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THE GENERAL ASSEMBLY OF PENNSYLVANIA

HOUSE BILL
No. 1320 *%%°

INTRODUCED BY GODSHALL, MILLARD, PICKETT, ROZZI, HARHART,
KILLION, MURT, DAVIS, EVANKOVICH, SAINATO, P. DALEY, KORTZ,
LONGIETTI, QUIGLEY, KAMPF, SNYDER AND TOEPEL, JUNE 11, 2015

AS AMENDED ON SECOND CONSIDERATION, HOUSE OF REPRESENTATIVES,
OCTOBER 19, 2015
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AN ACT

Amending Title 66 (Public Utilities) of the Pennsylvania
Consolidated Statutes, in rates and distribution systems,
providing for valuation of acquired water and wastewater
systems for ratemaking purposes.

The General Assembly of the Commonwealth of Pennsylvania
hereby enacts as follows:
Seetteonr—3—Fitle—6t6—of+thePennsyivania—ttonsolidated— <=--




2

3

4

5

6

7

8

9

10

11 contracts

12 tbr—Utitityv—vatuation—experts——

13 H—TFhe—utitity—valvation—expertsreguired—under—

14 Subsection—{a)—oshaltbe-setected—~as—folttowst

15 tir—one——shalt—be—setected by —theacaguiring pubtie—
16 wEiEyr—and

17 {ii)—one—shattPbeselectedby—the seliingutititys
18 2 —TFhe—wtitityv—vatuation—experts—shatt—rots

19 tir—derive—anymaterial—financiat—benefitfrom—the—
20 sate—of—the—setting—utitity—other—than—fees—forservices—
21 renderedy—or

22 {iir—be—an—immediate—famitymember—of adirector;—
23 offiecer—or—emptoyee—ofeitherthe acoguiringpubiie—

24 gttty —or—setting—utitity—within—a—t2—monthperiod—of
25 the—date—of hire—toperforman—apprarsats

26 tS)—Feespord—to—wutitity—valuation—experts—may—be—

27

28

29 exceed—the—¢grester—ofe

30 i—thirey—thousand—dettarss—or

20150HB1326PN2396 -2 -



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

20150HB1326PN2396 -3 -



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

20150HB1326PN2396 -4 -



10

11

12

13

14

15

16

17

18

19

20

21

22

23

1"

24 LA, 3 3 a1 =2 N I AN 3 4= | 4=
AU T 1T T1TY | AT W s ) UC T T T T V. 31T LIT O C UL O WITCTTUL WA T T L \

25 wastewater—pubtie—uwtititysubiect—toregutationunder—this—+titte—

o6 £ d ok 1 > : . L 114

27

28

29

30

20150HB1326PN2396 -5 -



4 " 3 . 1]

10

11

12

13 +£ramssctieon—between—the buver—andseller—

14 " 3 3 3 ."

15 pubtiewtitityeandsettingutitityFfor—+the purpose—ofconductineg—

16 . ] . o 11 L1 i . .

17 fedr—mearket—vatuer
18 Section—2+—This—act—shatt—take effect—in66—days-
19 SECTION 1. TITLE 66 OF THE PENNSYLVANIA CONSOLIDATED <=--

20 STATUTES IS AMENDED BY ADDING A SECTION TO READ:

21 § 1329. VALUATION OF ACQUIRED WATER AND WASTEWATER SYSTEMS.

22 (A) PROCESS TO ESTABLISH FATIR MARKET VALUE OF SELLING

23 UTILITY.--UPON AGREEMENT BY BOTH THE ACQUIRING PUBLIC UTILITY OR

24 ENTITY AND THE SELLING UTILITY, THE FOLLOWING PROCEDURE SHALL BE

25 USED TO DETERMINE THE FATR MARKET VALUE OF THE SELLING UTILITY:

26 (1) THE COMMISSION WILIL, MAINTAIN A LIST OF UTILITY

27 VALUATION EXPERTS FROM WHICH THE ACQUIRING PUBLIC UTILITY OR
28 ENTITY AND SELLING UTILITY WILL CHOOSE.

29 (2) TWO UTILITY VALUATION EXPERTS SHALL PERFORM TWO

30 SEPARATE APPRATISALS OF THE SELLING UTILITY FOR THE PURPOSE OF

20150HB1326PN2396 -6 -



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29

30

ESTABLISHING ITS FATR MARKET VALUE.

(3) FEACH UTILITY VALUATION EXPERT SHALL DETERMINE FATIR

MARKET VALUE IN COMPLIANCE WITH THE UNIFORM STANDARDS OF

PROFESSTONAL APPRATSATL PRACTICE, EMPLOYING THE COST, MARKET

AND INCOME APPROACHES.

(4) THE ACQUIRING PUBLIC UTILITY OR ENTITY AND SELLING

UTILITY SHALL ENGAGE THE SERVICES OF THE SAME LICENSED

ENGINEER TO CONDUCT AN ASSESSMENT OF THE TANGIBLE ASSETS OF

THE SELLING UTILITY. THE ASSESSMENT SHALL BE INCORPORATED

INTO THE APPRAISAL UNDER THE COST APPROACH REQUIRED UNDER

PARAGRAPH (3).

(5) FEACH UTILITY VALUATTION EXPERT SHATLIL PROVIDE THE

COMPLETED APPRAISAL TO THE ACQUIRING PUBLIC UTILITY OR ENTITY

AND SELLING UTILITY WITHIN 90 DAYS OF EXECUTION OF THE

SERVICE CONTRACT.

(B) UTILITY VALUATION EXPERTS.--—

(1) THE UTILITY VALUATION EXPERTS REQUIRED UNDER

SUBSECTION (A) SHALTL BE SELECTED AS FOLLOWS:

(I) ONE SHALL BE SELECTED BY THE ACQUIRING PUBLIC

UTILTTY OR ENTITY; AND

(I7) ONE SHATLTL BE SELECTED BY THE SELTLING UTILITY.

(2) THE UTILITY VALUATION EXPERTS SHALL NOT:

(I) DERIVE ANY MATERTIATL FINANCIAL BENEFTIT FROM THE

SALE OF THE SELLING UTILITY OTHER THAN FEES FOR SERVICES

RENDERED; OR

(IT) BE AN IMMEDIATE FAMILY MEMBER OF A DIRECTOR,

OFFICER OR EMPLOYEE OF ETITHER THE ACQUIRING PUBLIC

UTILITY, ENTITY OR SELLING UTILITY WITHIN A 12-MONTH

PERIOD OF THE DATE OF HIRE TO PERFORM AN APPRATSAL.

(3) FEES PAID TO UTILITY VALUATION EXPERTS MAY BE
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INCLUDED IN THE TRANSACTION AND CLOSING COSTS ASSOCIATED WITH

ACQUISITION BY THE ACQUIRING UTILITY OR ENTITY. FEES ELIGIBLE

FOR INCLUSION MAY BE OF AN AMOUNT NOT EXCEEDING 5% OF THE

FATR MARKET VALUE OF THE SELLING UTILTITY OR A FEE APPROVED BY

THE COMMISSION.

(C) RATEMAKING RATE BASE.--THE FOLLOWING APPLY:

(1) THE RATEMAKING RATE BASE OF THE SELLING UTILITY

SHALL BE INCORPORATED INTO THE RATE BASE OF:

(I) THE ACQUIRING PUBLIC UTILITY DURING THE

ACQUIRING PUBLIC UTILITY'S NEXT BASE RATE CASE; OR

(IT) THE ENTITY TN TTS INITIAL TARTFFEF FTILING.

(2) THE RATEMAKTING RATE BASE OF THE SELLING UTILTITY

SHATLTL BE THE TESSER OF THE PURCHASE PRICE NEGOTIATED BY THE

ACQUIRING PUBLIC UTILITY OR ENTITY AND SELLING UTILITY OR THE

FATR MARKET VALUE OF THE SELLING UTILITY.

(D) ACQUISITIONS BY PUBLIC UTILITY.--THE FOLLOWING APPLY:

(1) IF THE ACQUIRING PUBLIC UTILITY AND SELLING UTILITY

AGREE TO USE THE PROCESS OUTLINED IN SUBSECTION (A), THE

ACQUIRING PUBLIC UTILITY SHALL INCLUDE THE FOLLOWING AS AN

ATTACHMENT TO TTS APPLICATION FOR COMMISSTON APPROVAL OF THE

ACQUISTITION FILED PURSUANT TO SECTION 1102 (REILATING TO

ENUMERATION OF ACTS REQUIRING CERTIFICATE) :

(I) COPIES OF THE TWO APPRATISALS PERFORMED BY THE

UTILITY VALUATION EXPERTS UNDER SUBSECTION (A).

(IT) THE PURCHASE PRICE OF THE SELLING UTILITY AS

AGREED TO BY THE ACQUIRING PUBLIC UTILITY AND SELLING

UTILITY.

(ITT) THE RATEMAKTING RATE BASE DETERMINED PURSUANT

TO SUBSECTION (C) (2).

(IV) THE TRANSACTION AND CLOSING COSTS INCURRED BY
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THE ACQUIRING PUBLIC UTILITY THAT WILT BE INCLUDED IN ITS

RATE BASE.

(V) A TARTIFE CONTAINING A RATE EQUAL TO THE EXISTING

RATES OF THE SELLING UTILITY AT THE TIME OF THE

ACQUISTITION AND A RATE STABILIZATION PLAN, TF APPLICABLE

TO THE ACQUISITION.

(2) THE COMMISSION SHALL ISSUE A FINAL ORDER ON AN

APPLTICATION SUBMITTED UNDER THIS SECTION WITHIN SIX MONTHS OF

THE FILING DATE OF AN APPLICATION MEETING THE REQUIREMENTS OF

SUBSECTTION (D) (1) .

(3) IF THE COMMISSION ISSUES AN ORDER APPROVING THE

APPLICATION FOR ACQUISITION, THE ORDER SHATLIL INCLUDE:

(1) THE RATEMAKING RATE BASE OF THE SELLING UTILITY,

AS DETERMINED UNDER SUBSECTION (C) (2).

(IT) ADDITIONAL CONDITIONS OF APPROVAL AS MAY BE

REQUIRED BY THE COMMISSION.

(4) THE TARIFFE SUBMITTED PURSUANT TO SUBSECTION (D) (1)

(V) SHALL REMATN TN EFFECT UNTIL SUCH TIME AS NEW RATES ARE

APPROVED FOR THE ACQUIRING PUBLIC UTILITY AS THE RESULT OF A

BASE RATE CASE PROCEEDING BEFORE THE COMMISSTION. THE

ACQUIRING PUBLTIC UTILITY MAY COLLECT A DISTRIBUTION SYSTEM

IMPROVEMENT CHARGE DURING THIS TIME, AS APPROVED BY THE

COMMISSION UNDER THIS CHAPTER.

(5) THE SELLING UTILITY'S COST OF SERVICE SHALL BE

INCORPORATED INTO THE REVENUE REQUIREMENT OF THE ACQUIRING

PUBLIC UTILITY AS PART OF THE ACQUIRING UTILITY'S NEXT BASE

RATE CASE PROCEEDING. THE ORIGINAL SOURCE OF FUNDING FOR ANY

PART OF THE WATER OR SEWER ASSETS OF THE SETLLING UTILITY

SHATLT NOT BE RELEVANT TO DETERMINE THE VALUE OF SATD ASSETS.

(E) ACQUISITIONS BY ENTITY.--AN ENTITY SHALL PROVIDE ALL THE

20150HB1326PN2396 -9 -



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29

30

INFORMATION REQUIRED BY SUBSECTION (D) (1) TO THE COMMISSION AS

AN ATTACHMENT TO ITS APPLICATION FOR A CERTIFICATE OF PUBLIC

CONVENTIENCE FILED PURSUANT TO SECTION 1102.

(F) POSTACQUISITION PROJECTS.--THE FOLTLOWING APPLY:

(1) AN ACQUIRING PUBLIC UTILITY'S POSTACQUISITION

IMPROVEMENTS THAT ARE NOT INCLUDED IN A DISTRIBUTION

IMPROVEMENT CHARGE SHALL ACCRUE ALLOWANCE FOR FUNDS USED

DURING CONSTRUCTION AFTER THE DATE THE COST WAS INCURRED

UNTIL THE ASSET HAS BEEN IN SERVICE FOR A PERIOD OF FOUR

YEARS OR UNTIL THE ASSET IS INCLUDED IN THE ACQUIRING PUBLIC

UTILITY'S NEXT BASE RATE CASE, WHICHEVER TS EARLIER.

(2) DEPRECIATION ON AN ACQUIRING PUBLIC UTILITY'S

POSTACQUISITION IMPROVEMENTS THAT HAVE NOT BEEN INCLUDED IN

THE CALCULATION OF A DISTRIBUTION SYSTEM IMPROVEMENT CHARGE

SHALL BE DEFERRED FOR BOOK AND RATEMAKING PURPOSES.

(G) DEFINITIONS.--THE FOLLOWING WORDS AND PHRASES WHEN USED

IN THIS SECTION SHALL HAVE THE MEANINGS GIVEN TO THEM IN THIS

SECTION UNLESS THE CONTEXT CLEARLY INDICATES OTHERWISE:

"ACQUIRING PUBLIC UTILITY." A WATER OR WASTEWATER PUBLIC

UTILITY SUBJECT TO REGULATTION UNDER THTIS TITLE THAT IS ACQUIRING

A SEILTING UTILITY AS THE RESULT OF A VOLUNTARY ARM'S-LENGTH

TRANSACTION BETWEEN THE BUYER AND SELLER.

"ALLOWANCE OF FUNDS USED DURING CONSTRUCTION." AN ACCOUNTING

PRACTICE THAT RECOGNIZES THE CAPITAL COSTS, INCLUDING DEBT AND

EQUITY FUNDS THAT ARE USED TO FINANCE THE CONSTRUCTION COSTS OF

AN TIMPROVEMENT TO A SELLING UTILITY'S ASSETS BY AN ACQUIRING

PUBLIC UTILITY.

"ENTITY." A PERSON, PARTNERSHTIP OR CORPORATION THAT IS

ACQUIRING A SELLING UTILITY AND HAS FITLED OR WHOSE AFFILIATE HAS

FITLED AN APPLICATION WITH THE COMMISSION SEEKING PUBLIC UTILITY
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"FATR MARKET VALUE." THE AVERAGE OF THE TWO UTILITY

VALUATION EXPERT APPRATSALS CONDUCTED UNDER SUBSECTION (A) (2).

"RATEMAKING RATE BASE." THE DOLLAR VALUE OF A SEITLING

UTILITY WHICH, FOR POSTACQUISITION RATEMAKING PURPOSES, IS

INCORPORATED INTO THE RATE BASE OF THE ACQUIRING PUBLIC UTILITY

OR ENTITY.

"RATE STABILTZATION PLAN." A PLAN THAT WILL HOLD RATES

CONSTANT OR PHASE RATES IN OVER A PERIOD OF TIME AFTER THE NEXT

BASE RATE CASE.

"SELLING UTILITY." A WATER OR WASTEWATER COMPANY LOCATED IN

THTS COMMONWEALTH, OWNED BY A MUNICTPATL CORPORATION OR AUTHORITY

THAT IS BEING PURCHASED BY AN ACQUIRING PUBLIC UTILITY OR ENTITY

AS THE RESULT OF A VOLUNTARY ARM'S-LENGTH TRANSACTION BETWEEN

THE BUYER AND SELLER.

"UTILITY VALUATION EXPERT." A PERSON HIRED BY AN ACQUIRING

PUBLIC UTILITY AND SELLING UTILITY FOR THE PURPOSE OF CONDUCTING

AN ECONOMIC VALUATION OF THE SELLING UTILITY TO DETERMINE ITS

FATR MARKET VALUE.

SECTION 2. THIS ACT SHALL TAKE EFFECT IN 60 DAYS.
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