
BEFORE 
THE PUBLIC UTILITIES COMMISSION OF OHIO 

In the matter of the Application of 1 PUCO
Ohio American Water Company 1 37I 
To Increase Its Rates for Water and 1 Case No. OSF3QWS-AIR 
Sewer Service Provided to Its Entire ) 
Service Area. 1 

TESTIMONY 

OF 
0
c g

JOHN DRAGOO 0	 - 3 

0 x 2  

ON BEHALF OF DRAG00 AND ASSOCIATES, INC. 	 5 '3z 
c/r e 
- 4  

AND DRAGOO MANAGEMENT, CO. 

Q. 	 Will you please state you name? 

A. 	 John Dragoo 

Q. 	 What is your business address? 

A. Dragoo & Associates, Inc., 127 West Weisheimer Road, Columbus, Ohio, 43214. 

Q What is your position with Dragoo And Associates, Inc.? (hereinafter "Dragoo"). 

A. 	 I am the company's chief financial officer. Dragoo and Associates, Inc. was formerly 

known as Dragoo Management Co. and our service with Ohio American Water Company 

("OAWC") is still in that name. Dragoo and Associates is the management agent for 

Blendon Square Apartments which receives the water and wastewater service from 

OAWC. 

Q. 	 What is the purpose of your testimony in this case? 



A. I am offering public testimony as a major customer of OAWC. I believe the records will 

show that Dragoo is the largest single customer in the Huber Ridge Service area. 

Q, What is the interest of Dragoo in the pending Application of OAWC in this case? 

A. Dragoo is the Manager of Blendon Square Apartments and is a water and wastewater 

customer of OAWC in what is known as the Water C Division in the Huber Ridge 

Subdivision. The property is owned by Blendon Investment Company. 

Q. How long has Dragoo been involved in the management of the Blendon Square 

apartments? 

A, 33 years. 

Q. What documents have you reviewed in regard to this Application by OAWC? 

A. Along with my attorney, we have reviewed the Application of OAWC as it relates to the 

Rates for Water C, the Public Utilities Commission Staff Report, the Objections to the 

Staff Report filed on behalf of OAWC, the Objections to the Staff Report filed on behalf 

of the Ohio Consumers' Counsel, ("OCC"), just as they relate to the rate blocks effecting 

Dragoo. 

Q. What educational experience do you have to do you have to help you understand these 

matters? 

A. I have a Mechanical Engineering degree (1969) from Cornell University and an MBA 

Degree from Ohio State University (1985). 

Q. What other experience have you had in regard to the PUCO water and sewer rate 

proceedings effecting Blendon Square Apartments? 



A. I have been an intervener on behalf of Dragoo in the last Citizens Utilities case in 1998, 

and the previous two Ohio American Water Company cases. 

Q. What are your primary concerns that you want to have the Commission address in 

regard to the impact of this case on your business? 

A. The primary concerns at the present time are as follows: 

1. The water rate for Block 3 in Water C in the previous case (No. 07-1112-WS-AIR) 

was set at $2.1115/ccf for usage over 600/ccf. 

2. OAWC promised Dragoo in the settlement of Case No. 07-1112-WS-AIR to do a 

study of tariff design and cost of service principles specific to Blendon Square 

Apartments before filing any new rate case. 

3. The current application raises the 3"̂^ rate block in Water C to 2000/ccf without 

any supporting justification. 

4. We have been denied the opportunity, promised by OAWC, to conduct expert 

review of the rate study for Blendon Square because no such study was completed or 

provided. 

5. My position is that the Commission should adopt the 3'''̂  rate block for Water C 

that was agreed to by all parties at the conclusion of the Case No. 07-1112-WS-AIR. 

6. Blendon Square is the only customer affected by the proposed higher level for 

Block 3 in Water C, and there is no proper matching of costs to rates. 

7. The $3.942/ccf rate that the OAWC is recommending improperly includes the 

costs for recovery of structure/maintenance expenses downstream from the 



master meter, and it also includes repair and replacement of street mains and 

fire hydrants which are exclusively the responsibility of Dragoo. 

8. In the previous case, all parties agreed that the 3̂ *̂  rate block for Water C should 

begin at 600 ccf and be fixed at the "base cost of water" without any inclusion of 

"peak-related costs". No proper justification has been presented to alter the 

previous agreement. 

9. The PUCO Staff Report states (Page 34, Rates and Revenue Analysis) "The 

schedules should, to the extent practicable, be predicated upon the costs 

associated with the particular service rendered". Raising the 3̂ ^ rate block for 

Water C to 2000 ccf violates these guidelines, and serves only OAWC at the 

expense of one customer, Dragoo. 

10. Dragoo is in effect a residential customer because all of the ultimate consumers 

of the water are residential customers. The proposed cost increase to Dragoo 

will have to be passed on eventually to the residential customers who occupy 

the apartments in Blendon Square. Such an increase in the rents of the residents 

of Blendon Square will make the property non-competitive with neighborhood 

apartment complexes which have municipal water service. 

11. Dragoo is representing 214 water and wastewater (residential) customers, with 

only one meter, one bill, and one customer to deal with, which provides 

significant economies of scale to OAWC and which have not been recognized in 

the rate request. Dragoo has always paid its' monthly bill in full, and on time 

with no expense to OAWC for bad debts, or collection problems. 



12. The PUCO Staff has suggested that the rate blocks for Water A and Water C 

should match, but the only justification is "uniform tariff pricing". That request 

could also be satisfied by lowering the 3*̂*̂  rate block for Water A to match Water 

C at 600 ccf. Uniform tariff rates might ease the burden of rate analysis, but it 

does not relect the very different costs associated with the very different water 

districts served by OAWC. Rates should reflect costs, and the Huber Ridge 

service area should not be adversely impacted by costs associated with serving 

other areas in the State of Ohio, 

Q. Do you wish to introduce and sponsor any exhibits for the Commissions consideration? 

A. Yes. I am providing an aerial photo of the subject property so that the Commission can 

be aware of the unique nature of the property as an OAWC customer. I ask that the 

photo be marked as Dragoo Exhibit 1 and Counsel will offer it for admission into the 

record. 

Q. Do you have specific problems with the application of a basic COSS to Dragoo? 

A. Yes I do, as follows: 

1. A basic COSS uses an Allocation Factor in computing maintenance expenses, but 

that Allocation Factor does not differentiate the Dragoo customer service from 

other customers. Dragoo has full responsibility for all maintenance expenses 

over six streets downstream from the master meter. 

2. The basic COSS includes costs for fire hydrant material, labor and depreciation, 

but Dragoo has full responsibility for ail of the fire hydrants downstream from its 

master meter. 



3. The basic COSS includes an allocation factor for Administrative and General 

Expenses that assigns an extremely disproportionate share of expense to 

Dragoo. Dragoo is one customer out of 51,801 and the A & E allocation should 

be proportional. 

4. The basic depreciation allowance for distribution mains uses an allocation factor 

which does not differentiate the Dragoo service from the other customers, so it 

does not reflect our responsibility for the installation of all of the main lines 

downstream from the master meter. 

5. The assignment of income taxes and return on investment uses an allocation 

factor which is based on an incorrect assignment of original costs to Dragoo. The 

assignment schedule includes costs for land and transmission mains which are 

calculated using an allocation factor which unfairly assigns significant costs to 

Dragoo because it does not differentiate between the Dragoo service and the 

other customers, so it does not reflect the much lower level of investment in 

infrastructure made by OAWC for Dragoo compared to those other customers. 

Q. Do you consider yourself to be an expert in rate design matters. 

A. No I do not. I retained the services of a rate design expert, Philip Miller of 

Riverbend Consulting, in order to analyze the justification for any changes to the 

rates proposed by OAWC, but no justification was provided. Through my attorney, I 

made several requests for any documentation or commentary that would support 

the proposed change in the 3̂ ^ water rate block, but we received nothing from 

OAWC or any representative of OAWC. As Mr. Miller stated in his letter to me on 



11/10/09, "without that information there is nothing available to review and make 

an argument for one way or the other". See Dragoo Exhibit 2. 

Q. What, specifically, were you promised by OAWC. 

A. During the last rate case, I had specific discussions with the attorney representing 

OAWC and with the General Manager for the Huber Ridge service area for OAWC. 

Those discussions resulted in the Letter Agreement sent to us on 8/26/08. I would 

like to present a copy of that letter as Dragoo Exhibit 3. In that agreement, "Ohio 

American agrees that a person experienced in tariff design and cost of service 

principles will examine the particular siting and operational aspects of Blendon 

Square Apartments as a commercial customer to compare and contrast the features 

of Blendon Square Apartments with Ohio American's other commercial customers 

with respect to whether cost of service principles as applied to the Blendon Square 

Apartments support the third rate block charge that applies to Ohio American's 

commercial customers. The report of his/her findings will be made to Dragoo prior 

to the filing of Ohio American's next rate case". Without the type of COSS promised 

by OAWC in its settlement letter, we have been denied the ability to properly 

examine and defend against any changes from the agreement in the last case. 

Q. What do you recommend that the Commission do in regard to the 3̂ ^ rate block in 

Water C. 

A, I recommend that the commission retain the 3̂ ^ rate block for water service over 

600/ccf that was approved by all parties in the previous case. 

Q. Does this conclude your testimony? 



A. Yes it does. However I reserve the right to supplement my testimony in the 

event that the Staff or any other party changes its position in regard to the rate 

design issues affecting the Dragoo service. 





RIVERBEND CONSULTING 
1750 Flinthill Drive 

Hiilip E. Miller Columbus, Ohio 43223 Accounting 
Principal (614) 871-5723 Cost of Service 

FAX (614) 871-7229 Regulatory Services 
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November 10, 2009 

Henry W. Eckhart 
Attomey at Law 
50 West Broad Street 
Suite 2117 
Columbus, OH 43215 

Dear Henry: 

I appreciate the opportunity to assist with the Ohio American Water Company rate case. 
Unfortunately, it is my feeling that we are too far along in the rate case process for me to 
be able to provide significant assistance. As you are aware, this case was filed in June so 
approximately five months of time have elapsed since the filing. As such, it will be 
extremely difficult to submit discovery, receive the responses, analyze them, and then 
made a determination of which issues should be pursued in the form of testimony or 
cross-examination. 

In this regard; Ihave talked with some that are already directly involved in this rate case 
and it is my understanding that the staffs report is to be filed next week. Of course, once 
it is filed the clock will commence regarding the filing of any testimony. As mentioned 
above, this time frame pretty much {Prohibits me from being able to make a fiill 
determination on which issues would be worth pursing. 

Having said this, I will identify some issues that should be of concern to Dragoo & 
Associates: 

Cost of Service/Rate Blocks 
There is no doubt that this is the defining issue for your chent. In this regard, I 
have read over the material you provided and it does appear that the Company 
agreed to provide a cost of service study for the Blendon Square Apartments but 
they did not. However, without that information there is nothing available to 
review and make an argument for one way or the other. 

I noticed in the testimony of E. Grubb, at page 17, he states that the "second 
volumetric rate block was not merged for the water tariff groups due to the rate 
impact it would have on the larger commercial customers in the existing Water C 
group." Since Blendon Square is essentially a large commercial customer this 
seems to be an acknowledgment that they are being treated unfairly by the tariff 
design. I might also add that I am not aWare of^vhat customers fall under the 
Water C group, but this would be something worth knowing; 
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Step Increases 
This issue is a large one in that the Company is going to automatically increase its 
rates for the next three years. I understand the Company's position as to the cost 
savings that will be generated from not having to file new cases; but all of the 
projections being used for rate base and operating income are just those, 
projections. At the minimum it seems that actual data would need to be provided 
that could then be compared to the projections before the step rates go into effect. 
But, then there will still be additional costs incurred by everyone so it seems just 
as logical to just go with the normal rate case filings. 

Test Year 
The test year contains nine months of projected data. This data needs to be 
compared to the actual results among other things in order to test the vahdity of 
the projections. 

Pensions 
This is a significant adjustment to test year operating expenses. This adjustment 
increases operatmg expenses by $655,151 and is the largest expense adjustment. 
This adjustment is based on actuarial studies that need to be reviewed. The 
Company has acknowledged that as the economy rebounds that the costs could 
flow the other way, and has proposed a type of balancing account. 

Insurance 
Insurance costs are being increased by $331,682. It would be good to know what 
portion of the costs is borne by the Company and by the employees. Many 
companies have increased the cost to their employees as the total premiums have 
increased. 

Other Expenses 
There are other numerous adjustments made to operating expenses, all of which 
could be called into question if time were available to conduct discovery. 

Federal Income Taxes 
The Company is proposing a large adjustment of almost $2 million of deferred 
income taxes. 

Water Sales 
Test year water sales are being reduced by $ 1,186,785 for the Water A customers. 
This is supposedly based upon an analysis of the actual and budgeted bill analysis. 
It should also be determined how representative the test year was as to weather 
and the resulting usage. 

Rate Base 
The Company is proposed to include various deferred items in rate base. The 
validity of this inclusion needs to be determined. 
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Rate of Return 
Rate of retum is outside my by area of expertise but I note that the Company is 
asking for a retum on equity of 12.20% (overall return of 9.11%). Certainly there 
are a lot of companies that would like to be earning 12.20% on their common 
equity! 

Henry, I wish there were time to pursue the issues set out above and others. I recall that 
when I was retained by your chent back in 1998 that I had just completed a series of 
cases for Citizens in Arizona and thus I had already addressed many of the issues that 
were going to be in the Ohio case. Therefore, I was able to define many of the issues 
without any significant analysis. However, without that background, and without ample 
time to really explore the issues set out above, I am not sure what more service I can 
provide at this time. 

If desired, though, I would be willing to look over the staff report when it comes out as 
well as the testimony of any OCC witnesses to determine if they have sufficiently 
addressed some of the issues set out above. I doubt, though, that we will see either the 
staff or the OCC address the most significant issue, that being the changing of the second 
block up to 2,000 ccf 

Please let me know if you have any questions or if you want me to provide any further 
service. Please note that the phone numbers on the letterhead have been changed. The 
best number to reach me is 205-0665. 

I am also attaching an invoice for the effort provided to date. 

Sincerely, 

Phil MUler 
Attachment 

'0RAGOO EX. 2 
PAGE 3 of 3 



06/17/2909 11:17 &142632183 DRAGOO AND ASSOC INC PA6E 02/64 

QOLUMEHIS I CLEVELAND 

CMcnniATi-DAVTmi 

BRICKER A ECKLER LLP 
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August 26,2008 

EtoaryW.BfdEhart̂ Bsq. 
EddffiTt Law Offices 
Suite 2117 
50 West Broad Street 
Columbus, OH 43215 

Re: A&ttmmt wttlt Obw Ai^ri^^a W»t^ C^mpmf 
Case NHL 07-lil2-WS-AZR 

Deaa: Henry: 

This letter will confixm the commitincnt and agr^ment of Ohio Am^cau 
Water Cmt^tny COhio Amoican") widi Dragoo Maoageanfint Coax̂ iany 
(^TIi^oo'O ̂ & lesf^ct to settling ̂  issues in the above-tef^^ 
case. 0(hioAiD<Kican agrees to maintam^ssaittxaysew^m^^ 
sanilBry maidi^ibs iix tbe Blendon Square Apailn^ite 

The mainteoMice activity that Ohio American wiU unctoake i i ^ i ^ : 

1) Rĵ ŝondingiD and zovestigadi^ reported sewer blo^ 
Bl̂ idcHi Square ApsstmeasX conxpkx; 

2) Removing blockages in fte sanitaiy sewer mains and mat^ioie^ 

3} Repeinng damaged samtary sewer maim m i maohoks from 
normal wear; 

4) Preventive cleamiiî  of tite samtary sewer mains and nmoboles as 
needed. 

£>ragoo and Obio Anieric^ agree Ibst Ohio Ameri<̂ i& is n<̂  r ^ ^ 
mamtenajice of any building sanitary sewer line tbat comî cts any butlding or 
stzuctuFstD the ̂ nitaiy sewer mains or nianhcdes. Fur&er Ohio Am^caa b 
not rc^xmsibic and does not maii][laui tbe ts^ or saddle comiecticHi tiiat 
connects tiie tmildiog to sewer service lines sod tise sanitary sewer uaair^ or 
manholes. 

I>t^oo agrees that tise Blendcm Square Apartments* managoin^ 
the dttadbedproc^lure (see Attadimeat A) witb r^pect lo notifyii^ Ofaio 
American of a poteotiai or agtuaJ sanitary sewer bkdcage in te BicEuk^ 
Square Apartm^its complex. 
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Mcker&Edkler 
A T T O R N E Y S A T L A W 

Henry W.Eckhait, Esq. 
August 26,2008 
Page2 

r>ragoo <m bdialf of Bkndcm Square AparfcaiiaJte wiU p ^ 
samtary stiver n^ins and manhotes. Dr^Dowabd^dfofBtecAwtSquKeAparto^ats* 
nian^^neiit agrees to have the manhole i i ^ uiK»vcied at <Mr above grade so ̂  to laevcwl 
surface stonnwater runoff fiom eof^ing Itie maiduile lids. 

It is fiirther ̂ zeed tiiat CMbio Aii^can is not re^»as3^ fiff l e s t o a ^ 
nmy be required to be resQoved to ̂  access to the samtaiy sewn mai^ 

As witii sdl (Mo Anwrican oBtomers, Dragoo on bchdf of Bterfon S ^ 
m n̂sigRmHnt agrees to con^ly with all of Ohio American's tatiJBTpirovisions. 

OMo AmericMi agrees flioe a person «3q)ffliMced in tariff <fc^tt and o ^ 
wiU examii^ the particular sitti^ a[id opoational aspects 
comnienM customer to coinp^e and coiitmst tite f^^uzes of Blend(^ ( ̂ jjk^ 
f%io Aqî fift"*^ ^^er eommeicial ciistimias witii respect to vAxsAsî  cost of service pmaapfes v '^^^ 
as ̂ ^ilied to tite Bl^i^m Square Ai^rtn^sits siq)port ti^ tiun^ 
Ol^Amedcan'sccftmaerdalcustamas. Ilie report of Ms/bear findings will be made to £hapK> 
pfk)r to the filing of Ohio Americssa's next rate case. 

The comnutmenlB by Ohio Anieeican aiKl DfagCK) vriO ranani in €fie<^ u ^ 
tiffi dedara by tiie Pt*Uc UtilMes CcwflflmissKm erf Ohio m 

ff asked by the PUCO StaffJwiUdisdose tiie bioadcnitiines of tins agreens^ Ibelievetiiflt 
tiiere is no lequircan^at to file tins I^to: m the above-refencnced case. 

Sincerely, 

SaUy W. Bloomfield 

AORHED 

Henry W.Bckhart»(mbd)alf of I^ted 
DRACKX) MANAGEMENT COMPANY 

DRAGOO EX 3 
PAGE 2 of 3 



65/17/2009 11:17 6142632183 l^AGOO AND ASSOC INC PAGE 04/04 

BI»don iSqiiare .^aitmaits ' MkaagraieBf s 
Procedore finr lUfwrtiBg SasUa»y Sewer BM^ps 

If a samtmy seww back-^ (sometiaies lulled a sewea-blockagî ^ 
Mowing {Hoceduore ^lotdd be followed so ti^ tiie problem can be sd 

1) CaUOIibAmerkanW8t)efCoa!^)a2ty(<%ioAm»icaa)0 
d i ^ a week) at: 

1-800-673-5999 

2) ProftfidbtiieCu^iHDi^SeimceR^vese^atiyei^li^^ 

Dragoo MaE^efi(»at C<»npany (tiie t n l l ^ party) 
Blaidon Square Apartwente 
Service Address 
Call-Back Ph<Me Nuffiber 
Nabne of the j^oblon: Sttulaiy Sewer Blodci^-ReqiHst Bm^gnicy 
Ilie Cuslcmi^ Semce R^piesc^ititftveTim^ 
the call. 

3) Ohio AmericanwiUdE^w^aF^dS^viceiUpesat t ivetothe site 
|m>bl^ and detiHmiae tiie location of tjbe si^pecled sewer b k x ^ ^ 

4) fftiie sewer bkxslc^e is mtiK$ssmt^sewc3^iiraii»<KrmaE^ides,(^ 
clear tiie sewn-blockage. W h ^ tiie sewwblodbgebtt been deared and tiie sew^armatB is 
open aad wcnlEii^ properly, tliB Ohk> AiBCTcan Fiey S o v m ] ^ ^ 
mao^eoH^t's <^-^te ccMOtaĉ  that tiie sanitaty sewa-main | M ^ ^ 
there should be no mc»[e backi^js at tiiat thne. 

5) lf&eBkiMk»i Square ̂ paitmatkts«liialfy had sewage b ^ 
apmtiiK^ maaag^Q^iit dbcmld tdcc 3c4kHis it b ^ k n ^ 
tiiat was ccmCamuiatedl^ tiie backup. Cttik> American i^comtneiidstiiat tiie apartment 
mai^emem ocmtact tiie q^TOfviate msoraiice carrier l e g s r ^ ^ 

6) ^thet^<K:^geisiiotmtiiesdmtsqrsewerma]nsorma^iote,0^ 
S^vice R«)»eSQitative will iKytify tiie managenM^'s 0 
mam was iiispected atul it h ^ been detenakked tiial tiie sewer b l o d ^ 
mabsormaolioles, 

7) it is BtefidonSqaue Apartments dud Dragoo Mfflngemefft 
oiaintam aad clear hkxjca^is m the sanilary sewer service line c o n n e c t 
tnain to the tmtlding cnr otiier sftriK îfes (ckb bouse, po^ 

Other hnportanf (Hik> Am<»kara Wato: Conipaior 1 ^ 1 ^ 

Fraaklin County District Ofifioe (614) 8KS-6586 
IfabcT Ridge system t M ^ M J L Versm (614) 578-5009 (cell) 
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