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BEFORE 

THE PUBLIC UTILITIES COMMISSION OF OHIO 

In the Matter of the Application of Ohio ) 
American Water Company to Increase ) Case No. 09-391-WS-AIR 
its Rates for Water and Sewer Service ) 
Provided to its Entire Service Areas. ) 

Alan R. Schriber, Chairman 
Paul A. Centolella, Commissioner 
Ronda Hartman Fergus, Commissioner 
Valerie A. Lemmie, Commissioner 
Cheryl L. Roberto, Commissioner 

To The Honorable Commission: 

In accordance with the provisions of R.C. Section 4909.19, the Commission's Staff has 
conducted its Investigation in the above matter and hereby submits its findings in the 
within Staff Report. 

The Staff Report has been jointly prepared by the Commission's Utilities Department and 
Service Monitoring and Enforcement Department. 

In accordance with R.C. Section 4909.19, copies of the Staff Report have been filed with 
the Docketing Division of the Commission and served by certified mail upon the mayors of 
all affected municipalities and other public officials deemed representative of the service 
area affected by the application. A copy of said report has also been served upon the 
utility or its authorized representative. Interested parties are advised that written 
objections to any portion of the Staff Report must be filed within thirty (30) days of the date 
of the filing of said report after which time the Commission will promptly set this matter for 
public hearing. Written notice of the time, place, and date of such hearing will be served 
upon all parties to the proceeding. 

The Staff Report is intended to present for the Commission's consideration the results of 
the Staffs investigation. It does not purport to reflect the views of the Commission nor 
should any party to said proceeding consider the Commission as bound in any manner by 
the representations or recommendations set forth therein. The Staff Report, however, is 
legally cognizable evidence upon which the Commission may rely in reaching its decision 
in this matter. (See Lindsay v. Pub. Util. Comm., 111 Ohio St. 6 (1924)). 



Respectfully submitted, 

Utilities Department 

Jodi Bair 
Director 

Service Monitoring and Enforcement Department 

DfeK.^^^ 
Doris McCarter 
Director 
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OHIO AMERICAN WATER COMPANY 
Case No. 09-391-WS-AIR 

BACKGROUND 

The Ohio-American Water Company (Applicant) is an Ohio corporation and a public 
utility supplying water and wastewater service to consumers within the State of Ohio. 
The Applicant is a subsidiary of the American Water Works Company, Inc. (American). 
Since January 10, 2003 American has been owned and managed by RWE 
Aktiengesellschaft, (RWE), a stock corporation incorporated in the Federal Republic of 
Germany. RWE is one of the worid's largest utility groups. 

On April 23, 2008, American became a publicly traded company on the New Yorî  Stock 
Exchange. Since that time, RWE has been divesting itself of American stock. As of 
August 18, 2009, RWE's holdings in American's common stock have been reduced to 
23.54%. 

The Applicant provides water and wastewater service to eight districts in the state of 
Ohio: Ashtabula District, Lawrence County District, Marion District, Tiffin District, 
Franklin County District, Mansfield District, Lake White District, and Portage County 
District. For this proceeding, and consistent with how the Applicant refers to its 
divisions, Water A refers to the Ashtabula, Lake White, Lawrence County, Mansfield, 
Marion, and Tiffin districts. Water C refers to the water operations of the Franklin 
County district and the Portage County district. Wastewater refers to the sewer 
operations of the Franklin County district. 

All eight districts with the exception of Lawrence County, Portage County, and a portion 
of the Marion district have their own water treatment plants. Only the Franklin County 
District provides sewer services. The Lawrence County District purchases all of its 
water from the Huntington Water Company, a subsidiary of the American Water Works 
Company located in West Virginia. The Portage County District purchases all of its 
water from Portage County Water Resources. The Preble County area of the Marion 
District purchases all of its water from the Richmond District of Indiana-American, also a 
subsidiary of the American Water Works Company. 

On May 7, 2009 the Applicant filed a notice of intent to file an application for an increase 
its water rates in its entire service area including its sewer service rates in the Franklin 
County District. Also noticed, is a request for additional increases in April 2011, April 
2012, and April 2013. The Applicant requested a test year period beginning October 1, 
2008, and ending September 30, 2009, and a date certain as of December 31, 2008, 
By its Entry of June 3, 2009, the Commission approved the requested date certain and 
test year period. 



OHIO AMERICAN WATER COMPANY 
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On June 8, 2009, the Applicant filed an application for the permanent rate increase 
together with the Standard Filing Requirements. The Applicant's rate application 
included a revenue requirement calculation and cost of service study for each of its 
Water A, Water C, and Wastewater service areas. The Applicant also proposes two 
pass-through provisions and an unavoidable expense rider. 

Applying the Applicant's proposed rates to the related test year meter billings and sales 
volumes would generate additional base rate revenues of approximately $6,694,235 for 
Water A, $1,339,956 for Water C, and $716,760 for Wastewater, which represents an 
increase of 23.57%, 26.44%, and 18.28% respectively over total current operating 
revenues. 

The Applicant proposed an additional revenue increase in 2011 of approximately 
$9,129,483 or 21.99%, for all water customers, and $398,696 or 8.6% for all wastewater 
customers. In 2012, the Applicant requests additional revenue of approximately 
$3,343,618 or 6.6% for all water customers, and $111,445 or 2.21% for all wastewater 
customers. Finally, in 2013, the Applicant requests additional revenue of approximately 
$3,011,813 or 5.6% for all water customers, and $182,987 or 3.56% for ail wastewater 
customers. 
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OPERATING INCOME AND RATE BASE 

SCOPE OF INVESTIGATION 

The scope of the Staffs investigation was designed to determine if the Applicant's filed 
exhibits concerning the test year operating income, rate base and other data were 
reasonable for ratemaking purposes, and if the financial and statistical records 
supporting this data could be relied upon. The Staff's investigation of test year operating 
income included verification of the test year operating revenue computation, and an 
examination of the reasonableness and appropriateness of the test year operating 
expenses. The original cost of property was tested for reasonableness through an 
examination of the Applicant's continuing property records. In addition, the existence 
and the used and useful nature of the assets were verified through physical inspections. 
Other independent analyses were performed as the Staff considered necessary under 
the circumstances. The Staff interviewed the Applicant's management personnel and 
reviewed both internal and published financial reports to assure understanding of the 
Applicant's operation and organization. 

The Applicant proposed various adjustments to operating income and rate base as 
summarized on the Applicant's schedules. The Staff reviewed and analyzed the 
Applicant's proposed adjustments to operating income and rate base and traced them to 
supporting workpapers and to source data. As a result of its reviews and analyses, the 
Staff accepted some of the proposed adjustments as appropriate, changed some of the 
proposed adjustments using alternative approaches, and/or proposed new adjustments 
as required to make the test year operating income and date certain rate base 
consistent with sound regulatory accounting practices, more representative of normal 
operations, and appropriate for ratemaking purposes. 

The purpose of the Staffs investigation was to develop financial data for ratemaking 
purposes; it was not intended to provide a basis for expressing an opinion on the 
financial statements of the Applicant as a whole. The following sections of this report 
summarize the results of the Staff's investigation, which it believes are relevant to the 
determination of test year operating income and rate base. 
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REVENUE REQUIREMENTS 

As shown on Schedule A-1, the Staff recommends a revenue increase range between; 
$1,216,714 and $1,645,968 for Water A, $299,601 and $372,505 for Water C, $136,470 
and $200,967 for Wastewater. This represents an increase over test year operating 
revenues of 4.30% to 5.82% for Water A, 5.85% to 7.27% for Water C, and 3.58% to 
5.27% for Wastewater. This determination is based on the Staffs examination of the 
accounts and records of the Applicant for the test year ending September 30, 2009, and 
the date certain as of December 31, 2008. The results of its examination are 
summarized in this report including the schedules which incorporate the StafTs 
recommended rate of return, rate base, and adjusted test year operating income. 

RATE BASE 

The rate base represents the Applicant's net investment in plant, and other assets as of 
the date certain, December 31, 2008, which were used and useful in providing water 
and or wastewater services to its customers and upon which its investors are entitled to 
the opportunity to receive a fair and reasonable rate of retum. 

The Staffs analysis of the rate base is divided into Plant in Service, Depreciation 
Reserve, Construction Work in Progress, Working Capital, and Other Rate Base Items. 
A comparison of the rate base submitted by the Applicant and that which is 
recommended by the Staff is shown on Schedule B-1. Schedules B-2 through B-7 
provide additional support for the Staffs findings. 

Plant in Service 

The plant in service, as presented by the Applicant, is the surviving original cost of the 
plant that is used and useful in providing water and or wastewater services to its 
customers. 

The Applicant maintains its property records by district. The Mansfield district has ten 
physically separate systems. The Franklin County district has five separate systems 
and wastewater includes three treatment plants. 

The Staff reviewed and tested the Applicants plant accounting system to ascertain if the 
information in the Applicants plant ledgers and supporting continuing property records 
(CPR) represents a reliable source of original cost data. The Staff also conducted 
inspections to verify the existence of property and to determine its used and useful 
nature. 
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The Applicant was in the midst of changing the CPR accounting system from JD 
Edwards to PowerPlant when the application was filed. Initially, The Applicant had 
difficulty supporting its date certain plant in service account balances reflected in the 
application. The Applicants schedules B-2.3s provided account balances in total for 
Water A, Water C, and Wastewater. No workpapers were provided supporting where 
plant additions, retirements, or transfers took place within Water A, Water C, and 
Wastewater. As a result, Staff data requested the Applicants CPR by district. The 
Applicant submitted three different CPR workbook files on three separate occasions to 
the Staff. The first CPR submitted to Staff was from the JD Edwards system. The 
second CPR sent to Staff was from the new PowerPlant system. Neither of the first two 
CPR's submitted to Staff included wori< order numbers (or project numbers) of the plant 
accounts. The National Association of Regulatory Utility Commissioners (NARUC), 
Uniform System of Accounts adopted by the Commission requires each utility to record 
all construction and retirements of utility plant by means of work orders or job orders. 
Nearly six weeks into the investigation the Applicant provided Staff with a set of CPRs 
with work order numbers. However, the first CPR and the third CPR had different levels 
of detail In them. The first CPR had more descriptive detail but did not display the 
amounts charged to the subaccounts of Account 391. The third CPR did display 
Accounts 391.1, 391.2, and 391.3, but reflected different asset numbers, and in many 
instances different descriptions. Further complicating the Staffs investigation was the 
fact that the Applicant reflected plant additions in this case with a vintage date prior to 
the date certain in the previous case, Case No. 07-1112-WS-AIR. 

After an exhaustive review of each CPR, Staff endeavored to process this filing and 
support the recommendations contained within by utilizing the third CPR and at times 
referred to the first CPR for a more detailed and infonnative description. 

The Staff recommends that the Commission order the Applicant to implement the 
following prior to filing a future rate case: 

• Remove corporate office plant from Water A and properly reflect corporate office 
plant in service as corporate office general plant. 

• Clearly reflect all the components of allocated corporate office amounts to Water 
A, Water C and Wastewater on a separate schedule 

• Reflect the Staffs plant in service adjustments made in prior rate cases (and as 
subsequently approved by the Commission) by removing the assets from Utility 
Plant in Service Account 101 or by transferring the assets to Account 105 Plant 
Held for Future Use. 

Water A Plant Adjustments 

As a result of its investigation, the Staff recommends certain adjustments be made to 
the Applicant's date certain plant investment for ratemaking purposes. These 
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adjustments are identified below, summarized on Schedule B-2.2a and reflected on 
Schedule B-2.1a. 

Land Exclusion 

The Staff adjusted Account 310 - Land and Land Rights, by $46,433 to exclude 
land in the Marion District deemed not used and useful at date certain in the prior 
two rate cases. The Staff however, included $7,013, or 6.4 acres of this land for 
wellhead protection around Well #32. This adjustment is shown on Schedule B-
2.2a1. 

Lake White Plant Reclassification and Exclusions 

The Applicant acquired Lake White on September 30, 1999. The Applicants 
calculation of the date certain balance of Lake White plant in service is based on 
the original cost of Lake White as of December 31, 1997, plus capital 
improvements made by the Applicant since 1999. 

The Staff reviewed the Applicants calculation of Lake White plant in service and 
proposes the same two adjustments made in the Applicants last five base rate 
cases. The first adjustment is to reclassify several capital improvements to the 
proper plant accounts. The second adjustment is to include legal costs for $19,679 
and to exclude electric pumping equipment for $32,899, water treatment 
equipment for $3,149, and land for $2,036, all deemed not used and useful at date 
certain. The Staffs adjustment is shown on Schedule B-2.2a2. 

Plant Exclusions 

In the Applicant's prior three rate cases, the Staff adjusted four plant accounts to 
exclude several items from the Applicants date certain plant investment. Among 
the plant items excluded by the Staff was a thirty acre parcel of land in Mansfield 
and two personal computers, all of which were deemed not used and useful for 
ratemaking purposes. A PH meter and a Zeta Meter were not located during the 
Staffs field inspection and therefore, excluded. Lastly, the Staff excluded ten 
items from Account 325 - Electric Pumping Equipment that were not located 
during field inspection. In the prior case, the Staff excluded the costs associated 
with the attempted rehabilitation of Well #15 at the Marion plant. The well 
collapsed and is no longer used or useful. Because the Applicants books as of 
December 31, 2008 did not refiect these adjustments, the Staff proposes these 
adjustments again in this case. The total adjustment of $281,854 is shown on 
Schedule B-2.2a3. 
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Continuing Property Records Adjustment 

Many account balances in the Applicants filing did not match the balances shown 
in the Applicants CPR. The Staff adjusted the accounts in the applicafion to 
properiy match the balance reflected in the CPR. This total adjustment of 
$948,251 is shown on Schedule B-2.2a4, 

Prior Vintage Adjustment 

The Staffs vintage adjustment represents those plant items that are shown in the 
Applicants CPR as plant additions that occurred between June 30, 2007 and 
December 31 2008, but have a vintage prior to June 30, 2007 (the date certain in 
the last case). These addifions should have been included as part of a prior case. 
This total adjustment of $1,282,874 is reflected on Schedule B-2,2a5. 

Corporate Office Reclassification 

The Applicants CPR reflects 100% of Marion corporate office plant investment as 
Water A plant investment. The corporate office provides service to Water A, Water 
C, and Wastewater operations. In its application, the Applicant reclassified a 
portion of its corporate plant investment from Water A and reallocated the assets to 
Water A, Water C, and Wastewater operations. The Staff reclassified all corporate 
office plant from Water A in the Applicants CPR as of December 31, 2008 to 
Corporate Office. Staff then allocated the Corporate Office plant to Water A, Water 
C and Wastewater using the gross plant allocation factors shown on Staffs 
Schedule B-7. The Staffs reclassification of $4,095,465 is shown on Schedule B-
2.2a6. 

Exclusion of Corporate Office Plant 

This adjustment recognizes the adjustments agreed to in the Applicants prior two 
rate cases less retirements that have occurred. The Staff also reduced the date 
certain balance of the land and outer shell of the Marion Corporate Office Building 
by 15% that was deemed not used and useful as of date certain. The Staffs total 
adjustment of $952,778 is shown on Schedule B-2.2a7. 
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Water C and Wastewater Plant Adjustments 

The Staffs adjustments to Water C and Wastewater are identified below and 
summarized on Schedules B-2.2b, and B-2.2c; and reflected on Schedules B-2.lb, 
and B-2.1c. 

2002 Plant in Service Adjustment 

The Staffs 2002 plant in service adjustment for Water C and Wastewater is a 
reconciliation of plant in service reflected in Case No. 03-2390-WS-AIR. The 
total adjustments of $149 and $19,538 are reflected on Schedule B-2.2b1 for 
Water C and B-2.2c1 for Wastewater respectively. 

Brimfield Pumping Plant Exclusion 

Portage County provides water to the Portage County District by virtue of a 
purchase water agreement. Therefore, the Staff excluded all source of supply 
and pumping plant as not being used and useful in the prior three rate cases. 
The Staffs total adjustment of $204,704 on Schedule B-2.2b2 reflects the 
amounts included in the Applicants continuing property records as of December 
31.2008. 

Continuing Property Records Adjustment 

Some of the account balances in the Applicants filing did not match the balances 
shown in the Applicants CPR. The Staff adjusted the accounts in the application 
to match the balance reflected in the CPR for Water C and Wastewater. The 
total adjustments of $359,554 and $153,444 are shown on Schedule B-2.2b3 for 
Water C and Schedule B-2.2c3 for Wastewater respectively. 

Prior Vintage Adjustment 

The Staffs vintage adjustment represents those plant items that are shown in the 
Applicants CPR as plant additions that occurred between June 30, 2007 and 
December 31, 2008, but have a vintage prior to June 30, 2007 (the date certain 
in the last case). These additions should have been included as part of the prior 
case. This total adjustment of $101,236 and $58,804 is reflected on Schedules 
B-2.2b4 and B-2.2c4 respectively. 

Corporate Office Reclassification Adjustment 

Consistent with the Staff's adjustments to corporate office plant investment as 
discussed above in Water A, the Staff redistributed the plant investment 
associated with the date certain balance of the Marion Corporate Office from 
Water A to Water A, Water C and Wastewater on the basis of the gross plant 
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