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

DOCKET R-2010-2166212
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.

| 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 Public 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 Authérity, The

California Public Utilities Commission, the New Mexico Public' Regulation



10

1

12

14

15

16

17

18

19

20

21

22

23

24

Commission, the lllinois Commerce Commission, the Delaware Public
Service Commission, the Arizona Corporate 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 Seéti_on. I 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 Fleming Corddry and Carpenter,
Inc., predecessor to Gannett Fleming Valuation and Rate Consultants, Inc.,
in September 1977, as a Junior Rate Analyst. Since then, 1' advanced
through several positions and was assigned the position of Manager of Rate
Studies on July 1, 1990. On June 1, 1994, | was promoted {o Vice President
and on November 1, 2003, | was promoted to 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
Rowland 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 stu-d;.r?

Yes. Exhibit No. 7-A presents the results of the allocation of pro forma cost
of service as of December 31, 2010, the proposed rate design and the proof
of revenues under present and proposed rates.. | Also, responsés_ 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,
non-residential, large industrial, and bulk use customer classifications in
accordance with generally accepted principles and procedures. For the
purposes of cost allocation, one small industrial customer is included in the

non-residential ciass, which also includes commercial and public customers,
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and the V.A. Hospital is included with the btﬁk use class. This Ieaves Mittal
Steel as the only customer in the large industrial class.

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 fo produce the required revenues.

Have you prepared an exhibit presenting the results of your studies?
Yes. The results of my allocation of the pro forma cost of service as of
December 31, 2010, and proposed customer rates to produce the pro forma
revenue requirement as of that date are presented in Exhibit No. ?A

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

The method | used for cost allocation incorporates the funétiqnai cost
allocation methodology and the design-basis cost allocation méthodoiogy
described in the text “Financing and Charges for 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.

Please describe the functional and the design-basis methods. -

Under the functional cost method, costs are assigned to cost components

using predominant operational purposes as cost-causative factors rather
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than engineering design criteria. Under the design-basis method, costs are

based on the allocation of net plalnt value using engineering design criteria.

| have used a hybrid of these two methods to allocate costs for CWW.
In this approach, the design-basis is used to allocate capital costs, (rate
base, depreciation, return and taxes) which reflects the design criteria’s
significant impact on sizing and construction costs. The functional cost basis
is applied to operating expenses that are more influenced by véréations in
actual or current operating results.
What procedures did you use to apply the cost allocation
methodologies for CWW?
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 (1&l), customer facilities and customer accounting. The functional
costs are allocated to customer classifications based on the améunt of flow
contributed to the system, the amount of 1&! allocated to each class, and the
number and relative size of customers.
What is the basis for the volumes used to allocate costs to customer
classifications?
As a result of the settlement in the iast case at Docket No. R-2008-2032689,
the Company conducted a comprehensive study to determine the current
and future volumes for each classification as well as the volume of 1&1 in the
system as it relates to direct and bulk customers. The study is submitted
with the filing and is sponsored in testimony by Mr. Kaufman.

How were the volumes set forth in the 1&l study used to allocate costs?

-5-
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The study determined the current average and peak flows attributable to
direct and bulk customers as well as the projected average and peak flows
for direct and bulk customers based on Act 537 plans.

Factor 1 was based on the current average daily flow ‘which is
presented in Schedule Q (average flow) of the 1& study. For direct
customers, residential and non-residential (except the small industrial
customer), the flows were based on water usage billing déterminants
multiplied by a factor of 88%, consistent with the study that determined that
88% of the water use was returned to the sewer system. The flow for the
small industrial customer and the large industrial customer was based on
100% of the water usage. The flow for the bulk customer ciasé used the
measured wastewater flow for each bulk customer.

Flow related to 1&1 was determined in the study. The &l associated
with the direct customers (bther than bulk) was allocated to the classes
based on a weighting of one-third flow and two-thirds on the number of
customers. The |1&l associated with the bulk customers determi-ned in the
study was assigned directly to the bulk class. The common &1 volume was
allocated to all classes based on the sum of the average daily flow plus the
direct 1&l referred to above. The sum of the flow and the I&l allocation
resulted in the total flow and the basis for Factor 1.

Factor 2 was calculated in a similar manner as Factor 1 except that
current peak volumes were used as shown in the 1&! study, Schedule Q
(peak flow). Factors 1 and 2 were used to allocate opera;tion and

maintenance expenses of the collection, transmission and treatment
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systems consistent with the functional cost method explained above that
such operating expenses are influenced by actual or current flows as set
forth in the 1&l study. .

Please explain the factors used to allocate the capital costs. f

Factors 3 and 4 are similar to Factors 1 and 2 except that Factoré 3 and 4
are based on projected average and peak volumes, respectively. The
projected volumes are summarized in the 1&l study, Schedule R. Projected
volumes were used for capital costs because the projected volumes
determined the size of the treatment plant expansion includiné the trunk
lines and interceptor. The use of Factors 3 and 4 for capital costs is
consistent with the design-basis methodology explained earlier which
reflects the design criteria's impact on sizing and construction 6osts. The
projected volumes used for the factors reflect the required flows set forth in
each municipality’s Act 537 plan.

Please explain the remaining cost allocation factors.

Factors 5 and 6 were used to allocate customer facilities and customer
accounting costs. These factors were based on the number and relative size
of the customers.

Factor 7 is a composite factor used to allocate employee pension and
benefits and payroll taxes. Factor 7 is based on the allocation of direct labor
expense.

Factors 8 and 9 are based on the allocation of plant in service and
rate base, respectively. Factor 8 allocates other rate base elements and

Factor 9 is used to allocate return and taxes.
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Factor 10 is based on the total cost of service and is used to allocate
regulatory commission expense and other revenues. |

Factor 11 is used to allocate administrative and general expenses and
is based on the allocation of ali other operating expenses exclusive of
power, chemicals and waste disposal. Factor 12 allocates ca_sh working
capital and is based on the allocation of all operating expenses.
Please explain the procedure for the allocation of costs to the several
customer classifications.
The items of cost, which include operation and maintenance . expenses,
depreciation expense, taxes and income available for return, are idéntiﬁed in
column 1 of Schedule B. The cost of each item, shown in column 3, is
allocated to the several customer classifications based on allocation factors
referenced in column 2. The development of the allocation factors is
presented in Schedule C of the exhibit. |
What was the source of the total cost of service data set forth in
cofumn 3 of Schedule B of Exhibit No. 7-A?
The pro forma costs of service were furnished by the rate debartment of
Pennsylvania-American Water Company, and are set forth in Exhibit 3-A.
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 forlma cost of
service as of December 31, 2010 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.

-8-



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

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 be‘rcentage
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 (relative 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? o
In preparing a rate structure, one should consider the allocated costs of
service, the impact of radical changes from the present rate stfucture, the
understandability and ease of application of the rate structure, community
and social influences, and the value of service. General guidelihes 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 commodity 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 g'uidelines
included (1) increase customer charges to reflect appropriate levels of cost

of service for each classification and, (2) design volumetric charges for each
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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 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 $4.50 per month is not
sufficient to recover the fixed costs associated with providing a service
lateral for each customer, the costs associated with customer ‘ac.:counting
and a portion of the fixed costs associated with 1&i. Under proposed rates,
the residential customer charge is set at $20.00 per monthk, the non-
residential rate is set at $40.00 per month and the large industrial and bulk
user rate is set at $300.00 per month. These rates will recover the costs
associated with customer facilities and customer accounting as well as a
portion of the fixed costs associated with 1&l.

Volumetric rates were designed to recover the remainiﬁg cost of
service for each classification so that the proposed revenues by class will
approximate the indicated cost of service results.

Why is it appropriate to recover a portion of fixed costs assoc“iated with

I&! in the customer charge?

-10 -
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Fixed costs associated with 1&l are primarily a function of the .number of
customers and generally are ‘not influenced by the volume of flow
contributed from each classification. Therefore, a portion of such 1&I fixed
costs are properly recovered in a fixed charge. The calculation of the

customer costs per month are presented in Schedule D of Exhibit No. 7-A.

‘Have you demonstrated that the proposed revenues are aligned with

the cost of service?

Yes, Schedule A, column 6, on page 7 of Exhibit No. 7-A shows that the
revenues under proposed rates for each customer classification .'a‘re nearly
aligned with the cost of service shown in column 2,

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

Yes. Schedule E, of Exhibit No. 7-A, presents comparisons of présent and
proposed rates.

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

Yes. Schedule F and G 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 E shows a summary of revenlues under
present and proposed rates. Schedule F sets forth the detailed :application
of rates to the billing determinants.

Does this complete your testimony at this time?

Yes, it does.

-11 -
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Year  Jurisdiction
1983 Pa. PUC
1989 Pa. PUC
1991 PSC of W. Va.
1992 Pa. PUC
1962 NJ BRPU
1954 Pa. PUC
1994 Pa. PUC
1994 Pa. PUC
1994 Pa. PUC
1994 NJ BPU
1995 Pa. PUC
1995 Pa. PUC
1995 Pa. PUC
1996 Pa. PUC
1997 Pa. PUC
1098 Ohio PUC
1998 Pa. PUC
1999 Pa. PUC
1999 Pa, PUC
1999 PSC of W.Va.
2000 Ky. PSC
2000 Pa. PUC
2000 NJ BPU
2001 la. St Util Bd
2001 Va. St. Corp
2001 WV PSC
2001 Pa. PUC
2001 Pa. PUC
2001 Pa. PUC
2001 Pa. PUC
2002 Va. 8t. Corp Cm
2003 Pa. PUC
2003 Tn Reg. Auth
2003 Pa. PUC
2003 NJ BPU
2003 Mo. PSC
2004 Va. 8t. Corp Cm
2004 Pa. PUC
2004 Pa. PUC
2004 NJ BRU
2005 WV PSC
2005 WY PSC
2005 Pa. PUC
2008 Pa. PUC
2006 Pa. PUC
20086 NJ BPU
20086 Pa. PUC
2008 NM PRC
2006 Tn Reg Auth

Docket No.

R-832399
R-891208
91-106-W-MA
R-922276
WR92050532J
R-943053
R-943124

R-943177
R-043245
WR04070325
R-853300

R-853378
R-853379

R-963619
R-873972

98-178-WS-AIR
R-084375

R-994605
R-994868
99-1570-W-MA

2000-120
R-C00056277
WRO0080575
RPU-01-4
PUED10312
01-0326-W-42T
R-016114

R-016236
R-016339
R-016750
PUE-2002-00375
R-027975

03-

R-038304
WR03070511
WR-2003-0500
PUE-200 -
R-038805
R-049165
WR04091064
04-1024-S-MA
04-1025-W-MA
R-051030
R-051178
R-061322
WR-08030257
R-061398
06-00208-UT
06-00290

LIST OF CASES IN WHICH PAUL R. HERBERT TESTIFIED

Client/Utit

T. W. Phillips Gas and Qil Co.
Pennsylvania-American Water Company
Clarksburg Water Board

North Penn Gas Company

The Atflantic City Sewerage Company
The York Water Company

City of Bethlehem

Roaring Creek Water Company

Narth Penn Gas Company

The Atlantic City Sewerage Company

Citizens Utilittes Water Company of
Pennsylvania

Apollo Gas Company
Carnegie Natural Gas Company

The York Water Company

Consumers Pennsylvania Water Company -

Shenango Valley Division
Citizens Utilities Company of Ohio

City of Bethiehem - Bureau of Water

The York Water Company
Philadelphia Suburban Water Company
Clarksburg Water Board

Kentucky-American Water Company
PPL Gas Utilities

Atlantic City Sewerage Company
lowa-American Water Company
Virginia-American Water Company
West-Virginia American Water Company
City of Lancaster

The York Water Company
Pennsylvania-American Water Company
Philadeiphia Suburban Water Company
Virginia-American Water Company

The York Water Company
Tennessee-American Water Company
Pennsylvania-American Water Company
New Jersey-American Water Company
Missouri-American Water Company
Virginia-American Water Company
Pennsylvania Suburban Water Company
The York Water Company

The Atlantic City Sewerage Company
Morgantown Utility Board

Morgantown Utility Board

Aqua Pennsylvania, inc.

T. W. Phillips Gas and Qil Co.

The York Water Company

New Jersey American Water Company
PPL Gas Utilities, Inc.

New Mexico American Water Company
Tennessee American Water Company

Subject

Pro Forma Revenues

Bill Analysis and Rate Application

Revenue Requirements (Rule 42}

Cash Working Capital

Cost Allocation and Rate Design

Cost Allocation and Rate Design

Revenue Requirements, Cost
Allocation, Rate Design and
Cash Working Capital

Cash Working Capital

Cash Working Capital

Cost Allocation and Rate Design

Cost Allocation and Rate Design

Revenue Requirements and Rate
Design

Revenue Requirements and Rate

Design

Cost Allocation and Rate Design

Cash Working Capital

Water and Wastewater Cost
Allocation and Rate Design

Revenue Requirement, Cost
Allocation and Rate Design

Cost Allocation and Rate Design
Cost Allocation and Rate Design
Revenue Requirements (Rule 42},
Cost Allocation and Rate Design
Cost Allocation and Rate Design
Cash Working Capital
Cost Allocation and Rate Design
Cost Allocation and Rate Design
Cost Allocation and Rate Design
Cost Allocation And Rate Design
Tapping Fee Study
Cost Allocation and Rate Design
Cost Allocation and Rate Design
Cost Allocation and Rate Design
Cost Allocation and Rate Design
Cost Allocation and Rate Design
Cost Allocation and Rate Design
Cost Allocation and Rate Design
Cost Allocation and Rate Design
Cost Aliocation and Rate Design
Cost Allocation and Rate Design
Cost Allocation and Rate Design
Cost Allocation and Rate Design
Cost Allocation and Rate Design
Cost Allocation and Rate Design
Cost Allocation and Rate Design
Cost Allocation and Rate Design
Cost Allocation and Rate Design
Cost Allocation and Rate Design
Cost Allocation and Rate Design
Cost Aliocation and Rate Design
Cost-Allocation and Rate Design
Cost Allocation and Rate Design
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58.
59.
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61.
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63.
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65.
66.
67.

68.

69.
70.
71.
72.
73.
74.
75.
76.
77.
78.
79.
80.
81.
82.
83.

Year Jurisdiction
2007 Ca. PUC
2007 Ca. PUC
2007 Pa. PUC
2007 Ky. PSC
2007 Mo. PSC
2007 Ch. PUC
2007 I. CC
2007 Pa. PUC
2007 NJ BPU
2007 Pa. PUC
2007 WV PSC
2007 WV PSC
2008 NJ BRPU
2008 Va St Corp Com
2008 Tn. Reg. Auth.
2008 Mo PSC
2008 De PSC
2008 Pa PUC
2008 AZ Corp. Com.
2008 Pa PUC
2008 WV PSC
2008 Ky PSC
2008 Ky PSC
2009 FPaPUC
2009 PaPUC
2009 PaPUC
2008 la St Util Bd
2008 I1cc
2009 Oh PUC
2009 PaPUC
S009 Va St Corp Com
2009 Mo PSC
2010 Va St Corp Com
2010 KyPSC

Docket No.

U-339-W
U-168-W
R-00072229
2007-00143
WR-2007-0216
07-1112-WS-AIR
07-0507
R-00072711
WRO07110866
R-00072492
07-0541-W-MA
07-0898-W-42T
WR08010020

08-0003¢9
WR-2008-0311
03-96
R-2008-2032689

W-01303A-08-0227

SW-01303A-08-0227

R-2008-2023067
08-0900-W-42T
2008-00250
2008-00427
2008-2079660
2008-2079675
2009-2097323
RPU-09-

09-391-WS-AIR
R-2009-2132019
PUC-00059
WR-2010-0131
2010-00001
2010-00036

LIST OF CASES IN WHICH PAUL R. HERBERT TESTIFIED

Client/Utility

Suburban Water Systems

San Jose Water Company

Pennsylvania American Water Company
Kentucky American Water Company
Missouri American Water Company
Ohio American Water Company

llinais American Water Company

Aqua Pennsylvania, Inc.

The Atlantic City Sewerage Company
City of Bethlehem — Bureau of Water
Ctarksburg Water Board

West Virginia American Water Company
New Jersey American Water Company
Virginia American Water Company
Tennessee American Water Company
Missouri American Water Company
Artesian Water Company, Inc.

Penna. American Water Co. - Coatesville

Wastewater
Arizona American Water Co. - Water
- Wastewater
The York Water Company

West Virginia American Water Company
Frankfort Electric and Water Plant Board
Kentucky American Water Company
UGl — Penn Natural Gas

UGl — Central Penn Gas

Pennsylvania American Water Co.
lowa-American Water Company
lllinois-American Water Company
Ohio-American Water Company

Agua Pennsylvania, Inc.

Agua Virginia, Inc.

Missouri American Water Company
Virginia American Water Company
Kentucky American Water Company

Subiject

Water Conservation Rate Design
Water Conservation Rate Design
Cost Allocation and Rate Design
Cost Allocation and Rate Design
Cost Allocation and Rate Design’
Cost Allocation and Rate Design
Customer Class Demand Study
Cost Allocation and Rate Design
Cost Allocation and Rate Design
Revenue Reguirements, Cost Allo
Cost Allocation and Rate Design
Cost Allocation and Rate Design
Cost Allocation and Rate Design
Gost Allocation and Rate Design
Cost Allocation and Rate Design
Cost Allocation and Rate Design:
Cost Allocation and Rate Design
Cost Allocation and Rate Design

Cost Allocation and Rate Design

Cost Allocation and Rate Design
Cost Allocation and Rate Design
Cost Allocation and Rate Design
Cost Aliocation and Rate Design
Cost of Service Aliocation

Cost of Service Aliocation

Cost Allocation and Rate Design
Cost Allocation and Rate Design
Cost Allocation and Rate Design
Cost Allocation and Rate Design
Cost Allocation and Rate Design
Cost Allocation (only)

Cost Allocation and Rate Design
Cost Allocation and Rate Design-
Cost Allocafion and Rate Design



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, 2010
AND
PROPOSED CUSTOMER RATES

& 4
-
2

Unluation and Rate Division

Harrisburg, Pennsylvania Calgary, Alberta Vailey Forge, Pennsylvania

052138
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PENNSYLVANIA AMERICAN WATER COMPANY
COATESVILLE WASTEWATER OPERATIONS
FACTORS FOR ALLOCATING COST OF SERVICE TO CUSTOMER CLASSIFICATIONS

FACTOR 5. ALLOCATION OF COSTS ASSOCIATED WITH CUSTOMER FACHITIES,

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

Customer Service Allocation
Classification Equivalents Factor
(1) (2) (3}
Residential 5,937 0.7545
Non-Residential 1,017 0.1283
Large Industnal 454 0.0577
Butk Users/\VVA Hospital 460 0.0585

Total 7,868 1.0000

FACTOR 6. ALLOCATION OF COSTS ASSOCIATED WITH BILLING AND COLLECTING.

Factors are based on the number of customers.

Customer Number of Allocation
Classification Customers Factor
(1) (2) (3)
Residential (a) 5,879 0.9435
Non-Residential (a) ' 346 0.0555
Large Industrial 1 0.0002
Bulk Customers 5 0.0008

Total 6,231 1.0000

{a) Includes unmetered customers of 95 residential and 1 commercial,

-12-
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PENNSYLVANIA AMERICAN WATER COMPANY
COATESVILLE WASTEWATER OPERATIONS
FACTORS FOR ALLOCATING COST OF SERVICE TGO CUSTOMER CLASSIFICATIONS

FACTOR 7. ALLOCATION OF LABOR RELATED TAXES AND BENEFITS.

Factors are based on the allocation of direct labor expense.

Customer Direct Labor Allocation
Classification Expense Factor
{1) ' (2) (3)
Residential $349,995 0.5229
Non-Residential 54,698 0.0817
l.arge Industrial 24,789 0.0370
Bulk Users/VA Hospital 239,919 0.3584
Total _ $669.401 __ 10000

FACTOR 8. ALLOCATION OF ORGANIZATION, FRANCHISES AND CONSENTS,
MISCELLANEOUS INTANGIBLE PLANT AND OTHER RATE BASE ELEMENTS.

Factors are based on the allocation of the original cost less depreciation other
than those items being allocated, as follows:

Original
Customer Cost Less Allocation
Classification Depreciation Factor
(1) (2) {3)
Residential $40,459,687 0.6078
Non-Residential 7,388,298 0.0927
Large Industrial 1,586,286 0.019¢
Bulk Users/VA Hospital 30,242 210 0.3796
Totai $79,676,481 1.0000
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PENNSYLVANIA AMERICAN WATER COMPANY
COATESVILLE WASTEWATER OPERATIONS
FACTORS FOR ALLOCATING COST OF SERVICE TO CUSTOMER CLASSIFICATIONS

FACTOR 9. ALLOCATION OF INCOME TAXES AND INCOME AVAILABLE FOR RETURN.

Factors are based on the allocation of the original cost measure of value rate
base as shown on the following pages and surnmarized below.

Original
Customer Cost Measure Allocation
Ciassification of Value Factor
(1) (2} (3)
Residential $39,407,350 0.5078
Non-Residentiai 7,201,042 0.0928
Large industriat 1,642 535 0.01939
Bulk Users/VA Hospital 20,476,508 G.3797
Total $77.627,436 1.0000

FACTOR 10, ALLOCATION OF REGULATORY COMMISSION EXPENSES, ASSESSMENTS
OTHER WATER REVENUES.

The factors are based on the allocation of the total cost of service, excluding

Customer Total Cost Allocation
Classification of Service Factor
(1) (2} {3)
Residential $2.857,912 0.5250
Non-Residential 468,632 0.0861
Large Industrial 150,725 0.0277
Bulk Users/VA Hospital 1,965,856 0.3612
Total $5,443,125 1.00G0
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PENNSYLVANIA AMERICAN WATER COMPANY
COATESVILLE WASTEWATER OPERATIONS
FACTORS FOR ALLOCATING COST OF SERVICE TO CUSTOMER CLASSIFICATIONS

FACTOR 11. ALLOCATION OF ADMINISTRATIVE AND GENERAL EXPENSES

Factors are based on the allocation of ali other operation and maintenance
expenses excluding purchased water, power, chemicals and waste disposal.

Operation & A
Customer Maintenance Allocation

Classification _EW,S“ __Factor

(1} (2) (3)
Residential $976,872 (.5882
Non-Residential 127,278 0.0766
L.arge Industrial 50,780 0.03086
Bulk Users/VA Hospital 505,904 0.3046
Total $1,660,834 1.0000

FACTOR 12. ALLOCATION OF CASH WORKING CAPITAL

Factors are based on the allocation of operation and maintenance expenses
including purchased water, power, chemicals and waste disposal.

Operation &
Customer Maintenance Allocation
Classification Expenses Factor
1) (2) (3}
Residential $1,633,037 0.5619
Commercial 233,548 0.0804
Large Industrial 97,470 0.0335
Other Public Authority 042 172 0.3242
Total $2.906,226 1.0000
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Schedule D

PENNSYLVANIA AMERICAN WATER
COATESVILLE WASTEWATER OPERATIONS

CALCULATION OF CUSTOMER COST PER MONTH

Per Month
(1) Cost Reilated to Customer Facilities $272,6597
(2) Service Equivalents X 12 94,416
(3) Cost per Bill - Meter related $2.89
(4) Cost Related to Customer Accounting 356,466
(5) Number of Bills 74,772
(6) Cost per Bill $4.77
(7) Cost Related to &l 4,326,794
{8) Perceniage of &I Cost to to be recoverd in Customer Charge 67%
(9) Net Cost Related to (&l to be recovered in Customer Charge 2,884674
{10) Service Equivalents X 12 94,416
{11) Cost per Bill - &l Related $30.55
(12) Total Customer Costs (3)+(68)+(11) $38.21
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PENNSYLVANIA AMERICAN WATER
COATESVILLE WASTEWATER OPERATIONS

SUMMARY OF PRESENT AND PROPOSED RATES

Present Raies Proposed Rates
Monthly Usage Charge Monthly Usage Charge
Customer Class Customer Charge  Per 100 Gallons Customer Charge  Per 100 Gallons
Residential $4.50 $0.5392 $20.00 $1.652
Residential - Low Income : 450 - 0.5392 7.00 1.652
Non-Resigential 8.50 0.4288 40.00 1.181
Bulk Customers 170.60 0.3777 300.00 1.051
Mittat Steel 170.00 0.3259 300.00 0.690
Flat Rate Customers:
Residential $27.96 $90.26
Commercial 27.96 90.26
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APPLICATION OF PRESENT RATES AND PROPOSED RATES TO CONSUMPTION ANALYSIS

Rate Block
100 Gallons

Q)

Customer Charge
Low Income

All Usage
Subtotal

Total
Unmetered Sales

Total Residential

Customer Charge

All Usage
Subtotal

Total
Unmetered Sales

Total Commercial

Customer Charge

All Usage
Subtotal

Total

Customer Charge

All Usage
Subtotal

Totat

Totat Non-Residential

PENNSYLVANIA-AMERICAN WATER COMPANY
COATESVILLE WASTEWATER OPERATIONS

YEAR ENDED DECEMBER 31, 2010

Number Total Present
Of Bills Consumption Rate Revenue
(2 (3) 4 (3)

Residential - Monthly

66,991 0] $4.50  $301,462
1,920 o 4.50 8.640
0 2,930,981 0.5392 _ 1,580,385

0 2,930,981 1,580,385
66,991 2,930,881 1,890,487
1,140 0 27.96 31,878
68,132 2,930,981 1,922,365

Non-Residential - Commercial - Monthly

3,926 Y $8.50 33,372
0 669,857 0.4288 287,235

G 669,857 287,235
3,926 669,857 320,607
12 0 27.96 336
3,838 869,857 320,943

Nen-Residential - Public - Monthly

212 0] 8.50 1,799
0 49,094 0.4288 21,052
0 49,094 21,052
212 49,094 22,851

Non-Residential Quebecor - Monthly

12 &) 8.50 102.00
0 80,050 0.4288 34,343
0 80,080 34,343
12 80,090 34445
4,162 799,041 378,239

-0 .

Proposed
Rate

()

$20.00
7.00

1.8520

90.26

40.00

1.1610

90.26

40.00

1.1610

40.00

1.1610

Schedule G
Page 1 of 2

Proposed
Revenue

(7}

$1,336,830
13,440

4,841,980

4,841,980

6,195,250

102,908

6,208,158

157,044

777,704

04

934,748
1,083

035,831

8,465

56,998

56,998

65,464

480

92,984
92,084

93,464

1,094,759



APPLICATHON OF PRESENT RATES AND PROPOSED RATES TO CONSUMPTION ANALYSIS
YEAR ENDED DECEMBER 31, 2010

Rate Block
100 Gallens

N

Customer Charge

All Usage
Subtotal

Total - Large Industrial

Customer Charge

All Usage
Subtotal

Total

Customer Charge

All Usage
Subtotal

Total

Total Bulk Users/VA Hospital

Total System

PENNSYLVANIA-AMERICAN WATER COMPANY
COATESVILLE WASTEWATER OPERATIONS

Number
Of Bills

@)

Large Industrial (Mittal Steel) - Monthly

Total

Consumption

3)

Present

Rate
(4

$170.00

0.3259

170.00

0.3777

170.00

0.3777

12 C
0 408,121
0 408,191
12 406,191
Bulk Users
48 c
0 3,953,020
0 3,953,020
48 3,953,020
VA Hospital - Manthly

12 0
0 316,420
0 316,420
12 316,420
80 4,269,440
72.,366 8,405,653

-23 -

Proposed
Revenue Rate
(8) (6)
$2,040 $300.00
132,378 0.6900
132,378
134,418
8,160 300.00
1,493,056 1.0510
1,493,056
1,501,216
2,074 300.00
119,512 1.0510
119,512
121,586
1,622,802

$4,067,823

Schedule &G
Page 2 of 2

Proposed
Revenue

N

$3.600

280,272
280,272

283,872

14,400

4,154,624

4,154,624

4,169,024

3,660

332,557

332,657

336,217
4,505,241

$12,182,031
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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 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 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.



RS1a
Page 2 of 3

640 090 9.0 1z'h o'l NHNLFM 40 Fivd JAILYIIY 2L
(get) (ovi) (ee'1) (g1 (01'1) INIOUI ‘NHALIY 40 31vH LL
L8E'P066Z 088°6y6'L z86°102', z45'790'68 L0CFLOLL ANTYA 20 FUNSYIN SLSOD TYNIDIEO ¢l
{Lo9'20t) (Geg' 12} (¥05'G5} (ergs¢e8) (1p9'eoe')) {g3u- 58U NYNLIY L3N 6
0 0 0 ] 0 ('ONI Xv1) SAXVY) FWOINI :SS37 8
{£p0'988°)) {1£1'65) (psg'a5t) {9:2'018'2) (1re'1sz's) JNOINI I8YXYL L
Cor'eiy'l lev'2d 988008 6Z¥'2L6'L ¥61'688'E ASYA 3LV NO d3LY20TIV - SNOISMIOX3 31avXVL 'S531 9
(109" 201} {659°'12) {ros'ss) {8rg'z7£89) (iv9'zee'L) SIAXVYL INODNI ONY NHMN1IY 'S
LOL'990'2 §€2'851 L8687 £60'064°7 YOv'S6¥'G SASNIAXT ONILYHILO 'S8T ¥
095'859'L £P0'LEL 80E'v8s SHR'ZGE'L 16428y SANNIAIY ONILYHIJO TVLOL €
GLL°1E 6z9'2 £OE' . Ziv'ie SLL6L {3NN3AYE YLV NO 3Sv8) SINNIATYH HIHLO T
a8/s'ezg'L gLy'Fel 9¥6'9.L EEF'GLE'L ZRG'ESN'y SIS WOH SINNIATY 'L
{9} (c) {¥) {€) {2) (1)
4S0H YA IVINLSNANI  TYIENIQISIE-NON  TYILN3IGIS3H JDIANIS ETN
8438N IoYYT 40 180D
¥ing

S3LVYH IN3S3Hd 43ANN
NOILYDIFAISSY1O HAWOLSND Ag NENLIH 40 31vd 40 INFAJOTIAZA

SNOLLYEIO 3 LVMIALSYM ITIASILVOD
ANVANCD 3LV NYDIHINV-YINYATASNNIG



RS1a
Page 3 of 3

0oL 860 00t 0ot ool NYNLIY 40 319 ALY 1IS 2L
0gl LA 0g'2 0gs gL INIOHTI ‘NUNLTH 40 34w L
806'84¥'5¢ SE5'THG'L Zy0'10z'. 0GE'20%'6E el AWy ANTVA S0 FHNSYIN SLSOD TYNIDIHO 0L
8P2'ES1L'E LGS'0LL 018'6Z5 1812282 986'999'G (B8l -G au NINLIY L3N 6
0¥8'LYE 9i6'L1L 1PS'ER 186'95F 68Z'008 (ONE X)) S3XYL IWOINI 'SSTT 8
£50'910°1L Z86'0S 815'gve 28668l 5T0LIG'E SWOON] ITaYXVL 2
SPQ'LLTL S TAV A 6£8'00¢ LIG'PLE°L 058'688' 3SVE 1V NO d31vD0TIV - SNOISNIOXE 319vXYL 'S8T 9
230'G6I'E LIZ'8T) 9G¢'609 £61'728°C 5/8'695'9 SIXNYL INOONI GNY NYNLIY S
05£'090'2 ZEV'RsL L85°zZ6Y 6.6'€00'E PEZLS SASNIIXT ONILYHILO 8837 ¥
ey 1OG'y 60.'982 CHEILOL'L Zel'gee'n zzz'ege’zL SIENNIATY DNILYHEIHO TY1QL €
Zel'sy 1£8°2 £08'01 FAYNA yRGLZL (3INNIATY YILYM NO 35vE) SINNIATYE HIHIO 2
GOE'0LG'y zi8'e8e av0'160't L2F'6L2'9 8£9'991'Z1L STIVS WOHL SANNIAIY '}
(g} (5) {¥) (g} (z) {1)
dSOH YA TVIHLSNANE  TYILNIGISIH-NON TWIINZQISTd ERTNER W31l
/sdasn IOUYT 40 1800
Hing

S31VH A35040Hd H3anNNn

NOILYOIJISSY I J3N0OLSNI A8 NHNLIY 40 31wy 40 INTFNJO13AIA
SNOILYHEIH0O H2LYMILSVYM ITTHASILVOD
ANVINOD d3LVM NYOIHIWY-YINYATASNNI



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 possibie, the cost of
providing the service. The study shall correspond to the test year proposed
revenue requirements (future testyear 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

See Statement 7 for a detailed description of the changes in the Cost of Service
Study.

RS1b.



PENNSYLVANIA-AMERICAN WATER COMPANY

RESPONSES TO RATE STRUCTURE

AND COST OF SERVICE FILING REQUIREMENTS

RS1c.

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

Average Daily Flow
Peak Day Flow
Peak Hour Flow

Customer Class Factors

2007

3.65
8.16
8.20
N/A

N
[
O
(o)

|

347
6.55
8.70

N/A

N
(e
©

3.44

7.95
10.75

N/A



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

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

RS1d.
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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 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.



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 (inciuding 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:

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
1" 2.5
1-1/2" 5.0
2" 8.0
3" 15.0
4" 25.0
8" 50.0
8" 80.0
10" 115.0

There are no service equivalents calculated for this study.

RS1T.



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 possibie, 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 caiculations shall be made part of the submission of the cost of service
study, and shall 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 refiects, 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.
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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 fo 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 is as follows:

Total Flow Cost $7.211,968
Pro Forma Usage (Hundred Gallons)
(Includes Estimated Unmetered) 8,454,653

Flow Cost per Hundred Gallons $0.85

RS&1i.
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PENNSYLVANIA-AMERICAN WATER COMPANY

RESPONSES TO RATE STRUCTURE
AND COST OF SERVICE FILING REQUIREMENTS

RS1. Provide a compiete (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 possibie, 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 shali 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 schedules.



PENNSYLVANIA AMERICAN WATER

RS1j.

COATESVILLE WASTEWATER OPERATIONS

CALCULATION OF CUSTOMER COST PER MONTH

(1) Cost Related to Customer Facilities

{2) Service Equivalents X 12

(3} Cost per Bill - Meter related

(4) Cost Related to Customer Accounting

(5) Number of Bills

(8) Cost per Biii

{7) Cost Related to 1&}

(8) Percentage cf I1&l Cost to 10 be recoverd in Customer Charge

{9) Net Cost Related to &) to be recovered in Customer Charge
(10} Service Equivalents X 12
(11} Cost per Biif - |&| Related

(12} Total Customer Costs (3)+(8)+(11)

Page 2 of 9
_PerMonth_
$272,597
94,416
$2.89
356,466
74,772
$4.77
4,326,794
67%
2,884,674
94,416
$30.55
$38.21
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PENNSYLVANIA-AMERICAN WATER COMPANY

RESPONSES TO RATE STRUCTURE
AND COST OF SERVICE FILING REQUIREMENTS

RS2, Provide alisting 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.



