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	Application of the Pennsylvania-American Water Company - Wastewater Division (PAWC-WD) for approval of (1) the transfer, by sale, of substantially all of the wastewater system assets and rights of the McEwensville Municipal Authority to PAWC-WD, and (2) the right of PAWC-WD to furnish wastewater service to the public in McEwensville Borough, Northumberland County, Pennsylvania
	                A-2015-2460982





ORDER

BY THE COMMISSION:

By the application (Application) filed on December 31, 2014, and later amended on August, 14, 2015, the Pennsylvania-American Water Company - Wastewater Division (PAWC-WD), utility code 230073, 800 West Hersheypark Drive, Hershey, PA 17033, seeks a certificate of public convenience pursuant to Sections 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-WD of substantially all of the wastewater system assets of the McEwensville Municipal Authority (MBMA), and 2) the right of PAWC-WD to begin to offer or furnish wastewater service to the public in McEwensville Borough, Northumberland County, Pennsylvania.  PAWC-WD is a wholly-owned division of Pennsylvania-American Water Company (PAWC), utility code 212285.

I. BACKGROUND AND AFFECTED ENTITIES

Proofs of publication and service to appropriate entities were submitted by PAWC-WD.  In addition, notice of this Application was published in The Pennsylvania Bulletin, 45 Pa.B. 399, Saturday, January 17, 2015.  The protest period ended February 2, 2015.  No protests were filed and no hearings were held.

PAWC-WD is a regulated public utility company, duly organized and existing under the laws of the Commonwealth of Pennsylvania.  PAWC-WD is currently engaged in the business of collecting, treating, transporting and disposing of wastewater and sewage for the public.  PAWC-WD and its parent company, PAWC, respectively furnish wastewater and water service to the public in service territories encompassing more than 400 communities across the Commonwealth with a combined population of over 2,100,000.   As of November 30, 2014, PAWC-WD furnished wastewater service to 17,109 customers as follows:  16,157-residential, 890-commercial, 7-industrial, 51-municipal and 4-sale for resale.  The Application provided a description of PAWC-WD’s and PAWC’s certificated service territories, along with a detailed history that outlined all the mergers, acquisitions and consolidations which have created PAWC-WD and PAWC as both utilities exist today.

MBMA is a municipal authority organized under the Municipality Authorities Act of May 2, 1945, P.L. 382 that owns and operates public water and wastewater systems.  MBMA’s wastewater system provides service to the public in McEwensville Borough, Northumberland County.  MBMA has a mailing address of P.O. Box 50, McEwensville, PA 17749.  As of December 1, 2014, MBMA furnished wastewater service to 139 customer connections or 160 equivalent dwelling units (EDUs).  MBMA also provides water service to McEwensville Borough and a portion of Delaware Township, Northumberland County.  Currently, MBMA furnishes water service to 135 of its wastewater customer connections.  There are four MBMA wastewater customers not served by MBMA’s water system that receive water service from individual wells.  The application of PAWC for approval of its acquisition of MBMA’s water system is pending before the Commission at Docket No. A-2015-2460981.

According to PAWC-WD, MBMA only has one customer class designated as “residential” for all of its water and wastewater service connections and utilizes an unwritten policy of charging EDU multipliers to customers whose buildings are comprised of multiple dwelling units or contain non-residential (i.e., commercial, industrial, governmental, etc.) uses.  MBMA’s EDU allocation is established for its existing customers as evidenced on copies of past water and wastewater billings.  However, MBMA has no established EDU definition in which to characterize future customers.  PAWC-WD stated the numeric breakdown of the 139 MBMA wastewater customer connections by PAWC-WD’s customer class is as follows:  129-residential (129 EDUs), 9-commercial (30 EDUs) and 1-municipal (1 EDU).  PAWC-WD plans to adopt MBMA’s use of the EDU multipliers assigned to MBMA’s existing customers with multiple dwelling units or non-residential property uses and will apply PAWC-WD's existing EDU definition, as contained in its current wastewater tariff, for future customers that will be served by MBMA’s wastewater system.

II. LOCATION OF FACILITIES TO BE ACQUIRED

PAWC-WD proposes to purchase MBMA’s wastewater treatment plant and collection system that serves 139 customer connections within McEwensville Borough.  A map depicting the proposed wastewater service territory and a description of the proposed territory’s boundaries are contained in the Application, as amended on August 14, 2015, marked as Revised Exhibits M-1 and M-2.  MBMA is located within Northumberland County, east of Interstate 180 and 1.5 miles north of Interstate 80.  The proposed wastewater service territory area, as amended, encompasses approximately 79 acres.

III. DESCRIPTION OF FACILITIES TO BE ACQUIRED

PAWC-WD will acquire MBMA’s wastewater treatment and collection systems.  MBMA’s wastewater treatment plant operates under the National Pollutant Discharge Elimination System (NPDES) Permit No. PA0111414.  According to MBMA’s 2014 Chapter 94 Annual Municipal Wasteload Management Report and supplemental information provided by PAWC-WD, MBMA’s wastewater treatment system is a lagoon-type system that was placed into operation in 1984.  The system consists of two 110,000 gallon aerated lagoons.  Each lagoon contains two cells separated by baffles, followed by a plate settler.  Wastewater flows sequentially from Lagoon No.1 to Lagoon No.2.  Sludge is recycled back to the wet well and solids are wasted periodically by hauling wet sludge.  In 2006, eight floating attached growth bioreactors were installed in Lagoon No.2 and an ultrasonic level monitor and chart recorder were installed at the effluent weir.  The disinfection system uses calcium hypochlorite and a chlorine contact tank prior to discharge.  The wastewater treatment plant has a permitted capacity of 45,000 gallons per day with the effluent discharging to an unnamed tributary to Warrior Run.  MBMA’s wastewater treatment plant is located to the west of McEwensville Borough in neighboring Delaware Township.

MBMA’s wastewater collection system assets include five pump stations, 56 manholes, four cleanouts, a minimum of 140 company service laterals and the following inventory of plastic sewer pipe:  250 linear feet of 1.5-inch diameter, 800 linear feet of 2.5-inch diameter, 200 linear feet of 3-inch diameter, 1,000 linear feet of 4-inch diameter, 100 linear feet of 6-inch diameter, 9,900 linear feet of 8-inch diameter and 900 linear feet of 10-inch diameter.

IV. PURCHASE AGREEMENT

On December 17, 2014, PAWC entered into an asset purchase agreement (Agreement) with MBMA by which PAWC agreed to purchase the water and wastewater system assets of MBMA for the consideration of $370,000.  A copy of the Agreement is attached to the Application and is marked as Exhibit F.  According to PAWC, the negotiations were conducted at arm’s length and PAWC and MBMA are not affiliated with each other.  The estimated portion of the purchase attributed to MBMA’s wastewater system is $185,000.  The Agreement provides that PAWC will purchase the water and wastewater systems as defined in Section 1.1 of the Agreement.

Excluded assets are discussed in the Agreement’s Section 1.2 and specifically exclude sewer service laterals and water service lines on the customer side, any and all grinder pump units and related appurtenances, meter pits, and all storm water system facilities.  Excluded assets are further defined in Schedule 1.2 of the Agreement and also include account receivables due for services rendered for the benefit of MBMA’s customers up to the date of closing, plus seller’s cash and cash equivalents held in bank or other related accounts, with the exception of $12,000 held in escrow for an extension agreement referenced in the Agreement’s Schedule 4.13, and any and all personal property situated within property and facilities owned by McEwensville Borough and shared between McEwensville Borough and MBMA.  Excluded liabilities are discussed in the Agreement’s Section 1.3 and specifically exclude any liabilities of MBMA including any obligations owed by MBMA to others.

As discussed in the Agreement’s Schedule 4.13, PAWC and PAWC-WD will assume the Sewer Extension Agreement for EDU reservation for water and sewer service between MBMA and Kenneth R. Weaver and Norma G. Weaver (collectively the Weavers) dated February 8, 2006.  MBMA collected $60,000 from the Weavers in water and sewer reservation fees for 50 EDUs allocated to an undeveloped parcel of land located in Delaware Township along the southwest portion of McEwensville Borough.  The combined MBMA EDU reservation fee is based on $1,200/EDU and is comprised of $400 per EDU for water and $800 per EDU for sewer.  PAWC-WD stated the Weavers will have a $60,000 credit in the form of a customer deposit applied against future PAWC-WD wastewater capacity reservation fees.   PAWC-WD also stated that it will refund the $60,000 reservation fee if the Weavers do not receive approval for their subdivision.  MBMA also collected $12,000 in customer advances from the Weavers for legal, engineering and inspection fees that may be incurred by MBMA in connection with the project.   PAWC-WD stated that upon completion of the project, PAWC-WD will refund any unused portion of the $12,000 payment to the Weavers.  PAWC-WD reported that subdivision plans for the Weaver development have not been filed or approved and no structures have been built.

PAWC and PAWC-WD will also assume the agreement between MBMA and Kevin L. Yordy and Janet L. Yordy (collectively the Yordys) dated March 28, 2009 pertaining to water and sewer service.  The Yordy Agreement pertains to the Yordy residential development located on the eastern side of Susquehanna Trail (State Route 1007) in the southern portion of McEwensville Borough that consists of 34 building lots.  At the time of the execution of the Agreement, the Yordy’s paid MBMA $8,000 that was held in an escrow account.  The escrow was established to pay for all legal, engineering and inspection fees incurred by MBMA in connection with the Yordy development.  PAWC-WD stated that of the $8,000 in escrow, $3,006.94 was returned to the Yordys and the escrow account was closed by MBMA.  PAWC-WD reported that there are three lots with structures on them in the Yordy Development.


V. ADDITIONAL CAPITAL REQUIREMENTS

PAWC-WD provided supplemental information stating it will spend $356,670 on improvements to MBMA’s wastewater system and anticipates completing the capital improvements within 12 months of closing.  MBMA’s wastewater system improvements and costs include $26,420 to install security fencing at the pump stations; $66,050 to install a Supervisory Control and Data Acquisition (SCADA) system and telemetry; $33,025 for a portable generator for the lift station; $33,025 for a spare pump at the treatment plant; $132,100 for a treatment plant generator and $66,050 to replace the lagoon aeration system.
  
The following are the tentative journal entries that will be used to record the MBMA water and wastewater systems purchase into the accounts of PAWC and PAWC-WD:
 				      Debit	     Credit	
Utility Plant
	Water		   $460,000
Wastewater		$1,050,000
Total 	$1,510,000

Accumulated Depreciation
	Water			   $275,000
	Wastewater			   $865,000
		Total		$1,140,000

Short Term Debt
	Water			   $185,000
	Wastewater			   $185,000
Total		   $370,000

PAWC-WD stated that it will undertake an original cost study to determine the value of MBMA’s wastewater system assets including any contributed property.  Once the original cost study is complete and the property’s depreciated original cost and book value are established, PAWC-WD will amend the pro forma balance sheet giving effect to the transfer, accordingly.  PAWC-WD also stated it will finance the purchase with a note and cash.

VI. PROPOSED RATES

PAWC-WD stated that at the time of closing, the MBMA customers will be transferred to PAWC-WD and PAWC-WD will adopt MBMA’s existing rates.  However for future wastewater customers, PAWC-WD will apply its currently tariffed capacity reservation and miscellaneous fees in lieu of MBMA’s fees effective at closing.  MBMA currently charges a monthly service charge of $48.00 per EDU.  A typical MBMA residential customer with a 5/8-inch meter using 4,000 gallons with a 1 EDU allocation currently pays $48.00 per month or $576.00 annually.  Under PAWC-WD’s Zone 1 Rates, the same MBMA residential customer would pay $59.02 per month ($7.50 + [$12.88/1,000 gallons x 4,000 gallons]) or $708.24 annually.
  
For commercial customers, MBMA uses an EDU multiplier based upon the size and type of the building or facility (e.g., 3 EDUs for a 3-unit apartment building or 5 EDUs for a 5-unit apartment building, etc.).  A typical MBMA commercial customer using a 1-inch meter consuming 9,600 gallons with a 3 EDU allocation currently pays $144.00 per month ($48.00/EDU x 3 EDUs) or $1,728.00 annually.  Under PAWC-WD’s Zone 1 Rates, the same MBMA commercial customer would pay $127.46 per month ($20.00 + [$11.194/1,000 gallons x 9,600 gallons]) or about $1,529.52 annually.

A typical MBMA municipal customer with a 5/8-inch meter using 4,000 gallons with a 1 EDU allocation currently pays $48.00 per month or $576.00 annually.  Under PAWC-WD’s Zone 1 Rates, the same MBMA municipal customer would pay $52.28 per month ($7.50 + [$11.194/1,000 gallons x 4,000 gallons]) or about $627.36 annually

The estimated annual revenue for 139 customer connections will be approximately $92,160.  PAWC-WD estimated its annual operating expenses will be $66,386 producing an estimated operating income of approximately $25,774 ($92,160 Annual Revenues – $66,386 Annual Expenses).


VII. OPERATIONS UNDER PAWC-WD

PAWC-WD’s target date to begin providing service to the homes currently served by the MBMA wastewater system is immediately upon closing.  In supplemental information, PAWC-WD stated MBMA’s wastewater system will be operated as a stand-alone system and will be maintained through PAWC’s Milton Division.  PAWC-WD stated that MBMA’s acquired wastewater system assets will be operated by a contract operator, Myers Environmental Services, with additional support provided by PAWC-WD.  MBMA’s acquired assets are approximately 2.6 miles from PAWC’s Milton Division systems.

VIII. ACT 537 SEWAGE FACILITIES AND LAND-USE PLANNING COMPLIANCE

PAWC-WD’s wastewater service territory, as depicted in the initial Application, contained portions of Delaware Township surrounding McEwensville Borough that were not designated for public sewer in the Act 537 Plan Update for the Northern Neighbors Wastewater Regionalization Plan for Delaware Township, McEwensville Borough, et.al. (Act 537 Plan Update) as approved by DEP on February 16, 2010.  PAWC-WD’s currently requested wastewater service territory, as amended on August 14, 2015, contains only McEwensville Borough and agrees with the Act 537 Plan Update.  The portions of Delaware Township surrounding McEwensville Borough, identified as Study Areas 3 and 4 in the approved Act 537 Plan Update, were not designated for public sewer and will require DEP sewage facilities planning approval prior to any future service territory expansion.

PAWC-WD sent letters to Delaware Township and Northumberland County seeking verification that its acquisition of the MBMA’s water and wastewater systems will comply with municipal and county land use planning.  PAWC-WD submitted copies of the subject request letters that it sent to Delaware Township and Northumberland County along with corresponding certified mail receipts.  According to PAWC-WD, it has not received any comments from Delaware Township or Northumberland County regarding the requests.

IX. OTHER CONSIDERATIONS

According to DEP, PAWC-WD and MBMA have no outstanding compliance or operational issues.  Also, PAWC-WD is current with its annual and quarterly earnings and the security planning and readiness report filing requirements.  Further, PAWC-WD has no outstanding fines or assessments due to the Commission.

X. CONCLUSION

PAWC-WD states the transfer will have no detrimental effect on the service provided to PAWC-WD’s existing customers or the customers transferred by MBMA.  MBMA customers will receive the benefit of PAWC-WD’s experience in managing and operating wastewater systems which will result in efficiencies and improvements in the service to the customers to be transferred.  PAWC-WD also has the managerial, technical and financial capabilities to safely and adequately operate the MBMA’s wastewater system in compliance with the Public Utility Code, the Clean Streams Law and other regulatory requirements, and to make improvements as needed, on a short and long term basis.

Based upon the facts that PAWC-WD will expand its service territory to customers in compliance with Commission regulations and that PAWC-WD will be meeting the needs of new customers without any detriment to its existing customers, the Commission finds that granting PAWC-WD’s application for the acquisition is necessary or proper for the service, accommodation, convenience, or safety of the public; THEREFORE,


IT IS ORDERED:

1.	That the Application, as amended on August 14, 2015, of the Pennsylvania-American Water Company - Wastewater Division at Docket A‑2015-2460982 is hereby approved.

2.	That upon notice of closing, a Certificate of Public Convenience be issued pursuant to 66 Pa. C.S. § 1102(a)(1)(i), evidencing Commission approval for the Pennsylvania-American Water Company - Wastewater Division to begin to offer, render, furnish and supply wastewater service to the public in McEwensville Borough, Northumberland County.

3. 	That Pennsylvania-American Water Company - Wastewater Division shall notify the Commission within 10 days of the closing with the McEwensville Municipal Authority.

4.	That a Certificate of Public Convenience be issued pursuant to 66 Pa. C.S. § 1102(a)(3), evidencing Commission approval of the acquisition by the Pennsylvania-American Water Company - Wastewater Division of substantially all of the wastewater system assets of the McEwensville Municipal Authority, in McEwensville Borough, Northumberland County, as described in the amended Application.

5.	That Pennsylvania-American Water Company - Wastewater Division will file copies of its original cost study of the wastewater system assets acquired from McEwensville Municipal Authority with the Secretary’s Bureau and the Bureau of Technical Utility Services, upon completion of said study. 

6.	That Pennsylvania-American Water Company - Wastewater Division shall file a tariff supplement incorporating the McEwensville Municipal Authority’s wastewater service territory and existing wastewater service rates that includes an equivalent dwelling unit definition within 10 days following the date of closing, to become effective on one day’s notice.

7.	That nothing herein shall be construed as an approval or determination of costs or expenses for the purpose of just or reasonable rates or to exempt Pennsylvania-American Water Company - Wastewater Division from obtaining all necessary permits, licenses, and approvals from other federal, state, and local government agencies having jurisdiction.

8.	That a copy of this Order be served upon The Pennsylvania-American Water Company - Wastewater Division, the McEwensville Municipal Authority, the Bureau of Investigation and Enforcement, the Office of Consumer Advocate, the Office of Small Business Advocate, the Department of Revenue, the Bureau of Corporate Taxes, the Department of Environmental Protection – Northcentral Regional Office and its Central Office Bureau of Regulatory Counsel.

[image: ]	BY THE COMMISSION,
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	Rosemary Chiavetta
	Secretary

(SEAL)
ORDER ADOPTED:  October 1, 2015
ORDER ENTERED:  October 1, 2015
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