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Re:

Application of Pennsylvania-American Water Company under Sections 1102(a) and
1329 of the Pennsylvania Public Utility Code, 66 Pa. C.S. §§ 1102(a) and 1329, for
approval of (1) the transfer, by sale, to Pennsylvania-American Water Company, of
substantially all of the assets, properties and rights related to the wastewater collection
and treatment system owned by the Butler Area Sewer Authority, (2) the rights of
Pennsylvania-American Water Company to begin to offer or furnish wastewater service
to the public in the City of Butler, portions of the Borough of East Butler, and portions
of the Townships of Butler, Center, Connoquenessing, Oakland and Summit, in Butler
County, Pennsylvania; Docket Nos. A-2022-3037047 et al.

Joint Petition for Approval of Unanimous Settlement of All Issues

Dear Secretary Chiavetta:

Enclosed for filing with the Pennsylvania Public Utility Commission (*Commission”) is the Joint

Petition for Approval of Unanimous Settlement of All issues. Copies are being served in accordance
with the attached Certificate of Service.

Thank you for your attention to this matter. Please contact me if you have any question or
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Sincerely,

COZEN O'CONNOR

P
David P. Zambito

Counsel for Pennsylvania-American Water Company
DPZ/kmg
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cc: Administrative Law Judge Marta Guhl

Shalea Delvillar

Per Certificate of Service
Elizabeth Rose Triscari, Esq.
Erin Fure, Esq.

17 North Second Street  Suite 1410 Harrisburg, PA 17101
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BEFORE THE
PENNSYLVANIA PUBLIC UTILITY COMMISSION

In re: Application of Pennsylvania-American Water
Company under Sections 1102(a) and 1329 of the
Pennsylvania Public Utility Code, 66 Pa C.S. § § 1102(a)

and 1329, approval of (1) the transfer, by sale, to
Pennsylvania-American Water Company,
substantially all of the assets, properties and rights

of © Docket No. A-2022-3037047 et al.

related to the wastewater collection and treatment
system owned by the Butler Area Sewer Authority, (2)
the rights of Pennsylvania-American Water Company to
begin to offer or furnish wastewater service to the public
in the City of Butler, and portions of the Borough of East
Butler, and portions of the Townships of Butler, Center,
Connogquenessing, Oakland, and Summit, in Butler

County, Pennsylvania

CERTIFICATE OF SERVICE

| hereby certify that | have this 14™" day of August, 2023 served a true copy of the
foregoing Joint Petition for Approval of Unanimous Settlement of All Issues upon the
parties, listed below and in the manner described below in accordance with the requirements
of 52 Pa. Code §1.54 (relating to service by a party).

VIA E-MAIL AND FIRST CLASS MAIL

Harrison W. Breitman, Esq.

Erin L. Gannon, Esq.

Office of Consumer Advocate

555 Walinut Street

5% Floor, Forum Place

Harrisburg, PA 17101-1923
OCAPAWCBUutler@paoca.org

Counsel for Office of Consumer Advocate

Steven C. Gray, Esq.

Office of Small Business Advocate
555 Walnut Street

Forum Place, 1% Floor

Harrisburg, PA 17101
sgray@pa.gov

Counsel for Office of Small Business
Advocate

Carrie B. Wright, Esq.

Pennsylvania Public Utility Commission
Bureau of Investigation and Enforcement
Commonwealth Keystone Building

400 North Street, Second Floor West
Harrisburg, PA 17120
carwright@pa.gov

Thomas S. Wyatt, Esq.

Matthew S. Olesh, Esq.

Sydney N. Melillo, Esq.

Obermayer Rebman Maxwell & Hippel! LLP
Centre Square West

1500 Market St., Suite 3400

Philadelphia, PA 19102-2101
thomas.wyatt@obermayer.com
matthew.olesh@obermayer.com
sydney.melillo@obermayer.com

Counsel for BASA, City of Butler, Township
of Butler
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Kurt H. Boehm, Esq. Michael D. Gallagher, Esq.

Jody Kyler Cohn, Esq. Sean M. Gallagher, Esq.

Boehm, Kurtz & Lowry Gallagher Law Group

36 East Seventh St., Suite 1510 110 East Diamond St., Suite 101
Cincinnati, OH 45202 Butler, PA 16001
kboehm@bkllawfirm.com attys@gallagher.legal
jkylercohn@bkllawfirm.com Counsel for Center Township and Summit
Counsel for Cleveland-Cliffs Steel Township

VIA FIRST CLASS MAIL ONLY

Kevin C. Higgins

Energy Strategies

111 East Broadway, Suite 1200
Salt Lake City, Utah 84111

William H. Rissmiller
1006 Hickory Lane
Reading, PA 19606

Respectfully submitted,
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David P. Zambito, Esquire (PA ID #80017)
Jonathan P. Nase, Esquire (PA ID #44003)
Cozen O’Connor

17 North Second Street, Suite 1410
Harrisburg, PA 17101

(717) 703-5892

dzambito@cozen.com
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Counsel for
Pennsylvania-American Water Company
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BEFORE THE
PENNSYLVANIA PUBLIC UTILITY COMMISSION

Administrative Law Judge Marta Guhl

In re: Application of Pennsylvania-American Water

Company under Sections 1102(a) and 1329 of the

Pennsylvania Public Utility Code, 66 Pa C.S. §§ 1102(a)

and 1329, for approval of (1) the transfer, by sale, to i
Pennsylvania-American Water Company, of substantially : Docket Nos. A-2022-3037047
all of the assets, properties and rights related to the : etal.
wastewater collection and treatment system owned by the :

Butler Area Sewer Authority, (2) the rights of

Pennsylvania-American Water Company to begin to offer

or furnish wastewater service to the public in the City of

Butler, portions of the Borough of East Butler, and portlons

of the Townships of Butler, Center, Connoquenessing,

Oakland, Penn and Summit, in Butler County, Pennsylvania:

JOINT PETITION FOR APPROVAL OF
UNANIMOUS SETTLEMENT OF ALL ISSUES

I INTRODUCTION

Pennsylvania-American Water Company (“PAWC”), the Office of Consumer Advocate
(“OCA”), the Office of Small Business Advocate (“OSBA”), the Bureau of Investigation and
Enforcement (“I&E”) of the Pennsylvania Public Utility Commission (“Commission”), the Butler
Area Sewer Authority (“BASA”), the Township of Butler (the “Township”) and the City of Butler

(the “City”) (singularly, a “Petitioner” and, collectively, the “Joint Petitioners”) hereby join in this



“Joint Petition for Approval of Unanimous Settlement of All Issues” (“Settlement”)! and
respectfully request that the Honorable Administrative Law Judge Marta Guhl (the “ALJ”)
recommend approval of, and the Commission approve, this Settlement without modification.

In support of the Settlement, the Joint Petitioners state the following:

IL BACKGROUND

1. PAWC and the Butler Area Sewer Authority entered into an Asset Purchase
Agreement (the “APA”) dated as of October 11, 2022, by which PAWC will purchase the
wastewater system currently owned and operated by BASA (the “System™). On February 14,
2023, PAWC filed the instant Application (as amended, the “Application™), asking the
Commission to approve the acquisition pursuant to Sections 507, 1102 and 1329 of the
Pennéylvania Public Utility Code (“Code”), 66 Pa. C.S. §§ 507, 1102 and 1329. An Amended
Application was filed on February 17, 2023.

2 Steven C. Gray, Esq. and Nakea S. Hurdle, Esq. filed Notices of Appearance on
February 17, 2023 and March 2, 2023, respectively, on behalf of the Office of Small Business
Advocate (“OSBA”). Ms. Hurdle subsequently filed a Withdrawal of Appearance on June 16,

2023.

! The only other active parties to this proceeding are Cleveland-Cliffs Steel (“Cleveland-Cliffs”), Center Township
(“Center”) and Summit Township (“Summit”), which do not oppose the Settlement.
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3 On February 22, 2023, Erika L. McLain, Esq. filed a Notice of Appearance on
behalf of the Commission’s Bureau of Investigation and Enforcement (“I&E”). On May 26, 2023,
Ms. McLain withdrew her appearance, and Carrie B. Wright, Esq., filed her Notice of Appearance.

4, On April 12, 2023, Erin L. Gannon, Esq., Harrison W. Breitman, Esq., and
Mackenzie C. Battle, Esq. filed Notices of Appearance on behalf of the Office of Consumer
Advocate (“OCA”). Ms. Battle withdrew her appearance on July 20, 2023.

5. On March 7, 2023, staff from the Commission’s Bureau of Technical Utility
Services (“TUS”) notified PAWC that they had performed a completeness review of the
Application and determined that certain information was missing. TUS staff requested that the
information be provided within ten business days (i.e., by March 21, 2023). On March 13, 2023,
PAWC filed the information requested by TUS. On March 16, 2023, TUS staff notified PAWC
that certain information remained missing. PAWC filed the requested information on March 27,
2023;

6. On April 6,2023, TUS staff notified PAWC that it deemed PAWC’s filing deficient
because it included a pro forma tariff that did not include BASA’s Industrial Pretreatment Program
(“IPP”) pollutant loading rates together with an alternate pro forma tariff that included BASA’s
IPP pollutant loading rates. On April 6, 2023, PAWC responded by filing a Second Amended
Appendix A-12, which reflected the changes directed by TUS. PAWC asked that the Commission
conditionally accept the Application and provide a due date for protests and notices of intervention.

7. On April 10, 2023, the Commission notified PAWC that the Application had been
conditionally accepted for filing. According to that Secretarial Letter, the Commission would not

finally accept the Application until PAWC complied with certain service and notice requirements.
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The April 10, 2023 Secretarial Letter, however, did not set a due date for protests and notices of
intervention. By letter dated April 10, 2023, PAWC asked the Commission to establish such a due
date. On April 12, 2023, a Secretarial Letter was issued setting a protest period end date of July
10,2023. On May 22, 2021, PAWC filed a verification stating that it had complied with all service
and notice requirements of the Secretarial Letter of April 10, 2023.

8. On May 23, 2023, the Commission notified PAWC that it had finally accepted the
Application. The Commission further notified PAWC that notice of the Application would be
published in the Pennsylvania Bulletin on June 10, 2023, with a protest deadline of July 10, 2023.
The Commission issued a Call-in Telephonic Pre-Hearing Conference Notice on May 24, 2023,
but that Pre-Hearing Conference was subsequently cancelled. Another Call-in Telephonic Pre-
Hearing Conference Notice was issued on June 1, 2023 scheduling a Pre-Hearing Conference for
July 11, 2023. The ALJ issued her Prehearing Conference Order for Telephonic Conference on
June 27, 2023.

9, John J. Dolan filed a Petition to Intervene on May 20, 2023, which was granted.
Cynthia L. Spigelmyer filed a Protest on May 22, 2023. On May 26, 2023, BASA, the City, and
the Township (collectively, the “BASA Parties”) filed Petitions to Intervene. Those Petitions were
granted. On June 9, 2023, PAWC filed a Petition for Leave to File Supplemental Direct
Testimony, which was granted by the ALJ’s Interim Order #1, issued on July 3, 2023. William
Rissmiller filed a Protest on June 15, 2023. On June 30, 2023, Center and Summit filed Protests.
On July 3, 2023, Cleveland-Cliffs filed a Petition to Intervene, which was subsequently granted.

On July 5, 2023, PAWC filed Supplemental Direct Testimony pursuant to Interim Order #1.



10.  The Prehearing Conference was held on July 11, 2023. On July 12, 2023, Direct
Testimony was filed by the OCA, I&E, the OSBA, Center, and Summit. PAWC filed a Petition
for Protective Order on July 14, which was granted by the ALJ by Order issued July 19, 2023.

11. On July 14, 2023, the BASA Parties filed Motions to Strike portions of the Direct
Testimony of Center and Summit. Center and Summit filed Answers on July 21, 2023. At the
evidentiary hearing on July 28, 2023, the BASA Parties withdrew these motions.

12.  Center, Summit, PAWC, and the BASA Parties filed Rebuttal Testimony on July
18, 2023. Telephonic public input hearings were held on the evenings of July 18 and July 19,
2023. On July 20, 2023, the BASA Parties filed a Motion to Strike the Rebuttal Testimony of
Center and Summit. On July 26, 2023, Center and Summit filed an Answer to this Motion. At the
evidentiary hearing on July 28, 2023, the BASA Parties withdrew this motion.

13. PAWC, the BASA Parties, tﬁe OCA, the OSBA, Center and Summit filed
Surrebuttal Testimony on July 21, 2023.

14. At the telephonic evidentiary hearing on July 28, 2023, PAWC, the BASA Parties,
the OCA, the OSBA, and I&E informed the ALJ that they had reached a settlement. The hearing
was delayed to give Center, Summit, and Cleveland-Cliffs an opportunity to review the settlement.
When the hearing convened, counsel for Center and Summit indicated that those townships would
not oppose the settlement and, at the next meeting of the township supervisors, counsel expected
to receive authority to join the settlement. By e-mails of August 3 and August 10, 2023, counsel
for Center and Summit notified the ALJ that Center and Summit would not oppose the Settlement.

On July 31, 2023, Cleveland-Cliffs advised the ALJ that it would not oppose the Settlement.



III. SETTLEMENT TERMS

The Joint Petitioners agree as follows:

A. Approval of Application

15.  The Joint Petitioners agree that the Commission should approve PAWC’s
acquisition of the wastewater system assets (“System”) currently owned by BASA and PAWC’s
right to begin to offer, render, furnish, or supply wastewater services in the areas served by the
System, as well as any other necessary approvals or certificates for the transactions, subject to
approval of all of the following conditions and without modification.

B. Tariff

16.  The pro forma tariff supplement attached to this Settlement, including all rates,
miscellaneous fees and charges, rules and regulations regarding conditions of PAWC’s wastewater
service, shall be permitted to become effective immediately upon closing of the transaction
(“Closing”).

17.  In the first base rate proceeding that includes the BASA wastewater system assets,
PAWC will propose to charge cost-of-service based rates for wastewater service to all entities it
serves in the System, including but not limited to the VA Hospital, as limited by Paragraph 19(e)
below.

C. Rates

18.  Except as explicitly agreed upon in this Settlement, nothing contained herein or in
the Commission’s approval of the Application shall preclude any Joint Petitioner from asserting
any position or raising any issue in a future PAWC proceeding.

19.  In the first base rate case that includes System assets:
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a. PAWC will submit a cost of service study that removes all costs and
revenues associated with the operation of BASA’s systems.

b. PAWC will provide a separate cost of service study for the BASA system.

c. PAWC will not propose an increase in BASA’s base rates if the rates would
become effective before the later of: (a) the first anniversary of Closing or (b) January 1, 2025.

d. In PAWC’s first base rate case that includes the BASA system assets, if
PAWC proposes a different effective date for new rates for BASA customers beyond the effective
date of new rates for other customers, PAWC agrees to calculate its proof of revenue as if the
BASA customers were paying proposed rates without any delay to the effective date. The Joint
Petitioners agree that all rights are reserved with respect to the issue of delayed effective dates of
rates in subsequent proceedings. This term should not be construed to limit parties’ ability to make
recommendations in any future PAWC base rate case to bring customers in systems with delayed
effective dates to an appropriate cost of service as though they have paid the tariffed rates without
any delay.

& PAWC will propose to move the System to 1.4x the current System rate or
PAWC’s proposed Rate Zone 1 system-average wastewater rates, whichever is lower, upon the
later of (a) the first anniversary of Closing or (b) January 1, 2025.

i PAWC may agree to rates other than those proposed for System customers
in the context of a settlement of the base rate case.

g. OCA, I&E, and OSBA reserve their rights to address PAWC’s rate
proposals fully, and to make other rate proposals. The Parties expressly recognize the

Commission’s ultimate ratemaking authority to set just and reasonable rates and, notwithstanding
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anything to the contrary contained in this Paragraph 19, may enter into a settlement of the base
rate case, whether full or partial and whether unanimous or non-unanimous, on reasonable terms
and conditions.

Jhs The rate at Closing for System residential wastewater customers with an
average usage of 3,212 gallons per month is approximately $45.50.

14 The current rate for PAWC residential Rate Zone 1 wastewater customers
with an average usage of 3,212 gallons per month is approximately $106.00

D. Industrial Pretreatment Program (“IPP”) Fees
20.  The Joint Petitioners acknowledge that IPP fees are miscellaneous fees that may be

applied to acquired customers, rather than existing rates that must be adopted by the acquiring
utility pursuant to Section 1329(d)(v). IPP fees are intended to cover costs associated with a
comprehensive enforcement program to ensure that industrial wastewater is properly pretreated in
order to protect the integrity of the System and the environment, and to ensure that the costs are
allocated to the cost causers and not other ratepayers. Without imposition of the IPP fees, industrial
customers would have no meaningful incentive to pretreat their wastewater. The pro forma tariff
supplement attached to this Settlement incorporates BASA industrial customers into PAWC’s
existing IPP tariff and does not exempt any BASA industrial customers from IPP fees. IPP tariffed
fees will be adjusted in the context of future PAWC base rate proceedings. Impacted industrial
customers were given notice of the possibility of the imposition of PAWC’s tariffed IPP fees by
direct mail notice from PAWC, dated May 10, 2023, and were afforded an opportunity to
participate in this proceeding. The imposition of IPP fees is supported by substantial evidence of

record.



E. Fair Market Value for Ratemaking Rate Base Purposes

21 Joint Petitioners agree that pursuant to 66 Pa. C.S. § 1329, PAWC shall be
permitted to use $228,000,000 for ratemaking rate base purposes for the acquired System.

22.  The Joint Petitioners agree that PAWC may record the acquisition at the net value
of the assets, consistent with generally accepted accounting principles.

23, PAWC and BASA have executed a First Amendment to the Asset Purchase
Agreement (“First Amendment”) to reflect a purchase price of $230,000,000. A copy of the First
Amendment is attached. Attachment 10. PAWC requests approval of the First Amendment
pursuant to 66 Pa. C.S. § 507.

F. Distribution System Improvement Charge

24, PAWC will not include System-related investments in its distribution system
improvement charge (“DSIC”) until PAWC collects a DSIC from System customers. PAWC shall
be permitted to collect a DSIC from System customers upon (i) PAWC’s filing of an amended
wastewater Long-Term Infrastructure Improvement Plan (“Amended LTIIP”) including the
System, which does not re-prioritize other existing commitments in other service areas, (ii) the
Commission’s approval of the Amended LTIIP, as may be modified in the discretion of the
Commission, and (iii) PAWC’s filing of a compliance tariff supplement which incorporates the
System and all other systems included in the amended LTIIP into PAWC’s DSIC tariff, including
all customer safeguards applicable thereto, no later than the next quarterly DSIC filing after

Commission approval of the Amended LTIIP.



G. Claims for Allowance for Funds Used During Construction and Deferred
Depreciation

23, The Joint Petitioners acknowledge that the Application includes a request that (i)
PAWC be permitted to accrue Allowance for Funds Used During Construction (“AFUDC”) for
post-acquisition improvements not recovered through the DSIC for book and ratemaking purposes
and (i) PAWC be permitted to defer depreciation related to post acquisition improvements not
recovered through the DSIC for book and ratemaking purposes. Any claims for AFUDC and
deferred depreciation related to post-acquisition improvements not recovered through the DSIC
for book and ratemaking purposes will be addressed in PAWC’s first base rate case which includes
System assets. The Joint Petitioners reserve their rights to litigate their positions fully in future
rate cases when these issues are ripe for review. The Joint Petitioners’ assent to this term should
not be construed to operate as their preapproval of PAWC’s requests.

H. Transaction and Closing Costs

26.  The Joint Petitioners acknowledge that the Application includes a request that
PAWC be permitted to claim transaction and closing costs associated with the acquisition of the
System. The Joint Petitioners agree that they will not contest these requests in this proceeding,
but they reserve their rights to litigate their positions fully in future rate cases when this issue is
ripe for review. The Joint Petitioners’ assent to this term should not be construed to operate as
their preapproval of PAWC’s request.

27.  The inclusion of outside legal fees, if any, in PAWC’s transaction and closing costs
under the Asset Purchase Agreement shall be separately identified in PAWC’s next base rate case,
and OCA, I&E and OSBA reserve the right to challenge the reasonableness, prudency, and basis

for such fees.
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28.  Any claim by PAWC to recover transaction and closing costs associated with the
transaction will not include costs incurred by BASA.

L Approval of Section 507 Agreements?

29.  Pursuant to 66 Pa. C.S. § 507, the Commission shall issue Certificates of Filing or
approval for:

a. the Asset Purchase Agreement By and Between Butler Area Sewer
Authority, as Seller, and Pennsylvania-American Water Company, as Buyer, Dated as of October
11, 2022, and the attached First Amendment thereto;

b. Water Pollution Control Agreement for Central Butler County between City
of Butler, Township of Butler, Township of Center, Township of Summit, Borough of East Butler,
Deshon Area Sanitary Disposal and Sewer Authority, East Butler Borough Sewer Authority, East
Butler Borough Sewer Authority, Meridian Water and Sewer Authority, Municipal Water and
Sewer Authority of Center Township and Butler Area Sewer Authority dated as of February 20,
1974;

c. Service Agreement between The Township of Oakland and Butler Area
Sewer Authority for the Service Area along Route 38 dated March 7, 1994;

d. Service Agreement between the Township of Connoquenessing and Butler

Area Sewer Authority for Cupps Road Service Area dated April 3, 1995; and

2 The OCA does not join in this paragraph but does not oppose PAWC’s request.
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& Service Agreement between the Township of Connoquenessing and Butler

Area Sewer Authority for Winterwood Drive Service Area dated December 14, 2005.

J. Cost of Service Studies

30. In the first base rate case that includes the System’s assets, PAWC will submit a
cost of service study that removes all costs and revenues associated with the operation of the
System.

31.  Inthe first base rate case that includes the System’s assets, PAWC will also provide
a separate cost of service study for the System consistent with typically filed ratemaking exhibits
including, but not limited to, the following: Rate Base (Measures of Value), Statement of
Operating Income, Proof of Revenue, and Rate of Return, which correspond to the applicable test
year, future test year, and fully projected future test year measurement periods. In the first PAWC
base rate case that includes the BASA system, when PAWC provides customer notice, it shall
provide notice to customers in the BASA system consistent with the rates agreed to be proposed
in Paragraph 19(e), above.

K. Low Income Program Outreach and Welcome Letter

32.  Within the first billing cycle following Closing, PAWC shall include a bill insert to
System customers regarding its low income programs and shall include such information in a
welcome letter to System customers. The bill insert and welcome letter shall include, at a
minimum, a description of the available low income programs, eligibility requirements for
participation in the programs, and PAWC’s contact information. PAWC also agrees to

automatically enroll any BASA wastewater customers, who are PAWC water customers enrolled

¥



in PAWC’s water low income programs, in PAWC’s wastewater low-income programs following
Closing.

33. The welcome letter will be sent within the first 30 days of Closing and will also
include information about payment options (including low-income programs, -eligibility
requirements, PAWC contact information), free places to pay, and in-person bill payment locations
reasonably proximate to the areas served by the BASA system.

34. PAWC will work with community-based organizations with offices local to the
areas served by the System for purposes of providing information and enrolling customers in
PAWC’s customer-assistance programs. PAWC will include this information in the welcome
letter referenced in the previous paragraph.

L. Hardship Fund

35.  Effective on and after Closing, PAWC will increase eligibility for hardship grants
to all PAWC customers including existing customers and newly acquired customers from the
BASA System from 200% to 250% of Federal Poverty Income Guidelines (“FPIG”). All parties
reserve the right to re-evaluate the appropriate eligibility for hardship grants in a future base rate
case filed after five (5) years following Closing.

36.  In addition to existing commitments and any commitments made in a future base
rate case, PAWC will contribute $700,000 annually to the Company’s hardship grant program for
the five (5) years following Closing ($3,500,000 total). These contributions shall not be recovered
in rates. All unspent funds at the end of the program year will be rolled over and added to the

budget for the hardship grant program in the following year(s).
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M. Easements

37. PAWC and BASA should be required to (1) identify all missing easements
including public rights-of-way and other property rights; (2) take any and all necessary actions j:o
obtain the missing easements and other property rights so that they may be conveyed to PAWC at
Closing; and (3) BASA shall bear all costs and expenses for obtaining and conveying the missing
easements and other property rights.

38.  Additionally, if for any circumstances beyond BASA’s control where it is unable
to transfer all missing easements including public rights-of-way and other property rights before
or at the Closing, PAWC and BASA may at their discretion close the transaction without the
transfer of missing easements and other property rights, provided that an escrow account be
established as set forth in the APA in which BASA will fund an easement escrow fund in the
amount of $2,000 for each missing easement.

N. Commercial Customer Payment Arrangements

39. At Closing, PAWC will implement a formal program for payment arrangements for
commercial customers, including eligibility and payment terms.

0. Other Necessary Approvals

40. The Commission shall issue any other approvals or certificates appropriate,
customary, or necessary under the Code to carry out the transactions contemplated in the
Application in a lawful manner.

P. Standard Settlement Conditions

41.  The Settlement is conditioned upon the Commission’s approval of the terms and

conditions contained in the Settlement without modification. If the Commission modifies the

14



Settlement, any Petitioner may elect to withdraw from the Settlement and may proceed with
litigation and, in such event, the Settlement shall be void and of no effect. Such election to
withdraw must be made in writing, filed with the Secretary of the Commission and served upon
all Joint Petitioners within five (5) business days after the entry of an Order modifying the
Settlement. The Joint Petitioners acknowledge and agree that the Settlement, if approved, shall
have the same force and effect as if the Joint Petitioners had fully litigated this proceeding.

42.  This Settlement is proposed by the Joint Petitioners to settle all issues in the instant
proceedings. If the Commission does not approve the Settlement and the proceedings continue,
the Joint Petitioners reserve their respective procedural rights, including the right to present
additional testimony and to conduct full cross-examination, briefing and argument. The
Settlement is made without any admission against, or prejudice to, any position which any
Petitioner may adopt in the event of any subsequent litigation of these proceedings, or in any other
proceeding.

43.  The Joint Petitioners acknowledge that the Settlement reflects a compromise of
competing positions and does not necessarily reflect any Petitioner’s position with respect to any
issues raised in these proceedings. This Settlement may not be cited as precedent in any future
proceeding, except to the extent required to implement this Settlement.

44.  The Joint Petitioners have prepared Proposed Findings of Fact (Attachment 6),
Proposed Conclusions of Law (Attachment 7), and Proposed Ordering Paragraphs (Attachment 8).
The Joint Petitioners further agree that the facts agreed to in the Proposed Findings of Fact are

sufficient to find that the Settlement is in the public interest.
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45.  Each Petitioner shall prepare a Statement in Support of Settlement setting forth the
bases upon which the Petitioner believes the Settlement to be in the public interest.
46. If the ALJ recommends approval of the Settlement without modification, the Joint

Petitioners will waive their rights to file Exceptions.

IV. REQUEST FOR RELIEF
WHEREFORE, Pennsylvania-American Water Company, the Office of Consumer

Advocate, the Pennsylvania Public Utility Commission’s Bureau of Investigation and
Enforcement, the Office of Small Business Advocate, the Butler Area Sewer Authority, the
Township of Butler, and the City of Butler, by their respective counsel, respectfully request that:

(a) The Honorable Administrative Law Judge Marta Guhl recommend approval
of, and the Commission approve, this Joint Petition for Unanimous Settlement of All Issues as
submitted, including all terms and conditions thereof, without modification.

(b) The Application filed by PAWC in this matter on February 14, 2023, as
amended, and as further amended by the Settlement, be approved.

() The Commission 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 substantially
all of the assets, properties and rights related to the wastewater collection and treatment system
(the “System”) owned by BASA to PAWC, and (ii) the right of PAWC to begin to offer, render,
furnish and supply wastewater service in the areas served by the wastewater collection and

treatment system owned by BASA.
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(d) The Commission permit PAWC to issue compliance tariff supplements,
consistent with the pro forma tariff supplement attached to this Settlement, including all rates,
rules and regulations regarding conditions of PAWC’s wastewater service as revised herein, to
become effective immediately upon Closing. The attached pro forma tariff supplement
incorporates BASA industrial customers into PAWC’s existing IPP tariff and does not exempt any
BASA industrial customers from IPP fees. IPP tariffed fees will be adjusted in the context of
future PAWC base rate proceedings.

(e) The Commission direct PAWC, in the first base rate proceeding that
includes the BASA System assets, to charge cost-of-service based rates for wastewater service to
all entities it serves in the System, including but not limited to the Veterans Administration
Hospital, as limited by Paragraph (£)(5) below.

(f) The Commission direct that, in the first base rate proceeding that includes
the BASA System assets:

(1) PAWC will submit a cost of service study that removes all costs and
revenues associated with the operation of BASA’s System, in accordance with Paragraph (m),
below.

(2) PAWC will provide a separate cost of service study for the BASA
System, in accordance with Paragraph (n), below.

(3) PAWC will not propose an increase in BASA’s rates if the rates
would become effective before the later of: (i) the first anniversary of Closing or (ii) January 1,

2025.
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4) In PAWC’s first base rate case that includes the BASA system
assets, if PAWC proposes a different effective date for new rates for BASA customers beyond the
effective date of new rates for other customers, PAWC will calculate its proof of revenue as if the
BASA customers were paying proposed rates without any delay to the effective date. The Joint
Petitioners reserve all rights with respect to the issue of delayed effective dates of rates in
subsequent proceedings. This term should not be construed to limit the Joint Petitioners’ ability
to make recommendations in any future PAWC base rate case to bring customers in systems with
delayed effective dates to an appropriate cost of service as though they have paid the tariffed rates
without any delay.

(5) PAWC will propose to move the System to 1.4x the current System
rate or PAWC’s proposed Rate Zone 1 system-average wastewater rates, whichever is lower, upon
the later of (a) the first anniversary of Closing or (b) January 1, 2025.

(6) PAWC may agree to rates other than those proposed for System
customers in the context of a settlement of the base rate case.

(7 OCA, I&E, and OSBA reserve their rights to address PAWC’s rate
proposals fully, and to make other rate proposals. The Joint Petitioners expressly recognize the
Commission’s ultimate ratemaking authority to set just and reasonable rates and, notwithstanding
anything to the contrary contained in this Paragraph (f), may enter into a settlement of the base
rate case, whether full or partial and whether unanimous or non-unanimous, on reasonable terms
and conditions.

(8) The rate at closing for System residential wastewater customers with

an average usage of 3,212 gallons per month is approximately $45.50.
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¢) The current rate for PAWC residential Rate Zone 1 wastewater
customers with an average usage of 3,212 gallons per month is approximately $106.00.

(g2) The Commission permit PAWC to use $228,000,000 for ratemaking rate
base purposes for the acquired System, pursuant to 66 Pa. C.S. § 1329(c).

(h) The Commission permit PAWC to record the acquisition at the net value of
the assets ($228,000,000), pursuant to 66 Pa. C.S. § 1702 .

(1) The Commission not permit PAWC to include System-related investments
in its distribution system improvement charge (“DSIC”) until PAWC collects a DSIC from System
customers. PAWC shall be permitted to collect a DSIC from System customers upon (i) PAWC’s
filing of an amended wastewater Long-Term Infrastructure Improvement Plan (“Amended
LTIIP”) including the System, which does not re-prioritize other existing commitments in other
service areas, (ii) the Commission’s approval of the Amended LTIIP, as may be modified in the
discretion of the Commission, and (iii) PAWC’s filing of a compliance tariff supplement which
incorporates the System and all other systems included in the amended LTIIP into PAWC’s DSIC
tariff, including all customer safeguards applicable thereto, no later than the next quarterly DSIC
filing after Commission approval of the Amended LTIIP.

) The Commission permit PAWC to: (i) accrue Allowance for Funds Used
During Construction (“AFUDC”) for post-acquisition improvements not recovered through the
DSIC for book and ratemaking purposes and (ii) defer depreciation related to post acquisition
improvements not recovered through the DSIC for book and ratemaking purposes. Any claims for
AFUDC and deferred depreciation related to post-acquisition improvements not recovered through

the DSIC for book and ratemaking purposes will be addressed in PAWC’s first base rate case
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which includes System assets. The Joint Petitioners reserve their rights to litigate their positions
fully in future rate cases when these issues are ripe for review. The Joint Petitioners’ assent to this
term should not be construed to operate as their preapproval of PAWC’s requests.

&) The Commission permit PAWC to claim transaction and closing costs
associated with the acquisition of the System in its first base rate case that includes the System
assets. The Joint Petitioners reserve their rights to litigate their positions fully in future rate cases
when this issue is ripe for review. The Joint Petitioners’ assent to this term should not be construed
to operate as their preapproval of PAWC’s request.

(1) The inclusion of outside legal fees, if any, in PAWC’s transaction
and closing costs under the Asset Purchase Agreement shall be separately identified in PAWC’s
next base rate case, and OCA, I&E and OSBA reserve the right to challenge the reasonableness,
prudency, and basis for such fees.

(2) Any claim by PAWC to recover transaction and closing costs
associated with the Transaction will not include costs incurred by BASA.

) The Commission, pursuant to 66 Pa. C.S. § 507, issue a Certificate of Filing
or approvals for the following agreements between PAWC and a municipal corporation:

() The Asset Purchase Agreement By and Among Butler Area Sewer
Authority, as Seller, and Pennsylvania-American Water Company, as Buyer, Dated as of October
11, 2022, and the First Amendment thereto;

2) The Water Pollution Control Agreement for Central Butler County
between City of Butler, Township of Butler, Township of Center, Township of Summit, Borough

of East Butler, Deshon Area Sanitary Disposal and Sewer Authority, East Butler Borough Sewer
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Authority, East Butler Borough Sewer Authority, Meridian Water and Sewer Authority, Municipal
Water and Sewer Authority of Center Township and Butler Area Sewér Authority dated as of
February 20, 1974;

3) The Service Agreement between the Township of Oakland and
Butler Area Sewer Authority for the Service Area along Route 38 dated March 7, 1994; and

4 The Service Agreement between the Township of Connoquenessing
and Butler Area Sewer Authority for Cupps Road Service Area dated April 3, 1995.

(5) Service Agreement between the Township of Connoquenessing and
Butler Area Sewer Authority for Winterwood Drive Service Area dated December 14, 2005.

(m)  The Commission direct PAWC, in the first base rate case that includes the
System’s assets, to submit a cost of service study that removes all costs and revenues associated
with the operation of the System.

(n) The Commission also direct PAWC, in the first base rate case that includes
the System’s assets, to provide a separate cost of service study for the System consistent with
typically filed ratemaking exhibits including, but not limited to, the following: Rate Base
(Measures of Value), Statement of Operating Income, Proof of Revenue, and Rate of Return,
which correspond to the applicable test year, future test year, and fully projected future test year
measurement periods.

(o) The Commission direct that, when PAWC provides customer notice in its
first base rate case that includes the BASA system, PAWC shall provide notice to customers in the

BASA system consistent with the rates agreed to be proposed in Ordering Paragraph (f)(5), above.
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(p) The Commission direct PAWC, within the first billing cycle following
Closing, to include a bill insert to System customers regarding its low income programs and
include such information in a welcome letter to System customers. The bill insert and welcome
letter shall include, at a minimum, a description of the available low income programs, eligibility
requirements for participation in the programs, and PAWC’s contact information. PAWC will
also automatically enroll any BASA wastewater customers, who are PAWC water customers
enrolled in PAWC’s water low income programs, in PAWC’s wastewater low-income programs
following Closing.

() The Commission direct PAWC to send the welcome letter within the first
30 days of closing and to also include information about payment options (including low-income
programs, eligibility requirements, and PAWC contact information), free places to pay, and in-
person bill payment locations reasonably proximate to the areas served by the BASA system.

(r) The Commission direct PAWC to work with community-based
organizations with offices local to the areas served by the System for purposes of providing
information and enrolling customers in PAWC’s customer-assistance programs. PAWC will
include this information in the welcome letter referenced in the previous paragraph.

(s) Effective on and after closing, PAWC will increase eligibility for hardship
grants from 200% to 250% of Federal Poverty Income Guidelines (“FPIG”) for all existing PAWC
customers and all newly acquired customers from the BASA System. All parties reserve the right
to re-evaluate the appropriate eligibility for hardship grants in a future base rate case filed after

five (5) years following Closing.
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(1) The Commission direct PAWC to contribute $700,000 annually to the
Company’s hardship grant program for the five (5) years following Closing ($3,500,000 total), in
addition to existing commitments and any commitments made in a future base rate case. These
contributions shall not be recovered in rates. All unspent funds at the end of the program year will
be rolled over and added to the budget for the hardship grant program in the following year(s).

(u) The Commission require PAWC and BASA to: (1) identify all missing
easements including public rights-of-way and other property rights; (2) take any and all necessary
actions to obtain the missing easements and other property rights so that they may be conveyed to
PAWC at closing; and (3) BASA shall bear all costs and expenses for obtaining and conveying the
missing easements and other property rights.

(v) The Commission permit PAWC and BASA, at their discretion, to close the
transaction without the transfer of missing easements and other property rights, if for any
circumstances beyond BASA’s control, it is unable to transfer all missing easements (including
public rights-of-way and other property rights) before or at the closing of the transaction, provided
that an escrow account be established as set forth in the APA in which BASA will fund an easement
escrow fund in the amount of $2,000 for each missing easement.

(w)  The Commission direct PAWC, at Closing, to implement a formal program
for payment arrangements for commercial customers, including eligibility and payment terms.

(x) The Commission issue any other approvals or certificates appropriate,
customary, or necessary under the Pennsylvania Public Utility Code to carry out the transactions
contemplated in the Application in a lawful manner.

[Signatures appear on next page.]
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BEFORE THE
PENNSYLVANIA PUBLIC UTILITY COMMISSION

Administrative Law Judge Marta Guhl

In re: Application of Pennsylvania-American Water

Company under Sections 1102(a) and 1329 of the

Pennsylvania Public Utility Code, 66 Pa C.S. §§ 1102(a)
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Butler Area Sewer Authority, (2) the rights of

Pennsylvania-American Water Company to begin to offer

or furnish wastewater service to the public in the City of
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of the Townships of Butler, Center, Connoquenessing, 5
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Pennsylvania-American Water Company (“PAWC” or the “Company”) files this
Statement in Support of the Joint Petition for Approval of Unanimous Settlement of All Issues
(“Settlement”) entered into by: PAWC; the Butler Area Sewer Authority (“BASA”); the City of
Butler (the “City”); the Township of Butler (the “Township”); the Bureau of Investigation and
Enforcement (“I&E”) of the Pennsylvania Public Utility Commission (“Commission”); the
Office of Small Business Advocate (“OSBA”); and the Office of Consumer Advocate (“OCA”)
(singularly, a “Petitioner” and collectively, the “Joint Petitioners”).! PAWC respectfully
requests that the Honorable Administrative Law Judge Marta Guhl (the “ALJ”) recommend
approval of, and that the Commission approve, the Settlement, including all terms and conditions

thereof, without modification.

¢ INTRODUCTION

The ALJ’s Briefing Order requires each Statement in Support to contain a summary of
the settlement terms. The terms of the Settlement are summarized in the Joint Petition for
Settlement, Paragraphs 15 — 46. To limit duplication, this Statement in Support incorporates
those paragraphs by reference as if fully set forth herein.

The Briefing Order also requires each Statement in Support to contain reasons why the
Settlement should be approved. Section II of this Statement in Support contains the reasons why
PAWC believes the Settlement should be approved.

In addition, the Briefing Order requires each Statement in Support to contain a conclusion
with requested relief. The Joint Petitioners’ Request for Relief is set forth in Section IV of the
Settlement. To limit duplication, that Section is incorporated by reference as if fully set forth

herein.

! The only other active parties to the case, Cleveland-Cliffs Steel (“Cleveland Cliffs”), Center Township (“Center”)
and Summit Township (“Summit”) do not oppose the Settlement.



Finally, the Briefing Order permits the Joint Petitioners to file Joint Proposed Findings of
Fact, Proposed Conclusions of Law, and Proposed Ordering Paragraphs. Joint Proposed
Findings of Fact, Proposed Conclusions of Law, and Proposed Ordering Paragraphs can be found

at Attachments 6-8 of the Settlement.

II. THE SETTLEMENT IS IN THE PUBLIC INTEREST

A. Introduction

The instant Settlement pertains to the application (the “Application”) filed by PAWC
pursuant to Sections 507, 1102(a), 1103 and 1329 of the Pennsylvania Public Utility Code
(“Code™), 66 Pa. C.S.§§ 507, 1102(a), 1103 and 1329, requesting (among other things) that the
Commission issue Certificates of Public Convenience for the transfer to PAWC, by sale, of
substantially all of the assets, properties and rights related to the wastewater collection and
treatment system (the “System”) owned and operated by BASA (the “Transaction™), and to set
the fair market value of the acquisition for rate-base ratemaking purposes.

The Joint Petitioners have agreed to a settlement of all issues in this proceeding.
Commission policy promotes settlements. See 52 Pa. Code § 5.231. Settlements lessen the time
and expense that the parties must expend litigating a case and, at the same time, conserve
precious administrative resources. The Commission has indicated that settlement results are
often preferable to those achieved at the conclusion of a fully-litigated proceeding. See 52 Pa.
Code § 69.401. In order to accept a settlement, the Commission must determine that the
proposed terms and conditions are in the public interest. Pa. Pub. Util. Comm’n v. York Water
Co., Docket No. R-00049165 (Order entered Oct. 4, 2004); Pa. Pub. Util. Comm’n v. C.S. Water

and Sewer Assocs., 74 Pa. P.U.C. 767 (1991).



As an initial matter, the fact that the Settlement resolves all issues raised by all parties is,
in and of itself, strong evidence that the Settlement is reasonable and in the public interest,
particularly given the diverse interests of the Joint Petitioners and the active roles that each has
taken in this proceeding. The Settlement was achieved through the hard work and perseverance
of the Joint Petitioners. They have repeatedly demonstrated their good faith and willingness to
cooperate to resolve this case within the six-month deadline mandated by the General Assembly
in Section 1329 of the Code, 66 Pa. C.S. § 1329.

It should be noted that the Joint Petitioners, their counsel and experts have considerable
experience in acquisition proceedings. Their knowledge, experience and ability to evaluate the
strengths and weaknesses of their litigation positions provided a strong base upon which to build
a consensus on the issues. The Joint Petitioners, their counsel and experts fully explored the
issues in this case.

The Settlement reflects a carefully balanced compromise of the interests of the Joint
Petitioners and satisfies the various requirements of the Code. The Settlement is in the best
interest of BASA and its existing customers, PAWC and its existing customers, and the public-
at-large. It is in the public interest and, accordingly, should be approved.

B. Approval of the Application
1. PAWC is Legally, Technically and Financially Fit

The Settlement asks that the Commission approve the Application. Settlement ¥ 15.
Pursuant to Section 1103 of the Code, 66 Pa. C.S. § 1103, PAWC must demonstrate that it is
technically, financially, and legally fit to own and operate the System. Seaboard Tank Lines,
Inc. v. Pa. Pub. Util. Comm’n, 502 A.2d 762, 764 (Pa. Cmwlth. 1985); Warminster Township
Mun. Auth. v. Pa. Pub. Util. Comm’n, 138 A.2d 240, 243 (Pa. Super. 1958). As a certificated

public utility, PAWC enjoys a rebuttable presumption that it possesses the requisite fitness.



South Hills Movers, Inc. v. Pa. Pub. Util. Comm’n, 601 A.2d 1308, 1310 (Pa. CmwIth. 1992).
Although no party challenged PAWC’s fitness, PAWC introduced extensive evidence
demonstrating its technical, legal and financial fitness.

With respect to technical fitness, PAWC is the Commonwealth’s largest water and
wastewater provider. As of January 31, 2023, PAWC furnished wastewater service to
approximately 97,305 residential, commercial, industrial, municipal and bulk customers in
Pennsylvania. As of January 31, 2023, PAWC furnished water service to approximately 679,777
customers in Pennsylvania. PAWC Amended St. No. 1 pp. 15-16. PAWC furnishes service to
more than 417 communities in 37 counties, serving a combined population in excess of
2,300,000. PAWC Amended St. No. 1 p. 15.

PAWC employs about 1,150 professionals with expertise in all areas of water and
wastewater utility operations. In addition, as a subsidiary of American Water Works Company,
Inc. (“American Water”), PAWC has available to it additional highly-trained professionals with
expertise in specialized areas. PAWC Amended St. No. 2 p. 19. PAWC has an ongoing
program of capital investment focused on systematically replacing and adding new pipes and
infrastructure. PAWC has funded more than $1 billion in infrastructure investment in the past
five years. PAWC Amended St. No. 2 p. 11.

PAWC 1is experienced in water and wastewater system acquisitions with public and
private sector owners and successfully integrating those assets into its business operations. In
fact, PAWC is often called upon by the Commission to step in and resolve troubled water and
wastewater systems. PAWC has demonstrated its ability to improve troubled municipal

wastewater systems following acquisition through improving operational efficiencies, fostering a



proactive environmental compliance culture in the local workforce, and investing capital to
replace and renew assets. PAWC St. No. 1, pp. 22-23; PAWC St. No. 2 pp. 19-20.

With respect to legal fitness, PAWC has had no material issues in complying with the
Code, the Clean Streams Law, or other regulatory requirements. PAWC Amended St. 2 p. 21.
There are no pending legal proceedings that would suggest that PAWC is not legally fit to
provide wastewater service to System customers. PAWC Amended St. No. 1 p. 21.

With respect to financial fitness, PAWC had total assets of approximately $5.9 billion as
of December 31, 2021. In addition, PAWC had a net income of approximately $228.7 million
for the 12 months ending December 31, 2021. PAWC Amended St. No. 1 p. 22. In addition to
positive operating cash flows, PAWC may obtain financing through a $400 million line of credit,

long term debt financing, and equity investments. PAWC St. No. 3 p. 4.

2 The  Transaction  Affirmatively Promotes the  Service,
Accommodation, Convenience or Safety of the Public in Some
Substantial Way

In addition to demonstrating fitness, PAWC must demonstrate that the Transaction and
PAWC’s ownership/operation of the System will “affirmatively promote the service,
accommodation, convenience, or safety of the public in some substantial way.” City of York v.
Pa. Pub. Util. Comm’n, 449 Pa. 136, 151, 295 A.2d 825, 828 (1972). An acquisition provides an
affirmative benefit if the benefits of the transaction outweigh the adverse impacts of the
transaction. Application of CMV Sewage Co., Inc., 2008 Pa. PUC LEXIS 950. The affirmative
public benefit test is a “net benefits assessment.” Where there are known harms, the transaction
must have benefits that differ substantially from the benefits already being provided by the
existing system operator to support approving the transaction. Cicero v. Pa. Pub. Util Comm’n,
910 C.D. 2022 (Pa. Cmwlth. 2023). When looking at the benefits and detriments of a

transaction, the focus of the analysis must be on all affected parties, not merely a particular group



or a particular geographic area. Middletown Township v. Pa. Pub. Util. Comm’n, 85 Pa.
Cmwlth. 191, 482 A.2d 674 (1984).

For the reasons discussed below, the Transaction, as modified by the Settlement, benefits
all of the stakeholder groups impacted by the Transaction: the public-at large; BASA, the City
and the Township; surrounding municipalities; the existing customers of BASA; and the existing
customers of PAWC.

a. The Transaction Benefits the Public-at-Large

The Transaction benefits members of the public-at-large (all residents of the
Commonwealth, whether or not they are customers of BASA or PAWC) in that the Transaction
promotes the Commission’s policy favoring regionalization and consolidation of water and
wastewater systems. 52 Pa. Code § 69.721(a). In part, the Transaction accomplishes this
objective because PAWC will provide both water and wastewater services to BASA’s customers.
PAWC Amended St. No. 1 p. 20. In addition, the Transaction benefits members of the public-at-
large by promoting the Legislature’s policy goals when it enacted Section 1329, which sought to
facilitate the acquisition of municipal and authority-owned wastewater systems by investor-
owned utilities for the benefit of the municipal corporation and its residents. PAWC St. No. 1 p.
21,

The Transaction also benefits the public-at-large due to its environmental benefits. The
Environmental Rights Amendment, PA. CONST. art. I, § 27, states: “The people have a right to
clean air, pure water, and to the preservation of the natural, scenic, historic and esthetic values of
the environment.” The Commission must consider environmental impacts when adjudicating
cases. Township of Marple v. Pa. Pub. Util Comm’n, 319 C.D. 2022 (Pa. Cmwlth. 2023).

The System has a long history of environmental challenges. Most of these environmental

challenges relate to sewer system overflows (“SSOs”) caused by the high level of inflow and



infiltration (“I/I”’) from defects and aging infrastructure in the collection system. PAWC St. No.
2 p. 13. BASA is currently subject to a 2019 Corrective Action Plan (“CAP”) with the
Pennsylvania Department of Environmental Protection (“PADEP”). The approved 2019 CAP
requires sewer rehabilitation repairs in two subareas of the collection system, the replacement of
six sewage pump stations, and a restriction on new sewer connections in these areas. PAWC St.
No. 2 pp. 14-15; BASA St. No. 1 p. 6.

All work on the 2019 CAP was to be completed by June 30, 2024. BASA submitted a
revised 2019 CAP to PADEP on October 13, 2020 requesting an extension of the completion
date to December 31, 2025. PADEP approved this revised 2019 CAP and deadline on February
22,2021. BASA submitted a second revision to the 2019 CAP on May 18, 2022, and amended
the proposed revision on May 31, 2022. This second revision requested a further extension of
the completion deadline to August 31, 2026. PADEP approved this second revision to the 2019
CAP and completion deadline on June 2, 2022. BASA is currently in the design and permitting
phases of the projects required under the approved 2019 CAP. PAWC St. No. 2 pp. 14-15;
BASA St. No. 1 p. 6.

By implementing the CAP, BASA uncovered several shortcomings in the System. As a
result, it has become evident that a comprehensive overhaul of the aging System is necessary.
For example, since 2018, the Authority has conducted 2,601 inspections to address illegal
connections and I&I through its Realty Transfer Inspection Program. Nearly forty percent (40%)
of these inspections failed and required a replacement lateral. BASA St. No. 1 pp. 6-7.

The BASA System continues to experience SSOs and hydraulic overloading in portions
of its collection system. From 2018 through November 10, 2022, the System received forty-six

notices of violations from PADEP for illegal SSO discharges. Each of these SSO discharges



resulted in raw sewage being discharged into the environment where it can come into contact
with humans, pets, and wildlife, or be detrimental to aquatic life. Raw sewage can contain
bacteria, viruses and parasites that are a direct threat to human health and the environment.
PAWC St. No. 2 p. 14; PAWC St. No. 2-R p. 6; BASA St. No. 1 p. 4.

If the Transaction is approved, PAWC will assume BASA’s responsibilities under the
2019 CAP to rebuild the existing infrastructure in order to eliminate the persistent SSOs. PAWC
St. No. 2 p. 16. PAWC has developed a five-year capital plan totaling $75.8 million that
includes the 2019 CAP projects, as well as numerous other projects that will: replace the
System’s aging infrastructure, replace targeted areas of the collection system components known
to have unacceptably high I/ and/or SSOs, make process improvements that will yield
environmental, safety and security benefits to customers and employees, and improve the
efficiency of operations. PAWC St. No. 2 p. 17.

From 2018 through 2021, PAWC has made capital investments in its wastewater systems
averaging $762 per year per customer connection. This is over three times the level of
investment made by BASA in its System for the same period, averaging $226 per year per
customer connection. PAWC St. 2 p. 20. BASA’s current rates appear to be so low that the
System cannot invest in reasonable and prudent maintenance and upkeep. PAWC St. 1-R p. 11.
”The five-year capital improvement plan proposed by PAWC includes $74.8 million in fixed
asset replacements, or approximately $15 million per year. This needed level of investment is 35
times the level of investment that BASA has averaged in the previous three years.” PAWC St.
No. 2-R pp. 3-4 (emphasis in original).

In addition, if the Transaction is approved, PAWC will use commercially reasonable

efforts to develop a pilot program for a customer-owned damaged wastewater service lateral



replacement program, and then petition the Commission for approval of that pilot program.
PAWC St. No. 1 p. 14,

If the Transaction is not approved, BASA would need to significantly increase
customers’ rates. Even with a significant rate increase, BASA lacks the necessary skillset,
expertise, and project experience to complete the large scale, complex projects that are needed to
bring the System into compliance. BASA St. No. 1 p. 7. Even if BASA could complete the
2019 CAP on its own, BASA probably would only be able to deliver the projects required by the
2019 CAP due to their large investment of time, resources, and funding, leaving little left over to
address the numerous other issues in the System. PAWC St. No. 2 p. 11. BASA has
demonstrated a reactive approach to environmental compliance, rather than proactively
addressing the underlying problem of lack of regular infrastructure renewal and replacement.
PAWC Amended St. No. 2 p. 17.

It appears that BASA’s rates have been kept so low that the system could not invest in
reasonable and prudent maintenance and upkeep. PAWC St. No. 1-R p. 11. One witness at the
public input hearing testified that, in his opinion, the System has been neglected for many years.
He testified that rates have remained low at the expense of the maintenance of the System.
Transcript (“Tr.”) 107.

The record demonstrates that PAWC is better equipped than BASA to address the
System’s existing environmental challenges and to prevent future challenges as environmental
regulations become increasingly strict in the future. The Transaction therefore yields benefits for
the public-at-large that differ substantially from the benefits already being provided by the

existing system operator.



The record does not demonstrate any significant environmental or other detriments from
the Transaction to the public-at-large. Consequently, the net benefits of the Transaction
outweigh the net detriments to this stakeholder group.

b. The Transaction Benefits BASA, the City and the Township

The Transaction also benefits BASA (the seller of the System), as well as the City and
the Township (the incorporators of BASA). The Transaction accomplishes the will of the
municipal officials who worked hard over many months to consider the advantages and
disadvantages of BASA’s continued ownership of the System. Throughout the sale process, the
interests and concerns of the residents and all customers of the System served as the primary
focus for officials from BASA, the Township and the City. Those officials determined that the
substantial costs that will be necessary in the near future to keep the System up and running
efficiently were too great for BASA to handle and will be better addressed by a larger, more
experienced public utility. Township St. No. 1 pp. 4-5; City St. No. 1 p. 5. The public was kept
apprised of developments throughout the sale process by a thorough public awareness campaign.
Township St. No. 1 pp. 6-7; City St. p. 7.

One purpose of selling the System was to engage an industry expert to improve the aging
System while maintaining reliable wastewater service and managing the inevitable rate increases
due to the necessary investment. City St. No. 1 p. 8; Township St. No 1 p. 9. Another purpose
was to provide an opportunity for local economic development as a result of an improved and
compliant System. Township St. No. 1 p. 8; City St. No. 1 p. 8. The Transaction achieves these
objectives by selling the System to the largest water/wastewater utility in the Commonwealth,
who has made a commitment to improve the System and bring it into compliance with

environmental laws and regulations.
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The primary benefit for BASA is that BASA will use the proceeds of the sale to pay off

its existing debt (approximately $40.6 million), saving thousands of dollars in interest payments.

BASA St. No. 1 p. 7. BASA then will be dissolved. City St. No. 1 p. 9.

The Transaction has numerous benefits for the City and the Township. These include:

The City and the Township will receive the balance of the proceeds of the sale. This
influx of cash will give the City and the Township financial flexibility in future years
without increasing residents’ taxes, and will provide a security blanket to weather
emergencies. City St. No. 1 p. 9; Township St. No. 1 p. 9. The infusion of capital
from the sale will have a transformative impact on the local economy. Tr. 153.

The System will become subject to tax. Center St. No. 1 p. 6; PAWC St. No. 1-R p.
10.

An improved and compliant System will promote economic development, Township
St. No. 1 p. 8; City St. No. 1 p. 8, Tr. 181, 189-190, further increasing tax revenues.
Since PAWC will provide both water and wastewater services, projects can be
coordinated, reducing the number of street openings and lessening inconvenience to
the public. Township St. No. 1 p. 13; City St. No. 1 p. 13; PAWC St. No. 2-SR p. 5.
PAWC will retain all active personnel currently employed by BASA in operating the
System with substantially similar retirement and health benefits. This was a critical
requirement for the Township and the City. City St. No. 1 p. 13; Township St. No. 1
p. 12.

PAWC will maintain an operations center at BASA’s current headquarters for at least
ten years, consisting of various managers, customer service representatives, and
operators. Township St. No. 1 p. 12; City St. No. 1 p. 13.

PAWC will award contracts for development projects to local Butler County-based
contractors, to the extent it is feasible and at a reasonable cost to ratepayers.
Township St. No. 1 p. 12; City St. No. 1 p. 10.

The record does not demonstrate that the Transaction will have any significant detriments

for BASA, the City or the Township. Balancing the benefits and the detriments of the

Transaction to BASA, the City and the Township, it is clear that the benefits outweigh the

detriments for this stakeholder group. While the residents of the City and the Township who are

customers of BASA may see an increase in their wastewater rates, a portion of those increases

would have occurred even absent the Transaction. To the extent the Transaction causes

additional rate increases, those increases are offset by the other benefits that they will experience
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as a result of the Transaction, including the mitigation of potential tax increases. See Section

I1.B.2.d, below.

c. The Transaction Benefits Other Municipalities in the Butler
Area

Municipalities surrounding the City and the Township, such as Center and Summit, will
not receive any of the proceeds from the sale of the System. Nevertheless, they will benefit from
the Transaction.”? BASA owns property in surrounding municipalities, including Center and
Summit. PAWC St. No. 2-R p. 7. Because the Transaction will make the System subject to tax,
tax revenues will increase for these municipalities.

Additionally, having an improved and compliant System will promote economic
development in other municipalities in the Butler area. Township St. No. 1 p. 8; City St. No. 1 p.
8. Improved economic development will directly benefit the residents of these communities. It
will also have indirect benefits (such as increasing local tax revenues, allowing local
governments to keep taxes stable in the future). For example, a portion of the System in Center
is currently subject to restrictions on connections. Although BASA received approval for a
limited number of taps in this area, if there had been plans for significant new growth and
development in these areas of the township, those plans might have been thwarted by the lack of
capacity and poor condition of the sewer assets. PAWC St. No. 2-SR p. 3. By improving the
condition of the System, the restrictions on connections can be removed and economic growth in

the area can improve.

2 Center and Summit initially opposed the Transaction, in part, because they would not receive any of the proceeds
of the sale. See, e.g., Summit St. No. 1 p. 5. The BASA Parties moved to strike this testimony on the grounds that
the Commission lacks jurisdiction over this claim. This motion was withdrawn when the parties reached a
unanimous settlement. Center and Summit also initially opposed the Transaction, in part, due to concerns about the
rate impacts on BASA’s customers in Center and Summit. To the extent that residents of Center and Summit are
customers of BASA, the benefits/detriments of the Transaction are discussed in Section I1.B.2.d., below.
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The record thus demonstrates that the Transaction, as modified by the Settlement, has
benefits for other municipalities in the Butler area (such as Center and Summit). The record
does not demonstrate that the Transaction, as modified by the Settlement, will have any
significant detrimental impacts on other municipalities in the Butler area. Consequently, the
record demonstrates that the Transaction’s benefits outweigh the costs for this stakeholder group.

d. The Benefits of the Transaction Outweigh the Detriments for
BASA’s Existing Customers

The Transaction, as modified by the Settlement, has benefits for BASA’s existing
customers that outweigh the detriments. First, BASA’s customers enjoy the same benefits from
the Transaction as do other members of the public-at-large. These benefits include, but are not
limited to, promoting the right of all Pennsylvanians to a clean environment. As discussed
above, the benefits of the Transaction outweigh the detriments for the public-at-large.

Second, if the Transaction is approved, BASA’s customers will enjoy many of the same
benefits from the Settlement as will other PAWC customers. These benefits are discussed
further in Section I1.B.2.e., below, but they include:

e PAWC will use a rate base of $228,000,000 for the System, rather than the initial
purchase price of $231,500,000 or the average of the two fair market value appraisals
($239,303,632). Settlement 9§ 21.

e PAWC will increase the eligibility for hardship grants from 200% to 250% of Federal
Poverty Income Guidelines. Settlement § 35.

e PAWC will contribute $700,000 annually to the Company’s hardship grant program
for five years following closing on the Transaction (“Closing”), for a total
contribution of $3,500,000. This contribution will be in addition to any existing
commitments, and any commitments made in a future base rate case. Settlement
1 36.

e PAWC will implement a formal program for payment arrangements for commercial
customers. Settlement 9 39.

e The Transaction will cause economies of scale because PAWC’s size allows it to
(a) procure pipe at 37% below the market index for assets of that type, (b) purchase
light duty vehicles at about 13% below dealer invoice for new vehicles; (c) acquire
chemicals at approximately 20% below the current market index; and (d) purchase
natural gas at about 10% below the market price. In addition, since PAWC is the
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water provider in the area, it can use equipment (such as backhoes, emergency
generators, and portable pumps) for both water and wastewater operations, whereas
Butler had to rent that equipment for its System, as necessary. Tr. 299-300.

Significantly, these benefits of the Transaction, as modified by the Settlement, could not
be achieved through litigation. The Commission is a creation of the General Assembly, and only
has the authority that the Legislature has given it, explicitly or implicitly. Feingold v. Bell Tel.
Co. of Pa., 383 A.2d 791, 794 (Pa. 1977). The Commission could not order these results in the
absence of a settlement. For example, the Commission could not require PAWC to use a rate
base for the System that is less than both the purchase price and the average of the two fair
market value appraisals. By way of further example, the Commission cannot direct a public
utility to make involuntary, nonrecoverable charitable contributions (such as PAWC’s hardship
fund contributions). See generally 66 Pa. C.S. § 319(a)(10) (“Code of ethics™) (prohibiting
Administrative Law Judges and Commissioners from soliciting charitable contributions).

Third, BASA’s existing customers will receive unique benefits from the Transaction, as
modified by the Settlement, that are not enjoyed by other stakeholder groups. These include:

e BASA does not currently have any customer assistance programs, but PAWC does.
PAWC St. No. 2-SR p. 8. If the Transaction, as modified by the Settlement, is
approved, many BASA customers who cannot currently receive assistance will be
eligible to do so.

e Following Closing, PAWC will automatically enroll any BASA wastewater
customers, who are PAWC water customers enrolled in PAWC’s water low-income
programs, in PAWC’s wastewater low-income programs. Settlement § 32.

e In the first base rate case in which the System is included, PAWC will propose to
move the System to metered rates, which are more fair than flat rates, because
customers are billed based on their actual usage. PAWC St. No. 3 p. 7.

e After Closing, most BASA customers will have one provider for both water and
wastewater service. This means most BASA customers will receive one bill for both
water and wastewater services, providing customers with a more efficient payment
process for both services. It is easier for customers to call for service if they only
need to call one company for all of their water and sewer needs. It also means less
disruption from road cuts and other projects, because PAWC can coordinate water
and wastewater projects. Township St. No. 1 p. 13; City St. No. 1 p. 13; PAWC St.
No. 2-SR p. 5.
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e Wastewater service to BASA’s existing customers will become subject to the
regulatory oversight of the Commission. PAWC will be required to provide
adequate, efficient, safe and reliable service at just and reasonable rates. BASA has
no such regulatory oversight. If a BASA customer is dissatisfied with the service or
rates of BASA, the customer currently must seek redress in a court of common pleas.
PAWC St. No. 1 p. 18; PAWC St. No. 2 p. 39; PAWC St. No. 2-SR p. 6.

e The OCA, the OSBA, and I&E could serve as ombudsmen for BASA customers.
BASA customers currently have no such ombudsman. PAWC St. No. 2 pp. 40-41.

e After Closing, PAWC will conduct outreach activities to existing BASA customers to
inform them of PAWC’s customer-assistance programs. Settlement 9 32-34.

In this litigation, several parties argued that the rate impact of the Transaction would
outweigh all the benefits of the Transaction for BASA’s existing customers because, using the
methodology mandated by the Steelton Order,> PAWC estimated that rates for BASA customers
could increase by 94.4% in the first base rate case in which the System is included in PAWC’s
rate base. PAWC St. No. 3 pp. 13-14. Some witnesses made the same argument at the public
input hearings. See, e.g., Tr. 75. PAWC disagrees with this conclusion upon weighing the
benefits and detriments of the Transaction. Nevertheless, the Settlement clearly tips the scales in
favor of approving the Transaction — as demonstrated by the fact that the Settlement is
unanimous.

If the Transaction, as modified by the Settlement is approved, there will be no immediate
impact on the rates of BASA’s customers; PAWC will adopt BASA’s rates in effect at the time
of Closing and residents will not experience another increase for at least one year after Closing.
PAWC St. No. 3 p. 11. Moreover, in the first base rate case in which the System is included in
PAWC’s rate base, PAWC will propose to move the System to 1.4 times the current System rate

or PAWC’s proposed Rate Zone 1 system-average wastewater rates, whichever is lower, upon

the later of (a) the first anniversary of Closing or (b) January 1, 2025. Settlement 9 19(e). As a

2 Application of Pennsylvania-American Water Company Pursuant to Sections 1102 and 1329 of the Public Utility
Code for Approval of its Acquisition of the Water System Assets of the Steelton Borough Authority, Docket No. A-
2019-3006880 (Opinion and Order entered Oct. 3, 2019) (“Steelton Order”).
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result, the Settlement could reduce the Transaction’s rate impact for BASA customers by more
than one-half, consistent with the concept of gradualism — noting that actual rates will be set in a
future base rate case.

If the Transaction is not approved, in contrast, BASA will likely need to impose a
significant, abrupt rate increase to help fund capital projects.* City St. No. 1 p. 9; Township St.
No. 1 p. 8. In setting these new rates, BASA would not be subject to Commission oversight to
ensure that the rates are just and reasonable. PAWC St. No. 1-R p. 12. Even with a significant
rate increase, BASA lacks the necessary skillset, expertise, and project experience to complete
the large scale, complex projects that are needed to bring the System into compliance with
environmental laws and regulations. BASA St. No. 1 p. 7.

Considering all of the above, if the ALJ and the Commission apply a net benefits
assessment — as they must, based on the Commonwealth Court’s recent decision in Cicero, supra
— the benefits of the Transaction, as modified by the Settlement, clearly outweigh the detriments
to BASA’s existing customers.

e. The Benefits of the Transaction Outweigh the Detriments for
PAWC’s Existing Customers

The Transaction, as modified by the Settlement, benefits PAWC’s existing customers in
the same way that it benefits all other members of the public-at-large. These benefits include,
but are not limited to, promoting the right of all Pennsylvanians to a clean environment. As
discussed above, the benefits of the Transaction outweigh the detriments for the public-at-large.

In addition, the Transaction, as modified by the Settlement, has specific benefits for
PAWC’s existing wastewater customers. One such benefit is the addition of approximately

14,792 customers. PAWC St. No. 1 p. 16. Expanding PAWC’s customer base benefits PAWC’s

4 One witness at the public input hearing testified that he believed the rate increases would be greater if the System
remains with BASA rather than being sold to PAWC. Tr. 108, 110.
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existing customers in the long term because it promotes long-term rate stability across the entire
PAWC system. Existing customers who require improvements in their area in the future will
benefit because the cost of those improvements will be spread among more customers —
including the former BASA customers. This benefit will occur for different existing PAWC
customers at different times. It may not occur for all existing PAWC customers in the near term,
but it will surely happen over the long term. Increasing the total number of PAWC’s customers
helps avoid spikes in the cost of service, as can occur in small systems. Being able to spread the
costs of investing in and maintaining public wastewater systems over a growing customer base is
essential to maintaining reasonable rates for all customers over the long term. PAWC St. 1-SR
pp. 14-15.

Consistent with Section 1329, the Application asked the Commission to approve the
collection of a Distribution System Improvement Charge (“DSIC”) related to the System before
the first base rate case in which the System plant-in-service is incorporated into rate base.
Application, 2 and 17. In the Settlement, the Joint Petitioners agreed that PAWC will not
include System-related investments in its DSIC until PAWC collects a DSIC from System
customers. Settlement §24. This provision benefits PAWC’s existing customers by ensuring
that they do not have to pay all the costs of improving the System.

PAWC, however, cannot include the System in its DSIC until certain conditions are met.
The only condition that has yet to be satisfied is for PAWC to file a compliance tariff
incorporating the System into PAWC’s DSIC tariff after Closing. See also Section ILF., below.
The Settlement contains a deadline for PAWC to file this tariff. Settlement §25. “Having the

acquired customers pay a DSIC is one small way in which PAWC’s existing customers can
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receive a short-term benefit from the acquisition — by spreading the costs recovered through the
DSIC over a larger customer base.” OCA St. No. 1 p. 26.

In this litigation, several parties initially argued that the rate impact of the Transaction
would outweigh all of the benefits of the Transaction for PAWC’s existing customers because
PAWC estimated that: (a) rates for PAWC’s existing wastewater customers could increase by
7% 1in the first base rate case in which the System is included in PAWC’s rate base, and (b) rates
for PAWC’s existing water customers could increase by 0.8% in the first base rate case in which
the System is included in PAWC’s rate base. PAWC St. No. 3 p. 15. PAWC disagrees with this
conclusion upon weighing the benefits and detriments of the Transaction. Nevertheless, the
Settlement clearly tips the scales in favor of approving the Transaction — as demonstrated by the
fact that the Settlement is unanimous.

In the Settlement, the Petitioners agree that PAWC should use $228,000,000 as the rate
base addition for the System, rather than the initial $231,500,000 purchase price or the
$239,303,632 average of the two fair market value appraisals. Settlement §21. This provision
will reduce the financial impact of the acquisition on all PAWC customers in future rate cases.

PAWC’s existing customers will also benefit from the expansion of eligibility for
PAWC’s low-income customer assistance programs, Settlement 9 35, and PAWC’s contribution
of $3,500,000 to its hardship grant program during the first five years after Closing, Settlement
936. These provisions will allow many additional existing residential customers to receive
assistance in paying their utility bills. Similarly, PAWC’s existing commercial customers will
benefit from the Settlement provision requiring PAWC to implement a formal program for

payment arrangements for commercial customers. Settlement 9 39.
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The Transaction will have no immediate impact rate impact on PAWC’s existing
customers. PAWC Amended St. 1 p. 19. Any future rate impact will be determined by the
Commission in future rate cases, based on the requirement that rates be just and reasonable. 66
Pa. C.S. § 1301. Additionally, the Transaction will have no impact at all on PAWC’s existing
water customers unless the Commission finds that it is in the public interest to allocate a portion
of the wastewater revenue requirement to the water customer base. 66 Pa. C.S. § 1311(c).

For all of the above reasons, PAWC respectfully submits that the benefits of the
Transaction, as modified by the Settlement, outweigh the detriments to this stakeholder group.

f. Conclusion: The Transaction, as Modified by the Settlement,

Affirmatively Promotes the Service, Accommodation,
Convenience or Safety of the Public in Some Substantial Way

As stated above, the “public benefit test” is a net benefits assessment. The “public
benefit test” also requires the Commission to consider the impact of the Transaction on all
affected stakeholders. As discussed above, based on the facts of record in this case, the
Transaction, as modified by the Settlement, has benefits that outweigh the detriments for each
affected stakeholder group. These benefits differ substantially from the benefits already being
provided by BASA. Consequently, the ALJ should recommend, and the Commission should
find, that the Transaction, as modified by the Settlement, satisfies the “public benefit test.”

C. Tariff and Rates

The Application, as modified by the Settlement, is in the public interest because it is
consistent with 66 Pa. C.S. § 1329(d)(1)(v), which requires PAWC to charge rates after Closing
that are equal to the selling utility’s existing rates. BASA St. No. 1 p. 10; PAWC St. No. 3 pp. 8-
9. For example, PAWC will assume an agreement that provides for free service to the Veterans
Administration Hospital Reservation in Butler (the “VA Hospital”), PAWC St. No. 3 pp. 8-9,

immediately after Closing. However, in the first base rate proceeding that includes the System,

19



PAWC will propose cost-of-service based rates for wastewater service to all entities it serves in
the System, including the VA Hospital. Settlement § 17.

This approach is consistent with the Commission’s recent decision regarding Aqua
Pennsylvania, Inc.’s application to acquire the water system assets of the Borough of
Shenandoah, Docket No. A-2022-3034143, at pages 42-43. In that case, the Commission
reconciled Section 1329 with Section 1304 (prohibiting discrimination in rates) by approving a
settlement provision allowing an acquiring utility to continue the selling utility’s practice of not
charging certain customers for service, but requiring the acquiring utility to propose a rate for
service to those customers in the first base rate case in which that system would be included.

Additionally, the Application, as modified by the Settlement, is in the public interest
because the Settlement limits the rate increase that PAWC will propose for BASA customers in
the first base rate case in which the System is included. The customer notice that was distributed
when the Application was filed with the Commission stated that PAWC estimated that rates for
BASA customers could increase by 94.4% in the first base rate case in which the System is
included. PAWC St. No. 3 p. 13-14. In contrast, the Settlement provides that, in the first base
rate case that includes the System, PAWC will propose to move the System to 1.4 times the
current System rate or PAWC’s proposed Rate Zone 1 system-average wastewater rates,
whichever is lower. Settlement 4 19(e). This provision is reasonable and in the public interest
because it could reduce the Transaction’s rate impact for BASA customers by more than one-
half. This provision is also reasonable and in the public interest, considering that rates would
increase significantly even in the absence of the Transaction.

The Settlement also includes a number of other provisions regarding the first base rate

case in which the System is included. For example, if PAWC proposes a different effective date
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for new rates for BASA customers beyond the effective date of new rates for other customers,
PAWC will calculate its proof of revenue as if the BASA customers were paying proposed rates
without any delay to the effective date. Settlement § 19(d). This provision reflects the OCA’s
litigation position, which argued that existing ratepayers should not be required to fund a rate
freeze. OCA St. NO. 1 p. 31. This provision provides further proof that the Settlement is
reasonable and in the public interest because it represents a carefully balanced compromise of the
parties’ respective positions.

In addition, the Settlement permits PAWC to agree to rates other than those proposed for
System customers in the context of a settlement of a base rate case. Settlement § 19(f). It also
permits any Joint Petitioner to assert any position or raise any issue in a future PAWC base rate
proceeding. Further, the Settlement expressly recognizes the Commission’s ultimate authority to
set “just and reasonable” rates. Id. §19(g). These provisions are consistent with the Code,
consistent with previous Commission decisions in Section 1329 proceedings, and represent a
reasonable compromise among the Joint Petitioners. They are in the public interest and should
be approved by the Commission.

D. Industrial Pretreatment Program Fees

After Closing, System customers will be subject to PAWC’s prevailing wastewater tariff
on file with the Commission with respect to all charges other than base rates (such as capacity
reservation fees and reconnection fees) as well as non-rate related terms and conditions of
service. PAWC St. No. 3 p. 7.

With respect to fees for the System’s Industrial Pretreatment Program (“IPP”), PAWC’s
original pro forma tariff proposed that, after Closing, BASA customers would be subject to the
IPP charges in PAWC’s prevailing wastewater tariff on file with the Commission because those

fees are miscellaneous fees and charges rather than base rates. PAWC St. No. 3-S pp. 3-4.
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During its Application Completeness review, staff from the Bureau of Technical Utility Services
(“TUS”) insisted that PAWC revise its tariff, inter alia, to charge the same IPP fees that BASA
charged. PAWC St. No. 3-S p. 3. PAWC explained that pretreatment fees are miscellaneous
fees and charges associated with PAWC’s IPP, which recover actual costs incurred by PAWC in
treating industrial wastewater. Nevertheless, PAWC provided a revised pro forma tariff at
Appendix A-12.1 to reflect the changes requested by TUS. This pro forma tariff did not
supersede PAWC’s original filing. PAWC St. No. 3-S pp. 3-4.

In order to comply with TUS’s demands, so that TUS would find the Application
administratively complete, PAWC subsequently filed the Second Amended Appendix A-12.
This pro forma tariff replaced the originally filed pro forma tariff. PAWC St. No. 3-S p. 4.
PAWC made clear, however, that it believed the IPP fees contained in the Second Amended
Appendix A-12 should not be adopted. PAWC St. No. 3-Sp. 1.

In the Settlement, the Joint Petitioners agree that PAWC should be allowed to incorporate
BASA industrial customers into PAWC’s existing IPP tariff, consistent with the original pro
Jforma tariff. Customers whose bills may increase due to changes in the IPP fees were provided
with notice of anticipated bill impacts in this proceeding. Tr. 283. IPP tariffed fees will be
adjusted in the context of future PAWC base rate proceedings. Settlement 420. These
provisions are reasonable and in the public interest, and should be adopted, because Section 1329
does not require an acquiring utility to adopt the miscellaneous fees of the selling utility. As the
Joint Petitioners agree in Paragraph 20 of the Settlement:

IPP fees are miscellaneous fees that may be applied to acquired customers, rather

than existing rates that must be adopted by the acquiring utility pursuant to

Section 1329(d)(v). IPP fees are intended to cover costs associated with a

comprehensive enforcement program to ensure that industrial wastewater is

properly pretreated in order to protect the integrity of the System and the
environment, and to ensure that the costs are allocated to the cost causers (not
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other ratepayers). Without imposition of the IPP fees, industrial customers would
have no meaningful incentive to pretreat their wastewater.

“Rates” apply for water or wastewater service that is provided to the customer. “Rates”
generally consist of a fixed charge that covers monthly fixed fees and a volumetric charge, which
is based on the amount of the customer’s usage. “Rates” are set based on the Company’s
revenue requirement in order to recover fixed costs, expenses, return on equity, interest on debt,
taxes, and other costs. Tr. 285; PAWC St. No. 3-S p. 5.

IPP “fees” are not “rates;” they are “fees” for a specific purpose — they recover actual
costs incurred by PAWC in treating industrial wastewater through its IPP. PAWC St. No. 3-S
pp. 1-2, 3. IPP “fees” are developed based on the cost of service for the particular facilities
where PAWC has an IPP. PAWC assesses the total cost of treatment at the wastewater treatment
plant and then apportions the costs to the unit processes used to treat conventional sewage
pollutants (such as total suspended solids). The surcharge fees are then incorporated into the IPP
and apply equally to all permitted industrial users. To the extent that any particular industrial
user’s discharge contains levels of these conventional pollutants above that of domestic sewage,
the user will be assessed a “fee” for the excess amount of pollutants it actually contributes to the
wastewater treatment plant. In this manner, each user is appropriately charged for the additional
costs incurred by the plant to treat its higher strength wastewater, and those costs are not borne
by the other users of the system. PAWC St. No. 2-S pp. 2-3; Tr. 293.

In previous Section 1329 acquisitions, PAWC adopted the IPP “fees” that were charged
by the seller. Until PAWC’s most recent base rate case, PAWC did not have one set of IPP
“fees” that applied across its system; IPP “fees” were specific to each area. Those “fees,”

however, were consolidated across the PAWC system in its most recent base rate case. The
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Company’s position is that [PP “fees” are miscellaneous fees, rather than “rates” under Section

1329. Tr. 281,
E. Fair Market Value for Ratemaking Rate Base Purposes

PAWC and BASA agreed to use the procedure set forth in Section 1329 for the
Transaction. Section 1329 created a voluntary procedure for valuing a water or wastewater
system being sold by a municipality or municipal authority to a public utility or other entity. In
that procedure, the buyer and the seller each obtain an appraisal of the system by a Commission-
approved utility valuation expert (“UVE”). The ratemaking rate base of the selling utility is the
lesser of: (1) the purchase price agreed-to by the parties, or (2) the fair market value of the
selling utility (defined as the average of the two UVEs’ appraisals). The ratemaking rate base of
the selling utility is then incorporated into the rate base of the acquiring public utility during the
acquiring public utility’s next base rate case.

In this case, the purchase price ($231,500,000) is lower than the average of the two UVE
appraisals ($246,178,265 + $232,429,000/2 = $239,303,632).° Nevertheless, the Settlement
provides that PAWC will use $228,000,000 for ratemaking rate base purposes for the acquired
system. Settlement §21. The Joint Petitioners fully and thoroughly evaluated the UVEs’
appraisals through discovery, testimony, and exhibits. The agreed-upon ratemaking rate base of
$228,000,000 is a compromise that is supported by substantial record evidence. This
compromise is in the public interest because it results in lower rates in the future for all PAWC
customers, including but not limited to BASA’s current customers.

In reaching this agreement on the ratemaking rate base, the Joint Petitioners fully took
into account the rate impact of the Transaction as required by McCloskey v. Pa. Pub. Util.

Comm’n, 195 A.3d 1055 (Pa. Cmwlth. 2018), pet. for alloc. denied, 207 A.3d 290 (Pa. 2019)

> PAWC and BASA have agreed to reduce the purchase price for the System to $230,000,000. Settlement § 23.
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(“New Garden”). Even considering the rate impact of the Transaction, the Transaction has an
affirmative public benefit of a substantial nature. See, Section I1.A.2., supra.

Furthermore, approving the Transaction, as modified by the Settlement, is in the public
interest because it furthers the legislative intent behind Section 1329. First, the Settlement
allows a municipal authority desiring to monetize an asset for fair market value to do so.
Second, by establishing a rate base for the System that is greater than what would have been
allowed using traditional ratemaking principles, PAWC is willing to enter into the Transaction at
the purchase price at which BASA is willing to sell. Section 1329 would be ineffective if a
willing seller would be unable to find a willing buyer. Finally, the Settlement allows the parties
to the Transaction to obtain the necessary Commission approval in a timely manner — while
protecting the existing customers of the acquiring public utility. The Joint Petitioners’ negotiated
result is in the public interest and should be approved by the ALJ and the Commission.

F. DSIC

Consistent with Section 1329, the Application requested permission for PAWC to collect
a DSIC prior to the first base rate case in which the System’s plant-in-service is incorporated into
PAWC’s rate base. Application 2, 17, 42. The Commission has already approved an
amended wastewater Long Term Infrastructure Improvement Plan (“LTIIP”) for PAWC that
includes the System. Petition of Pennsylvania-American Water Company — Wastewater Division
for Approval of its Second Long-Term Infrastructure Improvement Plan, Docket No. P-2023-
3038874 (Opinion and Order entered June 15, 2023).

The Transaction, as modified by the Settlement, is in the public interest because the
Settlement includes consumer safeguards. First, the Settlement prohibits PAWC from including
System-related investments in its DSIC until it collects the DSIC from System customers.

Settlement 4 24. This protects existing PAWC customers from fully funding System-related
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improvements; BASA customers will need to help pay for those improvements. Second, the
Settlement prohibits PAWC from collecting a DSIC from System customers until PAWC files a
compliance tariff supplement that incorporates the System into PAWC’s DSIC tariff. Id. Third,
the Settlement establishes a deadline for PAWC to file that compliance tariff supplement.
Settlement 9 24. The Transaction, as modified by the DSIC provisions in the Settlement, is
reasonable and in the public interest. Therefore, it should be approved.

G. Claims for Allowance for Funds Used During Construction (“AFUDC”) and
Deferred Depreciation

Section 1329(f)(1) of the Code, 66 Pa. C.S. § 1329(f)(1), permits an acquiring public
utility to accrue AFUDC on post-acquisition improvements that are not included in a DSIC, from
the date the cost was incurred until the earlier of the following <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>