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ORDER
BY THE COMMISSION:


By the application filed on January 17, 2013, Pennsylvania-American Water Company (“PAWC”), 800 West Hersheypark Drive, Hershey, PA 17033, Utility Code 212285, seeks a certificate of public convenience pursuant to Section 1102(a)(1)(i) and (3) of the Public Utility Code, 66 Pa. C.S. §1102(a)(1)(i) and (3), evidencing commission approval of: 1) the acquisition by PAWC of the wastewater system assets of Franklin Township Municipal Sewer Authority (“FTMSA”), and 2) the rights of PAWC to begin to offer or furnish wastewater service to the public in portions of Franklin Township, Adams County, Pennsylvania.  
Proofs of service and publication were submitted by PAWC.  In addition, this Application was published in The Pennsylvania Bulletin, 43 Pa. B 949, Saturday, February 9, 2013.  The protest period ended February 25, 2013.  No protests were filed and no hearings were held.
The subject Application referenced the location of the existing service territory of FTMSA.  The territory is further explained with a map, attached to this Application as Exhibit L.  The service territory is approximately 1,200 acres.
PAWC is a regulated public utility company, duly organized and existing under the laws of the Commonwealth of Pennsylvania.  PAWC is currently engaged in the water and wastewater supply business and furnishes service to a service territory encompassing more than 373 communities across the Commonwealth with a combined population of over two million people as reflected in documents already on file with the Commission.  PAWC’s existing service territory covers various counties throughout Pennsylvania, including Adams County and neighboring Cumberland and York Counties.  

FTMSA provides wastewater services to the public in a service territory encompassing a portion of Franklin Township, Adams County, Pennsylvania, with a population of approximately 1,000.  FTMSA has a mailing address of 55 Scott School Road, PO Box 309, Cashtown, PA  17310.  FTMSA is a Pennsylvania Municipal Authority existing under the Municipal Authority Act of 1945.  As of November 19, 2012, FTMSA furnished wastewater service to 297 customers (residential – 274, commercial – 17, municipal – 6).


FTMSA owns a public sanitary wastewater system in Franklin Township, Adams County, Pennsylvania with National Pollution Discharge Elimination System (NPDES) No. PA 0248088, that serves 283 customers, and a sand mound sanitary system serving approximately 14 residences in an area within Franklin Township, Adams County, Pennsylvania, known locally as “Poplar Springs.” FTMSA operates both systems.


The sanitary wastewater system, which went into service in 2009, conveys wastewater via gravity to the Franklin Township Treatment Plant (FTTP).  There are no lift stations in Franklin Township’s wastewater collection system.  The FTTP uses the sequential batch reactor (SBR) treatment process with a design capacity of 200,000-gpd and is permitted for 200,000-gpd under NPDES Permit No. 0248088.  The FTTP includes influent screening, biological treatment using SBR technology, chemical phosphorus removal, chlorination, and dechlorination.  Waste activated sludge is digested in the plant’s digester.  Digested sludge is hauled out for disposal by a private hauler.


The Poplar Springs sand mound system serves 14 homes.  The sand mound system consists of two 1,500 gallon septic tanks with a 1,800 gallon final settling tank, pump station, and 10,000 square feet sand mound.  The sanitary wastewater collection system conveys wastewater via gravity to a series of septic tanks.  Effluent from the septic tanks is pumped to the sand mound.  There is no NPDES permit required for the sand mound system since there is no direct discharge.  The sand mound system was installed in late 2003.
PAWC plans to continue to operate FTMSA using the existing treatment facilities and collection system to handle wastewater service for FTMSA customers.  PAWC has stated that within 18 months of closing, it anticipates that the current on-going improvements will be completed.  These improvements include: the installation of remote monitoring, chemical room improvements, eyewash station, effluent chlorine analyzers, and chemical containment.  The estimated cost of these improvements is $158,520 with PAWC responsible for the cost.
PAWC also plans to interconnect FTMSA with Hamiltonban Township (Hamiltonban) wastewater system in the future.  The Hamiltonban sanitary wastewater system conveys wastewater via gravity to a single wastewater treatment facility.  The collection system and treatment facility was constructed in the mid-1970s.  The Hamiltonban treatment plant utilizes a lagoon system for treatment and a spray field for discharge.  It has a design capacity of 50,000-gpd and operates under Water Quality Management Permit No. 0172403.  There is no NPDES permit required because it utilizes spray irrigation as opposed to discharging into a river or stream.  The Hamiltonban treatment plant has no provision for storage of effluent.  Therefore, the plant discharges to the spray field regardless of the saturation of the spray field or freezing temperatures.  Discharging to the spray field when it is saturated from heavy rain or when it is frozen has resulted in the Department of Environmental Protection (DEP) documenting runoff from the spray field entering an unnamed tributary of Little Marsh Creek.  This constitutes a violation of the Clean Streams Law.  DEP has also noted the spray field is used in freezing temperatures which is a violation of its operating permit.  DEP has drafted a Consent Order and Agreement (CO&A) to address these violations.  

PAWC has stated that FTMSA has available capacity that is above the amount needed for its current customer base and reasonable growth in the foreseeable future.  According to PAWC, by regionalizing the Hamiltonban system via an interconnection to FTMSA, the available capacity can be utilized and the customer base will be increased as well as eliminating the need for Hamiltonban to construct a new wastewater treatment plant within a few miles of the FTMSA system.  
The estimated cost of the interconnection from Hamiltonban to FTMSA is $2 million.  PAWC will install a pump station to be located at the site of the existing Hamiltonban treatment plant.  The pump station is anticipated to have two pumps and discharge into a 4-inch force main.  The force main will be approximately 10,800 feet. PAWC has stated that it will pay for the interconnection in a similar manner as it pays for any post-closing improvements it makes to systems it acquires.  PAWC anticipates completing construction of the interconnecting pipeline within 12-18 months of closing on the Hamiltonban system.
PAWC and Hamiltonban entered into a purchase agreement on February 17, 2013.  PAWC filed the Hamiltonban application with the Commission on March 6, 2013 at A-2013-2352182.  The application is currently being reviewed by the Commission’s Technical Utility Services (TUS) staff. 
PAWC has stated that it will not be hiring additional personnel for the operation of the FTMSA system.  PAWC’s Mechanicsburg operations center will provide the resources to operate the Hamiltonban system.  
The assets to be acquired were described in paragraph 1.1 of the Assets Purchase Agreement (original Agreement) executed on November 12, 2012, attached to the application as Exhibit F.  The agreement indicates the transfer of assets such as all land and land rights (the real estate), sanitary wastewater treatment plant, collection system, pumping stations, equipment and tools.  Other assets to be transferred include inventory and all other sanitary wastewater system assets and appurtenances, rights, titles, and interests of FTMSA in and to such land, easements, right-of-ways, as described on Schedule 4.8 and Schedule 4.9 of the Agreement, and such franchises, licenses, and permits related to FTMSA’s wastewater system.  
Excluded assets include the wastewater laterals on the customer side of the curb stop, the grinder pump units of the individual homeowners, all storm water systems, personal property of Franklin Township that are not part of the wastewater system, cash and accounts receivable up to closing.

The FTMSA and Hamiltonban applications were temporarily delayed at the request of PAWC in order to address a necessary modification to the asset purchase agreement between PAWC and FTMSA relating to PAWC's inability to assume FTMSA's Pennsylvania Infrastructure Investment Authority (PENNVEST or PIIA) loan.  PAWC and FTMSA executed an agreement modification on July 19, and PAWC filed an amendment to the application with the Commission on the same day.
On July 19th, 2013, PAWC filed an Amended Purchase Agreement (Amended Agreement) that revises paragraphs 2.1, 3.1, 3.2.5, 4.8, 10.8 and Schedules 1.1 and 1.3 of the original Agreement.  According to PAWC, the Amended Agreement clarifies key elements in the original Agreement, attached as Exhibit F of the Application.  Based on the Amended Agreement, the purchase price shall include: a) payment by PAWC to PENNVEST of the non-delinquent balance of principal and interest of the loan accrued through the date of closing, not exceeding $5,500,000 and b) a cash payment of $10,000 payable directly to FTMSA on the date of closing by corporate check or wire transfer at PAWC’s discretion.  The Amended Agreement, amongst other things, also extended the closing date from June 30, 2013 to December 31, 2013.  


The PennVEST loan, dated July 22, 2008, had an original face value of $6,674,198 at 1% interest.  The loan was used for the designing, permitting, and construction of the FTMSA’s wastewater treatment plant and collection system.


PAWC has also stated that it will adopt the FTMSA’s rates existing at the time of closing for FTMSA customers.  According to the Agreement (original and amended), these rates shall remain in effect until October 31, 2014, provided, however, that the October 31, 2014 date shall be extended one calendar month for each calendar month that the closing date is delayed beyond December 31, 2013.  In addition, PAWC has stated that it will use its best efforts to utilize Act 11 of 2012 to reduce the rates charged to the wastewater customers that may be included in PAWC’s current base rate filing. 

PAWC has stated that FTMSA currently charges $90 per month per Equivalent Dwelling Unit (EDU) for wastewater service.  However, after acquisition, the rates to be charged to FTMSA’s customers as shown on Exhibit K is the lesser of: a) $85 per month per EDU, or b) the Commission’s approved rate under Act 11 of 2012 in PAWC’s current rate case filing.  PAWC also indicated that the 14 customers connected to the sand mound system currently pay $117.73 per quarter per EDU for wastewater service.  PAWC has stated that after closing, the rates for the sand mound customers will remain at $117.73 per quarter per EDU. 
PAWC has indicated that FTMSA is selling its system to PAWC principally to provide rate relief to its customers through regionalization by interconnecting with Hamiltonban.  PAWC also indicated that it estimates to lower annual electrical cost by approximately $5,300 for the FTMSA system after acquisition, based on PAWC’s negotiated power contracts.
PAWC has stated that prior to June 1, 2011, the wastewater system was owned and operated by Franklin Township.  There was a tap-in fee of $4,000 at that time per Franklin Township resolution FT 20080-10.  PAWC avers that a tap-in-fee was charged to each customer that was connected to the wastewater treatment plant during 2009.  At that time, 289 customer services were installed.  The total tap-in-fees charged were $1,156,000.  PAWC stated that it will treat this amount as a contribution-in-aid-of-construction.  PAWC also indicated that pursuant to its statewide wastewater tariff, currently pending approval by the Commission, new customers will be subject to a capacity reservation fee as defined in the tariff.  According to the tariff, within PAWC’s service territory or for any future development, a capacity fee of $4,000 per EDU will be charged.  A copy of the tariff page was provided by PAWC.  PAWC has stated that these fees will also be treated as contributions-in-aid-of construction.


The purchase price for the system is $5,510,000 ($5,500,000 + $10,000).  Negotiations were conducted at arm’s length.  The Agreement stated that the purchase price will be adjusted for capital expenditures made by FTMSA after November 12, 2012, through closing net of applicable insurance proceeds, grants, contributions or advances and the adjustment would not total more than $100,000 or less than $500 as outlined in paragraph 2.2 of the Agreement.  No capital adjustments have been made since then by FTMSA except for the proposed improvements by PAWC estimated at $158,520.
PAWC stated that an original cost study will be conducted subsequent to closing and will establish the depreciated original costs for FTMSA’s utility plant based on the results of the study.  The tentative journal entries to record the transfer in PAWC’s accounts include:

Utility Plant

 $7,890,005
Contributions (CIAC)
($1,156,000)
Accumulated Depreciation
  ($515,310)

Short term debt
($5,500,000)
Cash

     ($10,000)
Acquisition Adjustment
 ($708,695)

PAWC has stated that it will undertake an original cost study to establish the depreciated original cost of FTMSA’s utility plant.  Upon completion and update of the original cost study and finalizing the property’s depreciated original cost and book value, PAWC will amend the pro forma balance sheet giving effect to the transfer, accordingly.  

PAWC stated that there are no investment securities owned by FTMSA that are being transferred in this transaction.

PAWC will finance the purchase with a note and cash.  PAWC also indicated that no additional permanent capital will be required by PAWC for the purpose of financing the matters and things involved in this application. 


PAWC submits that the proposed transfer will have a beneficial effect on FTMSA’s customers.  PAWC states that it has the managerial, technical and financial capabilities to operate the system within the regulatory guidelines, make improvements as needed, and improve centralized management including customer and administrative services.


Water service is provided to approximately 100 FTMSA customers by the Franklin Township Municipal Authority.  The remaining FTMSA customers have private wells.  

PAWC is current with its annual, quarterly earnings and the Security Planning and Readiness report filing requirements and there are no outstanding fines or assessments due to the Commission.  

There are no DEP outstanding compliance or operational issues with either PAWC or FTMSA.  DEP is currently working with Hamiltonban to execute a Consent Order and Agreement and are in support of the interconnect between FTMSA and Hamiltonban.
The Adams County Board of Commissioners (Board) provided a letter of no objection to this application, stating that the Board is aware of the proposed transfer and does not object to or oppose the proposed transfer.

Based upon the facts that PAWC will expand its service territory to customers in compliance with our regulations, that the economies of scale of an expanded customer base has a beneficial effect on existing customers, and that PAWC will be meeting the needs of new customers without any detriment to its existing customers the Commission finds that granting PAWC’s application for approval of the acquisition is necessary or proper for the service, accommodation, convenience, or safety of the public; THEREFORE,


IT IS ORDERED:

1. That the application of Pennsylvania-American Water

 Company at A-2013-2344624 is hereby approved.
2. That a Certificate of Public Convenience be issued pursuant 
to Section 1102(a)(1)(i) and (3) of the Public Utility Code, 66 Pa. C.S. §1102(a)(1)(i) and (3), evidencing Commission approval of the acquisition by PAWC of the wastewater system assets of Franklin Township Municipal Sewer Authority, Franklin Township, Adams County, as described in the application.

3. That upon notice of closing, a Certificate of Public Convenience be

 issued pursuant to Section 1102(a)(1)(i) and (3) of the Public Utility Code, 66 Pa. C.S. §1102(a)(1)(i) and (3), evidencing Commission approval for Pennsylvania-American Water Company to begin to offer or furnish wastewater service to the public in portions of Franklin Township, Adams County.

4. That Pennsylvania-American Water Company will file

 copies of its original cost study of Franklin Township Municipal Sewer Authority’s wastewater assets with the Secretary’s Bureau and the Bureau of Technical Utility Services, upon completion of said study.

5. That nothing herein shall be construed to exempt Pennsylvania-
American Water Company from obtaining all necessary permits, licenses, and approvals from other local, state, and federal government agencies having jurisdiction.
6. That a copy of this Order be served upon Pennsylvania-American

 Water Company, Franklin Township Municipal Sewer Authority, the Bureau of Investigation and Enforcement, the Office of Consumer Advocate, the Department of Revenue, Bureau of Corporate Taxes, and the Department of Environmental Protection, Southcentral Regional Office and Central Office-Bureau of Regulatory Counsel.
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BY THE COMMISSION,

Rosemary Chiavetta


Secretary

(SEAL)

ORDER ADOPTED:  August 29, 2013

ORDER ENTERED:  August 29, 2013
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