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BEFORE
THE PUBLIC UTILITIES COMMISSION OF OHIO

In the Matter of the Application of Aqua )
Ohio, Inc. For Authority to Increase its Rates )

Case No. 09-560-WW-AIR
and Charges in its Masury Division. )

AQUA OHIO INC.’S OBJECTIONS TO
THE PUBLIC UTILITIES COMMISSION OF OHIO STAFF REPORT OF
INVESTIGATIONS IN THE AQUA OHIO, INC. MASURY DIVISION RATE CASE

In accordance with Ohio Revised Code §4909.19 and Ohio Administrative Code 4901-1-
28(B), now comes Applicant Aqua Ohio Inc. (“Aqua Ohio™) by and through counsel and hereby

raises the following five (5) objections fo the Public Utilities Commission of Ohio Staff Report of

Investigations (“Staff Report™) filed January 21, 2010 in the above captioned case.
Objection Number 1:

Rate of Return.

T
Aqua Ohio has several specific objections to the Staff’s Rate of Return sectioﬁ:

A.  Business Risk O
L2
First, Staff selected publicly traded water companies listed as “Water Utilities” with Yefloo

o wa 2283300

Stock Screener with capitalization above $500 million and included in the “Water Utility;’ -group in
the Value Line Investment Survey Standard Edition. Thus, Staffs group is significantly less
business risky than Aqua Ohio, which at December 30, 2008 had total capitalization of $102.485

"million as shown on Schedule D-1 of the Staff Report, Because Staff’s recommended common
equity cost rate is based upon the market data of a group of companies which is less business risky

based upon size than Aqua Ohio, Staff’s recommended common equity cost rate understates the

true common equity cost rate to Aqua Ohio. An indication of the extent to which Staff’s
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recommended common equity cost rate understates the true common equity cost rate is provided in
Attachment 1.

Based upon Aqua Chio’s small relative size, an adjustment of 4.57% (457 basis points) is
indicated based upon data from 2010 Ibbotson® Risk Premia Over Time Report — Estimates for
1926-2009. The determinations are based upon the size premia for decile portfolios of New York
Stock Exchange (NYSE), American Stock Exchange (AMEX) and NASDAQ listed companies for
the 1926-2009 period. A conservative adjustment of approximately 30% (30 basis points) should
be made to reflect the business risk differential between Aqua Ohio and the comparable group,
based upon Aqua Ohio’s increased business risk and due to its small size, relative to that of Staff’s
Water Utility Group. Therefore, while Staff’s recommended common equity cost rate understates
Aqua Ohio’s true common equity cost rate by at least 0.30%, in actuality it is understated by 4.57%.
Adding this conservative 30 basis point adjustment to the Staff’s recommended common equityA
cost rate range yields a common equity cost rate range of 9.03% - 10.04% using 30 basis points,
which more appropriately reflects Aqua Ohio’s greater relative business risk, but still understates
Aqua Ohio’s true common equity cost rate for reasons discussed below,

B, Capital Asset Pricing Model (CAPM)

Aqua Ohio also objects to Staff’s application of the CAPM because it is flawed in five
respects: 1) Staff utilized an historical yield on U.S. Treasury bonds as the risk-free rate instead of
the more appropriate forecasted rate; 2) Staff inappropriately averaged the historical yield on 10-
year U.S. Treasury bonds with the historical yield L;in 30-year U.S. Treasury bonds; 3) Staff
incorrectly calculated the market equity risk premium using the total return on long-term U.S.

Treasury bonds and not the income return; 4) Staff incorrectly utilized only the historical market



equity risk premium without also evaluating a prospective market equity risk premium; and 5) Staff
did not include an empirical CAPM analysis to reflect the fact that the empirical Security Market
Line (“SML”) described by the CAPM is not as steeply sloped as the predicted SML.

Attachment 2 provides a CAPM analysis which corrects for these flaws resulting in a
correcied CAPM cost rate of 13,99%. However, this CAPM result also reflects the riskiness of the
larger more geographically diverse water utility group and not the greater relative riskiness
experienced by Aqua Ohio due to its small size. As discussed above, a conservative adjustment of
0.30% must be added to the corrected CAPM result of 10.99% for Staff’s Water Utility Group
resulting a risk-adjusted corrected CAPM result of 11.29%.

C. Discounted Cash Flow (DCF) Model

Agua Ohio also objects to Staff’'s DCF analysis that is also flawed, specifically in the
following respects: 1) Staff’s exclusive reliance upon a non-constant growth version of the DCF,
implicitly rejecting constant growth version of the DCF, i.e., the standard regulatory form; and 2)
Staff’s use of a long-term historical growth rate in Gross National Product (“GNP”).

1) Stafl relied exclusively upon a non-constant growth version of the DCF,
although constant DCF results, which average 10.78%, are shown on Schedules D-1.5 through D-
1.8 of the Staff Report. Absent evidence to the confrary and consistent with the Efficient Market
Hypothesis (“EMH”) which states that all information available to investors is evaluated by
investors in making their investment decisions, it is reasonable and more probable that investors
would utilize the constant growth version of the DCF as it i3 more widely used in regulatory
ratemaking than is the non-constant version used by Staff. In addition, Staff provided no theoretical

or empirical support for the use of a non-constant growth DCF for water utilities. Staff provided no



evidence which supports the assumption implicit in this version of the model, that growth in EPS,
DPS or stock price will approach that of the economy as a whole at any given future point in time.
In fact, Staff was silent relative to its constant Growth DCF analyses.

2) Staff utilized an historical long-term growth rate in GNP as the growth rate
in the third stage of the model, from year 25 through year 400. However, ratemaking as well as the
cost of capital is prospective. Therefore, to properly apply the non-constant growth version of the
DCEF, a prospective growth rate is required. Assuming for the sake of argument and because Staff
utilized growth in GNP for the final stage of the non-constant, the prospective growth in GDP
(“Gross Domestic Product™) (growth in GNP is no longer available) should have been utilized.
Averaging the growth of 4.66% in GDP forecasted by the Energy Information Administration
(“EIA”) for the years 2010 - 2035 (the last year for which EIA forecasts GDP) with the growth in
GDP forecasted by the Social Security Administration (“SSA”) for the years 2010 - 2085 in the
amount of 4.81% from each of their 2009 annual reports, results in a forecasted growth in GDP of
4.74%. This contrasts with the 6.70% historical GNP growth rate utilized by Staff. Although
Staff’s GNP growth rate is higher than the current average forecasts of GDP, once again the
forecasts are conceptually correct, as rate making and the cost of capital are prospective,

As with the CAPM results discussed above, Aqua Ohio objects because these results reflect the
riskiness of the larger, more geographically diverse Water Utility Group and not the greater relative
riskiness experienced by Aqua Ohio due to its small size. A conservative size adjustment of 0.30%
should have been added to the DCF results of Staff’s Water Utility Group. This results in a non-
constant risk-adjusted DCEF result of 10.73% (10.73% = 10.43% + 0.30%). Adding this size

adjustment range to Staff’s average constant growth DCF results of 10.78% results in a risk-



adjusted range of constant growth DCF results of 11.08% (11.08% = 10.78% + 0.30%).

Based upon Staff’s corrected and risk-adjusted analysis, the corrected CAPM result is
11.29% and non-constant DCF result is 10.73%. Staff’s corrected and risk-adjusted analysis thus
yields a common equity cost rate of 11.01% (11.01% = (11.29% + 10.73%) / 2) Using a 100 basis
point range of uncertainty as Staff has done in its report, the corrected and risk-adjusted cost of
common equity ranges from 10.51% - 11.51% Making Staff’s allowance for issuance and other
costs, as shown on Schedule D-1.1 of the Staff report, using Staff’s adjustment factor of 1.00985
results in a range of common equity cost rates of 10.61% to 11.62% (10.61% = 10.51% * 1.00985
and 11.62% = 11.51% * 1.00985).

Using Staff’s corrected and risk-adjusted CAPM results of 11.29%, Staff's risk-adjusted
constant-growth DCF result of 11.08%, and Staff’s 100 basis point range of uncertainty results in a
corrected and risk-adjusted cost of common equity range of 10.69% - 11.69%. Making Staff’s
allowance for issuance and other costs, as shown on Schedule D-1.1 of the Staff report, using
Staff’s adjustment factor of 1.00985 results in a common equity cost rate of 10.80% (10.80% =
10.69% * 1.00985 and 11.81% (11.69% * 1.00985).

For all the reasons given above, Aqua Ohio objects to the understatement of Staff’s rate of

returh conclusions.



Obijection Number 2:

Rate Base.
A, Removal of Trumbull County Property.

At page 26 of the Staff Report, the Staff notes that “Trumbull County has requested that the
Company maintain the meter pits should they ever need o take water service from Aqua Ohio.”
However, on page 3 of the Report, Staff notes that it has adjusted Account 346, Meters, to exclude
meter facilities that were formerly used to serve Trumbull County and that were no longer used and
useful as of the date certain for this case. It is unreasonable to require Aqua to maintain these meter
pits while removing the pits from plant in service. Meter facilities previously used to serve
Trumbull County should be restored to the Rate Base in plant in service so that Aqua may maintain
the meters in response to the request from Trumbull County.

B. Trumbull County Plant Depreciation.

On page 4 of the Staff Report, the Staff notes an adjustment to Depreciation Reserve of §23,
679 to exclude reserve associated with the Trumbull County Meters adjustment discussed in the
Plant In Service section. (Referred to above.) However, as reflected on Schedule B-2.1 page 1 of 2
of the Staff Report, the adjustment to Plant in Service for the exclusion of the Trumbull County
meter pits was $26, 998.

As shown on Aqua Ohio’s proposed Schedule C-1, attached hereto and incorporated herein
by reference, the Reserve for Accumulated Depreciation should be debited for ($26,998). When a
piece of property is retired and taken out of service, the Accumulated reserve for depreciation is

debited for the same amount as the retirement.



Objection Number 3:
Other Adjustments

A Disallowance of Postage and Pracessing Fees for Monthly Bills,

On page 9 of the Staff Report, Staff notes that it does not agree with Aqua Ohio’s request to
adjust Schedule C-3 to the postage and processing fees to reflect a change from bi-monthly to
monthly billing. Staff notes that while the Commission approved a change to monthly bills in
2007, Aqua has not yet implemented the change. As noted in the Staff Report, Aqua plans to enact
monthly billing shortly after the completion of the case, but prior to the recovery of any additional
revenue. Staff maintains that since the billing change has not taken place, Aqua has not yet
incurred the increased expense for postage and handling,

The adjustment to Schedule C-3 requested by Aqua should be approved. Aqua should not
be forced to absorb the additional expense for monthly billing. If customers benefit from the receipt
of monthly bills, Agua should be able to recover the additional costs associated with monthly bills.
B.  Rate Case Expense.

On page 7 of the Staff Report, Staff recommends that the amortization period for rate case
expense be adjusted to five (5) years, rather than Aqua’s requested three (3) year period. However,
the Masury Division has a Capital Budget of Three Hundred Thousand Dollars ($300,000) over the
next 3 years. This represents a fourteen percent (14%) increase in Rate Base for the Masury
Division to be added to the Rate Base calculated for the present filing. The degree of increase in
capital spending, along with anticipated increase in costs will necessitate the filing of another rate
case within the next three (3) years. Since Aqua will need to file an additional rate case within the

next three years, three years is a more appropriate amoertization period for rate case expense than the



five year period recommended by Staff.
C. Federal Income Tax Rate,

As reflected on Schedules C-3.11 and C-4 to the Staff Report, Staff has calculated the
Federal Income Tax rate for the Masury Division as though the Masury Division were a stand alone
company, instead of part of a larger corporate entity. As noted on page 21 of the Staff Report,
while the Masury Division is classified as “small” it is a subsidiary of a “large” water company.
Since the Masury Division is part of a much larger entity, the consolidated Federal Income Tax rate
should be 35%. The correct adjustments are shown on Aqua’s proposed Schedule TW-1, attached
hereto and incorporated herein as if fully set forth.

Aqua Ohio also objects to the Staff Report’s use of the book depreciation pumber (line 21
in the tax calculation) in calculating the deferred tax. Aqua has provided exhibit TW-1 and TW-2 a
revised calculation of the Tax straight line depreciation that should instead be used on Line 21 to

calculate the deferred tax.

Respectfully submitted,

Direct Dial: (614
E-Mail: jbentine@cwslaw.com
Mark 8. Yurick, Esq. (0039176)
Direct Dial: (614) 334-7197
Email: myurick@cwslaw.com
Chester, Willcox & Saxbe LLP
65 East State Street, Suite 1000
Columbus, Ohio 43215-4213
(614) 221-4000 (Main Number)
(614) 221-4012 (facsimile)
Attorneys for Aqua Ohio, Inc.
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CERTIFICATE OF SERVICE
The undersigned hereby certifies that a true and correct copy of the foregoing Objections to
the Public Utilities Commission of Ohio Staff Report of Investigations in Aqua Ohio Inc. Masury
Division Rate Case by Aqua Ohio has been served upon the following persons, via regular U.S.

mail, postage prepaid, this 22™ day of February, 2010.

Jay Agranoff John Jones

Attorney Examiner Sarah Parrot

The Public Utilities Commission of Chio Assistant Attorney Generals

180 E. Broad Street, 11* Floor The Ohio Attorney General’s Office
Columbus, Ohio 43215 180 E. Broad Street
jay.agrancf(@puc state.oh.us Columbus, Ohio 43215

john jones@puc.state.oh.us
sarah.parrot(@puc.state.ch.us

Michael E. Idzkowski

Ohio Consumers’ Counsel

10 West Broad Street, Suite 1800
Columbus, Ohio 43215

idzkowski(@occ.state.oh.us
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Aqua Ohio, Inc. Masury Division
Came No. D9-560-WW-RIR

SCHEDULE A-1

BEavepue Regulsenmuls
STAPE EEPORT
Lower Uppex
Applicant Beund Bound
(a)
Aate Base (b) $ 2,189,763 % 2,179,641 % 2,179,641
Adjusced Dperating lneome (o) ia3,163; 25, 91T 135,837
Rate of Return Earmed (2) / (1) -1,58% -1.18% -1.18%
Rate of Return Recommended (d) 85.69% 7.54% 9.05%
Required Operating Income {1] x {4} H 190,204 § 164,343 § 175,461
Income Deficlency {(8) - (2 333,467 183, 982 201,088
Grogs Revenue Conversion Factor (e} 1.6713 1.645924 1.645924
Revenue Increase Regquired (B) x (7) 190,193 312,695 330,951
Revenue Increase Recommended 389,957 312,695 330,952
Adjuated Operating Revenue {¢) 482,461 482,481 482,481
Revenue Requiremencs (8) + {10} 5 872,418 & 795,156 % 811,452
Increase Gver Current Reverua (30 f (19} 80.33% 54.81% 58.60%
REVISED
Loweyr Upper
. mpelicamt — . Boynd = _Bound
(a)
Rate Base {b) 5 2,182,960 (&) 2,182,960 S 2,182,990
Adjusted Operating Income [c) 183,151 (B) 47,101 ‘43,161,
Rate of Return Earned (2] / (1)} -1.98% -1.98% =1.50%
Rate of Return Recommanded (d) B.65% 7.54% B.05%
Required Operating I[ncome (1) x [4) § 149,695 & 164,598 § 175,718
Income Deflciency (S) - (2] 231,850 107,718 218,879
Gross Reverue Cpnversion Factor le) 1.6713 (g} 1.6713100 1.671100
Revénue Increase Required (8) x [7) 389,162 347,206 365,812
Revenue Increass Recommendad 189,162 347,206 365, B12
Adjusted Operating Revenue (&) 482,461 4B2,461 482,461
Ravanui Requiremancs {3) + (10) H 871,623 § B29.687 § 844,273
Increase Dver Curremt Revenue (3} / (10} 80.66¥% 71.37% 75.82%

Bes Revized C-1
See Revised A-1.1

See Roviped rate bass calculaticn Bxhibit D
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Aqua Ohio, Inc- masuxy Division
09 -560-WW- AIR

Calculation of Grogs Beyerwe Convergion Fackor

Case Ra.

Crosx Rovemue

Uncclleccibles (1) X 3.2566% (a)

Yet Reverne (1] - (2}

Chio Gross Receipes Tax (1) x 4.748% (b)

[ncome Before Federal Income Taxes (3) « {d}

Pedeya) Incomm Taxes (7} x 34.00% (c}

Operating Incowe Percencage (5} - (6}

Gross Rewenue Conversian Fascer (1) / (7}

staff'n Schadula C-2.6

Darived From staff's Schadule C-1.1 az Followe:

{1) Increass Io Ohic Gross Receipts Tax

{2) Proposed Total Revemie Inersass
{3) Dacollectibies
{4) Net Revenne Incrasse (2] - (3}

Effective Gross Recaipts Tax Rate (1} / (4)

Derived From Staff's Schedule C-1.1 as Pollews:

n
(2}

[L3]

Net Reveme INcrease
Incrsase in ohia Gross Receipks Tax

Het Revenus Thorease (1) - (2)
Ingreage in Pederal Incone Taxes

Bifective PIT Rate (4) / (1)

Adjusted FIT vats to 35§

18,539
404,030
13,562
190,468

4. T4RE

390, 458

18, 539

71,928
B127.017

34.00%

SCHEDULE R-1.1

REVISED
STAFF REPORT

100.00c000 160. 000000

3.158600 3.384800

P6.642400 24.643400

4588629 4.508629

$2.054771 82.054771

31.398622 [4) 3z.2amn

60.756149 59. 836603
1.645924 1671344




2/6/10 SCHEDULE B-1

10:25 AM
Aqua Ghin, Ine. Masury Division
Cage No. 03-560-WW-AIR
Rate Bage Summary
4% of Dete Certain. Juns 30, 2008
STAFF REPORT
Applicanc Scaff

[a)
(L) Plant in Service $ 3,332,634 § 3,305,638 (b)
(2} Depreciation Reserve {880, 445) {BSE, 766} (c)
(3} Het Plant in Service § 2,452,18% #§ 2,448,870
[1) Construction Work in Progress ] a {d)
(L1 Working Capital Allowance q o (a)
(s) Leas: Other Rate Base ILtemd 263,426 269.239 _ (£}
144} Hate Base (3] Thru [6) ] 2.1_88,'?63 § 2,179,641

REV1SED
Applicant Staff

{a)
1) Plant in Service 5 3,332,624 § 1,332.53¢ (b}
{2) Depreciation Reserve {BB0, 445} (880, 445) (&)
{3) Rat Plant in Bexvice - 2,452,189 § 2,452,18%
{4) Constructisn work in Progress a o (d)
3] Working Capital Allowance a o le)
{6} Legs: Other Rate Bage Items 269,229 269,229 ()
(7) Rate Bass {3) Thru (&) g 2,182,360 § 2,182,960 (@)

{a) Applicant's Schedule B-1
[§:)) Seaftf's Schedule 8-2

{c} Etalf's Schedule B-
{&) Staff's Schedule 3-
{e) Staff's Scheduls B-
[14] stalf's Schedule B-

o e

{g) Sss Revissd rats bass Exhibit D



AQUA OHIQ inc. Masury division
Case No 09-560-WW-AIR EXHIBITD
Calculation of Rate Base Adjustment

STAFF

Rate Base Staff Report 2,179,641

Add Back Trumbull County Meter Vaults 26,998

Subtract depreciationreserve on T. County (23,679)

Adjusted Rate Base 2,182,960 Revised B-1
APPLICANT

Rate Base per filing
Deferred Taxes adjustment

Adjusted rate base

2,138,763

(5,803)

2,182,960 Revised B-1




gnarating Pevenuss
Base
gcher

Total Operating Revenuss

Operation and Nalntenance

Depreciat ion

Taxes. Ocher Than Incone

Pederal Incoms Taxes
Total Operating Expenses

Net Operating Income

Rate Bage (&)

Bate of Return (F)

Base
Cther

Total Operatking Revenuss

Operation and Maintenance

Depreciation

Taxes, Ocher Than Iacoms

Federsl Incoms THxeS
Total Operating Expenses

Het Qperating Income

Rate Base [e]

Rate of Return (f)

la) Stak?'s Schedule -2
1% Scaf?'s Schedule C-1.1
{e) Columns [a} + (b)

{d) hpplicane's Schedule C-2

(e}  Statf's Schedule B-l

02406710 SCHEDULE C-3
16225 am
Agua Ohio, Inc. Wasury Pivisien
Case NO. 09-560-WH-AIR
Prolorma Dperating Income Statement
Fox The Twelve Montha Ending December 31, 2008
STAYF REPORT
Stagf cant
Adjusted Protorma Proforma
Revenues & Protorma RevEmMsS & Ravenues &
Expinses Adjustments Ixpenses Expenses
ia} (B) ie} [CH
4 458,253 % 396,833 & a55.126 § 713,638
24,168 7,097 31,365 158,719
482,461 495,030 WEE, 451 74,418
308,765 13,5862 322,127 337,754
60,166 66,156 66,542
162,M85 168,539 202,434 203,153
(50, 718) 127,017 76,299 74.5903
508, 094 159,110 667, 216 682,352
s 125.637) % 244.912 % k3 275 3 190, 056
] 2,175, €41 4 3.179.511__5 2. hd8 762
-1.18% 10.06% 3.68%
EEVIEED
Staff ___MAppligant
Adjusted Proforna Proforma
Revenues E Froforma Revenoes & Revamues &
Expenses Adjustments Expenses Expgnees
ta) [$7) {c) (4
3 458,293 § 381,965 § 840,258 § 712,904
24,168 2,197 31, 365 158,719
482,451 389,152 87L, 6323 271,623
334,547 13,062 117,409 337,609
66, 28 66, 928 66,924
188,183 17,865 203,048 203, 04%
(81, 046} 125,382 (h) 1s,336 74,338
525,812 356,309 681,521 581, 921
$ {43,151) 5 232,851 § 159‘702 $ 185, 762
{g) § 2.182,960 5 2,182,960 § 2,183,980
———
-1.98% B.63% 3.65¢%

i) Het Operating Income / Rate Base

{g) Adjust for Trumbull County
{l) Ses Roaviged FIT calculation C-4




02/08/10 SCHEDULE €-2

10:25 AM
Agqua Ohio, Inc. Masury Diviglen
Case No. 05-560-WW-AER
Agjusted Tock Yeay CPer3ting jnctme
Applicant sgaff
Test Year Adjusked hdjusted
Reverues & RAVANuUes & Incremental Revenues &
EXPEOSEs Adjustment s Expenees Adjustments Expences
(€3] (b} [[-4] (a) (el
YpeIaLing Revepuge
Water Sales E 455,992 3 2,301 % 458,293 & o % 458,283
Qther 11,8691 13,477 24,168 2 24,168
Total Operating Revenues 467,883 14,7728 382,961 Q ap2, 981
opexsting Expenyes
Operaticn & Maintewance 278,842 45,823 324,665 {15,900) 208,765
Depreciation & Amortization £1,192 3,3%0 55,542 (386) 68,156
Taxes, Other Than Income 196,240 {13.089) 185,252 11,357 183,885
Income Taxes 15}, 635} 500 {50, 738) 17 (50,718)
Tocai Operating Expenses 284,738 36, 585 525, 724 {17,626 508,098
Ner Operating Income Fl {21,056) % {22,207) & (43,263} & 17,626 § {25,637)
. REVISED
Applicant Staff
Test Year Adjusted Adjusced
Revenues & REVEnea & Incremental Revenues &
Expanses Adjustmants Expenses Adiustment s Expenses
(a) b} (c) td) {e]
Ooezating Revenues
water Sales 5 455,952 § 2,301 § 458,293 & 0§ 458, 293
Other 11,691 12 477 24 168 [ 24,168
Total Operating Revenues 467,683 14,778 482,451 Q 482 361
Qperating Expanses
Operation & Maintenance 278,842 45,708 (3} 334,547 i5,782 (£} 324,547
Depreciation & Amortization 63,192 3,736 ik} 86, 928 T2 4 86, 928
Taxes, Other Than Incoms 198,340 (13,157) 1} 145,183 1,288 (B} 185,183
Income Taxes {51,835} 589  (m} {51,048} (328 (i) (51, 048}
Total Operating Expenses 484,739 36,0872 525,612 17,514 82%, 612
Net Operabing Income ] {21 DEE) ¥ {22 058) & {43,1%1) § (17,514) & {43,151)
ia} Applicant'Bs Schedule C©-2

i)
(cr
{3}
tel

{£}
H-H
[4.3]
{1}
[+ H
(3.3}
(43}
(m}

Applicant's Schedule -3
Columng (al + (bl
staff's Schedule C-2
Columns (€] + (d)

Pfost card billing applicancs schaduls C-2,.5 §2.982] and rate case axpense ¢-3.7 [512,800)
Depreciaiton Trumbull County property Exhibit A

Iroperty tax Trumbull Connty property EBxhihit B

2eviged FIT calculetion C-4  (§51.046 - $50,718)

Adjusted foxr Lobbying C-3 (£113)

Adjusted for CIAC Sea Bxhidit A (5366)

Miusted for PUCO/OCC and Excise Tex C-3 [$65)

See revized Tax Caleulation C-4
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62/06/10 SCHEDULE C-2
16:25 AM

Agua ORio, Inc. Masury Uivieion
cane No. D9-560-WW-AIR

Surmaxy of SEaff's Rdjustpenks
STAFF REPCRT
Statf's
Stafl's Applicant's Increnental
djustment s Adjugcments Adjuscmenty
{a) (b} iw©)
Metersd Sales REVETUE s BEaN 5 6,648 5 ]
Unmetersd Sales R&vanus {6.247) [&,347) [
Forfeited Discount Reveme 12.477 12,437 [}
Total Revenue kéjustmentca [ 14,778 5 18,778 ]
Coeyabing Expepsea
Purchased Watey $ 4,099 s 4,089 § ]
Lobbying Ezpensg (118} (i1e)
theollectible Expense a.410 3,410 ]
Rate Case Expense 19, 200 32,000 112, 200)
Tank Painting 1,332 3,132 o
Pogtage apd Processing Fees 0 2,982 13,9082
Total O & M Expenses 2,923 4%, 822 (15, 500)
Depraciation ¢ wmortization 2, 964 1,350 {286}
Taxes Othexr Than Income (14, 445) (13, 088) 11,3587}
federal Tmeome Taxes 211 00 17
Tocal Expense AQjustments $ 19,359 5 16,985 % §17. 6361
Staff's Schedules C-3.1 Through &-3.11
hApplicanc's Schedole C-3
olums () - (R
REVIRED
Scaff's
Staff's Applicant's Incremental
Adjustments Adjustments Adjustments
o) {b) {e]
opprating Reverues
Matered Eales Revenue 3 8,848 & 8,648 % o
Unmetered Salex Revenue (6,347} i8,337) ]
Forfeired Discount Revenue 12,437 13,977 o
Total Revenue Adjustmenca $ 14,778 § 24,178 % g
Qpexakine Expensns
Purchased Water & 4,089 & 4.09% % o
Lobbying Expense im (116} {m) [
uncellactible Expense 2,420 3,410 0
RAL¢ Caze Expenze 32,000 32,000 (£} L]
Tenk Rainting 3,132 1,332 a
Postage and Frocessing Pees 2,582 2,582 a
Total O & M Expenses 45,705 45,708 .
Depraciation & Amortization 3,736 3,06 (g) ]
Taxee Other Thap Income Froparty Tax 113,157) (13,157) (h} a
Federal Income Taxes v - w [}
Total Erpenss Adjustments L] 36, 284§ 36,284 % [}

Staff adjustment for NAWC lobbying costs

StafE adjustad vAts CAEG 2mOrCization fxem 2 ta 3 yoars ses Revissd Sch 0-3.7
Sea Deprecisition adjustment Exhibit A

Staff adjusted FUCO maintenance.O0CC fund axpsnge,and sxcise tax (£3)

gea Property Tax adjustment Evhibit B

fen Revised ¥IT calculation C-4



AQUA OHIO inc. Masury division
Case No 09-560-WW-AIR EXHIBIT A
Calculation of Depreciaiton Adjustment

Depreciaiton

Trumbull County Mater vaults disallowed 26,998
Depreciation Rate 0.0286
Staff Reduction for meter vaults 772
Staff corvection for Wrong Depreciaiton Rate on CIAC {386)
Adjustment to Staff Depreciaiton expense T 386
Depreciaiton adjustment Staff Report C-3 2,964
Depredaiton on T. County meter vaults 772

Revised Depreciaziton adjustment C-3 3,736



AQUA OHIO Ine. Magury divi sion Scheduel -3.10a

Case No 05-560-WW-AlR
Calculation of Ohio Property tan EXHIBIY B
STAFF APPUCANT  ADJUSTMENT
REPORT REVISED
1. Jurlsgictlanal Mlant in Service ot 6/30/0E (n) 5 3,305,636 (c) 26,958 3,332,634
2. Assecsent Valuatinn Percantage (b) 57.00% 57.00%
3. Assussad Property at 6/30/08 (1) » {2) 1,884,213 1899501
4, Average Propety Tax Rate - Per $1,0070 (b) B83.63 83,68
S. Wirisdicticonal Property Tax (2] x (4) 157,650 158978 1,288
{a) Staff'sSchedule 2-2.1
{b] Applicant's Schedule WPC-3.102
f{c)  Trumbubl County Meter vaults
Property tax adjustment S5taff Report c2 -14,445
Property tax adjusiment 1,288

Revised property tax adpstment () +13,157
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(2)

£3)

(1}
2}

{3}

tal
{b})
(=1}

Estimated Rate Case Expense la}
amortization Period (b)

Arnmal hmortization (1) / (2}

Estimated Rate Cage Expense (a)
Arertization Period (b}

Apmual hmorvizetion (1) / (2}

Applicant's Gchedule C-3.7
Refer co Taxe
Ses Applicant ebjectienm

Aqua Oniop, Inc. Mawury Division
Case Ng. D3.560-WW-AIR

Bate (age Fxpense Adjustment

02/04/10 SCHEDULE C-3.7

10:27 AM

e}

STAFF ERPORT

26,000

H

15,200

REVIEED

86,000

|

32 004
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Agua Ohio.Inc. Masury bivision

Cage NO. 09-560-WW-AIN

caleulerion of Federal Incowe Taxex

Operating Income Before FIT (a)

Beseneiling Jreges
intezest Charges {b!

Bock Depreciation {c)
Tex Apcelersted Depreciation (0}

Excess of Tax Over Bok Paprecistioca (3! - {4}

Grher Reconciling Tre®ds
Race Case Expense (e)
Tank Painting Expense (I}

Toeral ocher Reconciling Itemy (6] « {7}
Total Reconciling frems {2} « (3} + {4l
Pedars] Taxable Iacons [11 « [9)

Eadezal Incoms Taxes:

First §595 x 15%

Hext 8448 x 25%

Next $348 x 34t

Hexe %4207 x 39%

Mext $173,00¢ % 34¥

Wext 583,500 x 35%

Hext §59,667 x 39%

Excess of Taxable Income Over 5338,167 x 38k

Federal Income Taxes (11) Through (1B}

Tax Accelarated Depretiation (d)
Tax Zcraight line Depreciacion (di

Bxtess of Tax Atcelerated over Tax 5/L DcDrec. (20) - (21}
Defarred @la.D0%

Ampreizavion of Pricy Ywars ITC ‘dl

Rave Cage Bwpanca (w)

Tapk Paincing Expense (f]

Toral Orner Deferred Taxes {34! Thru (28]
Total Deferred Taxes (i3} + 127)

Total Pederal Incows Taxes (19! + (34}

Sraffs Schedale C-1

Srafi's Schedule B-1, $2,179%,641 x 0.03l4, Heighted Cost of pebt

Staif's Schedule §-1.2
orived from Applicanc's Schedvle C-4 and Staff's Workpapers
scaff-p fchedvle C-3.7
Staff's Schedule C-1.¢8

Revissd C-2

Adjunt Iatersst caloulation T. Covney {3,319 * .933}4 = 104}
Ravisad C-2

Sam Accelerated tax deprecialton Exhibit C

Adjust PFIT to 35 % rate for Agua Ohio

Ses Tax mtraight lipe depreciaiton Exhibkit €

$

023706710 SCatbuLs C-a

JUi25 KM
STAFY RITORT REVISED
Adjusted Froforma Adjuseed Proforma
Operating Sperating Operating operating
incomg Incoine income Income
(76,358) § 295,83 (g} [84,19T) 284,082
{68,401} 160,541} (W) {68, 545) (68, B45)
66,158 86,156 () 6%, bk 65,926
$2,314 82,328 {4} 91,832 o1, 933
(26,178} (26,178) 125, 004) (25, 004)
19,200 19,200 1%, 200 18,200
14,336 L$.936 T 14,906
34,128 34,136 4,138 34,136
(69,383} {60,405} (29,411) 195,413
{336,830} 255,081 (1%53.6140) 304,635
11341 132
t112) 113
1353} b3 ¥
1}, 84)) 1,64)
[44,4BE) L1 E )
2 19,632
a o
1] ]
(46,525} 80,492 k) (51,784} 7. 614
52,331 92,314 13) 91,532 91,4932
5%, 156 6,158 (1) 45, 181 45, 781
26,178 26,176 48,151 46,131
&, 902 §.%01 16,153 16,153
(1,480 {1.488) (1.4880) (1,480)
[{-%+1.]] {6.528) (k) (6.728) (§,720)
{5,078) § {5,078) (k) [5.2208) (s, 220)
(13,084} 113,094} 113.436) {13, 438)
—_— 1850 18,293} 2,112 2,7
(50,718) $ 26, 299 {51,045} 74,335




ACCELERATED TAX DEPRECIATION
MASURY DIVISION
Tax accelerated depreciaiton

Adjusted for date certain 6-30-2008
(1/2 of 2008 depreciaiton)

Total tax accelerated depreciaiton

SERVICE CENTER
Tax accelerated depreciaiton
Add additional software

Adjusted for date certain 6-30-2008
(1/2 of 2008 depreciaiton}

Total tax accelerated depreciaiton
Masury allocation percentage

Masury allocation

Masury Division tax accelerated
Masury portion of Service Center
Total accelerated tax depreclalton

Tax straight line depreciaiton
Masury division

Adjusted for date certain 6-30-2008
{1/2 of 2008 depreciaiton)

Tax straight lin depreciation Masury

Service Center
Adjusted for date certain 6-30-2008
{(1/2 of 2008 depreciaiton)

Tax straight lin depreciation Service Center

Masury allocation percentage

Masury allocation

Masury Division tax straight line depreciaiton

Masury portion of Service Center

Total Tax straight line deprediaiton

AQUA OHIQ inc. Masury division

Case No 09-560-WW-AIR

Calculation Accelerated Tax Depreciation
Calcuzltion of Straight line Tax Depreciation

Exhibit C

TwW -1 Attached 99,381
{21,589)
77,792
TW - 2 Attached 775,803
168,153
{154,005)
789,951
1.79%
14,140
77,792 -

14,140
91,932

35,258
{638)

34,620

658,323
(34,781}

623,542
1.79%

11,161
34,620

11,161
45,781



Aw-\

Arjia Ohib, Ing, 500
RECAP OF BOOK { TAX DEPRECIATION 10:18 AM
MASURY FOR ACCOUNT 28301 WP/BT1-3-87
CURRENT YEAR 2008 BOOK J TAX
- = - 2008
VINTAGE BOOK TAX TAX
YEAR PROPERTY CLASS OEPRECIATION CEPRECIATION CIFFERENCE RATE TAX ADRJSTMENTS
2002 FIVE YEAR apo 36.00% .00
SEVEN YEAR .00 35.00% Q.00
TWENTY YEAR 58373 1,024.95 441.25 35.00% 15444
2003 FIVEYEAR 0.00 35.00% 0.00
BEVEN YEAR 0.00 35.00% 0.00
TWENTY YEAR 3,14288 551842 2373564 35.00% £30.74
2004 FIVE YEAR 0.00 5.00% 0.00
SEVEN YEAR 0.00 35.00% 0.00
TWENTY YEAR 549,80 1,146,687 185,87 35.00% 88.55
2005 FIVE YEAR 0.0 35.00% 0.00
~ SEVEN YEAR 0.00 35.00% 0.00
TWENTY YEAR 7.984.60 1497148 7.578.88 35.00% 285180
2000 FIVE YEAR 000 35.00% 0.00
SEVEN YEAR 0.00 35.00% 0,00
TWENTY YEAR £.871.62 7.789.65 1.928.03 35.00% 674,81
2007 FIVE YEAR 0.00 36.00% 0.00
SEVEN YEAR 0.00 3500% D.00
TWENTY VEAR 413474 6,058.16 192342 30.00% 673.20
208 FNVEYEAR 0.00 35.00% 0400
SEVEN YEAR 0.00 35.00% 0.00
TWENTY YEAR 121874 4347977 44,304.03 35.00% 1456644
FIVE YEAR 0.00 35.00% 0.00
SEVEN YEAR D.00 36.00% .00
TWENTY YEAR 000 35.00% 0.00
FIVE YEAR 0.00 35.00% 4.00
SEVEN YEAR 0.00 35.00% 0.00
TWENTY YEAR .00 35.00% a.6a
FIVE YEAR 0.00 35.00% 000
SEVEN YEAR 0.00 35.00% 0.00
TWENTY YRAR 0.00 95.00% 0.00
12 FIVE YEAR 0.00 35.00% G.00
SEVEN YEAR 0.00 35.00% 0.00
TWENTY YEAR 0.00 35.00% 0.00
TOTAL 3525548 98,381.16 64,122,898 2 442,94 .00 244294




Aw-\

Agqua Chig, Inc, 2nng
RECAP OF BOOK 7 TAX DEPRECIATION 10:18 AM
MASURY FOR AGCOUNT 28301 WPBT1-2-87
CURRENT YEAR 2009 BOOK / TAX
- - - 2000
VINTAGE BOOK TAX TAX
YEAR PROPERTY CLASS DEPREGIATION  DEPREGIATION DIFFERENCE RATE TAX ADJUSTMENTS

1881 FVE YEAR 0.00 000
SEVEN YEAR 0.00 0.0
TWENTY YEAR legal 706.65% 407.74 0% 14271
1992 FIVE YEAR 0.00 0.00
SEVEN YEAR 0.00 0.00
TWENTY YEAR 29888 778.60 962 35.00% 13287
1993 FIVE YEAR 0.00 .00
SEVEN YEAR Q.00 0.00
TWENTY YEAR 1,754,714 284227 1,088.13 35.00% 380.85
1984 FIVE YEAR 000 0.00
EEVEN YEAR 0.00 a0
TWENTY YEAR 33690 73368 566,78 36.00% 138.87
1895 FIVE YBAR 0.00 000
SEVER YEAR 000 D.00
TWENTY YEAR 679.31 1.083.06 4455 35.00% 160,50
1996 FIVE YEAR 0.00 0.00
SEVEN YEAR 0.00 0.00
TWENTY YEAR 336,70 50448 170.78 35.00% 80.77
1987 FIVE YEAR 0.00 0.00
SEVEN YEAR 0.00 0.00
TWENTY YEAR 243070 6.318.14 367844 35.00% 135745
998 FIVE YEAR 0.00 0.00
SEVEN YEAR 0.00 0.4a
TWENTY YEAR 363.84 574,08 2134 35.00% 7AT
1998 FIVE YEAR 0,00 0.00
SEVEN YEAR 0.00 0.00

TWENTY YEAR Bes.28 1.902.40 1,087.12 38.00% aszep
2000 FIVE YEAR 0.00 0.00
SEVEN YEAR 0.00 0.00
TWENTY YEAR 127628 1,840.68 573,30 35.00% 200,68
2001 FIVE YEAR 0.00 0.0
SEVEN YEAR 0.0 0.00
TWENTY YEAR 516.60 1,027.97 &11,57 35.00% 178.98



AW -\

Aqua Chlo, Ine, 2900
RECAFP OF BOOK / TAX DEPRECIATION 10:18 AM
MASURY FOR ACCOUNT 28301 WPR/EBT1-67
CURRENT YEAR 2008 BOOK I TAX
2008
VINTAGE BOOK TAX TAX

YEAR PRQPERTY GLASS DEPRECIATION BEPRECIATION CIFFERENGE RATE TAX ADJUSTMENTS

1977 BUILDINGS 0.00 0.00
WATERUTILITY 0.00 0.00

1978 BUILDINGS 0.00 0.00
WATER UTILITY 0.00 0.00

1979 BUILDINGS 0,00 0.00
WATER UTILITY 0.00 0,00

1980 BUILDINGS 0.00 0.00
WATER UTRITY .00 0.00

1981 FIVE YEAR 0.0 0.00
FIFTEEN YEAR 613.48 (813.49) 35.00% (284.72)

1982 FIVE YEAR 0.00 0.00
FIFTEEN YEAR 164.91 (164.91) 35.00% 57.72)

1983 FIVEYEAR 14215 (14238  35.00% {49.76}
FIFTEEN YEAR(TAX INCLUDES 0.00 a.00

CWDA)

1984 FIVE YEAR 000 0co

FIFTEEN YEAR(TAX INCLUDE 85.69 {B5.59} 35.00% {29.96)
QWA 33/84 FIN)

1885 FIE YEAR 0.00 0.00

FIFFEEN YEAR(TAX INGLUDE: 10312 (103.12) 35.00% {36.05}
OWDA 33434 FIN}

1886 FIVEYEAR .00 D.00

FIFTEEN YEAR{TAX INCLUDE. 334,10 {334.10) 35.00% {115.94)
OWDA)

1987 FIVE YEAR 0.00 0.00
SEVEN YEAR 0.00 0.00
TWENTY YEAR (TAX INCLUDE 361,89 000 (36169  38.00% (126.80) -

OWDA) '

1988 FIVE YEAR 0.00 0.00
SEVEN YEAR 0.00 0.00
TWENTY YEAR 130.88 105.1 2457y  3600% [6.74)

1889 FIVE YEAR 0.00 0.00
SEVEN YEAR Q.00 0.00
TWENTY YEAR 211.84 385,13 173.28 35.00% 50,65
BOFTWARE {STAIGHT LINE) 0.00 0.00

1980 FivE YEAR 000 000
SEVEN YEAR 0.00 ¢.00
TWENTY YEAR 12,08 79982 487.57 35.00% 170.68



Aqua Qhio, ne. 3209
REGAP OF BOOK / TAX DEFRECIATION 445 BM
CORPORATE DFFICE FOR ACCOUNT 28301 WPET1-3-58
CURRENT YEAR 2008 BOOK [ TAX
- T 2008
VINTAGE BOOK TAX TAX
YERAR PROPERTY CLASS DEPREGIATION DEPRECIATION DIFFERENCE RATE TAX ADJUSTMENTS
2002 FIVE YEAR 3,622.86 0,00 (3,522.88) 35.00% (1,233.00)
BEVEN YEAR 761,66 1,121.56 35990 35.00% 125.97
TWENTY YEAR 0.00 385.00% 0.00
2005 FIVE YREAR 19.618.24 818.83 {18,783.41} 35.00% 16,579.42)
SEVEN YEAR 826,76 644.48 B228) 36.00% {28.80%
TWENTY YEAR 0.00 35.00% 000
2004 FIVE YEAR 68,002.84 3,783,89 185,199.05) 32.00% {22 819.67)
SEVEN YEAR 176.80 14349 [a331)  A500% (11.68)
TWENTY YEAR 0.00 35.00% 000
2005 FIVE YEAR 33,710.08 21680.72 {12,010.38) 35.00% 8,203.53}
SEVEN YEAR 210.02 393.41 183,39 35.00% 64,19
TWENTY YEAR 000 230681 230861 35.00% 807.03
2006 FIVE YEAR 135,064.22 200,886.93 F482276 35.00% 26,187.97
SEVEN YEAR 7.269.20 12,714.79 544550 36.00% 1,906.59
TWENTY YEAR 21,772.00 3053699 B,764.00 36.00% 308743
2007 FIVE YEAR 261,361.44 559,468.70 Fa.108.26 35.00% Z7.337.89
SEVEN YEAR (2.837.88) {(3478.32) (840.46) 35.00% [284.16)
TWENTY YEAR 460.54 TR ¥T 267.83 35.00% 93.74
2008 FIVE YEAR g7.902.51 13563351 87,731.00 35.00% 2370535
EEVEN YEAR 1,251.85 3677 232592 35.00% 814.07
TWENTY YEAR 408,78 B48.30 237,52 35.00% 83.13
FIVE YEAR .00 35.00% 0.00
SEVEN YEAR 0.00 35.00% 0.0Q
TWENTY YEAR 0.00 35.00% 0.00
FIVE YEAR 0.00 35.00% 0.00
SEVEN YEAR 0.00 35.00% 000
TWENTY YEAR 0.00 35.00% 0.00
FIVE YEAR 0.00 35.00% 000
SEVEN YEAR 0.00 35.00% 0.00
TWENTY YEAR 0.00 35.00% 0,00
2012 FIVEYEAR 0.00 35.00% 0.00
SEVEN YEAR 0.00 35.00% 0.00
TWENTY YEAR 0.00 35.00% 0.00
TOTAL 858,323.40 17580297 117.470.57 41,932.84 0.00 41,332.84




L S
Aqua Chio, Inc, V200
RECAP OF BOOK | TAX DEPRECIATION 4:45 PM
CORPORATE OFFICE FOR ACCOUNT 28301 WRIET1-2:59
CURRENT YEAR 2008 BOOK / TAX,
- - - T 2008
VINTAGE BO0K TAX TAX
YEAR PROPERTY CLASS DEPRECIATION  DEPRECIATION DIFFERENGCE RATE TAX ADJUSTMENTS
1991 FIVE YEAR 0.00 34.00% 0.00
SEVEN YEAR 51.94 161.94)  34.00% (27.38)
TWENTY YEAR 0.00 34,00% 0.00
1902 FIVE YEAR Q.00 34005 0.00
SEVEN YEAR 138.22 1130.22y  34.00% (48.89)
TWENTY YEAR 0.00 .00
1893 FIVE YEAR 0.00 34.00% 0.00
SEVEN YEAR 3,510.28 (8519.28)  34.00% €1,186.68)
TWENTY YEAR 0.00 0.00
1994 FWE YEAR 0.00 34.00% 0.00
SEVEN YEAR 403.18 (403.18) 34 [137.08)
TWENTY YEAR 0.00 0.00
W85 FNE YEAR .00 34.00% 0.00
SEVEN YEAR 0.0 34,00% 0.00
TWENTY YEAR 0.00 0.00
1996  FIVE YEAR 0.00 34.00% 0.00
SEVEM YEAR 1,785.04 {1.765.04)  34.00% {600.11)
TWENTY YEAR 0.00 0.00
1997 FIVE YEAR 0.00 94.00%, 0.00
BEVEN YEAR 615738 (6,157.38)  34.00% (2,083.51)
TWENTY YEAR 0.00 0.00
1898 FIVE YEAR 0.00 35,00% 0.00
SEVEN YEAR 0.00 .00
TWENTY YEAR 0.00 .00
1998 FIVEYEAR 0.00 35.00% 0.00
SBYEN YEAR 373.42 [B37342)  35.00% (130.70)
TWENTY YEAR 0.00 0.00
2000 FIVE YEAR 0.00 0.00 0.00 95.00% 000
SEVEN YEAR 493.78 0.00 (493.78)  36.00% {172.32)
TWENTY YEAR 0.00 0.00
2001 FIVE YEAR 0.00 35.00% 0.00
SEVEN YEAR 139.44 62.22 122 35.00% @7.03)
TWENTY YEAR . 0.00 0.00



