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BILL SUMMARY

e Allows the Public Utilities Commission (PUCO) to approve the purchase of a
municipal water-works or sewage disposal system company by a large water-works
or sewage disposal system company.

e Requires PUCO to establish a rate base for the company being acquired.

e Requires the acquiring company to recommend whether the company being
acquired should be integrated into an existing rate division or given a new rate
division.

e Adds requirements for determining the original cost of acquisition of a municipal
water-works or sewage disposal system company by a large water-works or sewage
disposal system company.

e Requires PUCO to create and maintain a list of utility-valuation experts to be used to
appraise the original cost of acquisition.

e Requires the deferral of prudent costs of obtaining utility valuations.

e Allows the deferral of post-in-service carrying costs for post-acquisition
improvements and any depreciation expenses related to those improvements.



CONTENT AND OPERATION
Introduction

The bill allows a large water-works or sewage disposal system company to
petition to purchase the property, plant, or business of any municipal water-works or
sewage disposal system company with the consent and approval of the Public Utilities
Commission (PUCO). A petition filed under the bill may also seek approval of a
certificate of public convenience and necessity and the approval of an original cost
valuation as provided in the bill.! The bill only applies to voluntary and mutually
agreeable acquisitions.>

Under the bill, "large water-works or sewage disposal system company" means a
water-works or sewage disposal system company that has annual operating revenues of
$250,000 or more. "Municipal water-works or sewage disposal system company" means
any water-works or sewage disposal system company owned or operated by a political
subdivision or by a municipal corporation. "Political subdivision" includes departments,
divisions, authorities, or other units of state governments, watershed districts, soil and
water conservation districts, park districts, municipal corporations, counties, townships,
and other political subdivisions, special water districts, including county and regional
water and sewer districts, conservancy districts, sanitary districts, sewer districts or any
other public corporation or agency having the authority to acquire, construct, or operate
waste water or water management facilities, and all other governmental agencies now
or hereafter granted the power of levying taxes or special assessments, the United States
or any agency thereof, and any agency, commission, or authority established pursuant
to an interstate compact or agreement.’

Approval of an acquisition

To receive PUCO's consent and approval, the bill requires a petition to be signed
and verified by the president of the large water-works or sewage disposal system
company and filed with PUCO. The petition must set forth the object and purposes
desired and the terms and conditions of the acquisition. Once the petition is filed,
PUCO may set a time and place for a hearing, if necessary.

PUCO must approve any petition for the acquisition including a petition seeking
the approval of a certificate of public necessity and convenience, if the large water-

1 R.C. 4905.481.
2R.C. 4909.059.

3R.C. 4905.481 and 4909.051; R.C. 6119.011, not in the bill.
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works or sewage disposal system company sufficiently demonstrates and PUCO finds
that the petition is just and reasonable. A petition is to be deemed approved if PUCO
fails to issue a final order not later than 270 days after the initial petition is filed, unless
the petition review is suspended for good cause shown.*

Under the bill, in the order approving the acquisition PUCO must include both
of the following:

e PUCO's decision establishing the rate base of the company being acquired;

e The rate division under which the geographic area of customers from the
company being acquired will be served.’

Rate Division

The bill requires a large water-works or sewage disposal system company
acquiring a municipal water-works or sewage disposal system company to recommend
whether the geographic area of customers from the company being acquired are to be
integrated into an existing rate division of the acquiring company or given a new rate
division. If integration is the recommendation, the acquiring company must also
recommend how the area is to be integrated. The recommendation must be mutually
agreed upon by both companies.®

Under the bill, "rate division" means a separate tariff of a water-works or sewage
disposal system company for one or more geographic customer areas.”

Original cost determination

The bill sets forth additional requirements with respect to the determination of
original cost as it relates to the acquisition of a municipal water-works or sewage
disposal system company by a large water-works or sewage disposal system company.
Under the bill, PUCQO, in evaluating a petition for acquisition, must accept the original
cost of acquisition of the company being acquired as reported under current law, if
(1) PUCO finds the cost is just and reasonable and (2) the cost is determined as follows:

e The acquiring company has three appraisals performed on the property of
the company bring acquired.

4R.C. 4905.481.
5R.C. 4905.491.
6 R.C. 4905.49(B) and (C).

7R.C. 4905.49(A).
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e The three appraisals are performed by three independent utility-valuation
experts mutually selected by both companies from the list of utility-
valuation experts created by the bill.

e The average of the three appraisals is used as the fair market value of the
company being acquired.

e Each utility-valuation expert does all of the following:

o Determines the fair market value of the company to be acquired by
establishing the amount for which the company would be sold in a
voluntary transaction between a willing buyer and a willing seller
under no obligation to buy or sell;

o Determines the fair market value in compliance with the Uniform
Standards of Professional Appraisal Practice;

o Employs the cost, market, and income approach to independently
quantify the future benefits of the company to be acquired;

o Incorporates the assessment of the tangible assets of the company to be
acquired (described below, next) into the appraisal under the cost,
market, and income approach;

o Engages one licensed engineer to prepare an assessment of the tangible
assets of the company to be acquired. The original source of funding for
any part of the tangible assets is not relevant to determining their value.

e The lesser of the purchase price or the fair market value is reported as the
original cost of the company to be acquired.®

Each utility-valuation expert must return the appraisal, in writing, to both
companies in a reasonable and timely manner. All appraisals must be included in any
filing associated with the acquisition.’

8 R.C. 4909.05 and 4909.052.

? R.C. 4909.053. A technical amendment may be needed to this section to replace "or" with "and"
regarding the cross reference to R.C. "4905.481 or 4909.052." Although R.C. 1.02(F) might apply to
interpret the "or" as an "and,” simply changing it to "and" would be easier and clearer.
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Utility-valuation expert list

For purposes of determining the original cost of a municipal water-works or
sewage disposal system company to be acquired, the bill requires PUCO to maintain a
list of utility-valuation experts that a water-works or sewage disposal system company
may choose. PUCO is also responsible for creating and maintaining reasonable criteria
that must be met to be included in the list.!

Deferred costs

The bill requires the prudent costs of obtaining the three valuations used to
determine the market value of the system in an acquisition be deferred as an expense
for future recovery in a manner determined by PUCO. In determining prudence of
costs, PUCO must give due regard to the circumstances of the case, including size and
complexity of, and any particular difficulties associated with the valuation.!!

Upon application by the acquiring company, the bill allows PUCO to authorize
the deferral of post-in-service carrying cost on any improvements made to the company
being acquired after acquisition. Those costs must be calculated based at the acquiring
company's weighted average cost of debt as determined in its last rate case. The
deferrals will begin after the expenditure is incurred and will continue until the first of
the following occurs:

e The investment has been in service for three years;
e The acquiring company's next rate case that includes the investment;

e The inclusion of the investment in a charge authorized under an
infrastructure improvement surcharge.!?

Upon application by the acquiring company, the bill allows PUCO to authorize
the deferral of any depreciation expense related to post-acquisition improvements to the
company being acquired, to be recovered over the life of the assets commencing with
the first rate case including the acquisition. The depreciation deferral will continue until
the first of the following occurs:

e The investment has been in service for three years;

10R.C. 4909.054.
TR.C. 4909.055.

12 R C. 4909.057(A).
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e The acquiring company's next rate case that includes the investment;

e The inclusion of the investment in a charge authorized under an

infrastructure improvement surcharge.!®
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