BASS, BERRY & SIMS PLC

T.G. PAPPAS A PROFESSIONAL LIMJTED LIABILITY COMPANY . OTHER OFFICES:
TEL: (615) 742-6242 ATTORNEYS AT LAW :
FAX: (615) 742-2742 NASHVILLE MUSIC ROW
tpappas@bassberry.com AMSOUTH CENTER KNOXVILLE
315 DEADERICK STREET, SUITE 2700 .. ., ,, . = MEMPHIS
NASHVILLE, TN 37238-3001 .
(615) 742-6200

www.bassberry.com -

February 7, 2003

VIA HAND-DELIVERY TO:

Chairman Sara Kyle

Chairman _

TENNESSEE REGULATORY AUTHORITY
460 James Robertson Parkway

Nashville, Tennessee 37243-0505

Re: PETITION OF TENNESSEE AMERICAN WATER COMPANY TO
CHANGE AND INCREASE CERTAIN RATES AND CHARGES SO
AS TO PERMIT IT TO EARN A FAIR AND ADEQUATE RATE OF
RETURN ON ITS PROPERTY USED AND USEFUL IN
FURNISHING WATER SERVICE TO ITS CUSTOMERS
DOCKET NO.03- 0O //8

Dear Chairman Kyle:

Enclosed please find the original and six (6) copies of a Petition to be filed in behalf of
our client, Tennessee-American Water Company, pursuant to T.C.A. § 65-5-203. We are
simultaneously, with the filing of this Petition, filing with Mr. Dan McCormac six (6) copies of
certain tariffs for Tennessee-American Water Company, which are explained and discussed in
the Petition and which tariffs have an issue date of February 7, 2003, and an effective date of
March 9, 2003. '

I am also enclosing the original and six (6) copies of the sworn testimony and exhibits of
the following witnesses who will testify in behalf of the Company:

Mr. Michael A. Miller;

Mr. Roy L. Ferrell, Sr;

Mr. Paul Moul;

Ms. Sheila A. Valentine;
Mr. Monty Bishop;

Mr. Paul R. Herbert;

Mr. James E. Salser;

Dr. Edward Spitznayle; and
Mr. William L'Ecuyer.



Chairman Sara Kyle
February 7, 2003
Page 2

I 'am sending a copy of this letter, the Petition, testimony and exhibits to Richard Collier,
Esq., Mr. Dan McCormac and Mr. Aster Rutibabalira. Iam also sending a copy of this letter, the
Petition, testimony and the tariffs to Assistant Attorney General Russell Perkins, of the
Consumer Advocate Division of the Attorney General's office. Also enclosed is our check in the
amount of $25.00, payable to the Tennessee Regulatory Authority for the filing fee.

Should you have any questions concerning any of the enclosed, please do not hesitate to
contact me.

With kindest regards, I remain

Very truly yours,

T.G. Pa};pas ;; ’ o

TGP;sdt

Enclosures

cc: Hon. Ron Jones (w/o enclosures)
Hon. Pat Miller (w/o enclosures)

Hon. Debi Tate (w/o enclosures)
Russell Perkins, Deputy Attorney General (w/ enclosures)
Richard Collier, Esq. (w/ enclosures)
Mr. Dan McCormac (w/ enclosures)
Mr. Aster Rutibabalira (w/ enclosures)
William L'Ecuyer (w/o enclosures)
Roy Ferrell (w/o enclosures)

Michael A. Miller (w/o enclosures)

2330191.1
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 February7,2003

VIA HAND-DELIVERY T0:

,Mr Dan McCormac L
- Chief of Energy & Water D1v1310n L
-~ TENNESSEE REGULATORY AUTHORITY

460 James Robertson Parkway

 Nashville, Tennessce 37243- 0505'

Re: QPETITION OF TENNESSEE AMERICAN WATER COMPANY TO
- CHANGE AND INCREASE CERTAIN RATES AND CHARGES SO
~ ASTO PERMIT IT TO EARN A FAIR AND ADEQUATE RATE OF
~ RETURN ON ITS PROPERTY USED AND USEFUL IN
FURNISHING WATER SERVICE TO ITS CUSTOMERS L
- DOCKET NO. 03-___ , R

,er.McCoﬁnaC' Gt FE “ "

Enclosed please ﬁnd six (6) coples of rev1sed rates and charges tariffs belng filed with a

Petition proposing certain changes and i increases m rates and charges by the Company The S

tar1ffs enclosed are as follows

s TRA No 19 = '
'Fifth Revision of Sheet No 3;
- Fifth Revision of Sheet No. 4;
- Fourth Revision of Sheet No. 5; e
Fifth Revision of Sheet No. 6; and.
Sixth Revision of Sheet No.8.

. The tarlffs enclosed have an issue date of February 7, 2003, and an effectwe date of :
~March 9, 2003. I'am also enclosing a copy of the Petition filed by the Company and a copy of

‘my letter to Chairman Kyle, together with copies of sworn testimony and exhibits filed by the
- witnesses in this matter. The tariffs enclosed and their revenue impact are explained in the
S Petmon and the testimony and exhlblts of Ms Sheila Valentme and other company w1tnesses

Should you have any quest1ons concermng any of the enclosed please do not hesnate to
contact me. .




Mr ‘Dan McCormac
February 7, 2003
Page 2 ‘

~ With kindest reg'ards,' 1 remain |

p 3 T.G. Pappas, .

TGP:sdt

o ,‘ Enclosures

cc: ;;;Hon Sara Kyle Chalrman (W/ enclosures)
" Hon. Ron Jones (w/ enclosures) ‘
. Hon. Pat Miller (w/ enclosures)
~ Hon. Debi Tate (w/ enclosures)
" Richard Collier, Esq. (w/ enclosures)
- Russell Perkins, Esq. (w/ enclosures)
William L'Ecuyer (w/ enclosures)
“Roy Ferrell (w/ enclosures)
Michael A. Miller (w/ enclosures)
~ R. Dale Grimes, Esq. (w/ enclosures)
George H. Masterson, Esq. (w/ enclosures)

 2330169.1




TENNESSEE-AMERICAN WATER COMPANY ~ TRANe.19

e L T ~ Fifth Revision of SheetNo.3
. Canceling ST D
- Fourth Revision of Sheet No.3

‘7-,;,.1.‘ R ‘_"S"cl‘iedule of 'R‘a’fésand Chai‘g.esbAvéilab‘le For: o

a) The Geﬂei‘dl Watef Sgrvicé Tariff is a’va‘ila’bl‘e fdi"pu_blic water supply service in all o -
~ territory served by the Company except that area served by the Lookout Mountain s
- System, Elder Mountain, and territory served in Lakeview and other unincorporated =~

- areas in Georgia, east of ROsSvﬂle; e
R | b) The L'obkoﬁt -Mouxitain“Tariff is ﬁvjailab‘le'fox; public water supﬁly service in the :
- territory served by the Company’s Lookout Mountain High Service Area in the town
~ of Lookout Mountain, Tennessee, Lookout Mountain, Georgia, and Elder Mountain,
Tennessee. (E) - S T L 4 LTI e SN

~¢) The Lakeview Tariff is available for public water supply Sérvice in the territory

~served by the Company in Lakeview and other unincorporated areas of Georgia, east S

~of Rossville as indicated on the Service Area Map:'TPSC No. 19, Pages 13‘\’7a’ndr:14. R o8

fiis : (E) Tékaliminated o : S S gt R * ‘

. TSUED: Febraany7,2003  EWECTVE,  Marhgas

~ BY:  WF.L’ECUYER, PRESIDENT
.. 1101 Broad Street ey

~ Chattanooga, Tennessce 37401




- TENNESSEE-AMERICAN WATER COMPANY ‘"TRA No.19 |
v BT e e T T e T R -[‘FlfthRevnsmnofSheetNo 4
~ Canceling
: Fourth Revmon of Sheet No 4

 SERVICE CHARGES:

Serv1ce Charge Per Month

Chattanooga R Lookout Mountam - BE R
’ o General Water G R Tarlff P D Lakeview L
Meter Slze Serv1ce Tariff g L e Tarlff :

_fk"5/8”{ o $ 1000‘(1)-»-«. o $ 1000-(1) o $ 1000 o
e 10 @ 1500 O 1500 ()
S 2500 (D) 2500 @ ,“'125.00 @
11/2” S 5000 5000 O 5000 )

S22 8000 (D 800 O 8000 O)
3 15000 O 15000 @ o 15000 ()
o4 25000 () 25000 (D 25000 (D) i

67 50000 () %0000 @ - 50000 ()

S8 80000 (D 800.00 @ - 80000 1O

 YOLUMETRIC RATES:Z -
: — . T Cost Eel‘ CCF

Chattanooga-~~ e ‘U.»‘Loo_kout__( Bt el e e e T
o General - Mouwntain  © Lakeview Tariff ==
Monthles o Water  Tahgr T
S Serv“:e et ’ AT R
Tariff

7,0-4CCF/Mo;:_ ~$’”.2.05 @ . s$6s5s Dm0 g 343 0
465 279 @© 348 () 2997 (D)
65-500_’ oM@ 2498 D) 2009 ®

- 500-5,000 . 1.286 (1)";«.14 o WBe D 1424 (M
5000-15 000 916 1366 (I) L 108 (D) e
Over 15 000 oSS 1005 (D) Lo ;,:*,593 (1)

(I) Increase ety s e
(D) Decrease Sy

o ;‘,‘,ISSUED:;*‘_« erbruary7 2003 Lo EFFECTIVE  March9,203
~ BY:  WFL’ECUYER, PRESIDENT e

S - 1101 Broad Street

3 _,j’chattanooga, Tennessee 37401




 ISSUED: r.February7 2003 e EFFECTIVE:,_  March9,2003 -

 BY:  W.F.L’ECUYER, PRESIDENT |

~ TENNESSEE-AMERICAN WATER COMPANY '- TRA No 19 : et
L e e T S R L FourthRev1smnofSheetNo 5
Canceling
Third Revxslon of Sheet No 5

CLASSIFICATIN OF SERVICE o

DISTRIBUTION SYSTEM REPLACEMENT SURCHARGE

ey In addltlon to the charge on TRA No 19 Flfth Revnsnon of Sheet No 4 a charge not to exceed 2% o
‘ annually w1ll apply to all reSIdentlal customers . : : e

e ; ; 'The above charge will be recomputed usmg the elements prescrlbed by the TRA in order dated
at Docket No . . R g ,

- ‘, ; The Company will submlt w1th such recomputatlon, a Tarlff or Supplement to reflect such L
* ,_recomputed the effectlve date of whlch shall be 10 days after the fihng : /

,_’f"“>1101 Broad Street :
i Chattanooga, Tennessee 37401




TENNESSEE-AMERICAN WATER COMPANY = . TRANe.19
P R R - Fifth Revision of Sheet No.6
- Canceling . . .
- Fourth Revision of Sheet No.6

- CLASSIFICATION OF SERVICE

~ PUBLIC FIRE SERVICE FOR THE CITY OF RIDGESIDE .

“Avvaila‘ble For
~ Public Fire Service in the City of Ridgeside.

- Annual Rates, Charges and Conditions of Service T LT e
~ The annual charge for water service furnished to fire hydrants existing on October 20,1956,
attached to its then-existing water mains in the City shall be $2;092.00. This chargeshall ()
- be due and payable in twelve (12) equal installments, each installment to be due and payableon.
~ the 10™ day of the month, covering service for the preceding month, and if not paid within sixty o
(60) days thereafter, shall bear interest from said due and payable date at the rate of six percent

- (6%) per annum. =

~ The City shall have the right to install or cause to be installed, at its own cost and expense,such -
- additional fire hydrants as it may desire on mains within the limits of the city six (6”) inches and =~
 larger in diameter, size to be determined by the Water Company, in the public highways in the
City, and, on such extended mains as may be ordered by the City, and the City shall payan -
. annual rental on such water main extensions of six (6”) inches or larger at the rate of three cents =~ =

- (8.03) per inch of diameter for each lineal foot of main laid in the extension of such main,

_ provided, however, that the Water Company shall not be required to make any extension of its

~ mains while the City is in arrears on its fire hydrant rental payment.

(@  Increase

~ ISSUED:  February7,2003 EECTVE M
‘Chattangogg,'"'l"ennessee 37401




 TENNESSEE-AMERICAN WATER COMPANY ~ TRANo.19 s
e T S e R T e s e t '_‘SlxthReVISIonofSheetNo 8

. Canceling
” FIfth ReVISIon of Sheet No 8

CLASSIFICATION OF SERVICE

PUBLIC FIRE SERVICE S

. Avallable For

i ‘*PublIc F ire Serv1ce in the CIty of Chattanooga, CIty of East RIdge, Clty of Red Bank the Town
. of Lookout Mountaln, Tennessee, -and Unincorporated Areas of Hamilton and Marion o
. Counties, Tennessee; and the City of Rossville, the Town of Lookout Mountam, GeorgIa and_ e

" the Unmcorporated Areas of Walker, Catoosa and Dade Countles, Georgla

Rates o TR Rates per Annum Bllled Monthlv

| EachPubllcFIreHydrant ( =T $7353 B (I)

~ ISSUED: February7 2003 \;,; e " EFFECTIVE ~ March9,2003

e BVY“S" o ['»WF L’ECUYER PRESIDENT

© 1101 Broad Street .
M Chattanooga, Tennessee 37401




BEFORE THE TENNESSEE REGULATORY AUTHORITY

NASHVILLE, TENNESSEE

IN RE: PETITION OF TENNESSEE AMERICAN WATER
COMPANY TO CHANGE AND INCREASE
CERTAIN RATES AND CHARGES SO AS TO
PERMIT IT TO EARN A FAIR AND ADEQUATE
RATE OF RETURN ON ITS PROPERTY USED AND
USEFUL IN FURNISHING WATER SERVICE TO ITS
CUSTOMERS

N’ N’ N’ N’ N’ N’ N

DOCKET NO. 03-

PETITION

Tennessee American Water Company (Company), a Tennessee corporation authorized to
conduct and conducting a public utility business in the State of Tennessee, does hereby
simultaneously file with the Tennessee Regulatory Authority (TRA), this Petition and a revised
schedule of tariffs to become effective thirty (30) days after date of issue and requests that the
TRA, pursuant to T.C.A. § 65-5-201, et seq., investigate the Company’s present and projected
earnings and hear and determine that the increased rates as reflected in its Tariffs that it has filed
to become effective March 9, 2003, are just and reasonable. In support of this request, the
Company avers that;

1. The Company is a public utility as defined in T.C.A. § 65-4-101 and is engaged in
providing residential, commercial, industrial and municipal water service, including public and
private fire protection service to the City of Chattanooga and surrounding areas including 70,372
customers as of December 31, 2002, subject to the jurisdiction and supervision of the Authority

pursuant to Chapter 4 and Chapter 5 of Title 65 of Tennessee Code Annotated. The rates of the




customers located in the State of Georgia are not regulated by the Public Service Commission of
the State of Georgia but are regulated by this Authority.

2. At the present time, the Company is a wholly-owned subsidiary of American
Water Works Company, Inc. (AWWC).! AWWC is the largest water holding company in the
United States and consists of twenty-three (23) companies, which provide water and waste water
services to 10 million people in twenty (20) states. The Company’s existing rates and charges
will not provide, and cannot be made to provide, sufﬁcieﬁt fevenues to cover all the costs
incurred in providing adequate quality water service including its cost of capital.

3. The Company has the responsibility to its customers to provide them with the best
water service possible. This responsibility includes meeting the present and future service
requirements of customers, improving existing service and ingroducing new technologies as they
are developed. The Company has the technological capability to do this, however, it cannot
accomplish such a program without adequate earnings. As this Authority knows, the Company,
like all regulated utilities, must have customer rates approved that will permit it to earn a rate of
return on its investment in the State of Tennessee which will be sufficient to attract new capital
at reasonable terms, as it is needed.

4. As part of its program for meeting the needs of and improving the service to its
customers, the Company is proposing a planned program for replacing certain part of its
infrastructure through the use of a surcharge. The program has been captioned Distribution

System Renewal ("DSR") and the facilities to be replaced are as follows: (a) distribution mains;

! By Order dated February 4, 2002 (Docket 01-011 16) and April 30, 2002 (Docket 02-00273) the TRA approved
the transfer of authority and held inter alia “3. Control of Tennessee-American Water Company’s parent, American
Water Works, will be transferred to Thames Water Aqua Holdings GMBH, a subsidiary of RWE Aktiengesellschaft,
or to another entity owned or controlled, directly or indirectly, by Thames Water Aqua Holdings GMBH and
managed by Thames Water Plc, resulting in a transfer of the authority to provide utility services granted to
Tennessee American;”




and (b) upgrading the replacement mains to accommodate public fire protection and adding fire
hydrants.

5. The Company is also continuing its program of eliminating private service lines
throughout the system which began in 1986, the replacement of the Lookout Mountain
distribution supply pipeline, the replacing of meters, service lines, and the installation of main
extensions and the general relocation and replacement of existing facilities. All of these
programs have been planned and are being instituted to bring about more and better water
service. Some of them must continue to be carried out at additional costs.

0. The Company's projected capital expenditures program for 2002 was $2,167,209
for "normal recurring" items, and $2,989,033 for specific projects, for a grand total of
$5,156,242. In 2003, the "normal recurring" items are estimated at $1,621,126 and the special
projects at $4,015,919 for a grand total of $5,637,045. These capital expenditures have resulted
and will result in more and better service to the Company's customers throughout the area it
serves. The testimony of the Company's witnesses will detail the major construction projects,
the expenditures, the anticipated results and benéﬁts to its customers.

7. Under the present rates, the Company's revenues and revenue projections are not
sufficient and cannot be made ‘sufﬁcient to: (a) allow the Company to earn a fair rate of return to
which it is entitled under Article 1, Section 8 of the Constitution of Tennessee, and the 14"
Amendment to the Constitution of the United States; (b) provide a fair rate of return on its
investment for a reasonable period; (c) attract on reasonable terms fhe large sums of additional
capital required to adequately maintain, expand and improve the Company's plant in Tennessee

to meet the needs of the public for additional improved quality water service and to maintain




existing service levels; (d) maintain its credit; and (e) maintain its operations at a level that will
not be materially impaired or damaged.

8. The Company avers that a fair rate of return on the Company's operations is
essential to the continued provision of adequate quality service, to make the necessary
improvements and to meet the expansion needs of the customers it serves. Consequently, it is
essential and in the public interest that the Company’s rates and charges be revised to provide an
increase in revenue. Because of the continued increase in demand, expenses and costs of
providing new and improved services, the earnings situation of the Company has deteriorated to
a levei that, without rate relief, the Company cannot meet demands for service in an orderly and
economical fashion.

9. As will be testified to and as shown by the accounting exhibits filed by its
accounting witness, Sheila A. Valentine, the Company selected as the historical test year the
twelve months ended July 31, 2002, and has adjusted the test period for two levels of
adjustments. The first adjustment normalizes the test year and the second level adjusts the
normalized year to arrive at the attrition year, which is the twelve months ended March 31 , 2004,
The resulting rate of return for the attrition year, using current rates, was 5.95% on a rate base of
$87,270,579 and net operating income of $5,193,431. At a proposed rate of return of 8.559%,
the Company would have a revenue deficiency of $3,866,813 for the attrition year.

10.  The Company would like to be in a position to continue its upgrading program
and improve the quality of service offered its customers, but the Company cannot provide the
necessary new facilities, maintain existing ones adequately, and meet the needs of its customers
for the future with such an unrealistic rate of return. The Company has no other alternative but

to petition this Authority to permit it to place higher rates into effect in order to: (a) avoid




material impairment of damage to the Company's long range operations; and (b) to enable the
Company to earn a fair rate of return on its Tennessee operations during the foreseeable future.

11.  Mr. Michael A. Miller will testify as to the Company's capital structure and the
cost of debt and preferred stock for the attrition period. The testimony of Mr. Miller will
recommend that the capital structure that should be used for the Company for the attrition year
should be comprised of $37,237,197 equity, 42.19%; $44,145,309° long term debt, 50.02%;
$1,450,296 preferred stoék, 1.64%; $5,429,000 short term debt, 6.15%. The Company in its
overall cost of capital has used an equity cost of 11.0%.> Using the capital structure and cost of
capital as set out above and shown in the exhibits of Ms. Sheila Valentine and Mr. Miller, the
calculated weighted cost of capital is 8.559%.

12. The Company proposes that it be allowed to place into effect customer rates that
will produce an overall rate of return of 8.559% on a rate basis of $87,270,579. The additional
gross revenues required would be approximately $3,866,813. The amount requested is the
minimum additional annual gross revenues necessary for the Company to attract the necessary
capital required to continue to provide adequate water service to the people of the City of
Chattanooga and surrounding area and to meet the dexpand for water service in the foreseeable

bl

future.

Included in this figure is the 7.30% New Series $20,000,000 General Mortgage Bonds which will be used to
recall the 6.77% issue which will mature June 1, 2003. By Order dated October 10, 2000 (Docket 00-00637), the
TRA ordered that ... "1. Tennessee-American Water Company is authorized to assume certain debt obligations
under various agreements in an aggregate principal amount not to exceed $30,100,000;"

The Company is filing the testimony of Mr. Paul Moul of Paul Moul and Associates of Cherry Hill, NJ, which
testimony is that his analysis shows that the cost of common equity capital for the Company is 11.0%. :




13. The Company has filed simultaneously with this Petition revised Tariffs effective
March 9, 2003, designed to produce the additional gross revenues needed. The testimony of
various Company witnesses and the exhibits‘ that Ms. Valentine will sponsor will show how
these additional gross revenues will be derived. The tariffs filed will produce a total increase in
annual revenue of approximately $3,866,813 by increasing rates as supported by a Class Cost of
Service Study sponsored by Mr. Paul Herbert.

14. The Company avers that the above-proposed changes are necessary and proper
and are designed to meet the present and future needs of its customers in an economically
feasible manner. The Company’s Tariffs as filed and the overall rate of return it has requested
are all fair and reasonable and in the best interests of the Company and the customers it serves,

and, therefore, should be approved.

WHEREFORE, the Company requests the TRA to:

1. Schedule a hearing upon proper notice for the presentation of evidence as to the
present and projected earnings and the additional revenues required to provide a fair rate of
return on the Company’s property used and useful in providing quality water service to its
customers.

2. Enter an order approving the Company’s schedule of rates filed with the
Commission designed to increase the Company’s annual revenues by approximately $3,866,813
and adopt as the method to affect this increase in revenues, the Tariffs filed to become effective

March 9, 2003, or as soon thereafter as lawfully permitted.




3. Grant such other relief as may be required in light of the evidence to be produced

at the hearing.

Thisthe = £ day of (%é ee—  ,2003.
</

TENNESSEE AMERICAN WATER COMPANY

liam F. L’Ecuyer,ink@tV
7 g gnm——-'—

T. G. Pappas

George H. Masterson

R. Dale Grimes

BASS, BERRY & SIMS, PLC
AmSouth Center

315 Deaderick Street, Suite 2700
Nashville, TN 37238

(615) 742-6200

Attorneys for Petitioner




STATE OF TENNESSEE )
SSs:
COUNTY OF ‘ )

William F. L’Ecuyer, upon oath, says that he is the President of Tennessee-American
Water Company, a Tennessee corporation, Petitioner in the above-entitled cause; that as such
officer of said Corporation, he has executed the foregoing Petition and has authority to do so;
that he has read said Petition and knows the contents thereof; and that the statements therein

contained are true to the best of his knowledge, information and-belief. / /
Y2 bz

' William F. L’Ecuyer /

Subscribed and sworn to before me,

the undersigned authority, this
4™ _day of , 2003.

My Commission Expires: ( QPA i 77 2004

2320884.2'

2320884.2
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TENNESSEE-AMERICAN WATER COMPANY
CASENO. O3-00/18

Direct Testimony
Monty L. Bishop

WILL YOU PLEASE STATE YOUR NAME AND
BUSINESS ADDRESS FOR THE RECORD?
My name is Monty L. Bishop and my business address is

1101 Broad Street, Chattanooga, Tennessee 37402

WHAT POSITION DO YOU HOLD WITH TENNESSEE-
AMERICAN WATER COMPANY?

I am the Operations Manager.

HOW LONG HAVE YOU HELD THIS POSITION?
Since February 1, 2002.

HAVE YOU PROVIDED INFORMATION ON YOUR
EDUCATIONAL BACKGROUND, QUALIFICATIONS
AND WORK EXPERIENCE?

Yes, attached to my testimony is Exhibit MLB-1, which sets
forth my educational background, qualifications and work

experience.

WHAT ARE YOUR RESPONSIBILITIES AS
OPERATIONS MANAGER  FOR TENNESSEE-
AMERICAN WATER COMPANY?
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A.

I am responsible for managing the operations of the

Company. It is my responsibility to maintain standards of
service and assure delivery of adequate quantities of
approved quality water to all customers; to recommended
the‘ required number of employees, working conditions,
rates of pay, and safety regulations and to develop and
maintain operating and investment budgets to direct
construction, operation, maintenance and protection of all
property, facilities and equipment required to maintain

standards of continuity of service.

WOULD YOU DESCRIBE IN GENERAL TERMS THE
NATURE OF THE INFORMATION CONTAINED IN
THE SCHEDULE ENTITLED EXHIBIT MLB-2.

Exhibit MLB-2 is a compilation of all the water mains
within our system, 4 inches in diameter and smaller,
identified by map coordinate, street name, size, type of
material, footage, etc. This criteria was chosen for a
number of reasons but generally because this group of
water lines on whole, poses our greatest operational
challenges specifically in the areas of unaccounted for
water, age of the infrastructure, water quality, fire
protection, and public relations issues with our customers
and the cities and municipalities we serve by making zipper
cuts in existing roadways, sometimes in new or recently

paved roadways.
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PLEASE EXPLAIN THE METHODOLOGY USED IN
PRIORITIZING THE LIST OF PROPOSED
REPLACEMENT’ WATER MAINS UNDER THE
DISTRIBUTION SYSTEM RENEWAL (DSR)
PROGRAM.

Using the Atlas GIS mapping system, we queried the system
to identify all water lines 4 inches in diameter and smaller.
The exhibit begins with the smallest lines listed first, since
the smaller lines generally speaking have the greatest
hydraulic restrictions. A secondary sort was used grouping
the lines by material types. Galvanized lines and plastic
lines have a demonstrated history of more breaks and leaks,
hydraulic restrictions caused by limited size and/or
encrustation resulting in reduced flows and water quality
issues, over other types of materials. In addition, these lines
cannot provide access to adequate fire protection, which
requires a minimum line size of six (6) inches in diameter to
support public fire hydrants. The exhibit is also identifies
those water lines which are paralleled by larger water lines
which means in some instances, services can be transferred
to larger existing water lines, abandoning the smaller,

problematic water lines.

PLEASE EXPLAIN WHY ARE THERE SMALL
DIAMETER WATER LINES PARALLELED BY
LAIZQGER LINES WITH FEW OR NO SERVICES
ATTACHED TO THEM.




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

There are probably a number of different reasons why this
has occurred over the years however, it is a generally
accepted premise that the fastest, easiest, most economical
way (at a given point in time) to improve or enhance a
water grid system is to lay parallel lines without
transferring services to the larger lines. Generally, from our

research it has been observed in those instances where this

has occurred within this system it has been driven by

basically two different scenarios; 1) there was a need for
transmission mains to supplement a part of the grid which
was stressed due to growth or increased demand and the
existing parallel lines at that point in time were in
acceptable condition and non-problematic 2) after a period
of large annexation programs by the City of Chattanooga it
was followed by a flurry of increased capital investment to
provide fire protection and improved water service to the
newly annexed areas as quickly as possible while

maximizing the capital dollars invested.

EXPLAIN HOW YOU DETERMINED THE ESTIMATED
COST AS SHOWN IN THIS EXHIBIT.

We determined the $55.00 average cost per foot using actual
information for calendar year 2002. The total dollars
shown in the exhibit are expressed in terms of today’s cost

and do not project a forward look.
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10.

11.

12.

EXPLAIN HOW YOU DETERMINED THE ESTIMATED
COST AS SHOWN IN THIS EXHIBIT.

Taking a representative cost from work performed in year
2002 and applying those unit costs to the estimated units of
work in the spreadsheet determined the cost estimates. The
total dollars shown in the exhibit are expressed in terms of

today’s cost and do not project a forward look.

AT THE CURRENT RATE OF REPLACEMENT, HOW
LONG WOULD IT TAKE TO ADDRESS ALL THE
SMALL DIAMETER WATER LINE ISSUES LISTED IN
THE EXHIBIT MLB-2?

At the current rate of investment and in terms of today’s
dollars, it would take in excess of 50 years to make the
needed infrastructure improvements and replacements.
Mr. Jim Salser, through his Direct Testimony, has
addressed the rate recovery methodology under the
Distribution System Renewal (DSR) Program and how it
would apply to future funding for the required capital

investment.

ARE THERE OTHER PROJECTS CONDUCTED BY
MUNICIPALITIES, HIGHWAY DEPARTMENTS,
CITIES OR OTHER ENTITIES WHICH REQUIRE
FUNDING FOR REPLACEMENT OR RELOCATION OF
EXISTING INFRASTRUCTURE?
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13.

Yes. There are now and have been for some time projects
involving storm water and sewer enhancement/replacement,
street rehabilitation including widening, sidewalks, curbs
and gutters, paving, etc.,, and several federally funded
highway projects conducted by the Tennessee Department
of Transportation which required the Company to relocate
or move existing infrastructure within the public right of
way, which were in conflict with the projects. These are
non-revenue producing projects and it is suggested this type

of project should be considered as a part of the DSR

- program. It is difficult to project what would be spent on

an annual basis for these projects because the scope and
level of involvement in each project is different. However,
in the last five years, approximately $300,000 non-

reimbursable capital dollars was spent for these projects.

WHAT MAJOR INVESTMENT PROJECTS HAVE BEEN
INSTALLED SINCE THE LAST RATE CASE?

The Company has completed construction of (1) the .75 MG
storage tank and main in Tiftonia, (2) replacement of the
distribution telemetry system, (3) fire protection upgrades,
(4) automation of the Citico plant, (5) improvements to
Filter No. 1, (6) installed 12” main in St. Elmo, (7) its:
normal reoccurring construction program for replacing
aged mains, meters, services, and equipment, (8) several
DOH requested main replacements, and (9) installation of
367,915 feet of 6”- 12” main.
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WHAT MAJOR INVESTMENTS PROJECTS ARE
PLANNED FOR 2003-2004?

The major projects planned for 2003-2004 include the
replacement of the Lookout Mountain supply mains,
relocate mains in Highway 153, TDOH relocation of the 3™
Street Bridge, continuation of the fire protection program
for the municipal governments, Chattanooga fire flow
improvements, Southside Chattanooga improvements,
TDOH — I75 main relocation at Signal Mountain Road and
Hickory Valley Road, and construction of a 1.0 MG storage

tank and main in East Ridge.

DOES THIS CONCLUDE YOUR TESTIMONY?
Yes.




TENNESSEE REGULATORY AUTHORITY

STATE OF TENNESSEE
COUNTY OF HAMILTON

BEFORE ME, the undersigned authority, duly commissioned and qualified in and for the
State and County aforesaid, personally came and appeared Monty L. Bishop who, beihg by me
first duly sworn deposed and said that:

He is appearing as a Witness.on behalf of Tennessee-American Water Company before
the Tennessee Regulatory Authority, and if present before the Authority and duly sworn, his

testimony would set forth in the annexed transcript consisting of six pages.

“
U

Sworn to and subscribed before me
this 3™ day of February 2003.

Notary P@iblic

My commission expires April 7, 2004.



Exhibit MLB — 1

Monty L. Bishop

University of Tennessee — Chattanooga, Tennessee
Bachelor of Science in Engineering — 1977
Engineering Management / Industrial Engineering

Tennessee-American Water Company — Chattanooga, Tennessee
Twenty-four years of experience in various departments and functional areas in the Chattanooga

operation.

Feb. 2002-
Present

Jan. 1984 —
Jan. 2002

Oct. 1979 —
Dec. 1984

Operations Manager

As Operations Manager responsibilities included the day-to-day development,
management, and operation of the plant and personnel of the Company engaged
in the functional areas of production, treatment, service, regulatory compliance,
engineering and construction of facilities. Responsible for establishment of
programs to manage the efficient and reliable operations, maintenance, protection
and appearance of the property and operating facilities. Planning and control of
budget within established guidelines. Responsible for the safety and welfare of
ninety employees under the operational function.

Human Resources Manager, Employee Relations Manager:

Responsibilities include overall administration for the implementation and coordination
of the company’s human resources policies and procedures assuring consistent
interpretation and application of same. Oversight of employee benefits programs
including group insurance, pension, ESOP and 401(k). Preparation of and direct
responsibility for all phases of contract bargaining including language, wage information,
research and development of Company position and strategies, etc. Other areas of
responsibility include recruitment, interviewing, wage and salary administration,
performance review process, arbitration, litigation and grievance process, training, EEO,
Affirmative Action, budget within area of responsibility, etc. This position has two direct
reports, Loss Control Specialist and Human Resource Specialist.

Loss Control Manager, Risk Manager, Risk & Materials Manager:

Primary responsibility for the elimination or minimization of human injury,
property and productivity losses, through the design of effective management
policies, programs or practices. This staff position included direct hands-on
involvement in all phases of risk management including training, loss prevention
assessment, public liability, workers comp., employee/community right to know,
hazardous waste & materials, security planning, and assurance of compliance
with all federal, state and local regulations including OSHA, EPA, HAZMAT,
SARA, DOT, NFPA, and Underground storage tank program. Additional
responsibilities included fleet administration including maintenance and
procurement, and building and grounds maintenance.




Nov. 1977 -
Sept. 1979

Engineering Supervisor, Distribution Supervisor — Engineering:

Responsible for engineering assignments and management of construction of
new system facilities projects. Direct line authority over Engineering
Department personnel and much of the work performed by the department.

‘Areas of responsibility included budgetary control, construction investment

forecasting, new construction field preparation & surveying. Other areas of
responsibility were contract preparation including bidding, award, permitting,
rights of way when required and materials ordering, and many other facets of the
Engineering Department. Supervised engineering clerks, drafter, and new
construction and cross-connection inspectors as needed.

American Water Works Association

Society for Human Resources Management

Chattanooga Human Resources Association

Tennessee Department of Environment & Conversation — Grade I Distribution
System Operator License

Council for Accreditation in Occupational Hearing Conservation — Certified
Hearing Conservationist

American Society of Safety Engineers
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TENNESSEE-AMERICAN WATER COMPANY
CASE NO. TRAQ3-00/( o
DIRECT TESTIMONY
WILLIAM F. L’ECUYER

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
My name is William F. L’Ecuyer and my address is 1101 Broad
Street, Chattanooga, Tennessee, 37401.

BY WHOM ARE YOU EMPLOYED AND IN WHAT
CAPACITY?

I am employed by Tennessee-American Water Company
(“TAWC” or “Company”) as President.

HOW LONG HAVE YOU HELD THIS POSITION?

I assumed this position effective June 1, 1999.

PLEASE STATE YOUR EDUCATIONAL BACKGROUND
AND WORK EXPERIENCE PRIOR TO YOUR PRESENT
POSITION.

I have both a Bachelor of Science degree in Economics and a
Masters in Business Administration (MBA) from Boston College
as well as a Juris Doctorate (JD) from Oklahoma City University.
| have a diverse 24-year managerial background including
experience in such companies as General Eclectic and Honeywell
Information Systems. I have also attended various seminars on
management development, aerospace management, materials

management, government contracting, and Essentials of Water
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Utility Management. A brief resume of my eXperience is attached

to my testimony as Appendix A.

ARE YOU AFFILIATED WITH ANY PROFESSIONAL
ORGANIZATIONS?

Yes. I am a member of the American Water Works Association,
Tennessee/Kentucky-Section and ‘the National Association of

Water Companies.

HAVE YOU PREVIOUSLY TESTIFIED BEFORE THE any
regulatory agencies according to matter affecting water utility
companies? |

Yes. I have testified before the Missouri Public Service

Commission.

WHAT ARE YOUR DUTIES AND RESPONSIBILITIES AS
PRESIDENT OF TAWC?

I serve as the Chief Executive Officer for the Company in
Tennessee. I oversee the strategic planning and local policy

process of the company in Tennessee.

WHAT IS THE GENERAL AREA SERVED BY TENNESSEE-
AMERICAN WATER COMPANY?

Tennessee-American supplies water service and public and
private fire service to over 70,000 customers in the City of
Chattanooga and surrounding areas plus three large sale for

resale customers: Signal Mountain, Fort Oglethorpe and
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10.

Catoosa Ultility District.

WILL ALL OF THE ITEMS CONTAINED IN UTILITY
PLANT FOR WHICH THE COMPANY IS REQUESTING
RATE BASE TREATMENT BE USED AND USEFUL?

Yes. | |

MR. L’ECUYER, WHAT DOES TENNESEE-AMERICAN
WATER COMPANY DO AS A PART OF ITS DAY-TO-DAY
OPERATIONS TO CONTROL COSTS?

The first element of cost control has to start with the O&M plan
developed for the operating year. The Company’s plan is
developed utilizing a zero-based approach, with reliance on
historical cost of service elements, and looking at ways through
technology/productivity/value-based management decisions to
provide maximum value to the customers.

The plan is prepared and controlled utilizing cost center concepts
— thus specific, proposed expenditures can be reviewed, and actual
expenditures compared to those planned, as well as applying the
test of need for a particular expenditure. Each month plans are
reviewed relative to current operating conditions and an
appropriate forecast developed for the remainder of the year
regarding any expected changes in revenues or expenses.

Other benchmarks are constantly reviewed by the company.

Customers served per associate shows productivity increases in

‘labor. Based on authorized associate levels in 2002, the}ratio has

increased slightly in excess of 20% since 1995---ratio of 434

3
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customers per associate in previous case compared with the
current historical test year ratio of 522.

Operation and Maintenance cost per customer are also
scrutinized, with our goal of keeping year to year increases at or
below the rate of inflation. Over the six (6) years our O&M cost
per customer has increased only 1.5% per year on average.
Capital expenditures of the Company are planned and scrutinized
to assure that needed facilities are identified, that facilities are
scheduled for construction within an acceptable time frame, and
that they are cost-effectively constructed. The primary planning
vehicle of the Company in the area is our least/cost comprehensive
planning study.

Technological advances are consistently reviewed to improve
productivity, and thus add value to the service we provide our
customers.

e In 1998 and 1999 the accounting department implemented
new J.D. Edwards payroll, inventory, accounts payable,
purchase order, fixed asset and job cost systems as well as
FAMS system and the In Source CS for Income Taxes.

e The Production Department has added radio telemetry
capabilities to the production facilities in the distribution
system. The new addition will further enhance the control
and capability of the company’s booster stations; storage

tanks and pressure control/monitoring stations.
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WHY DOES TENNESSEE-AMEICAN WATER COMPANY
NEED TO FILE AT THIS TIME?

The primary reason for this rate request is the increased
investment in utility plant, accounting for approximately 82% of
the requested increase. Tennessee-American is under constant
pressure to continue to make capital investments which enhance
the integrity of service to its customers. This pressure comes from
various sources such as federal and state regulations, needed
infrastructure replacement, customer expectations, and the water

quality and service goals of the Company.

DOES THIS CONCLUDE YOUR TESTIMONY?
Yes.




TENNESSEE REGULATORY AUTHORITY

STATE OF TENNESSEE
COUNTY OF HAMILTON

BEFORE ME, the undersigned authority, duly commissioned and qualified in and for the
State and County aforesaid, personally came and appeared William F. L’Ecuyer who, being by
me first duly sworn deposed and said that:

He is appearing as a witness on behalf of Tennessee-American Water Company beforc
the Tennessee Regulatory Authority, and if presentkbefore the Authority and duly sworn, his

testimony would set forth in the annexed transcript consisting of six pages.

i/

Sworn to and subscribed before me
this 3™ day of February 2003.

Notary Pgblic

My commission expires April 7, 2004.
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TENNESSEE-AMERICAN WATER COMPANY
CASE NO. TRAD3 0O/ §
DIRECT TESTIMONY
ROY L. FERRELL, SR.

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
My name is Roy L. Ferrell and my address is 1600 Pennsylvania
Avenue, Charleston, WV 25302.

BY WHOM ARE YOU EMPLOYED AND IN WHAT
CAPACITY?

I am employed by American Water Works Service Cbmpany, Inc.
(“Service Company”), as Director of Rates and Planning for the
Service Company’s Southeast Region (the “Southeast Region”).
My primary responsibilities are to supervise the preparation and
filing of rate cases, annual business plans, and five-year strategic
business plans for American affiliates assigned to the Southeast
Region, consisting of; Tennessee, Virginia, West Virginia,

Maryland and Kentucky.

WOULD YOU DESCRIBE YOUR EDUCATIONAL
BACKGROUND AND BUSINESS EXPERIENCE?

Yes. In September 1968, I joined the Service Company as a
junior accountant for what was then known as the Southern
Division. From January 1971 to November 1973, I was assigned
as a rate accountant and assisted in the preparation of rate cases
for both West Virginia Water Company and Huntington Water
Corporation in West Virginia. In December 1973, 1 received a

Bachelor of Science in Business Administration from the



University of Charleston (Major in Accounting with a Minor in
Finance). From November 1973 to March 1980, I was assigned to
the Finance Department of the Southern Division and, during that
period of time, I held the positions of Supervisor of Finance,
Assistant Director of Finance and Director of Finance. In these
capacities I was responsible for cash forecasting, budget
preparation, preparation of offering materials for financings,

preparation of annual reports and cash management.

On September 18, 1974, I was elected Assistant Treasurer of the
Companies comprising the Former Southern Division of the
American Water Works Service Company, Inc. In March 1980, I
was promoted to Director of Rates and Revenues. In May 1994,
after the Southern Division was dissolved, I was employed by
West Virginia-American Water Company as Director of Rates
and Revenues and assumed additional responsibilities in the areas
of budgefs and finance. When American created the Southeast
Region in April» 2000, I moved from this positioyn with the
Company to my current position, Director of Rates and Planning

for the Southeast Region.

HAVE YOU PREVIOUSLY PARTICIPATED IN
REGULATORY MATTERS?




Yes, I have prepared numerous rate cases and presented
testimonies before this Authority (formally Public Service
Commission), and the Public Service Commissions of Kentucky,

Maryland, Virginia, and West Virginia.

WAS THE COMPANY'S ACCOUNTING EXHIBITS
PREPARED BY YOU OR UNDER YOUR SUPERVISION?
Yes. '

WHAT IS THE SOURCE OF THE INFORMATION USED IN
THE COMPANY’S ACCOUNTING EXHIBITS?

The information contained in the Accounting Exhibits was
prepared from the financial and operational records of the

Company.

PLEASE EXPLAIN THE INCREASE IN RATES THAT THE
COMPANY IS SEEKING IN THIS PROCEEDING?

The Company is seeking a rate increase that would produce
additional annual revenues of 3.87 million or 12.7%. The

Company last filed for a rate increase in 1996.

WHAT ARE THE TEST YEAR AND ATTRITION YEAR
SELECTED BY THE COMPANY FOR THIS FILING?
The Company has selected the twelve months ending July 31,

2002, as its test year and an attrition year starting on April 1,
2003 and ending March 31, 2004,
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11.

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS
PROCEEDING?

I will address certain of the Company’s proposed Operation and
Maintenance Expense adjustments that are detailed on Exhibit
No. 2, Schedule 3, consisting of; (i) operation and maintenance
labor (adjustment number 1), (ii) group insurance (adjustment
number 7), and (iii) pensions (adjustment number 8). Next, I will
address the Company’s proposed rate base shown on Exhibit No.
1, Schedule 2, consisting of 3 pages. Then, I will address the
Company’s proposed Computation of Working Capital shown on
Exhibit No. 1, Schedule 3, consisting of six pages. I will also
address the Company’s Operating Revenues Per Books for the
Test Year and for the Attrition Year under both Present and
Proposed Rates, except for average daily usages for both the

residential and commercial customer classes.

WHO WIL_L,‘ ADDRESS THE COMPANY’S 'PROPOSED

" AVERAGE DAILY USAGE FOR THE RESIDENTIAL AND

COMMERCIAL CUSTOMER CLASSES?

The Company has retained the services of Dr. Edward L.
Spitnagel, Jr., Professor, Washington University in St. Louis,
Missouri, to provide weather normalizations for both the
residential and commercial customer classes. I will explain how

Dr. Spitnagel’s averages were used in the Company’s bill analysis.

WHO WILL ADDRESS THE REMAINING OPERATION AND
MAINTENANCE ADJUSTMENTS?
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13.

14.

Mike Miller will address the service company adjustment
(adjustment number 6) and customer accounting (adjustment
number 11).  Sheila Valentine will address all remaining

operation and maintenance adjustments.

WHO WILL ADDRESS THE COMPANY’S PROPOSED
INCOME TAX ADJUSTMENT?

Jim Salser will provide the Company’s testimony relative to
income tax shown on Exhibit number 2, Schedule 6, consisting of

two pages.

WHO WILL PROVIDE TESTIMONY RELATIVE TO THE
SUMMARY OF ADJUSTMENTS TO TAXES OTHER THAN
INCOME?

Sheila Valentine will provide the Company’s testimony relative to

those changes.

HOW DID THE COMPANY DETERMINE THE OPERATING
REVENUES SHOWN IN ITS ACCOUNTING EXHIBIT?

The Company's operating revenues are obtained from (i) metered
sales, (i) private and public fire service, and (iii) miscellaneous,

service revenues, rents from property, and other water revenues.

(i) Metered Sales

The Company uses a bill analysis reflecting the actual billing
determinants for the test year, twelve months ended July 31, 2002.
Exhibit No. 4, Schedules 1 and 2, sets forth the individual bill

analysis by customer classes. This schedule multiplies attrition
5
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17.

year billing determinants by present and proposed rates.

DID THE COMPANY MAKE ANY ADJUSTMENTS TO PER
BOOK REVENUES FOR THE TEST YEAR? | |
Yes, the Company made a total of five adjustments, as follows: (1)
weathér normalization adjustment for the residential and
commercial customer classes, (2) eliminated industrial usage for
two companies that went bankrupt during the test year, 3)
eliminated net change in accrued revenues, (4) billed days
adjustment to the industrial class and (5) added an estimated
number of new residential customers during the attrition year.
The estimate is based on historical results. The reasons for these
adjustments are identified in the Company’s work papers that are
filed under separate cover.

(ii) Operation and Maintenance Expense (Adjustments 7-23):

HOW WERE THE OPEVRATING EXPENSE ADJUSTMENTS
IN THE ACCOUNTING EXHIBIT CALCULATED?

The adjustments reflect an ongoing level of operating expenses
consistent with the test year matching principles.’ Known and
measurable price adjustments have been included to restate test
year expense levels to rate year levels, the first 12-month period in

which new rates will be in effect.

WHAT IS YOUR TESTIMONY ON THE ISSUE OF COMPANY
LABOR EXPENSE? |
I will address the methodology used by the Company in

6
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19.

20.

developing the Going-level provision for labor expense.

HOW DID THE COMPANY CALCULATE GOING-LEVEL

LABOR EXPENSE IN ITS COST OF SERVICE?

The Company calculated labor expense by individual employee.
Each employee’s wages during the twelve months ended July 31,
2002 were adjusted to account for the wage level to be paid during
the first twelve-months in which the new rates will be in effect.

This is the same approach the Company has used in prior filings.

HOW WERE THE WAGE LEVELS FOR THE ATTRITION
YEAR DETERMINED?

For hourly employees, the hours worked during the test year were
obtained from the Company’s actual payroll records.
Adjustments were then made to overtime hours to restate those
hours to a level equivalent to the employee’s hourly pay rate. For
example, the hours paid at time and a half wage rates were
multiplied by 1.5 to yield hours that could be applied to the
employee’s hourly wage rate. Similar adjustments were made for
other premium overtime hours. Each employee’s equivalent
hours were then applied to their average test year wage rate to

determine going-level wages.

HOW WERE THE AVERAGE RATE YEAR WAGE RATES
CALCULATED?
For union employees, the Company’s existing bargaining

agreements were examined. The agreements contain negotiated

7




21.

22.

wage rates through the attrition year. The wage rates for each
pay class in effect for the attrition year were pro-rated based
upon the number of days in the attrition year. The result is an
average attrition year wage rate for each union employee.

For non-union hourly and clerical employees, current wage rates
that became effective on April 1, 2002 were adjusted for wage
increases of 3% on April 1, 2003. As was done for union wage
rates, the test year wage rate was calculated based upon the

number of days each of those wages were in effect.

HOW WERE THE ATTRITION YEAR WAGE LEVELS FOR
SALARIED EMPLOYEES DETERMINED?

Salaried employees are exempt from overtime pay. For that
reason, the current annual salary for each employee has been
adjusted for expected wage increases of 3% on April 1, 2003.
Consistent with the other employee classes, the 2003 salaﬁes were
calculated based upon the number of days each of the salary

amounts would be in effect.

PENSION ADJUSTMENT

PLEASE EXPLAIN THE COMPANY'S PENSION
ADJUSTMENT IN THIS CASE.

The Company participates with all its American Water Services
(“AWS”) affiliates in a system-wide Pension Plan. Its actuary,
Towers Perrin, prepares the AWS’s pension calculations. The

Company's adjustment to pension expense is based on Towers

8
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25.

Perrin’s Actuarial Report for 2002-2003.

HAVE THE COMPANY'S CIRCUMSTANCES REGARDING
PENSION EXPENSE CHANGED SINCE 1996?

Yes. In 1996, the Company was advised that the mutual
insurance company that held most of the AWS pension assets was
converted to a stock company, and the stock was distributed as a
one-time dividend to the respective policyholders. AWS’s pension
fund, as one of the largest policyholders, received a one-time
$47,000,000 gain from the sale of this stock. This gain caused the
Plan to become fully funded; that is, the Plan reached the "full
funding limit" under ERISA when the Plan's assets on July 1,
1996, exceeded actuarial accrued liability plus normal cost. As a
result, no ERISA contribution had been required until the test

year in this case.

OTHER POSTRETIREMENT EMPLOYEE BENEFITS
("OPEBs"): |

MR. FERRELL, WHAT ARE THE SPECIFIC AREAS OF
OPEBs THAT YOU WILL BE ADDRESSING?

I will address the Company's actual booking of OPEBs expensed

and capitalized during the test year, twelve months ended July 31,
2002. I will also explain the Company's OPEB recovery sought in

this case.

WHAT OPEBs COST IS REFLECTED ON THE COMPANY'S
BOOKS FOR THE TEST YEAR?
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27.

28.

During the test year, the Company accrued $681,026 in expense to
Account 926.10 - accrued OPEB expense as required by FAS 106.
The expense was then reduced by $93,505 for the portions
capitalized to Account 926.33 (additions and blankets). |

HOW WAS THE COMPANY'S TEST YEAR OPEB EXPENSE
DETERMINED?

The Company participates with all affiliates of the AWS in a
system-Wide OPEB Plan. Its actuary, Towers Perrin, prepared
the 2003 AWS OPEB calculations and those OPEB costs were
then allocated among the AWS member companies based on each
Company's proportionate participation in the Plan. This is

consistent with the allocation used in past cases.

ARE ANY OTHER OPEB EXPENSES REFLECTED ON THE
COMPANY'S BOOKS IN 2001?

. Yes. The test year fees charged to the Company by American |

Water Works Service Company ("Service Company") included

an allocable share of its OPEB expenses associated with adopting

FAS 106 for personnel assigned to Service Company offices in

Voorhees, New Jersey (General Office), Hershey, Pennsylvania
(Data Processing) and Belleville, Illinois (System Water Quality
Laboratory), and the Service Company’s Southeast Region office

located in Charleston, West Virginia.

PLEASE EXPLAIN THE ACTUAL TEST YEAR OPEB
EXPENSE REFLECTED ON THE COMPANY'S BOOKS FOR

10
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EACH OF THE SERVICE COMPANY OFFICES AND HOW
EACH OPEB EXPENSE WAS CALCULATED.

The Service Company OPEB expenses were booked to Account
923.1 (outside services employed) and distributed to the operating
companies using the same allocation (number of customers
served) that sprezids all service charges not directly assignable to a
specific AWS company under the Service Company contract.
During the test year, the Voorhees Office, the Hershey Data
Center and the Belleville Laboratory provided services to all
companies within AWS, and the Service Company’s Southeast
Region provided services to the operating Companies in
Tennessee, Virginia, West Virginia, Maryland, and Kentucky.
The customer base for allocating the OPEB expense is the total
number of customers served by AWS for the first three service
providers listed above, and the five operating companies in the
Southeast Region for the services provided by the Southeast

Region.

RATE BASE:

HAS THE COMPANY CHANGED THE METHODOLOGY OF
CALCULATING REQUESTED RATE BASE FROM THE
APPROACH ADVOCATED IN ITS LAST CASE?

No. This is the same approach that we used and that was
approved in Case No. 96-00959. Shown on Exhibit No. 1,
Schedule 2, Column No. 1 of the Company's Accounting Exhibit,
is the rate base for the historical test year totaling $88,207,027. In

Column No. 2, the Company has summarized it’s requested

11




30.

ratemaking adjustments to rate pase totaling ($936,448) over and
above the historical test year. In Column number 3, the Company
has shown its requested rate base for the ‘mid-point of the

Attrition Year, aggregating $87,270,579.

PLEASE DETAIL THE COMPONENTS THAT COMPRISE
RATE BASE SHOWN ON EXHIBIT 1, SCHEDULE 2.

UTILITY PLANT IN SERVICE
Includes the actual undepreciated original cost of all land and

land rights, easements, structures and improvements, together
with equipment in service at July 31, 2002. To this actual July 31,
2002 balance, the budgeted cumulative effect of additions and
retirements to Utility Plant for the Period August 1, 2002 through
September 30, 2003 have been reflected to arrive at utility plant
balance at the mid-point of the attrition year. These additions
and retirements are summarized on Exhibit 1, Schedule 2, page 3
of 3 and are addressed in greater detail in Mr. Bishop’s Direct

Testimony.

CONSTRUCTION WORK IN PROGRESS

This amount is shown in both July 31, 2002 actual and September
30, 2003 budgeted balances. These amounts are representative of
all actual or budget project work for utility plant that are not in

service at September 30, 2003.

LIMITED-TERM UTILITY PLANT-NET
WORKING CAPITAL
Working capital shown on Exhibit 1, Schedule 2, is further

12




detailed on Exhibit 1, Schedule 3, and I will explain those
components that make-up working capital.

Average. Cash

Average cash represents a monthly average which was computed
based on 12 monthly averages of daily cash balances per bank
statements for the year ended July 31, 2002. The monthly average
was computed by dividing the total daily balances for the month
by the same month’s total days.

Prepaid Insurance, Prepaid Taxes, and Materials and Supplies

Prepaid insurance, prepaid taxes, and materials and supplies
represent an average of the thirteen m_onth end balances for the

test year ending July 31, 2002.

Deferred Regulatory Expense
The deferred regulatory expense consists of an average of two

cases unamortized balances at the September 30, 2003 attrition
year mid point. The amounts included in rate base include
$187,000 for the current rate case expense and $36,000 for the
current Cost of Service Study.

Unamortized Debt Expense

Unamortized debt expense was calculated by starting with the
July 31, 2002 unamortized debt expense and subtracting the
cumulative amortizations to arrive at the balances of the
beginning and ending of the attrition year. The average of these
two balances, plus the unamortized debt expense of the proposed
debt issue, result in a $238,260 balance at the attrition year
midpoint.

Other Deferred Debits

13
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Other deferred debits consist of four items detailed below:
e Unamortized transition costs of the Customer Call Center
which total $785,355.
e Unamortized transition costs of the Shared Services Center
which total $323,532.
e Unamortized security costs which total $248,262.
e Unamortized balance of the Work Force Management
Audit which totals $164,839.
Lead-Lag Study
The Company is using a Lead/Lag Study that was performed
based on historical data for the twelve months ending July 31,
2002, which includes a working capital allowance of $525,000.
Incidental Collections
Incidental collections represent the average balance of funds for
sewer billing and sales tax not yet remitted or paid for the 12
months ending July 31, 2002. The average balances resulting in a
reduction to rate base working capital for sewer billing and sales
tax are $1,895,262 and $85,819 respectively.

RATE DESIGN
HOW DID THE COMPANY DEVELOP THE TARIFF RATES

'REQUESTED IN THIS CASE?

The proposed tariff rates are based are based on a Cost of Service
Study prepared by Paul Herbert of Gannett Fleming. Mr.
Herbert has filed testimony and exhibits addressing the proposed

rates. |

14




32. Q. DOESTHIS CONCLUDE YOUR DIRECT TESTIMONY?
A. Yes, it does.

15




TENNESSEE REGULATORY AUTHORITY

STATE OF WEST VIRGINIA

COUNTY OF KANAWHA

BEFORE ME, the undersigned authority,

duly commissioned and qualified in and for the

State and County aforesaid, personally came and appeared Roy L. Ferrell, Sr., being by me first

duly sworn deposed and said that:

He is appearing as a witness on behalf of Tennessee-American Water Company before

the Tennessee Regulatory Authority,

testimony would set forth in the annexed transcript consisting of 15 pages.

Sworn to and subscribed before me

this 3™ day of February 2003.

CXatE Wedniek

Notary Public

My commission expires &bﬁ%_a;ggola

OFFICIAL SEAL

NOTARY PUBLIC
STATE OF WEST VIRGINIA
PATT! HEDRICK
1563 MAPLEWOOD ESTATES
i SCOTT DEPOT, WV 25560
My commission expires February 26, 2012

¢
§
¢
{
{

and if present before the Authority and duly sworn, his

y Vﬂ/ .
Roy7"errell, Sr. \

,@%
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BEFORE THE TENNESSEE REGULATORY AUTHORITY
RE: TENNESSEE-AMERICAN WATER COMPANY
CASE NO. 03-

DIRECT TESTIMONY OF PAUL R. HERBERT

Please state your name and address.

My name is Paul R. Herbert. My business address is 207 Senate Avenue,
Camp Hill, Pennsylvania.

By whom are you employed?

I am employed by Gannett Fleming, Inc.

Please describe your position with Gannett Fleming, Inc. and briefly state
your general duties and responsibilities.

I'am Vice President. My duties and responsibilities include the preparation
of accounting and financial data for revenue requirement and cash working
capital claims, the allocation of cost of service to customer classifications,
and the design of customer rates in support of public utility rate filings.

Have you presented testimony in rate proceedings before a regulatory
agency?

Yes. | have testified before the Pennsylvania Public Utility Commission, the |
New Jersey Board of Public Utilities, the Public Utilities Commission of Ohio,
the Public Service Commission of West Virginia and the Kentucky Public
Service Commission, the lowa State Utilities Board and the Virginia State

Corporation Commission, concerning revenue requirements, cost of service
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allocation, rate design and cash working capital claims. A list of the cases in
which | have testified is provided at the end of my direct testimony.

What is your educational background?

I have a Bachelor of Science Degree in Finance from the Pennsylvania State
University, University Park, Pennsylvania.

Would you please describe your professional affiliations?

I'am a member of the American Water Works Association and serve as a
member of the Management Committee for the Pennsylvania Section. | am
also a member of the Pennsylvania Municipal Authorities Association. In
1998, | became a member of the National Association of Water Companies
as well as a member of its Rates and Revenue Committee.

Briefly describe your work experience.

| joined the Valuation Divisian of Gannett Fleming Corddry and Carpenter,
inc., predecessor to Gannett Fleming, Inc., in September 1977, as a Junior
Rate Analyst. Since then, | adyanced through several positions and was
assigned the position of Manager of Rate Studies on July 1, 1990. On June
1, 1994, | was promoted to my current position as Vice President.

While aftending Penn State, | was employed during the summers of

1972, 1973 and 1974 by the United Telephone System - Eastern Group in its
accounting department. Upon graduation from college in 1975, | was
employed by Herbert Associates, Inc., Consulting Engineers (now Herbert
Rowland and Grubic, Inc.), as a field office manager until September 1977.

What is the purpose of your testimony in this proceeding?

-3-
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The purpose of my testimony is to explain Tennessee-American Water
Company’s cost of service allocation study and proposed rate design set
forth in Exhibit No. PRH-1.

COST OF SERVICE ALLOCATION
Briefly describe the purpose of your cost allocation study.
The purpose of the study was to allocate the total cost of service, which is
the total revenue requirement, to the several customer classifications. In the
study, the total costs were allocated to the residential, commercial, industrial,
public authorities, sales for resale, private fire protection and public fire
protection classifications in accordance with generally accepted principles
and procedures. The cost of service allocation results in indications of the
relative cost responsibilities of each class of customers. The allocated cost
of service is one of several criteria appropriate for consideration in designing
customer rates to produce the required revenues. The results of my
allocation of the pro forma cost of' service as of July 31, 2002, and proposed
customer rates to produce the pro forma revenue requirement as of that date
are presented in the study.
Please describe the method of cost allocation that was used in your study.
The base-extra capacity method, as described in 2000 and prior Water
Rates Manuals published by the American Water Works Association
(AWWA), was used to allocate the pro forma costs. Base-extra capacity is a »
recognized method for allocating the cost of providing water service to

customer classifications in proportion to the classifications' use of the
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commodity, facilities, and services. It is generally accepted as a sound
method for allocating the cost of water service and was used by the
Company in the Company'’s previous studies.
Please describe the procedure followed in the cost allocation study.
Each identified classification of cost in the pro forma cost of service was
allocated to the customer classifications through the use of appropriate
factors. These allocations are presented in Schedule B on pages 8 through
14. The items of cost, which include operation and maintenance expenses,
depreciation expense, taxes and income available for return, are identified in
columns 1 and 2 of Schedule B. The cost of each item, shown in column 4,
is allocated to the several customer classifications based on allocation
factors referenced in column 3. The development of the allocation factors is
presented in Schedule C. [ will use some of the larger cost items to illustrate
the principles and considerations used in the cost allocation methodology.
Purchased water, purchased electric power, treatment chemicals and waste
disposal are examples of costs that tend to vary with the amount of water
consumed and are thus considered base costs. They are allocated to the
several customer classifications in direct proportion to the average daily
consumption of those classifications through the use of Factor 1. The
development of Factor 1 is shown in Schedule C on page 15.

Other source of supply, water treatment and transmission costs are
associated with meeting usage requirements in excess of the average,

generally to meet maximum day requirements. Costs of this nature were
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allocated to customer classifications partially as base costs, proportional to
average daily consumption, partially as maximum day extra capacity costs,
in proportion to maximum day extra capacity, and, in the case of certain
pumping stations and transmission mains, partially as fire protection costs,
through the use of Factors 2 and 3. The development of the allocation
factors, referenced as Factors 2 and 3, is shown in Schedule C, on pages 15
through 18.

Costs associated with storage faciliies and the capital costs of
distribution mains were allocated partly on the basis of average consumption
and partly on the basis of maximum hour extra demand, including the
demand for fire protection service, because these facilities are designed to
meet maximum hour and fire demand requirements. The development of
the factors, referenced as Factors 4 and 5, used for these allocations is
shown in Schedule C, on pages 19 through 23.

Factor 4, used to allocate distribution mains, is based on the same
volumes used in Factors 1 through 3 except that the consumption for the
larger industrial customers and sales for resale classifications are excluded.
This is to recognize that larger industrial and sales for resale customers are
served primarily from larger mains. Factor 5, Allocation of Storage Facilities,
uses the same basic methodology as Factor 4, although Factor 1 volumes
are used and the fire demand weighting is based on the storage capacity for

fire service as compared to the total storage capacity.
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Fire demand costs were allocated to public and private fire protection
service in proportion to the relative potential demands on the system by
public fire hydrants and private service lines as presented in Schedule C on
page 18.

Costs associated with pumping facilites and the operation and
maintenance of mains were allocated on combined bases of maximum day
and maximum hour extra capacity because these facilities serve both
functions.  For pumping facilities, the relative weightings of Factor 2
(maximum day), Factor 3 (maximum day and fire) and Factor 4 (maximum
hdur) were based on horsepower of pumps serving maximum day, maximum
day and fire and maximum hour functions. The development of this
weighted factor, referenced as Factor 6, is presented on page 24.

For operation and maintenance of mains, the relative weightings of
Factor 3 (maximum day and fire) and Factor 5 (maximum hour) were based
on the footage of transmission and distribution mains. For cost allocation
purposes, mains larger than 10-inch were classified as serving a
transmission function and mains 10-inch and smaller were classified as
serving a distribution function. The development of this weighted factor,
referenced as Factor 7, is presented on page 25.

Costs associated with meters were allocated to customer
classifications in proportion to the capacity requirements of the sizes and
quantities of meters serving each classification. The development of the

factor for meters, referenced as Factor 10, is presented on page 27. Factor
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11, Allocation of Services, was developed in a similar manner as Factor 10,
except that the relative unit cost per foot by service size was used in order to
weight the number of services by classification. Costs associated with public
fire hydrants were assigned directly to the public fire protection class (Factor
21).

Costs for customer accounting, billing and collecting were allocated
on the basis of the number of customers for each classification, and costs for
meter reading were allocated on the basis of metered customers. The
development of these factors, referenced as Factor 12 and Factor 13, is
presented on page 31.

Administrative and general costs were allocated on the basis of
allocated direct costs, excluding those costs such as purchased water,
power, chemicals and waste disposal which require little adminisirative and
general expense. The development of factors for this allocation, referenced
as Factor 14, is presented on page 32.

Annual depreciation accruals were allocated on the basis of the
function of the facilities represented by the depreciation expense for each
depreciable plant account. The original cost less depreciation of utility plant
in service was similarly allocated for the purpose of developing factors,
referenced as Factor 17, for allocating items such as income taxes and
return. The development of Factor 17 is presented on pages 33 through 36.

Factors 14 and 17, as well as Factors 8, 9, 15, 16 and 18, are

composite allocation factors. These factors are based on the result of

-8-




10

11

12

13

14

15

16

17

18

19

20

21

22

allocating other costs and are computed internally in the cost allocation |
program. Refer to Schedule C for a description of the bases for each
composite allocation factor.

What was the source of the total cost of service data set forth in column 3 of
Scheduie B?

The pro forma costs of serv‘ice were furnished by the Company, and are set
forth in various Company exhibits.

Refer to Schedule B, pages 16 and 20, and explain the source of the system
maximum day and maximum hour ratios used in the development of factors
referenced as Factors 2, 3 and 4.

The ratios were based on a review of historic Company data. The maximum
day ratio of 1.4 times the average day approximates the ratio of maximum
daily send-out experienced by the Company in the last five years. The
maximum hour ratio of 1.8 times the average hour was estimated based on
the relationship of system maximum hour ratios compared to system
maximum day ratios for other similar systems.

What factors were considered in estimating the maximum day extra capacity
and maximum hour extra capacity demands used for the customer
classifications in the development of Factors 2, 3 and 4?

The estimated demands were based on judgment which considered field :
studies of actual customer class demands conducted for other American

Companies, field observations of the service areas of the Company, field
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studies of similar service areas in Pennsylvania, and generally-accepted
customer class maXimum day and maximum hour demand ratios.
Have you summarized the results of your cost allocation study?
Yes. The resuits are summarized in columns 1, 2 and 3 of Schedule A on
page 6. Column 2 sets forth the total allocated pro forma cost of service as
of July 31, 2002, for each customer classification identified in column 1.
Column 3 presents each customer classification's cost responsibility as a
percent of the total cost.
Have you compared these cost responsibilities with the proportionate
revenue under existing rates for each customer classification?
Yes. A comparison of the allocated cost responsibilities and the percentage
revenue under existing rates can be made by comparing columns 3 and 5 of
Schedule A. A similar comparison of the percentage cost responsibilities
(relative cost of service) and the percentage of pro forma revenues (relative
revenues) under proposed rates can be made by comparing columns 3 and
7 of Schedule A .

CUSTOMER RATE DESIGN
What are the appropriate factors to be considered in the design of the rate
structure?
In preparing a rate structure, one should consider the allocated costs of
service, the impact of radical changes from the present rate structure, the
understandability and ease of application of the rate structure, community

and social influences, and the value of service. General guidelines should
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be developed with management to determine the extent to which each of
these criteria is to be incorporated in the rate structure to be designed,
inasmuch as the pricing of a commodity or service is a function of
management.

Did management discuss rate design guidelines with you?

Yes, they did. The guidelines were, as follows: (1) No increase for private
fire protection rates since the existing rates produce revenues in excess of
the cost of service; (2) increase pubiic fire hydrant rates to recover 25% of
the cost of service as explained in Mr. Miller's testimony; and (3) increase
service charges and volumetric rates so that proposed revenues
approximate the indicated cost of service for the industrial class and the
remaining classes move toward their respective class cost of service.

Do you agree with these guidelines?

Yes, | do.

Do the proposed rates result in movement toward the cost of service for
each classification?

Yes, with the exception of the Other Water Utilities class, the revenues
under proposed rates for each customer classification are better aligned with
the cost of service than the revenues under present rates, as shown on
Schedule A.

Have you prepared comparisons of present and proposed rates for each

classification and each rate zone?

-11 -
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Yes. Schedule D on page 40 of the cost allocation study presents
comparisons of the present and proposed rates.

Have you prepared proof of revenue schedules under present and proposed
rates?

Yes. Schedule E, on pages 41 through 51 of the cost allocation study, sets
forth the proof of revenues from the application of present and proposed
rates to the customer consumption analysis. The revenues from Schedule E
are brought forward to Schedule A, columns 4 and 6.

Please explain Schedule F.

Schedule F sets forth a comparison of customer’s bills under present and
proposed rates, for each tariff area.

Does this conclude your direct testimony?

Yes, it does.

-12 -
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TENNESSEE REGULATORY AUTHORITY

COMMONWEALTH OF PENNSYLVANIA

COUNTY OF CUMBERILAND

BEFORE ME, the undersigned authority, duly commissioned and qualified in and for the
State and County aforesaid, personally came and appeared Paul R. Herbert who, being by me
first duly sworn deposed and said that:

He is appearing as a witness on behalf of Tennessee-American Water Company before
the Tennessee Regulatory Authority, and if present before the Authority and duly sworn, his

testimony would set forth in the annexed transcript consisting of twelve (12) pages.

ol Kl -

Paul R. Herbert

Sworn to and subscribed before me
this 3" day of February 2003.

| My commission expires 5&//&!&’44’%?!;

NOTARIAL SEAL
CHERYL ANN RUTTER, Notary Public
Swatara Twp., Dauphin County
My Commission Expires Feb. 20, 2003
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G tt FI i | : 'GANNETT FLEMING, INC.
@ un“e Emlng Eg‘riggl)jrgr ;2017106—71 00

Location:
207 Senate Avenue
Camp Hill, PA 17011

Office: (717) 763-7211
Fax: (717) 763-4590
www.gannettfleming.com

February 3, 2003

Tennessee-American Water Company
P.O. Box 6638
Chattanooga, TN 37401

Attention William F. L'Ecuyer
President

Gentlemen:

Pursuantto your request, we have conducted a cost of service allocation study based
on pro forma revenue requirements estimated for the test year ended July 31, 2002, and
have prepared proposed rate schedules designed to produce the pro forma revenue
requirements. :

The attached report presents the results of the study, as well as supporting
schedules which set forth the detailed cost allocation calculations. Schedule A on page 7
presents a comparison of the cost of service by customer classification with the pro forma
revenues produced by each classification under present and proposed rates.

Respectfully submitted,

GANNETT FLEMING, INC.

Aot UL T

PAUL R. HERBERT
Vice President
Valuation and Rate Division

PRH/krm

A Tradition of Excellence
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PART I. INTRODUCTION



THE YORK WATER COMPANY
COST OF SERVICE ALLOCATION STUDY
AS OF JULY 31, 2002
AND PROPOSED CUSTOMER RATES

PART I. INTRODUCTION

PLAN OF REPORT

The report sets forth the fesultsuof the cost of service allocation study as of July 31,
2002, prepared for Tennessee-American Water Company. Part |, Introduction, contains
statements with respect to the basis of the study, the procedures employed, and a summary
of the results of the study. Part I, Cost of Service by Customer Classification, presents
detailed sbhedules of the allocation of costs to customer classifications, as well as the
bases for the allocations. Part lI, Proposed Customer Rates, sets forth the proposed rate
structure, the application of present and proposed rates to the consumption analysis and

comparisons of customers' bills under present and proposed rates.

BASIS OF THE STUDY

The purpose of the study was to allocate costs to several customer classifications
based on considerations of quantity of water consumed, variability of rate of flow, and costs
assdciated with metering, billing and accounting. The a‘llocation study was based on
recognized procedures for allocating the several categories of costs to customer
classifications in proportion to each classification's use of the facilities, commodities and

services which entail the total cost of providing water service.



ALLOCATION PROCEDURES

| The allocation study was based on the Base-Extra Capacity Method for allocating
costs to customer classifications. The method is described in the 2000 and prior editions
ofthe Water Rates Manual, published by the American Water Works Association. The four
basic categories of cost responsibility are base, extra capacity, customer and fire protection
costs. The following discussions present a brief description of these costs and the manner
in which they were alloéated.

Base Costs are costs that tend to vary with the quantity of water used, plus costs
associated with supplying, treating, pumping and distributing water to customers under‘
average load cbnditions, withoujt the elements necessary to meet peak demands. Base
costs were allocated to customer classifications on the basis of average daily usage.

Extra Cagacity Costs are costs associated with meeting usage requirements in
excess of the average. They include operating and capital costs for additional plant and
system capacity beyond that required for average use. The extra capacity costs in this
study are subdivided into costs necessary to’meet maximum day extra demand and costs
to meet maximum hour extra demand. The extra capacity costs were allocated fo customer
classiﬂcatiohs onthe bases of each classification's maximum dayand hour usage in excess
of average usage. (Extra capacity costs related to fire protection are allocated directly to
the fire protection classifications.)

~ Customer Coéts are costs associated with serving customers regardless of their
usage or demand characteristics. Customer costs include the operating and capital costs

related to meters and services, meter reading costs, and billing and collecting costs. The



customer costs were allocated on the bases of the relative cost of meters and services, the
number of meter readings and the number of bills. -

Fire Protection Costs are costs associated with providing the facilities to meet the

potential peak demand of fire protection service. Fire protection costs are subdivided into
costs to meet Public Fire Protection and Private Fire Protection demands. Operating and
capital costs for hydrants were assigned directly to Public Fire Protection. The extra
capacity costs assigned to fire protection service were allocated to Public and Private F|re

Protectlon on the basis of the total relative demands of the hydrants and fire service lines.

RESULTS OF STUDY

The data summarized in Schedule A, "Comparison of Pro Forma Cost of Service with
Revenues Under Present and Proposed Rates for the Twelve Months Ended July 31, 2002,”
constitute the principal results of the allocation study.

The cost of service by customer classification, shown in column 2 of Schedule A, is
developed in Schectule B, "Allocation of Cost of Servioe to Customer Classifications for the
Twelve Months Ended July 31, 2002". The atlocation of the total cost of service to the
several customer classifications was performed by applying the allocation factors referénced
in column 3 to the cost of service by account in column 4. The bases of the allocation |

factors are presented in Schedule C.




DESIGN OF PROPOSED RATES
The results of the cost of service allocation study were discussed with Company
management in order’that it be afforded the opportunity of berforming its role in the 'design '
of proposed rates. Therate design guidelines developed during the discussion were ( 1) No
increase for private fire protection rates since the existing rates produce revenues in exéess
of the cost of service; (2) increase public fire hydrant rates to recover 25% of the cost of
| service; and (3) increase service Charges and volumetric rates so that proposed revenues
approximate the indicated cost of service for the industrial class and the remai‘ning classes
move toward their respective class cost of service. |
The proposed rate structure, as presented in Part lll, Proposed Customer Rates,
Schedule D, consists of service charges by meter size and volumetric rates by class and
‘service area. Therevenues resulting from the proposed rate structure are shown in columns
6 and 7 of Schedule A, and reflect a closer alignment with the cost of service shown in

columns 2 and 3. |

The application of the present and proposed base rates to the pro formé consumption
analysis is set forth in Schedule E. Comparisons of bills under present and proposéd base

rates are shown in Schedule F.
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Schedule C
Page 1 0of 24

TENNESSEE-AMERICAN WATER COMPANY
FACTORS FOR ALLOCATING COST OF SERVICE TO CUSTOMER CLASSIFICATIONS

FACTOR 1. ALLOCATION OF COSTS WHICH VARY WITH THE AMOUNT OF WATER
CONSUMED.

Factors are based on the pro forma test year average daily consumption for each
customer classification.

Average Daily

Customer Consumption, Allocation
Classification 100 Cu. Ft. Factor
(1) 2) (3)
Residential 12,690 0.3105
Commercial 11,690 0.2860
Industrial 9,271 0.2269
Other Public Authority 3,782 0.0925
Other Water Utilities 3,236 0.0792
Private Fire Protection 68 0.0017
Public Fire Protection 131 0.0032
Total 40,868 1.0000

FACTOR 2. ALLOCATION OF COSTS ASSOCIATED WITH FACILITIES SERVING BASE AND
MAXIMUM DAY EXTRA CAPACITY FUNCTIONS. :

Factors are based on the weighting of the factors for average daily consumption
(Factor 1) and the factors derived from maximum day extra capacity demand for each customer
classification, as follows: ‘

Average Daily Maximum Day
, Consumption Extra Capacity
Customer Allocation Weighted Allocation Weighted Allocation
Classification Factor 1 Factor Factor - Factor - Factor
(1) (2) G)=@2x (4) (5)=(4)x (6)=(3)*(5)
0.7143 0.2857
Residential - 0.3105 0.2218 0.3823 0.1092 0.3310
Commercial 0.2860 0.2043 0.3170 0.0906 0.2949
Industrial 0.2269 0.1621 0.1397 0.0399 0.2020
Other Public Authority 0.0925 0.0661 0.1025 0.0293 0.0954
Other Water Utilities 0.0792  0.0566 0.0585 0.0167 0.0733
Private Fire Protection 0.0017 0.0011 0.0011
Public Fire Protection 0.0032 0.0023 0.0023

Total . 1.0000 0.7143 1.0000 0.2857 1.0000
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TENNESSEE-AMERICAN WATER COMPANY
FACTORS FOR ALLOCATING COST OF SERVICE TO CUSTOMER CLASSIFICATIONS, cont.
FACTOR 2. ALLOCATION OF COSTS ASSOCIATED WITH FACILITIES SERVING BASE AND
MAXIMUM DAY EXTRA CAPACITY FUNCTIONS, cont.

Maximum Day
Extra Capacity

Average Daily Rate of Flow,
Customer Consumption, 100 Cu. Ft. Allocation
Classification 100 Cu. Ft. Factor® . Per Day Factor
(1) (2) ) (@)=@2)x@) (5)
Residential 12,690 1.0 12,690.0 0.3823
Commercial 11,690 0.9 10,521.0 0.3170
Industrial 9,271 0.5 4,635.5 0.1397
Other Public Authority 3,782 0.9 3,403.8 0.1025
Other Water Utilities 3,236 0.6 1,941.6 0.0585
Subtotal 40,669 33,191.9 1.0000

The weighting of the factors is based on the maximum day ratio of 1.40, based on a
review of maximum day ratios experienced during the period 1995 through 2001.

Maximum
Day Ratio : Weight
Average Day , 1.00 0.7143
Maximum Day
Extra Capacity 0.40 0.2857

Total , 140 1.0000

* Ratio of maximum day to average day minus 1.0.
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TENNESSEE-AMERICAN WATER COMPANY
FACTORS FOR ALLOCATING COST OF SERVICE TO CUSTOMER CLASSIF ICATIONS, cont.

BASIS FOR ALLOCATION OF DEMAND-RELATED COSTS OF
FIRE SERVICE TO PRIVATE AND PUBLIC FIRE PROTECTION

 Restrictive :
Diameter(s) Number Relative Allocation
Description Squared of Units Demand Factor
(1) (2) (3) (4)=(2)X(3) (%)
Private Fire Protection
1 -inch Fire Line - 1.00 0 0
1.5 -Inch Fire Line 2.25 1 2
2 -Inch Fire Line 4.00 6 24
2.5 -Inch Fire Line 6.25 1 6
3 -Inch Fire Line 9.00 1 ' 9
4 -Inch Fire Line 16.00 73 1,168
6 -Inch Fire Line , 36.00 705 25,380
8 -Inch Fire Line 64.00 287 18,368
10 -Inch Fire Line 100.00 15 1,500
12 -inch Fire Line 144.00 18 2,592
Total Private Fire Protection 1,107 49,050 0.3424
Public Fire Protection
4-1/2 inch, 3 way 20.25 4,653 94,223
Total Public Fire Protection : 4,653 94,223 0.6576

Total Fire Protection Service 5,760 143,273 1.0000
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TENNESSEE-AMERICAN WATER COMPANY
FACTORS FOR ALLOCATING COST OF SERVICE TO CUSTOMER CLASSIFICATIONS, cont.

FACTOR 4. ALLOCATION OF COSTS ASSOCIATED WITH FACILITIES SERVING BASE,
MAXIMUM HOUR AND FIRE SERVICE FUNCTIONS.

Maximum Hour

Extra Capacity

Average Hour Rate of Flow,
Customer Consumption, , 100 Cu. Ft. Allocation

Classification ‘ 100 Cu. Ft. Factor* Per Hour Factor
(1) (2) (3) (4)=(2)x(3) )

Residential 528.8 3.0 1,686.4 , 0.4303
Commercial 487.1 2.8 1,363.9 0.3700
Industrial 173.5 1.7 295.0 - 0.0800
Other Public Authority 157.6 2.8 441.3 0.1197
Other Water Utilities 0.0 1.7 0.0 0.0000
Total 1,347.0 3,686.6 1.0000

The weighting of the factors is based on the maximum hour ratio of 1.80 and the system
demand for fire protection, as follows: ‘

System
Maximum Delivery,

Hour Ratio ~ GPM Weight
Average Hour 1.00 27,397 0.5187
Maximum Hour Extra Capacity 0.80 21,918 0.4150
Subtotal : 1.80 49,315 , 0.9337
Fire Protection 3,500 0.0663
Total 52,815 1.0000

- * Ratio of maximum hour to average day minus 1.0.
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TENNESSEE-AMERICAN WATER COMPANY
FACTORS FOR ALLOCATING COST OF SERVICE TO CUSTOMER CLASSIFICATIONS, cont.
FACTOR 5. ALLOCATION OF COSTS ASSOCIATED WITH STORAGE FACILITIES.

Maximum Hour
Extra Capacity

; Average Hour Rate of Flow,
Customer Consumption, 100 Cu. Ft. Allocation
Classification 100 Cu. Ft. Factor* Per Hour Factor
(1) (2) (3) (4)=(2)x(3) (5)
Residential 528.8 , 3.0 1,586.4 0.3709
Commercial 487.1 ; 2.8 1,363.9 0.3188
Industrial 386.3 1.7 656.7 0.1535
Other Public Authority 157.6 B 2.8 441.3 0.1032
Other Water Utilities 134.8 1.7 - 229.2 0.0536
Total 1,694.6 ; 4,277.5 1.0000

* Ratio of maximum hour to average day minus 1.0.
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TENNESSEE-AMERICAN WATER COMPANY

FACTORS FOR ALLOCATING COST OF SERVICE TO CUSTOMER CLASSIFICATIONS, cont.
FACTOR 5. ALLOCATION OF COSTS ASSOCIATED WITH STORAGE FACILITIES.

The weighting of the factors is based on the ratio of the capacity required for a 6-hour
-demand of fire flow, as related to total storage capacity.

Fire Protection Weight = 3,500 GPM x 60 min.x 6 Hours = 0.0606
' 20,806,000 Gallons Storage .
General Service Weight = 1.0000 - 0.0606 = 0.9394

The weighting of the average hourly consumption and maximum hour extra demand for
‘general service is based on the maximum hour ratio, as follows.

Maximum
Hour :
Ratio Percent Weight
Average Hour / 1.00 55.56 0.5219
Extra Capacity
Maximum Hour 0.80 44.44 0.4175
Total 1.80 100.00 0.9394
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TENNESSEE-AMERICAN WATER COMPANY
FACTORS FOR ALLOCATING COST OF SERVICE TO CUSTOMER CLASSIFICATIONS, cont.
FACTOR 7. ALLOCATION OF COSTS ASSOCIATED WITH TRANSMISSION AND
DISTRIBUTION MAINS.
Factors are based on the weighting of the factors for maximum day extra capacity

and fire demand (Factor 3) and maximum hour extra capacity and fire demand (Factor 4) for
each customer classification, as follows:

Maximum Day Maximum Hour

Extra Capacity and Fire Extra Capacity and Fire

Customer Allocation ~ Weighted Allocation  Weighted Allocation
Classification Factor 3 Factor ~ Factor 4 Factor Factor

(1) (2) (3)=(2)x @) (5)=(4)x (6)=(3)+(5)

0.1734 0.8266
Residential 0.3237 0.0561 0.3810 0.3149 0.3710
Commercial 0.2882 0.0500 0.3399 0.2810 0.3310
Industrial : 0.1975 0.0342 0.0996 0.0823 - 0.1165
Other Public Authority 0.0932 0.0162 0.1100 0.0009 0.1071
Other Water Utilities 0.0717 0.0125 0.0000 0.0000 0.0125
- Private Fire Protection 0.0088 0.0015 0.0238 0.0197 0.0212
Public Fire Protection 0.0169 0.0029 0.0457 0.0378 0.0407

Total 1.0000 0.1734 1.0000 0.8266 1.0000

The weighting of the factors is based on the footage of transmission and distribution
mains as set forth below: ‘ o

Footage of
Mains Weight
Transmission Mains 1,135,333 0.1734
Distribution Mains 5,411,843 0.8266

Total 6,547,176 1.0000
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TENNESSEE-AMERICAN WATER COMPANY

FACTORS FOR ALLOCATING COST OF SERVICE TO CUSTOMER CLASSIFICATIONS, cont.

FACTOR 8. ALLOCATION OF TRANSMISSION AND DISTRIBUTION OPERATIONS AND
SUPERVISION EXPENSES. '

Factors are based on the allocation of transmission and distribution operation labor,

-as follows:

Transmission

& Distribution
‘Customer Operating Allocation

Classification Labor Factor
(1) ) )

Residential $569,843 0.5528
Commercial 282,463 0.2740
Industrial 68,875 0.0668
Other Public Authority 73,614 0.0714
Other Water Utilities 6,529 0.0063
Private Fire Protection 10,125 0.0098
Public Fire Protection 19,440 0.0189
Total $1,030,889 1.0000

FACTOR 9. ALLOCATION OF TRANSMISSION AND DISTRIBUTION MAINTENANCE
SUPERVISION EXPENSES.

Factors are based on the allocation of transmission

as follows:

Transmission

& Distribution
Customer Maintenance Allocation

Classification Labor Factor
M (2) (3)
Residential $393,360 0.4931
Commercial 182,439 0.2287

Industrial 50,938 0.0639
Other Public Authority 50,184 0.0629
Other Water Utilities 5,252 0.0066
Private Fire Protection 26,573 0.0333
Public Fire Protection - 88,979 0.1115
Total $797,725 1.0000
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TENNESSEE-AMERICAN WATER COMPANY

FACTORS FOR ALLOCATING COST OF SERVICE TO CUSTOMER CLASSIFICATIONS, cont.

FACTOR 10. ALLOCATION OF COSTS ASSOCIATED WITH METERS.

Factors are based on the relative cost of meters by size as developed on the
following page and summarized below:

Customer ‘ Meter Allocation
Classification _Equivalents Factor
(1) ) ' (3)
Residential 61,266 0.7097
Commercial ‘ 19,409 0.2248
Industrial 2,062 0.0239
Other Public Authority 3,508 0.0406
Other Water Utilities 83 0.001

Subtotal 86,328 _1.0000

-927-
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TENNESSEE-AMERICAN WATER COMPANY

FACTORS FOR ALLOCATING COST OF SERVICE TO CUSTOMER CLASSIFICATIONS, cont.

FACTOR 11. ALLOCATION OF COSTS ASSOCIATED WITH SERVICES.

Factors are based on the relative cost of services by size as developed on the
following page and summarized below: ’

Customer Service ' ‘ Allocation
Classification Equivalents Factor
(1) \ (2) (3)
Residential 60,835 : 0.7834
Commercial ‘ 9,802 0.1262
Industrial 399 0.0052
Other Public Authority , 1,049 0.0135
Other Water Utilities 11 0.0001
Private Fire Protection 5,564 0.0716

Subtotal 77,660 ' 1.0000

-29.
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