PENNSYLVANIA
PUBLIC UTILTY COMMISSION
Harrisburg, PA  17105-3265

							Public Meeting held October 25, 2018

Commissioners Present:

	Gladys M. Brown, Chairman
	Andrew G. Place, Vice Chairman
	Norman J. Kennard
	David W. Sweet
John F. Coleman, Jr.


[bookmark: _Hlk526508930][bookmark: _Hlk526508957]In re: Application and related filings of 	:
Pennsylvania-American Water Company 	:
under Sections 507, 1102(a), and 1329 of the	:
Pennsylvania Public Utility 	:
Code, 66 Pa.C.S. §§ 507, l 102(a), 1329, 	:
for approval of its acquisition of 	:	A-2018-3002437
wastewater system assets of Sadsbury Township,	:
related wastewater service rights, fair market 	:
valuation ratemaking treatment, deferral of the	:
post-acquisition improvement costs, and 		:
certain contracts with municipal corporations	:


ORDER


	BY THE COMMISSION:

		We adopt as our action the Recommended Decision of Administrative Law Judge Darlene Davis Heep, dated October 4, 2018;  

THEREFORE,

	IT IS ORDERED:

1. That the Joint Petition for Approval of Settlement of All Issues, filed by Pennsylvania-American Water Company, the Office of Consumer Advocate, the Pennsylvania Public Utility Commission’s Bureau of Investigation and Enforcement, and Sadsbury Township 

(“Joint Petitioners”), on September 14, 2018 at Docket No. A-2018-3002437, including all terms and conditions thereof, is approved, without modification.  

2. That the Application filed by Pennsylvania-American Water Company on June 19, 2018 is granted, subject to the following conditions:

a. That Pennsylvania-American Water Company, at the time of filing its next base rate case, shall submit a cost of service study that removes all costs and revenues associated with the operation of the Sadsbury system.

b. That Pennsylvania-American Water Company, at the time of filing its next base rate case, shall also provide a separate cost of service study for the Sadsbury System.

3.	That the Commission’s Secretary’s Bureau shall issue Certificates of Public Convenience under 66 Pa. C.S. §§ 1102(a) and 1103(a) evidencing Commission approval of:  (i) the transfer, by sale, of Sadsbury’s assets, properties and rights related to its wastewater collection System to Pennsylvania-American Water Company as provided in the Application, and (ii) Pennsylvania-American Water Company’s right to begin to offer, render, furnish and supply wastewater service to the public in the areas served by Sadsbury as indicated in the Application.  

4.	That Pennsylvania-American Water Company, upon closing of the Transaction, shall issue a compliance tariff supplement, consistent with the pro forma tariff supplement attached to the Joint Petition for Approval of Settlement of All Issues, to be effective on the date of issuance.

5.	That the Commission approve, under 66 Pa. C.S. § 1329(c), a rate base addition of $8,300,000 associated with PAWC’s acquisition of the Sadsbury System.

6.	That, although the Commission acknowledges that the Joint Petitioners reserve the right to present adjustments and oppose adjustments to appraisals in future cases, for purposes of this proceeding, the Commission accepts the following adjustments:

[bookmark: _Hlk526835540]

a. Market Approach:

(i) If “comparable acquisitions” are used as a factor in determining market value, the purchase price for each “comparable acquisition” for non-Section 1329 acquisitions shall be based on the actual amount paid for the assets at the time of purchase and future capital improvements shall not be included.

(ii) Comparable sales used to establish the valuation may not be limited to those that the UVE previously appraised.

(iii) The “net book financials” multiplier shall not be used in the market approach.

b. Income Approach:  The rate base/rate of return methodology is not an appropriate analysis for the appraisal.  Pennsylvania-American Water Company

c. The “Going Value” and “Provision for Erosion on Return” add-ons will not be adopted or included in the appraisals.

d. Cost Approach:

(i) The overhead cost add-on will not be adopted or included in the appraisals. 

(ii) If the reproduction cost methodology is used, valuation of the collection mains will not be treated differently or as a special circumstance unless reasonably justified.

7.	That, within the first 90 days of Pennsylvania-American Water Company’s ownership of the Sadsbury system, Pennsylvania-American Water Company shall include a bill insert to Sadsbury-area customers regarding its low-income programs or, alternatively, shall include such information in a welcome letter to Sadsbury Township-area customers.  The bill insert, or welcome letter shall include, at a minimum, a description of the available low-income programs, the eligibility requirements for participation in the programs, and Pennsylvania-American Water Company’s contact information.

[bookmark: _Hlk526927313]8.	That Pennsylvania-American Water Company, pursuant to 66 Pa. C.S. § 1329(d), may collect a distribution system improvement charge related to the Sadsbury System prior to the first base rate case in which the System plant-in-service is incorporated into rate base only if the following conditions are met: They are:
i. 	Pennsylvania-American Water Company files for approval an amended wastewater long term infrastructure investment plan incorporating the Sadsbury area, which does not re-prioritize other existing commitments in other service areas;

ii. 	The Commission approves the amended wastewater long term infrastructure improvement plan incorporating the Sadsbury area, as may be modified in the discretion of the Commission; and

iii. 	Pennsylvania-American Water Company files a compliance tariff supplement which incorporates Sadsbury Township into its existing DSIC tariff, including all customer safeguards applicable thereto, after Commission approval of the amended long-term infrastructure improvement plan.

9.	That Pennsylvania-American Water Company, pursuant to 66 Pa. C.S. § 1329(f), may accrue an allowance for funds used during construction for post-acquisition improvements not recovered through the DSIC for book and ratemaking purposes.  The Commission recognizes that the Joint Petitioners reserve their rights to litigate their positions fully in future rate cases when this issue is ripe for review and does not construe the Joint Petitioners’ assent to this term to operate as their preapproval of Pennsylvania-American Water Company’s request.

10.	That Pennsylvania-American Water Company, pursuant to 66 Pa. C.S. § 1329(f), may defer depreciation related to post-acquisition improvements not recovered through the DSIC for book and ratemaking purposes.  The Commission recognizes that the Joint Petitioners reserve their rights to litigate their positions fully in future rate cases when this issue is ripe for review and does not construe the Joint Petitioners’ assent to this term to operate as their preapproval of Pennsylvania-American Water Company’s request.

11.	That Pennsylvania-American Water Company, pursuant to 66 Pa. C.S. § 1329(d)(iv), may include, in its next base rate case, a claim for transaction and closing costs related to the acquisition of the Sadsbury system.  The Commission recognizes that the Joint Petitioners reserve their rights to litigate their positions fully in future rate cases when this issue is ripe for review and does not construe the Joint Petitioners’ assent to this term to operate as their preapproval of Pennsylvania-American Water Company’s request.

12.	That the Commission’s Secretary’s Bureau shall issue Certificates of Filing or approvals for the following agreements between Pennsylvania-American Water Company and a municipal corporation:

i. 	Asset Purchase Agreement By and Among the Township of Sadsbury, as Seller, and Pennsylvania-American Water Company, as Buyer, Dated as of May 1, 2018;

ii. 	Settlement Agreement, dated as of May 15, 2000, by and between Sadsbury Township and Pennsylvania-American Water Company;

iii. 	Wastewater Conveyance Agreement, dated as of September 16, 2003, by and between Sadsbury Township, Pennsylvania-American Water Company, All County Partnership and Calnshire Estates, LLC;

iv. 	Memorandum dated as of September 16, 2003, Wastewater Conveyance Agreement, recorded September 17, 2003, in the Office of Recorder of Deeds for Chester County;

v. 	Second Agreement for the Conveyance of Wastewater from West Caln Township through Sadsbury Township, dated as of August 9, 2013, between Sadsbury Township, Pennsylvania-American Water Company, West Caln Township and Lawrence Developers, LP; and,

vi. 	Intergovernmental Agreement, dated as of November 15, 2011, between Sadsbury Township and Valley Township regarding sanitary sewer service for 2800 West Lincoln Highway.

13.	That the Commission’s proceeding at Docket No. A-2018-3002437 is terminated and marked closed.
[bookmark: _GoBack][image: ]
							BY THE COMMISSION,



Rosemary Chiavetta
Secretary
(SEAL)

ORDER ADOPTED:	October 25, 2018

ORDER ENTERED:	October 25, 2018
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