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ORDER
BY THE COMMISSION:
[bookmark: _Hlk507588131][bookmark: _Hlk511395040]On April 12, 2018, Elverson Water Company, Inc. (Elverson), Utility Code 210011, filed Supplement No. 9 To Tariff Water - Pa. P.U.C. No. 2 (Supplement No. 9) effective June 1, 2018, with supporting data to establish a Pennsylvania Infrastructure Investment Authority (PENNVEST) surcharge pursuant to 52 Pa Code §§ 69.361, et. al., and 66 Pa. C.S. § 1307(a).  Elverson submitted proofs of service to the appropriate entities.  Additionally, Elverson requested any necessary waivers to achieve an effective date of June 1, 2018.  The Commission interpreted this request to namely address Commission notice regulations at 52 Pa. Code §§ 53.31, 53.45, 53.54(a), and 69.363(c).  Via a Secretarial Letter dated April 20, 2018, the Commission granted the request for waiver and established a 20-day notice to run concurrent with the supplement filing date.  No formal complaints were filed, and no hearings were held.  
I.	BACKGROUND AND AFFECTED ENTITIES
Elverson provides water service in Elverson Borough and in portions of West Nantmeal, East Nantmeal and Warwick Townships, Chester County.  Elverson serves 552 water customers of the following classifications:  515 residential; 23 commercial; 4 industrial; 10 public.  Through Supplement No. 9, Elverson is requesting to establish a PENNVEST surcharge (PVS) for the repayment of PENNVEST Loan No. 80190 in the amount of $1,428,082.  The purpose of this 20-year loan is to fund a water main project that will occur before or concurrently with a PennDOT storm sewer replacement and road resurfacing project along Main Street (State Route 23) in Elverson Borough.
Elverson’s water main project includes replacing 3,300 feet of 60-year old 6-inch and 8-inch diameter asbestos cement (AC) water mains with 8-inch diameter ductile iron pipe, as well as replacing approximately 80 water service connections, 8 fire hydrants, and 4 main-to-main connections.  The water main project also includes installing an additional 1,200 feet of 8-inch diameter ductile iron pipe to create an interconnecting loop in the water distribution system.  The cost of the water system replacement project is estimated to be $1,428,082.
A report published by the American Water Works Association suggested the average useful life of AC pipe in the northeast United States ranges from 80 to 100 years.[footnoteRef:1]  However, the actual service life of an AC pipe depends largely on pipe condition and working environment.  AC pipe undergoes gradual degradation over time in the form of corrosion from internal calcium leaching due to conveyed water and/or external leaching due to groundwater.  This leaching leads to reduction in a pipe wall’s effective cross-section, which results in pipe softening and loss of mechanical strength.  Accordingly, the frequency of AC pipe failures increases with time as a water distribution system ages. [1:  See Buried No Longer:  Confronting America’s Water Infrastructure Challenge, Page 8, American Water Works Association, 2011, https://www.awwa.org/Portals/0/files/legreg/documents/BuriedNoLonger.pdf. ] 

Elverson noted that its 60-year old AC water mains in Main Street have likely reached the end of their useful life and the planned PennDOT project will most likely disturb and compromise Elverson’s AC water mains and the mains’ aging copper service connections which have leaked repeatedly over the past 20 years.  In discussions with Commission Staff, Elverson also noted that its water main replacement coordination with the PennDOT project will provide significant cost savings compared to a future stand-alone water main replacement project.
II.	PROPOSED PENNVEST SURCHARGE
[bookmark: _Hlk511806492][bookmark: _Hlk511632345]PENNVEST Loan No. 80190’s amortization schedule, provided with the filing, indicated the first loan payment is due October 1, 2018, and that interest is compounded monthly.  The schedule also indicated the loan’s initial nominal annual interest rate for the first five years will be 1.743% and will increase to 2.179% for the loan’s remaining term.  However, the loan will maintain a constant monthly payment of $7,210.75.  Pursuant to 66 Pa. C.S. § 1903 and 52 Pa. Code § 3.602, Elverson filed an abbreviated Securities Certificate on January 11, 2018, to issue securities in the form of a promissory note to PENNVEST for this loan, which was deemed registered on February 1, 2018.[footnoteRef:2] [2:  Docket No. S-2018-2642134.] 

The PVS will be an additional surcharge of up to 48.75% on most customer charges, excluding returned check charges, service termination or resumption charges, and meter test rates.  The PVS formula multiplies applicable customer charges by a PENNVEST rate (PVR).  The PVR is calculated to be the total actual, or prospective, annual principal and interest obligations of the PENNVEST loan divided by the total annual water revenue billed over the most recent consecutive four quarters of service from the applicable customer charges.  Elverson provided a sample calculation of the PVR indicating an initial estimated PVR of 48.75%.  However, Elverson has set the PVR at 0.00% in Supplement No. 9, as explained below.
The Commission, though its Policy Statement at 52 Pa. Code §§ 69.361 – 69.364, encourages companies that will receive PENNVEST loans to establish:
“…under 66 Pa. C.S. § 1307(a) (relating to sliding scale of rates; adjustments) and subject to Commission approval, an automatic adjustment by means of a sliding scale of rates limited solely to the recovery of PENNVEST principal and interest obligations, instead of seeking recovery of these amounts under 66 Pa. C.S. § 1308 (relating to voluntary changes in rates) base rate filing.”
52 Pa. Code § 69.361.  The Commission further directed that rate recovery under such an automatic adjustment may only be approved after receipt of a Department of Environmental Protection (DEP) inspection, and a final PENNVEST amortization schedule.[footnoteRef:3]  Amounts collected under such an automatic adjustment are also subject to reconciliation and refund.[footnoteRef:4] [3:  See 52 Pa. Code § 69.363(d), and Ordering Paragraphs 3 and 4.]  [4:  See 52 Pa. Code § 69.363(e), 66 Pa. C.S. § 1307(e), and Ordering Paragraph 7.] 

In discussions with Commission Staff, Elverson noted that it was seeking the Commission’s approval of a PVS surcharge mechanism prior to receipt of the loan proceeds to satisfy the PENNVEST loan’s special condition requiring evidence of the Commission’s approval of a rate increase to support the PENNVEST loan debt service and the projected operating expenses.  Elverson further noted that approval of Supplement No. 9 with a June 1, 2018 effective date will allow Elverson to receive the loan proceeds and begin construction of the associated project prior to or concurrent with PennDOT’s road construction work.  As noted above, rate recovery under such a surcharge mechanism cannot be approved without a receipt of a DEP inspection of the completed project.  Therefore, Elverson has set the PVR in Supplement No. 9 at 0.00%[footnoteRef:5] with the stipulation that it will file a recalculated PVR with the Commission after it has notified the Commission and Office of Consumer Advocate that: (1) it has completed the project associated with PENNVEST Loan No. 80190; (2) it has received a DEP inspection approval of the project; (3) and the jurisdictional assets associated with the completed project are in service and used and useful.[footnoteRef:6] [5:  See Supplement No. 9, Section H (3).]  [6:  See Supplement No. 9, Section H (4).] 

[bookmark: _Hlk510592913][bookmark: _Hlk511293498]Elverson’s tariff filing ensures the required documentation is submitted prior to rate recovery.  Through this Order, the Commission will allow Elverson to file a compliance tariff with all documentation required pursuant to Section H (4) of Supplement No. 9, along with working papers supporting the calculated rate, which will be permitted to become effective on one day’s notice.[footnoteRef:7]  As part of this filing’s approval and pursuant to the Commission’s regulations at 52 Pa. Code § 53.45 (g), Elverson shall notify its customers by concurrent written or printed notice of the compliance tariff filing and the calculated PVR.[footnoteRef:8]   [7:  See Ordering Paragraph 5.]  [8:  See Ordering Paragraph 6.] 

III.	CONCLUSION
After an investigation and analysis of this proposed tariff filing and supporting data, it does not appear that the proposed changes in rates, rules, and regulations are unlawful, unjust, unreasonable, or contrary to the public interest, and suspension or further investigation of the tariff filing is not warranted at this time; THEREFORE,
IT IS ORDERED:

1. That the proposed rates, rules, and regulations contained in Elverson Water Company, Inc.’s proposed Supplement No. 9 To Tariff Water - Pa. P.U.C. No. 2 be, and hereby are, permitted to become effective June 1, 2018.
1. That this Order is without prejudice to any formal complaints timely filed against the proposed changes to Elverson Water Company, Inc.’s rates, rules, and regulations.
1. That Elverson Water Company, Inc. shall file with the Commission a copy of the Department of Environmental Protection’s final inspection and approval letter for the Elverson Water Company, Inc.’s water main project within 10 days of receiving the subject letter from the Department of Environmental Protection.
1. That Elverson Water Company, Inc. shall file with the Commission a copy of the final amortization schedule for its Pennsylvania Infrastructure Investment Authority Loan No. 80190 upon the full execution of the subject loan’s agreement.
1. That, after meeting all conditions specified in Section H (4) of Supplement No. 9 To Tariff Water – Pa. P.U.C. No. 2, Elverson Water Company, Inc. shall be permitted to file a compliance tariff with all documentation required pursuant to Section H (4), along with working papers supporting the calculated rate, which shall be permitted to become effective on one day’s notice.
5. That, concurrent with the filing of the compliance tariff from Ordering Paragraph 5 of this Order, Elverson Water Company, Inc. shall notify its customers by written or printed notice of the compliance tariff filing and the calculated PENNVEST rate, and file evidence of the customer notice with the Commission.
6. That an annual reconciliation of the surcharge funds collected and disbursed shall be filed with the Commission each succeeding year the loan is outstanding, and that the annual reconciliation shall be subject to the Commission’s reconciliation procedure detailed at Docket No. M-2013-2345492.
7. That a copy of this Order be served upon Elverson Water Company, Inc., the Bureau of Investigation and Enforcement, the Office of Consumer Advocate, the Office of Small Business Advocate, the Pennsylvania Infrastructure Investment Authority, and the Department of Environmental Protection – Southeast Regional Office and its Bureau of Regulatory Counsel.
8. That the proceeding at Docket No. R-2018-3001106 be closed.

[image: ]BY THE COMMISSION,




Rosemary Chiavetta
Secretary


(SEAL)

ORDER ADOPTED:  May 3, 2018
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