BASS, BERRY & SIMS PLC

A PROFESSIONAL LIMITED LIABILTTY COMPANY

ATTORNEYS AT LAW OTHER OFFICES
R. DALE GRIMES
TEL: (615) 742-6244 AMSOUTH CENTER . , . R NASHVILLE MUSIC ROW
FAX: (615) 742-2744 315 DEADERICK STREET, SUITE 2700, . - - KNOXVILLE
dgrimes@bassberry.com NASHVILLE, TN 37238-3001 MEMPHIS

(615) 742-6200

www.bassberry.com . .. -

February 14, 2007

VIA HAND-DELIVERY
Chairman Sara Kyle

c/o Sharla Dillon

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. 06-00290

Dear Chairman Kyle:

Enclosed please find an original and sixteen (16) copies of Tennessee American
Water Company’s Supplemental Response to City of Chattanooga’s First Discovery
Requests dated January 22, 2007.

Please return two copies of the Responses, which I would appreciate your
stamping as “filed,” and returning to me by way of our courier.

Please note that the Company is still working on preparing the responses to
Questions 18, 19, and 24, and they are not included in his filing. They will be filed and
served as soon as they are completed.

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

With kindest regards, I remain
Yours very truly,

/" Zm

R. Dale Grimes
RDG/ms
Enclosures



Chairman Sara Kyle
February 14, 2007
Page 2

cc:  Hon. Pat Miller (w/o enclosure)
Hon. Ron Jones (w/o enclosure)
Hon. Eddie Roberson (w/o enclosure)
Ms. Darlene Standley, Chief of Utilities Division (w/o enclosure)
Richard Collier, Esq. (w/o enclosure)
Mr. Jerry Kettles, Chief of Economic Analysis & Policy Division (w/o enclosure)
Ms. Pat Murphy (w/o enclosure)
Michael A. McMahon, Esq. (w/enclosure)
Frederick L. Hitchcock, Esq. (w/enclosure)
Vance Broemel, Esq. (w/enclosure)
Henry Walker, Esq. (w/enclosure)
David Higney, Esq. (w/enclosure)
Mr. John Watson (w/o enclosure)
Mr. Michael A. Miller (w/o enclosure)

6392058.1



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 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. 06-00290

TENNESSEE AMERICAN WATER COMPANY’S SUPPLEMENTAL RESPONSES TO
CITY OF CHATTANOOGA'’S FIRST DISCOVERY REQUESTS

The Tennessee American Water Company, while expressly reserving its prior objections,
hereby provides the following supplemental responses to the First Discovery Requests from the

City of Chattanooga:

6392055.1



Respectfully Submitted,

Vs

R. Dale Grimes (#6223)

J. Davidson French (#15442)

Ross I. Booher (#019304)

BASS, BERRY & SiMS PLC

315 Deaderick Street, Suite 2700
Nashville, TN 37238-3001

(615) 742-6200

Counsel for Petitioner

Tennessee American Water Company




TENNESSEE AMERICAN WATER COMPANY
Docket No. 06-00290
City of Chattanooga Discovery Request No. 1, 2, 13

SUPPLEMENTAL RESPONSE

Responsible Witness:  Michael Miller

Supplemental Response to COC Questions 1, 2, and 13:
Attached are schedules used in case number 03-00118 in support of the savings

generated from the call center, the employees impacted by the transition at
TAWC, and the customer service employees embedded in the historical test-year
for that case, along with their salaries or hourly rates of pay. The attached
schedules filed in that case were either exhibits to the testimony of Michael
Miller, or in the workpapers filed with the case, and are a part of the public record

in that case.

The Call Center Costs for 2004-2006 are as follows:
2004 - $782,034
2005 - $773,218
2006 - $866,606
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TENNESSEE AMERICAN WATER COMPANY
Docket No. 06-00290
City of Chattanooga Discovery Request No. 1, 2, 13

SUPPLEMENTAL RESPONSE

Responsible Witness:  Michael Miller

Supplemental Response to COC Questions 1, 2, and 13:

Attached are schedules used in case number 03-00118 in support of the savings
generated from the call center, the employees impacted by the transition at
TAWC, and the customer service employees embedded in the historical test-year
for that case, along with their salaries or hourly rates of pay. The attached
schedules filed in that case were either exhibits to the testimony of Michael
Miller, or in the workpapers filed with the case, and are a part of the public record

in that case.

The Call Center Costs for 2004-2006 are as follows:
2004 - $782,034
2005 - $773,218
2006 - $866,606
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TENNESSEE AMERICAN WATER COMPANY
Docket No. 06-00290
City of Chattanooga Discovery Request No. 1
Questions 11, 14, and 15

SUPPLEMENTAL RESPONSE

Responsible Witness:  John Watson/Michael Miller

Question:

11.  Explain any addition, subtraction, acceleration, delay, deferral, or change in any
recommended capital improvement projects identified in any Comprehensive

Planning Study completed or dated since January 1, 1993.

Response:

TAWC objects to this question on the grounds that the requested information is
overly burdensome, overly broad, and is not relevant to this case.

Notwithstanding the objection, please see the response to question 10.

Supplemental Response:

Attached is a file that provides a list of Investment Projects (“IP’s”) from 2001-
2006. The first two columns on the left of the schedule provide the IP number
and page reference to the 2000 CPS, including page numbers. The last column
on the right of the schedule provides comments on the status of each of the
projects and whether action remain and are scheduled for 2007 to complete the
project or to begin design and construction. As further reference, a summary list
of the “Chattanooga Service Area-Recommended Projects” can be found at
Table E-1 of the CPS, which is the last page of Executive Summary of the CPS.
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TENNESSEE AMERICAN WATER COMPANY
Docket No. 06-00290
City of Chattanooga Discovery Request No. 1, 2, 13

SUPPLEMENTAL RESPONSE

Responsible Witness:  Michael Miller

Supplemental Response to COC Questions 1, 2, and 13:

Attached are schedules used in case number 03-00118 in support of the savings
generated from the call center, the employees impacted by the transition at
TAWC, and the customer service employees embedded in the historical test-year
for that case, along with their salaries or hourly rates of pay. The attached
schedules filed in that case were either exhibits to the testimony of Michael
Miller, or in the workpapers filed with the case, and are a part of the public record
in that case.

The Call Center Costs for 2004-2006 are as follows:
2004 - $782,034
2005 - $773,218
2006 - $866,606
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TENNESSEE AMERICAN WATER COMPANY
Docket No. 06-00290
City of Chattanooga Discovery Request No. 1

SUPPLEMENTAL RESPONSE

Responsible Witness:  Michael Miller

Question:

16. For each Capital Expense identified in response to Question 14, identify all
amounts paid to any TAWC Parent or Affiliate, state the date of each such
payment, and provide all Documents reflecting, recording, referring to, reporting,

or relating to each such payment to a TAWC Parent or Affiliate.

Response:

Supplemental Response:

See the attached schedule which details affiliate charges by work order.
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TENNESSEE AMERICAN WATER COMPANY
Docket No. 06-00290
City of Chattanooga Discovery Request No. 1

SUPPLEMENTAL RESPONSE

Responsible Witness: John Watson

Question:

20.

Provide all Documents reflecting, recording, referring to, reporting, or relating to
the increase in the average cost of connecting a new customer since 2003,
including, without limitation, a detailed itemization of each element of the costs
for each year 2003 through 2006 of adding a new customer.

Response:

TAWC objects to this question on the grounds that it is overly burdensome and
the information is not available in the requested format. Not withstanding the
objection TAWC provides the following response. Please see the response to
TRA-1-question 24. In addition, the Company will make available at its office in
Chattanooga the files supporting each project from which the requested
information can be derived. The Company would request that the City notify
TAWC at least two days prior to their visit so that the Company can arrange to
have the appropriate personnel available to pull the files and respond to
questions. The increased cost has been driven by increased transportation costs
related to petroleum costs and increased cost of material, such as, copper.

Supplemental Response:

Attached are two files that provide data related to the drivers of the increased
cost to install customer services. As indicated in the response increases from
2003 to 2006 on a percentage basis are as follows: (i) copper costs per foot has

increased 216%, (ii} Contractor prices have increased 79% (related to strict



compaction requirements by the City of Chattanooga, (iii) Brass materials have
increased from 23% to 79% depending on the type of material, (iv) Steel meter
boxes have increased 30%, (v) steel meter box lid have increased 105%. In
addition, there have been significant increases in the City of Chattanooga Street
Opening Permits. The street opening permit is now $1.00 per foot with a
minimum of $255 regardless of feet of pipe. A sidewalk cut permit is now $50,
and a driveway or curb cut permit is now $100.
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TENNESSEE AMERICAN WATER COMPANY
Docket No. 06-00290
City of Chattanooga Discovery Request No. 1
Supplemental Response

Responsible Witness:  Michael Miller

Question:

33. Explain the annual dividends per share of common stock paid by TAWC for
fiscal year after January 1, 1996.

Response:

TAWC objects to this question on the grounds that the requested information is
overly burdensome and in part not relevant to this proceeding. Not withstanding
this objection, TAWC provides the following response. TAWC'’s historical
dividend policy is pay 75% of net income in dividends to its shareholder and that
policy is not expected to change. The calculated dividend per share of common
stock paid for 2003-2005 are provided below. The 2006 audited financial
statements for TAWC are not complete at this time.

Source: TAWC Annual Reports, (000) omitted from Dividends

Dividends Common Shares  Dividend per Share
2003 $1,854 13,754,234 $0.1348
2004 $2,445 13,754,234 $0.1778
2005 $2,420 13,754,234 $0.1759

Supplemental Response:

TAWC's dividend policy is described above. See the attachment which contains
the AWWC dividend policy regarding the regulated subsidiaries. The dividend
policy of each AWWC regulated subsidiary, including TAWC, is uniform. All
AWWC regulated subsidiaries pay dividends at 75% of net income. Dividends

are paid one quarter in arrears of the quarter in which the net income is



generated. The fiscal year for dividend calculations is October through
September and that fiscal year provides the net income basis on which dividends

are paid as shown on the YTD calendar year financial statements.
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Definitions:
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Confidential

As used in the policy,

“American Water Works CFO” means the SVP & CFO of the Company and
“Authorization and Limitation of Corporate Authority” means the further delegation
by the CEO of American Water of activities approved by the American Water Works
Board.

“Business Unit Finance” means the finance departments of the North East, South
East, Central, West and AWE business units.

“Company” means American Water Works Company, Inc.
“Corporate Treasurer” means the VP & Treasurer of the Company.

“Legal Entity Board” and “Board” mean the Board of Directors providing
governance of the legal entity.

“Non-utility Subsidiary” means a non-regulated subsidiary of the Company.
“SSC” means the Shared Service Center of the Company.
“Utility Subsidiary” means a regulated subsidiary of the Company.

“Affiliate” means any company (including each Subsidiary) that controls, is
controlled, or is under common control with the Company and

“Subsidiary” means any company of which more than 50% of the voting power is
held directly or indirectly by the Company.

“Minority Shareholders” means any individual or non-Affiliate entity whom is a
shareholder of an Affiliate.

Version #: Final

Effective Date:
3/1/2006

Approved By: Page 2 of 5
Ellen Wolf, CFO
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Subsidiary Dividends

1.1 Subsidiary Dividends

Purpose: American Water Works Company, Inc. is a holding company whose principal asset is
the common stock of its subsidiaries. The Company’s dividend policy for its
subsidiaries is structured to provide the holding company with cash necessary to meet
its obligations to its subsidiaries and to its shareholders.

A balance between an appropriate capital structure for each subsidiary and
maximizing dividend payouts to shareholders must be maintained. The following
policy is intended to ensure that equity is strictly managed while ensuring that
shareholders receive appropriate dividend payments.

Responsibility:  Business Unit Finance Departments

Timing: Quarterly

Procedures: 1.1.1  General

Confidential

Version #: Final
Effective Date: Approved By: Page 3 of 5

3/1/2006

Ellen Wolf, CFO
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TENNESSEE AMERICAN WATER COMPANY
Docket No. 06-00290
City of Chattanooga Discovery Request No. 1

SUPPLEMENTAL RESPONSE

Responsible Witness:  Michael Miller

Question:

37. Reference Michael Miller Q. 16-17. Produce any documents that justify the
retirement of approximately $19 million in debt at 4.75% interest with debt at
6.15%.

Response:

The Company has filed a petition in case number 06-00305 requesting
authorization to issue LT Debt through 2007. The documents supporting that
case are available on the TRA website.

Attached to this response are the notes between TAWC and AWCC, and AWCC
and RWE. | would draw your attention to the call provisions of both notes which
are identified by the highlighted sections of the notes. To paraphrase the
language of the notes dealing with the call, the note between AWCC and RWE
indicates that the call of the note is mandatory if there is a change in shareholder
structure of the Borrower (AWCC), and the note between TAWC and AWCC
indicates the repayment of principle by TAWC shall be made in accordance with
the terms which the Lender (AWCC) shall repay its Lender (RWE).

Supplemental Response:

TAWC is prepared at the appropriate time in the processing of this case to
commit as follows: RWE will make TAWC whole on the impact of the call of the
TAWC $19.0 million, 4.75% Long-term note issued to AWCC with a full maturity

date of March, 2014 to the extent that the interest rate on the replacement note



for that $19.0 equivalent exceeds the 4.75% interest rate. TAWC will make the
Commission aware of this commitment by RWE and produce schedules showing
the impact on the requested revenue requirement in this case, or amend the
petition in this case if that is appropriate. Mr. Miller's testimony indicates an
estimate of 6.15% on the replacement note for the $19.0 million call the
Company expects savings from the 6.15% estimate, as well as, further savings
related to the make whole commitment above. The Company would expect to
provide this commitment well before the settlement conference and hearings

scheduled for this case.



TENNESSEE AMERICAN WATER COMPANY
Docket No. 06-00290
City of Chattanooga Discovery Request No. 1

SUPPLEMENTAL RESPONSE

Responsible Witness:  Michael Miller

Question:

38.

Reference Michael Miller Q 27. What is the basis for the inflation rate of 5% for

management fees?

Response:

Please see the response to CAD -1-question 20.

Supplemental Response:

The Service Company costs are primarily labor charges and associated benefit
costs for employees who charge time to TAWC. As described on the exhibits to
CAD Data Request 1-Part lI-question 20. The Company built its management fee
attrition year request using the historical test-year number as the base. That
number was then adjusted by 5% to reflect the increase to move the number
forward one year (June 2007) and another prorated 5% (eight-twelve's) to move
the number to be reflective of the attrition year ending February 2008. The 5%
inflation factor was determined by assessing the projected salary increases and
benefit cost increases forecasted for the period, as well as, changes in the
service levels expected by TAWC in the attrition year. At the time of filing the
case, TAWC did not have the final management fee budget detail for 2007.
Subsequent to filing the case the final 2007 budget management fee schedules
were not available. TAWC provided those on pages 2 and 3 of the attachments
to CAD Data Request-Part ll-questions 20 which reflect the 2007 management

fee budgets for the Corporate and Regional offices respectively. The total



budget of charges to TAWC from both offices total $4,150,090 as shown on page
1 of 1 of the attachments to CAD Data Request 1-Part ll-question 20, or $85,669

more than the Company included in its Petition for attrition year management

fees.



BEFORE THE TENNESSEE REGULATORY AUTHORITY
NASHVILLE, TENNESSEE

PETITION OF TENNESSEE AMERICAN
WATER COMPANY TO CHANGE AND
INCREASE CERTAIN RATES AND

CHARGES SO AS TO PERMIT IT TO

)

)

)

) DOCKET NO. 06-00290
EARN A FAIR AND ADEQUATE )

)

)

)

RATE OF RETURN ON ITS PROPERTY

USED AND USEFUL IN FURNISHING

WATER SERVICE TO ITS CUSTOMERS
AFFIDAVIT

STATE OF WEST VIRGINIA

COUNTY OF KANAWHA

I, MICHAEL MILLER,  Treasurer/Comptoller  for Tennessee American Water
Company, do hereby certify that the foregoing responses to the Supplemental
Data Requests from the City of Chattanoga were prepared by me or under my supervision and
are true and accurate to the best of my knowledge and information.

DATED this /Y  day of February, 2007.

[kt 4- L0

4

(signéture)

Michae | A W) fer

(printed name)

Sworn to and subscribed before me this M“‘L day of February, 2007.

NOWARY PUBLIC  {/

My Commission Expires:

Pdnugang 10,2015

6386720.1
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CERTIFICATE OF SERVICE

I hereby certify that a true and correct copy of Tennessee American Water Company’s
Supplemental Responses to City of Chattanooga’s First Discovery Requests has been served
via the method(s) indicated, on this the 14th day of February, 2007, upon the following;:

[ ] Hand-Delivery
[ 1 U.S. Mail
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[ -}/ Overnight

[ JEmail

] Hand-Delivery
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]
]
]

[
[
[
[
[

[+ Hand-Delivery
[ ] U.S. Mail

[ ] Facsimile

[ ] Overnight

[« Email

] Hand-Delivery
] U.S. Mail

[ ] Facsimile

[« Overnight

[ LEmail

[
[

6392056.1

Michael A. McMahan

Special Counsel

City of Chattanooga (Hamilton County)
Office of the City Attorney

Suite 400

801 Broad Street

Chattanooga, TN 37402

Frederick L. Hitchcock, Esq.
Shareholder

Chambliss, Bahner & Stophel, P.C.
1000 Tallan Building

Two Union Square

Chattanooga, TN 37402

Vance Broemel, Esq.

Stephen Butler, Esq.

Consumer Advocate and Protection Division
Office of Attorney General

2nd Floor

425 5th Avenue North

Nashville, TN 37243-0491

Henry M. Walker, Esq.

Boult, Cummings, Conners & Berry, PLC
Suite 700

1600 Division Street

P.O. Box 340025

Nashville, TN 37203

David C. Higney, Esq.

Grant, Konvalinka & Harrison, P.C.
633 Chestnut Street, 9" Floor

Chattanooga, TN 37450




