(135th General Assembly)
(House Bill Number 226)

AN ACT

To amend sections 4909.05 and 4909.15 and to enact sections 4909.173 and 4909.174
of the Revised Code to permit water-works companies to bear the costs for
replacing certain customer-owned water service lines.

Be it enacted by the General Assembly of the State of Ohio:

Section 1. That sections 4909.05 and 4909.15 be amended and sections 4909.173 and
4909.174 of the Revised Code be enacted to read as follows:

Sec. 4909.05. As used in this section:

(A) A "lease purchase agreement" is an agreement pursuant to which a public utility leasing
property is required to make rental payments for the term of the agreement and either the utility is
granted the right to purchase the property upon the completion of the term of the agreement and
upon the payment of an additional fixed sum of money or title to the property vests in the utility
upon the making of the final rental payment.

(B) A "leaseback" is the sale or transfer of property by a public utility to another person
contemporaneously followed by the leasing of the property to the public utility on a long-term basis.

(C) The public utilities commission shall prescribe the form and details of the valuation
report of the property of each public utility or railroad in the state. Such report shall include all the
kinds and classes of property, with the value of each, owned, held, or, with respect to a natural gas,
water-works, or sewage disposal system company, projected to be owned or held as of the date
certain, by each public utility or railroad used and useful, or, with respect to a natural gas, water-
works, or sewage disposal system company, projected to be used and useful as of the date certain,
for the service and convenience of the public. Such report shall contain the following facts in detail:

(1) The original cost of each parcel of land owned in fee and in use, or, with respect to a
natural gas, water-works, or sewage disposal system company, projected to be owned in fee and in
use as of the date certain, determined by the commission; and also a statement of the conditions of
acquisition, whether by direct purchase, by donation, by exercise of the power of eminent domain, or
otherwise;

(2) The actual acquisition cost, not including periodic rental fees, of rights-of-way, trailways,
or other land rights held, or, with respect to a natural gas, water-works, or sewage disposal system
company, projected to be held as of the date certain, by virtue of easements, leases, or other forms of
grants of rights as to usage;

(3) The original cost of all other kinds and classes of property used and useful, or, with
respect to a natural gas, water-works, or sewage disposal system company, projected to be used and
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useful as of the date certain, in the rendition of service to the public. Subject to section 4909.052 of
the Revised Code, such original costs of property, other than land owned in fee, shall be the cost, as
determined to be reasonable by the commission, to the person that first dedicated or dedicates the
property to the public use and shall be set forth in property accounts and subaccounts as prescribed
by the commission. To the extent that the costs of property comprising a coal research and
development facility, as defined in section 1555.01 of the Revised Code, or a coal development
project, as defined in section 1551.30 of the Revised Code, have been allowed for recovery as Ohio
coal research and development costs under section 4905.304 of the Revised Code, none of those
costs shall be included as a cost of property under this division.

(4) The cost of property constituting all or part of a project leased to or used by the utility,
or, with respect to a natural gas, water-works, or sewage disposal system company, projected to be
leased to or used by the utility as of the date certain, under Chapter 165., 3706., 6121., or 6123. of
the Revised Code and not included under division (C)(3) of this section exclusive of any interest
directly or indirectly paid by the utility with respect thereto whether or not capitalized;

(5) In the discretion of the commission, the cost to a utility, in an amount determined to be
reasonable by the commission, of property constituting all or part of a project leased to the utility, or,
with respect to a natural gas, water-works, or sewage disposal system company, projected to be
leased to the utility as of the date certain, under a lease purchase agreement or a leaseback and not
included under division (C)(3) of this section exclusive of any interest directly or indirectly paid by
the utility with respect thereto whether or not capitalized;

(6) The cost of the replacement of water service lines incurred by a water-works company

under section 4909.173 of the Revised Code and the water service line replacement reimbursement

amounts provided to customers under section 4909.174 of the Revised Code;

(7) The proper and adequate reserve for depreciation, as determined to be reasonable by the
commission;

H-(8) Any sums of money or property that the company may have received, or, with respect
to a natural gas, water-works, or sewage disposal system company, is projected to receive as of the
date certain, as total or partial defrayal of the cost of its property;

83(9) The valuation of the property of the company, which shall be the sum of the amounts
contained in the report pursuant to divisions (C)(1) to 5)-(6) of this section, less the sum of the
amounts contained in the report pursuant to divisions {€36)-(C)(7) and (H-(8) of this section.

The report shall show separately the property used and useful to such public utility or
railroad in the furnishing of the service to the public, the property held by such public utility or
railroad for other purposes, and the property projected to be used and useful to or held by a natural
gas, water-works, or sewage disposal system company as of the date certain, and such other items as
the commission considers proper. The commission may require an additional report showing the
extent to which the property is used and useful, or, with respect to a natural gas, water-works, or
sewage disposal system company, projected to be used and useful as of the date certain. Such reports
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shall be filed in the office of the commission for the information of the governor and the general
assembly.

Sec. 4909.15. (A) The public utilities commission, when fixing and determining just and
reasonable rates, fares, tolls, rentals, and charges, shall determine:

(1) The valuation as of the date certain of the property of the public utility used and useful
or, with respect to a natural gas, water-works, or sewage disposal system company, projected to be
used and useful as of the date certain, in rendering the public utility service for which rates are to be
fixed and determined. The valuation so determined shall be the total value as set forth in division €€}
8-(C)(9) of section 4909.05 of the Revised Code, and a reasonable allowance for materials and
supplies and cash working capital as determined by the commission.

The commission, in its discretion, may include in the valuation a reasonable allowance for
construction work in progress but, in no event, may such an allowance be made by the commission
until it has determined that the particular construction project is at least seventy-five per cent
complete.

In determining the percentage completion of a particular construction project, the
commission shall consider, among other relevant criteria, the per cent of time elapsed in
construction; the per cent of construction funds, excluding allowance for funds used during
construction, expended, or obligated to such construction funds budgeted where all such funds are
adjusted to reflect current purchasing power; and any physical inspection performed by or on behalf
of any party, including the commission's staff.

A reasonable allowance for construction work in progress shall not exceed ten per cent of the
total valuation as stated in this division, not including such allowance for construction work in
progress.

Where the commission permits an allowance for construction work in progress, the dollar
value of the project or portion thereof included in the valuation as construction work in progress
shall not be included in the valuation as plant in service until such time as the total revenue effect of
the construction work in progress allowance is offset by the total revenue effect of the plant in
service exclusion. Carrying charges calculated in a manner similar to allowance for funds used
during construction shall accrue on that portion of the project in service but not reflected in rates as
plant in service, and such accrued carrying charges shall be included in the valuation of the property
at the conclusion of the offset period for purposes of division E)8-(C)(9) of section 4909.05 of the
Revised Code.

From and after April 10, 1985, no allowance for construction work in progress as it relates to
a particular construction project shall be reflected in rates for a period exceeding forty-eight
consecutive months commencing on the date the initial rates reflecting such allowance become
effective, except as otherwise provided in this division.

The applicable maximum period in rates for an allowance for construction work in progress
as it relates to a particular construction project shall be tolled if, and to the extent, a delay in the in-
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service date of the project is caused by the action or inaction of any federal, state, county, or
municipal agency having jurisdiction, where such action or inaction relates to a change in a rule,
standard, or approval of such agency, and where such action or inaction is not the result of the
failure of the utility to reasonably endeavor to comply with any rule, standard, or approval prior to
such change.

In the event that such period expires before the project goes into service, the commission
shall exclude, from the date of expiration, the allowance for the project as construction work in
progress from rates, except that the commission may extend the expiration date up to twelve months
for good cause shown.

In the event that a utility has permanently canceled, abandoned, or terminated construction
of a project for which it was previously permitted a construction work in progress allowance, the
commission immediately shall exclude the allowance for the project from the valuation.

In the event that a construction work in progress project previously included in the valuation
is removed from the valuation pursuant to this division, any revenues collected by the utility from its
customers after April 10, 1985, that resulted from such prior inclusion shall be offset against future
revenues over the same period of time as the project was included in the valuation as construction
work in progress. The total revenue effect of such offset shall not exceed the total revenues
previously collected.

In no event shall the total revenue effect of any offset or offsets provided under division (A)
(1) of this section exceed the total revenue effect of any construction work in progress allowance.

(2) A fair and reasonable rate of return to the utility on the valuation as determined in
division (A)(1) of this section;

(3) The dollar annual return to which the utility is entitled by applying the fair and
reasonable rate of return as determined under division (A)(2) of this section to the valuation of the
utility determined under division (A)(1) of this section;

(4) The cost to the utility of rendering the public utility service for the test period used for
the determination under division (C)(1) of this section, less the total of any interest on cash or credit
refunds paid, pursuant to section 4909.42 of the Revised Code, by the utility during the test period.

(a) Federal, state, and local taxes imposed on or measured by net income may, in the
discretion of the commission, be computed by the normalization method of accounting, provided the
utility maintains accounting reserves that reflect differences between taxes actually payable and
taxes on a normalized basis, provided that no determination as to the treatment in the rate-making
process of such taxes shall be made that will result in loss of any tax depreciation or other tax benefit
to which the utility would otherwise be entitled, and further provided that such tax benefit as
redounds to the utility as a result of such a computation may not be retained by the company, used to
fund any dividend or distribution, or utilized for any purpose other than the defrayal of the operating
expenses of the utility and the defrayal of the expenses of the utility in connection with construction
work.
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(b) The amount of any tax credits granted to an electric light company under section
5727.391 of the Revised Code for Ohio coal burned prior to January 1, 2000, shall not be retained by
the company, used to fund any dividend or distribution, or utilized for any purposes other than the
defrayal of the allowable operating expenses of the company and the defrayal of the allowable
expenses of the company in connection with the installation, acquisition, construction, or use of a
compliance facility. The amount of the tax credits granted to an electric light company under that
section for Ohio coal burned prior to January 1, 2000, shall be returned to its customers within three
years after initially claiming the credit through an offset to the company's rates or fuel component, as
determined by the commission, as set forth in schedules filed by the company under section 4905.30
of the Revised Code. As used in division (A)(4)(b) of this section, "compliance facility" has the
same meaning as in section 5727.391 of the Revised Code.

(B) The commission shall compute the gross annual revenues to which the utility is entitled
by adding the dollar amount of return under division (A)(3) of this section to the cost, for the test
period used for the determination under division (C)(1) of this section, of rendering the public utility
service under division (A)(4) of this section.

(C)(1) Except as provided in division (D) of this section, the revenues and expenses of the
utility shall be determined during a test period. The utility may propose a test period for this
determination that is any twelve-month period beginning not more than six months prior to the date
the application is filed and ending not more than nine months subsequent to that date. The test period
for determining revenues and expenses of the utility shall be the test period proposed by the utility,
unless otherwise ordered by the commission.

(2) The date certain shall be not later than the date of filing, except that it shall be, for a
natural gas, water-works, or sewage disposal system company, not later than the end of the test
period.

(D) A natural gas, water-works, or sewage disposal system company may propose
adjustments to the revenues and expenses to be determined under division (C)(1) of this section for
any changes that are, during the test period or the twelve-month period immediately following the
test period, reasonably expected to occur. The natural gas, water-works, or sewage disposal system
company shall identify and quantify, individually, any proposed adjustments. The commission shall
incorporate the proposed adjustments into the determination if the adjustments are just and
reasonable.

(E) When the commission is of the opinion, after hearing and after making the
determinations under divisions (A) and (B) of this section, that any rate, fare, charge, toll, rental,
schedule, classification, or service, or any joint rate, fare, charge, toll, rental, schedule, classification,
or service rendered, charged, demanded, exacted, or proposed to be rendered, charged, demanded, or
exacted, is, or will be, unjust, unreasonable, unjustly discriminatory, unjustly preferential, or in
violation of law, that the service is, or will be, inadequate, or that the maximum rates, charges, tolls,
or rentals chargeable by any such public utility are insufficient to yield reasonable compensation for
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the service rendered, and are unjust and unreasonable, the commission shall:

(1) With due regard among other things to the value of all property of the public utility
actually used and useful for the convenience of the public as determined under division (A)(1) of
this section, excluding from such value the value of any franchise or right to own, operate, or enjoy
the same in excess of the amount, exclusive of any tax or annual charge, actually paid to any
political subdivision of the state or county, as the consideration for the grant of such franchise or
right, and excluding any value added to such property by reason of a monopoly or merger, with due
regard in determining the dollar annual return under division (A)(3) of this section to the necessity of
making reservation out of the income for surplus, depreciation, and contingencies, and;

(2) With due regard to all such other matters as are proper, according to the facts in each
case,

(a) Including a fair and reasonable rate of return determined by the commission with
reference to a cost of debt equal to the actual embedded cost of debt of such public utility,

(b) But not including the portion of any periodic rental or use payments representing that
cost of property that is included in the valuation report under divisions (C)(4) and (5) of section
4909.05 of the Revised Code, fix and determine the just and reasonable rate, fare, charge, toll, rental,
or service to be rendered, charged, demanded, exacted, or collected for the performance or rendition
of the service that will provide the public utility the allowable gross annual revenues under division
(B) of this section, and order such just and reasonable rate, fare, charge, toll, rental, or service to be
substituted for the existing one. After such determination and order no change in the rate, fare, toll,
charge, rental, schedule, classification, or service shall be made, rendered, charged, demanded,
exacted, or changed by such public utility without the order of the commission, and any other rate,
fare, toll, charge, rental, classification, or service is prohibited.

(F) Upon application of any person or any public utility, and after notice to the parties in
interest and opportunity to be heard as provided in Chapters 4901., 4903., 4905., 4907., 4909.,
4921., and 4923. of the Revised Code for other hearings, has been given, the commission may
rescind, alter, or amend an order fixing any rate, fare, toll, charge, rental, classification, or service, or
any other order made by the commission. Certified copies of such orders shall be served and take
effect as provided for original orders.

Sec. 4909.173. (A) As used in this section and section 4909.174 of the Revised Code:

(1) "Customer-owned water service line" means the water service line connected to the
water-works company's water service line at the curb of a customer's property.

(2) "Water-works company" means an entity defined under division (G) of section 4905.03
of the Revised Code that is a public utility under section 4905.02 of the Revised Code.

(B) A water-works company may do any of the following:

(1) Replace lead customer-owned water service lines concurrently with a scheduled utility
main replacement project, an emergency replacement, or company-initiated lead water service line
replacement program;
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(2) Replace lead customer-owned water service lines when mandated or ordered to replace

such lines by law or a state or federal regulatory agency:

(3) Replace customer-owned water service lines of other composition when mandated or

ordered to replace such lines by law or a state or federal regulatory agency.

(C) If a water-works company replaces customer-owned water service lines under this
section, then the company shall include the cost of the replacement of the water service lines,
including the cost of replacement of both company side and customer-owned water service lines and
the cost to evaluate customer-owned water service lines of unknown composition, in the valuation
report of the property of the company as required under division (C)(6) of section 4909.05 of the
Revised Code for inclusion in a rate case under this chapter.

(D) The water service customer who is responsible for the customer-owned water service
line that was replaced under this section shall hold legal title to the replaced water service line.

Sec. 4909.174. (A) A water-works company shall reimburse a customer who replaces the
customer's customer-owned water service line, if both of the following occur:

(1) The company confirms that the customer-owned water service line was composed of lead

or other composition that was mandated or ordered to be replaced by law or a state or federal

regulatory agency:

(2) The customer submits the reimbursement request to the company not later than twelve
months after the completion of the water line replacement.

(B) A water-works company that provides a reimbursement to a customer under this section
shall include the reimbursement amount in the valuation report of the property of the company as
required under division (C)(6) of section 4909.05 of the Revised Code for inclusion in a rate case

under this chapter.

Section 2. That existing sections 4909.05 and 4909.15 of the Revised Code are hereby
repealed.
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