibit No. 7-A, and explain the estimated flow and
extra capacity demands used in the development of the factors.
The factors were based on judgment after a review of experienced Company
data.
What factors were considered in estimating the maximum day extra capacity
and maximum hour extra capacity demands used for the customer

classifications in the development of the factors shown in Schedule C?
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The estimated demands were based on judgment which considered actual
customer class demands conducted for the Company's water operations,
field observations of the service areas of the Company, field studies of
similar service areas in Pennsylvania, and generally-accepted customer
class maximum day and maximum hour demand ratios.
Have you summarized the results of your cost allocation study?
Yes. The results are summarized in columns 1, 2 and 3 of Schedule A of
Exhibit No. 7-A. Column 2 sets forth the total allocated pro forma cost of
service as of December 31, 2008 for each customer classification identified
in column 1. Column 3 presents each customer classification's cost respon-
sibility as a percent of the total cost.
Have you compared these cost responsibilities with the proportionate
revenue under existing rates for each customer classification?
Yes. A comparison of the allocated cost responsibilities and the percentage
revenue under existing rates can be made by comparing columns 3 and 5 of
Schedule A of Exhibit 7-A. A similar comparison of the percentage cost
responsibilities (refative cost of service) and the percentage of pro forma
revenues (relative revenues) under proposed rates can be made by
comparing columns 3 and 7 of Schedule A of Exhibit No. 7-A.

CUSTOMER RATE DESIGN
What are the appropriate factors to be considered in the design of the rate
structure?
In preparing a rate structure, one should consider the allocated costs of

service, the impact of radical changes from the present rate structure, the
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understandability and ease of application of the rate structure, community
and social influences, and the value of service. General guidelines should
be developed with management to determine the extent to which each of
these criteria is to be incorporated in the rate structure to be designed,
inasmuch as the pricing of a commeodity or service is a function of
management.

Did management provide rate design guidelines to you?

Yes, they did. As described in Ms. Lontz's testimony, the guidelines
included (1) increase service charges to reflect appropriate levels of cost of
service for each classification and, (2) design volumetric charges for each
classification to move revenues more in-line with the cost of providing
service.

Do the proposed rates comply with these guidelines?

Yes, they do

Please describe the rates proposed in this proceeding.

The proposed rates consist of service or customer charges for each
classification plus a single volumetric charge applicable to each class.

Please explain the increases in the customer charges and volumetric rates.
The customer charge under existing rates of $1.86 per month does not
recover the fixed costs associated with providing a service lateral for each
customer and the costs to bill and collect customers’ bills rendered each
month.  Under proposed rates, the residential customer charge is set at
$5.00 per month, the commercial/public rate is set at $15.00 per month and

the large industrial and bulk user rate is set at $400.00 per month. These
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rates will recover the costs associated with customer facilities and customer
accounting.

Volumetric rates were designed to recover the remaining cost of
service for each classification so that the proposed revenues by class will
move toward the cost of service results.

Do the proposed rates result in movement toward the cost of service for
each classification?

Yes, as Scheduie A on page 7 of Exhibit No. 7-A demonstrates, the
revenues under proposed rates for each customer classification are better
aligned with the cost of service than the revenues under present rates.

Have you prepared comparisons of present and proposed rates for each
classification and each rate zone?

Yes. Schedule G of Exhibit No. 7-A presents comparisons of present and
proposed rates.

Have you prepared proof of revenue schedules under present and proposed
rates?

Yes. Schedule H and | of Exhibit No. 7-A, set forth the proof of revenues
from the application of present and proposed rates to the customer
consumption analysis. Schedule H shows a summary of revenues under
present and proposed rates. Schedule | sets forth the detailed application of
rates to the billing determinants.

Please explain the capacity fee calculation.

When Pennsylvania American acquired the Coatesville Wastewater system,

the Authority had a capacity fee in place that became a part of the
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Company's tariff. The Company has been charging this capacity fee to new
customers since that time.

What is the basis for charging capacity fees?

The basis for the fee is the well-recognized system buy-in method as
described in AWWA Manual M1, Chapter 28. The system buy-in method is
based on the principle of achieving equity between new and existing
customers. Capacity fees received from new customers will be recorded as
contributions which will reduce rate base and lower the revenue requirement
going forward, resulting in a direct benefit to existing customers.

How is the proposed capacity fee calculated?

The Company proposes to continue to assess a capacity fee for new
customers based on an updated cost analysis as shown on Exhibit No. 7-B,
attached to my testimony. The cost analysis shows that the recent or
projected cost to replace the interceptor mains and trunk lines is
approximately $21.8 million. Added to these costs are the estimated costs
for the rehabilitation of the treatment plant of $54 million for a total capacity
cost of $75.8 million. This amount is divided by the total new capacity of the
treatment of 7 MGD, resulting in a capacity cost of $10.83 per gallon. The
$10.83 per gailon of capacity cost is applied to the peak day capacity of a
typical residential customer of 300 gpd. This results in a capacity fee of
approximately $3,250.

Does this complete your testimony at this time?

Yes, it does.

-10 -
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PENNSYLVANIA AMERICAN WATER COMPANY
COATESVILLE WASTEWATER OPERATIONS
Calculation of Capacity Fee

Description

Main_Interceptor
BH-1 to PTOO1 76 LF 24" DIP

998 LF 36" DIP
1,125 LF 42" DIP

West End Trunk Line
15to 575 3,088 LF 30" PVC
210 LF siphon
575 to 580 1,834 LF 18" PVC
580 to 638 13,134 LF 15" PVC
9,800 LF 10" DIP FM
Parkesburg PS

788 to 800 1,800 LF 18" vCP

East End Trunk Line

16to 18 630 LF 24" DIP
50 LF siphon
18 to 26, 29 to 31 1,744 LF 24" DIP
253 LF 18" DIP
26 to 29 962 LF 18" VCP
31to 38 1,145 LF 15" VCP
39to 41 523 LF 15" VCP
41to 42 253 LF 15" VCP
4210 43A 336 LF 12" VCP
43 to 46 517 LF 10" VCP

Total Interceptors and Trunk Lines

Year

2008

2008

1965
1995
1995

1905

2004

2007
1930's
1930's
1930's
1930's
1930's

1930's

Estimated Cost of Treatment Plant Rehabiiitation

Total Cost Related to Capacity Fees
Total Capacity of Treatment Plant, GPD
Cost per Gallon of Capacity

Peak Day Capacity per EDU

Capacity Fee per EDU

* Contributions may be received pending agreements with the municipality.

Confributions

Replacement

Cost

1,008,700
6.567,000
1,860,000
3,000,000

990,000

contributed

1,145,000
523,000
253,000
235,200

361,900

$ (1,205,527)

$ 16,043,800

EXHIBIT NO. 7-8

$ 21,792,128
54,000,000

$ 75,792,128
7,000,000

$ 10.83
300 gpd

$ 3,248






EXHIBIT NO. 7-A
WITNESS: P. R. HERBERT

PENNSYLVANIA AMERICAN WATER COMPANY
COATESVILLE WASTEWATER OPERATIONS

HERSHEY, PENNSYLVANIA

COST OF SERVICE ALLOCATION STUDY
AS OF DECEMBER 31, 2008
AND
PROPOSED CUSTOMER RATES
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Schedule C
Page 1of 5

PENNSYLVANIA AMERICAN WATER COMPANY
COATESVILLE WASTEWATER OPERATIONS
FACTORS FOR ALLOCATING COSTS BY FUNCTION TO CUSTOMER CLASSIFICATIONS
FACTOR A. ALLOCATICN OF FLOW COSTS.

Factors are based on the pro forma test year average daily consumption for each customer
classification.

Average Daily

Consumption, Allocation
Classification 100 gallons Factor
(1 (2) 3)
Residential 8,227 0.3414
Commercial/Public 2,218 0.0921
Industrial 2,120 0.0880
Bulk Users 11,528 0.4785

Total 24,093 1.0600

FACTOR B. ALLOCATION OF MAXIMUM DAY EXTRA CAPACITY COSTS.

Factors are based on the maximum day extra capacity demand for each customer classification.

Average Daily Rate of Flow,
Customer Consumption, Thousand Gal. Allocation
Classification 100 gallons Factor* Per Day Factor
(1) (2) (3) (A)=(2)x(3) (5
Residential 8,227 05 4,113 0.3539
Commercial/Public 2,218 05 1,109 0.0954
Industrial 2,120 0.3 636 0.0547
Bulk Users 11,528 0.5 5,764 0.4980

Total 24,093 11,622 1.0000

* Ratio of Maximum Day To Average Day Minus 1.0.
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PENNSYLVANIA AMERICAN WATER COMPANY
COATESVILLE WASTEWATER OPERATIONS
FACTORS FOR ALLOCATING COSTS BY FUNCTION TO CUSTOMER CLASSIFICATIONS
FACTOR C. ALLOCATION OF MAXIMUM HOUR EXTRA CAPACITY COSTS.

Factors are based on the maximum hour extra capacity demand far each customer classification.

Average Hourly Rate of Flow,
Customer Consumption, Thousand Gal. Allocation
Classification 100 gallons Factor* Per Hour Factor
M 2 (3) (4)=(2}x(3) (5
Residential 3428 1.0 342.8 0.3929
Commercial/Public 92.4 1.0 924 0.1059
Industrial 88.3 06 53.0 0.0608
Buik Users 480.3 0.8 384.2 0.4404

Total 1,003.8 872.4 1.0000

* Ratio of Maximum Hour To Average Hour Minus 1.0.

FACTOR D. ALLOCATION OF COSTS ASSOCIATED WITH CUSTOMER FACILITIES.

Factors are based on the estimated relative cost of customer facilities, as follows:

Customer Service Allocation
Classification Equivalents Factor
{n (2) 3
Residential 5,895 0.7515
Commercial/Public 1,061 0.1352
Industrial 454 0.0579
Bulk Users 435 0.0554

Total 7,845 1.0000
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PENNSYLVANIA AMERICAN WATER COMPANY
COATESVILLE WASTEWATER OPERATIONS
FACTORS FOR ALLOCATING COSTS BY FUNCTION TO CUSTOMER CLASSIFICATIONS
FACTOR E. ALLOCATION OF COSTS ASSOCIATED WITH BILLING AND COLLECTING.

Factors are based on the number of customers.

Customer Number of Allocation
Classification Customers Factor
(N {2) {3)
Residential 5731 0.9366
Commercial/Public 366 0.0598
Industrial 16 0.0026
Bulk Customers 6 0.00140
Total 6,119 1.0000
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PENNSYLVANIA AMERICAN WATER COMPANY
COATESVILLE WASTEWATER OPERATIONS
FACTORS FOR ALLOCATING COSTS BY FUNCTION TO CUSTOMER CLASSIFICATIONS
FACTOR F. ALLOCATION OF COSTS ASSOCIATED WITH INFILTRATION AND INFLOW.
Factors are based on a 1/3-2/3 weighting of flow and number of customers.
Customer Average Dalily Flow Number of Customers Allocation
Classification Factor A Weight Factor E Weight Factor
(N (2) (3)=(2) x 0.3333 (4) {5)=(4) x 0.6667 (6)=(3)+(5)
Residential 0.3414 0.1138 0.9366 0.6244 0.7382
Commercial/Public 0.0821 0.0307 0.0598 0.0399 0.0706
Industrial 0.0880 0.0293 0.0026 0.0017 0.0310
Bulk Users 0.4785 0.1595 0.0010 0.0007 0.1602
Total 1.0000 0.3333 1.0000 0.6667 1.0000
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Schedule F

PENNSYLVANIA AMERICAN WATER
COATESVILLE WASTEWATER OPERATIONS

CALCULATION OF CUSTOMER COST PER MONTH

{1) Cost Related to Customer Facilities
(2) Meter Equivalents X 12

(3) Cost per Bill - Meter related

(4) Cost Related to Customer Accounting
(5) Number of Bills

(6) Cost per Bill

{7) Total Customer Costs (3}+(6)

-15 -

Per Month
$228,967
94,140
$2.43
212,465
73,428
$2.89
$5.33



Customer Class

PENNSYLVANIA AMERICAN WATER
COATESVILLE WASTEWATER OPERATIONS

SUMMARY OF PRESENT AND PROPOSED RATES
FOR THE TWELVE MONTHS ENDED DECEMBER 31, 2008

Present Rates

Schedule G

Proposed Rates

Monthly
Service Charge

Usage Charge
Per 100 Gallons

Monthly
Service Charge

Usage Charge
Per 100 Gallons

Residential
Commercial/Public
Bulk Customers
Mittal Steel
Flat Rate Customers:
Residential

X1MF1

X1MF2

X1MF3

Commericial - X2MF2

1.86

1.86

1.86

1.86

18.33
19.28
12.33

19.28

-16 -

0.302

0.302

0.213

0.194

5.00

15.00

400.00

400.00

34.36
34.36
34.36

34.36

0.675

0574

0.420

0.381
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Page 1 of 2
PENNSYLVANIA-AMERICAN WATER COMPANY
COATESVILLE WASTEWATER OPERATIONS
APPLICATION OF PRESENT RATES AND PROPOSED RATES TO CONSUMPTION ANALYSIS
YEAR ENDED DECEMBER 31, 2008
Rate Block Number Total Present Proposed Proposed
100 Gallons Of Bills Consumption Rate Revenue Rate Revenue
(1) {2) (3) (4) (5) (6) (7}
Residential - Monthly
Service Charge 69,083 0 1.86 128,494 5.00 345,415
All Usage 0 3,002,704 0.3020 906,816 0.6750 2,026,825
Subtotal 0 3,002,704 906,816 2,026,825
Total 69,083 3,002,704 1,035,310 2,372,240
Commercial - Monthly
Service Charge 4,157 0 1.86 7.732 15.00 62,355
All Usage 0 649,928 0.3020 196,278 0.5740 373,059
Subtotal 0 649,923 196,278 373,059
Total 4157 649,928 204,010 435,414
Public - Monthly
Service Charge 240 0 1.86 448 15.00 3,600
All Usage 0 60,550 0.3020 18,286 0.5740 34,756
Subtotal 0 60,550 18,286 34,756
Total 240 60,550 18,732 38,356
Quebecor - Monthly

Service Charge 12 0 1.86 22.32 15.00 180
All Usage 0 99,230 0.3020 29,967 0.5740 56,958
Subtotal o 99,230 29,967 56,958
Total 12 99,230 29,989 57,138
Total Class 4.409 809,708 252,731 530,807

Schedule |
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PENNSYLVANIA-AMERICAN WATER COMPANY
COATESVILLE WASTEWATER OPERATIONS

Schedule |
Page 2 of 2

APPLICATION OF PRESENT RATES AND PROPOSED RATES TO CONSUMPTION ANALYSIS
YEAR ENDED DECEMBER 31, 2008

Rate Block
100 Gallons

(N

Service Charge

All Usage
Subtotal

Total

Service Charge

All Usage
Subtotal

Total

Service Charge
Service Charge

All Usage
Subtotal

Total
Total Class

Total System

Number Total Present
Of Bills Consumption Rate
(2) 3 (4)
Mittal Steel - Monthly

12 0 1.86

0 773,748 0.1940
0 773,748
12 773,748

Bulk Users

60 t] 1.86

0 3,866,373 0.2130
t] 3,866,373
60 3,866,373

VA Hospital - Monthly

12 0 1.86

t] 349,930 0.2130
0 349,930
i2 349,930
72 4,216,303
73,576 8,802,463

-19 -

Revenue

()

22.32

150,107

150,107

150,129

112

823,537

823,537

823,649

22

74,535

74,535
74,557
898,206

2,336,377

Proposed
Rate

(6)

400.00

0.3810

400.00

0.4200

400.00

0.4200

Proposed
Revenue
(7

4,800

204,798

294,798

299,598

24,000

1,623,877

1,623,877

1,647,877

4,800

146,971

146,971
151,771
1,799,647

5,002,393
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RESPONSES TO RATE STRUCTURE
AND
COST OF SERVICE
FILING REQUIREMENTS
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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 foliowing:

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 PAWC
Statement No. 7. A comparison of the allocated cost of service by class with the present
and proposed revenues is provided on Schedule A of Exhibit No. 7-A. The attached
schedules show the rate of return produced by present and proposed rates by customer
classification.
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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

This study is the first cost of service study for this wastewater system.



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 equitabie 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 shail 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, anaiyses, 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
2007
Average Daily Flow 3.65 MGD
Peak Day Flow 8.16
Peak Hour Flow N/A

Customer Class Factors N/A



PENNSYLVANIA-AMERICAN WATER COMPANY

RESPONSES TO RATE STRUCTURE
AND COST OF SERVICE FILING REQUIREMENTS

R&1. 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

For the wastewater system, the Company distinguishes mains as trunk and
interceptor mains from coliecting mains. Trunk and interceptor mains are
generally 10-inch and larger and collecting mains are less than 10-inch.

RS1d.



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 adetailed explanation of how storage is utilized to meet base,
maximum day and maximum hour demands.

RESPONSE

There is no storage for this system.



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

The 5/8-inch equivalent was determined by using the recommended standard
minimum meter flow capacity ratios per the American Waterworks Association.

5/8-Inch
Meter Size Equivalent

5/8" 1.0
3/4" 1.5
™ 2.5
1-1/2" 5.0
2" 8.0
3" 15.0
4" 25.0
6" 50.0
8" 80.0
10" 115.0

There are no service equivalents calculated for this study.

RS1f.



RS1.

PENNSYLVANIA-AMERICAN WATER COMPANY

RESPONSES TO RATE STRUCTURE
AND COST OF SERVICE FILING REQUIREMENTS

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

RS1g.

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 shali include the following:

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

RESPONSE

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



RS1.

RS1h.

PENNSYLVANIA-AMERICAN WATER COMPANY

RESPONSES TO RATE STRUCTURE
AND COST OF SERVICE FILING REQUIREMENTS

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

Because this is a wastewater operation, there are no private fire services.



RS1.

PENNSYLVANIA-AMERICAN WATER COMPANY

RESPONSES TO RATE STRUCTURE
AND COST OF SERVICE FILING REQUIREMENTS

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 base cost of usage per hundred gallons is as follows:

Flow Cost of Usage $1,809,535
Pro Forma Usage (Hundred Gallons) 8,793,766

Base Cost per Hundred Gallons $0.2058

RS1i.
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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 shalt
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 schedule.



RS1j
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PENNSYLVANIA AMERICAN WATER
COATESVILLE WASTEWATER OPERATIONS

CALCULATICN OF CUSTOMER COST PER MONTH

Per Month
{1} Cost Related to Customer Facilities $228,967
{(2) Meter Equivalents X 12 94,140
{3) Cost per Bill - Meter related $2.43
(4) Cost Related to Customer Accounting 212 465
(5) Number of Bills 73,428
(6) Cost per Bill $2.89

(7) Total Customer Costs (3)+(5) $5.33



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.

RS2



