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OFFICE OF THE ATTORNEY GENERAL - STATE OF TENNESSEE

CONSUMER ADVOCATE AND PROTECTION DIVISION
ANALYSIS OF MANAGEMENT FEES

TENNESSEE AMERICAN WATER COMPANY - TRA DOCKET #06-00290

LINE # CATEGORY
1 Labor
2 Group Insurance
3 Pensions
4 Management Fees
5 Total
6 Labor
7 Group Insurance
8 Pensions
9 Management Fees
10 Total
11 Labor
12 Group Insurance
13 Pensions
14 Management Fees
15 Total

A/ CAPD Work Paper E-REC-1, Lines 1, 6, 7, and 8.

B/ Settlement Agreement, Exhibit CAPD-RTB, Schedule 5, Lines 1, 6, 7, and 8.
C/ Company Rebuttal Exhibit MAM-15, Page 2 of 2.

D/ Company Exhibit, No. 2, Schedule 3, Page 1 of 1, Lines 1, 11, 13, and 15.

COMPANY
FORECAST
TRA DOCKET
#04-00288
$ 4,383,883
1,386,004

892,790
3,062,940

5 975617 A

CAPD
FORECAST
TRA DOCKET
#04-00288
$ 4,082,080
1,339,248

829,731
3,219,932

S 9470991 B/

ACTUAL
$ 3,765,383
1,563,967
318,289
3,752,617

§9400.0% c/

COMPANY
FORECAST
TRA DOCKET
#06-00290
$ 4,702,966
1,513,667

595,798
4,064,421

$ 10,876,852 D/

COMPANY
FORECAST
TRA DOCKET
#06-00290
$ 4,702,966
1,513,667

595,798
4,064,421

$ 10,876,852 D/

COMPANY
FORECAST
TRA DOCKET
#06-00290
$ 4,702,966
1,513,667

595,798
4,064,421

$ 10,876,852 D/

PERCENT
GROWTH
7.28%
9.21%
-33.27%

11.84%

PERCENT
GROWTH
15.21%
13.02%
-28.19%

14.84%

PERCENT
GROWTH
24.90%
-3.22%
87.19%
8.31%

15.71%



OFFICE OF THE ATTORNEY GENERAL - STATE OF TENNESSEE

CONSUMER ADVOCATE AND PROTECTION DIVISION PAGE 1 OF 2

ANALYSIS OF MANAGEMENT FEES

TENNESSEE AMERICAN WATER COMPANY - TRA DOCKET #06-00290

M @ @) (4) (5) (6) (7) (8)
TN American TRA DOCKET MANAGEMENT
' #03-00118 TRA DOCKET FEES TOTAL
LINE # CATEGORY 3/31/2004 2004 2005 2006 2007 #06-00290 VARIANCE VARIANCE
1 Labor $ 5,066,666 $5228799 $ 5396,121 $ 5,568,797 $ 5746998 $ 4,702,966
2 Group Insurance 1,463,924 1,725,805 2,060,248 1,912,718 1,729,041 1,513,667
3 Pensions 387,985 141,820 344,846 1,151,099 665,606 595,798
4 Management Fees 2,507,276 2,535,587 2,607,538 3,010,950 2,771,251 4,064,421
5 Total $ 9425851 $9,632,011 $10,408,753 $11643,564 $10,912896 $ 10,876,852 $ 10,876,852 $ 10,876,852
TRA DOCKET
CAPD #04-00288 TRA DOCKET
12/31/2005 2006 2007 #06-00290
6 Labor $ 4,383,883 $ 4,524,167 $ 4,668,941 $ 4,397,377
7 Group Insurance 1,386,004 1,597,632 1,444 250 1,386,168
8 Pensions 892,790 1,169,074 675,962 12,662
9 Management Fees 3,062,940 3,177,800 3,296,968 3,021,111
10 Total $ 9725617 $10,468,674 $10,086,120 $ 8,817,318 $ 10,086,120 $ 8,817,318
B/ C/ C/ D/

11 Capitalization Rate Change E/ (245,793)
12 Net Total $ 9,840,328
13 Net Variance (Line 5 minus Line 12) $ 1,036,524 $ 2,059,534
14 CAPD/Company Management Fee Forecast Difference F/ 1,043,310 (1,043,310)
15 CAPD/Company Labor Forecast Difference G/ (305,589)
16 Group Insurance Forecast Difference H/ (127,499)
17 Pension Expense Forecast Difference I (583,136)
18 Total of Lines 13-17 $ -

A/ Company Rebuttal Exhibit MAM-15, reconciled for $7,000 error in Group Insurance to Company Forecast Amount in Docket #06-00290.
B/ CAPD Work Paper, E-REC-1, P1, Column 1, Lines 1, 6, 7, and 8 per Company Exhibit No. 2, Schedule 3, Lines 1, 11, 13, and 15.

C/ Column 3 Labor amount grown at 3.2% per year per Company Rebuttal Exhibit MAM-15
Group Insurance Cost per employee per Company Rebuttal Exhibit MAM-15, Page 2 of 2, times 106 employees
Pension Expense per employee per Company Rebuttal Exhibit MAM-15, Page 2 of 2, times 106 employees
Management Fees grown at 3.75% per year.

D/ CAPD Work Paper E-REC-1, P1, Column 10, Lines 1,6, 7, and 8.

E/ Capitalization Rate of 16.61% in Docket #04-00288 and 21% in Docket #06-00290 per CAPD Work Paper E-PAY-4, P5.

F/ CAPD Work Paper E-REC-1, P1, Column 11, Line 6.
G/ CAPD Work Paper E-REC-1, P1, Column 11, Line 1.
H/ CAPD Work Paper E-REC-1, P1, Column 11, Line 7.
I/ CAPD Work Paper E-REC-1, P1, Column 11, Line 8.
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OFFICE OF THE ATTORNEY GENERAL - STATE OF TENNESSEE
CONSUMER ADVOCATE AND PROTECTION DIVISION

ANALYSIS OF MANAGEMENT FEES

ACTUAL

Labor
Group Insurance
Pensions

Management Fees

Total

Growth Rate of Company Forecast from 2005 actual

COMPANY
FORECASTS

Labor

Group Insurance
Pensions
Management Fees

Total

CAPD
FORECASTS

Labor

Group Insurance
Pensions
Management Fees

Total

PAGE 2 OF 2
TENNESSEE AMERICAN WATER COMPANY - TRA DOCKET #06-00290
(5)
M COMPANY

TRA DOCKET FORECAST

#03-00118 2) (3) 4) TRA DOCKET
3/31/2004 2004 2005 2006 #06-00290

$ 4631351 § 4212,016 § 3,765,383 % 4,256,528 $ 4,702,966

1,345,749 1,362,217 1,563,967 1,542,409 1,513,667

516,005 136,107 318,289 1,128,624 595,798

2,492,981 4,012,316 3,752,617 4,312,528 4,064,421

$ 8,986,086 § 9722650 § 9,400,256 § 11,240,089 $ 10,876,852
A B/ B/ B/ B/

15.71%

TRA DOCKET TRA DOCKET TRA DOCKET
#03-00118 #04-00288 #06-00290
3/31/2004 12/31/2005 2/29/08

$ 5,066,666 $ 4,383,883 3 4,702,966
1,463,924 1,386,004 1,513,667
387,985 892,790 595,798
2,507,276 3,062,940 4,064,421

$ 9,425,851 3 9,725,617 $ 10,876,852

c/ D/ B/

TRA DOCKET TRA DOCKET TRA DOCKET
#03-00118 #04-00288 #06-00290
3/31/2004 12/31/2005 2/29/08

$ 5,066,666 $ 4,082,080 $ 4,397,377
1,463,924 1,339,248 1,386,168
387,985 829,731 12,662
2,507,276 3,219,932 3,021,111

$ 9,425,851 $ 9,470,991 3 8,817,318

B/ E/ F/

A/ Company Exhibit No. 2, Schedule 3, Lines 1, 11, 13, and 15.
B/ Company Rebuttal Exhibit MAM-15, Page 2 of 2.
C/ Company Rebuttal Exhibit MAM-15, Page 1 of 2.

D/ CAPD Work Paper, E-REC-1, P1, Column 1, Lines 1, 6, 7, and 8.
E/ Per TRA Docket #04-00288 Settlement Agreement, Schedule 5, Lines 1, 6, 7, and 8.
F/ CAPD Work Paper, m..mmO.f P1, Column 11, Lines 1, 6, 7, and 8.
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102 James E. Suelflow

ciate them on an item-by-item basis. It is doubtful that such
reasoning is as valid today, since methods and tools are available
which allow the utility to do this. Electronic data processing equip-
ment can perform the necessary calculations required for unit
depreciation with very little effort. The question that must be
asked, however, is how much more accurate is unit depreciation
versus a group method. The point should be clear: If accuracy is
not sacrificed under a group method and may, in fact, be greater
than under a single unit method, the use of group depreciation is
not only proper and expedient, but also almost a requirement.
Whether or not group depreciation is used is certainly a manage-
ment decision. The utility manager, however, must be aware of the
shortcomings as well as the advantages of the method to ensure
that within the legal confines and uniform accounting systems
prescribed no more or less than the cost of the assets should be
reflected through depreciation accounting.

Accounting for Depreciation

The procedure of accounting for depreciation involves a system-
atic converting of unexpired asset costs into periodic expenses.
Expressed another way, it 1s the appropriate matching of revenues
with expenses—depreciation expense representing the extinguish-
ing of an asset’s useful life to produce revenues for the particular .
accounting period. Accounting for depreciation expense recognizes
that: (1) the cost of the asset less salvage value is the amount to
be systematically allocated as depreciation; (2) no more nor no less
than the cost of the asset is depreciable; and (3) by considering
this cost only depreciation will keep the initial investment of
nominal dollars intact. The asset remains on the utility’s account-
ing records until it is either retired or replaced, and only then are
the accounting records relieved of a particular item.

The journal entries involved in the life of an asset are presented
below.

(1) To record the asset placed into utility service:

Dr. Electric Plant in Service
Cr. Accounts Payable, Cash, Construction Work in Pro-
cess, or Materials and Supplies
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to produce revenues adequate to cover operating expenses
plus depreciation, taxes, and capital costs.

This measure is used primarily in rate proceedings of trans-
portation companies and, in some instances, in establishing
water or wastewater company rate levels. It has been used
as a substitute for the rate base/rate of return approach in
situations in which investor-provided capital and the related
capital costs have not been a significant factor in the total
cost of providing services.

[2] Considerations Affecting the Ratemaking Approach

The particular ratemaking approach used must fit into a frame-
work of conceptual, practical, and legal considerations.

[a] Conceptual

Conceptually, any of these approaches may be acceptable in the
determination of revenue requirements for a regulated utility. The
utility incurs costs in providing customer services and is entitled to
a reasonable opportunity to recover those costs (presumably in-
curred at reasonable levels for prudent purposes). Accordingly,
the ratemaking process, by whatever means employed, should result
in producing rates that, when applied to sales or to services ren-
dered, generate revenues equal to the cost of service incurred. This
is fundamental to traditional ratemaking philosophies and proce-
dures, and the structuring of the cost components in a particular
format (i.e., the style of ratemaking) should facilitate this objective.

[b] Practical

Practical considerations typically have more effect on the rate-
making style or format than conceptual considerations. Most often,
the physical, economic, and financial characteristics of the regulated
entity dictate the approach used. Capital intensive companies, such
as electric, gas, and telephone utilities, require large fixed invest-
ments in plant facilities and are generally financed with substantial
amounts of debt and equity capital. In these instances, the rate base
has a significant role in measuring service costs. Concurrently, the
capital markets provide a ready source of data for assessing the costs
of debt and equity capital supporting the rate base. These conditions

{Matthew Bender & Co., Inc.) (Rel.10-11/93 Pub.016)
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are ideally suited for application of the rate base/rate or return
measure.

Some regulated companies do not have the attributes that are
suited for rate base/rate of return applications. Transportation com-
panies, for example, generally are not capital intensive because so
many of them lease a large portion of the operating facilities. As
a result, operating costs dominate the cost of service, and capital
investment (and the related capital cost requirements) are much less
significant. In these situations, an alternative measure, such as the
operating ratio approach, 1s more useful in establishing revenue
levels required to offset the costs of service.

Other examples of companies not having the attributes that are
conducive to rate base/rate of return measurements are found in
the water/wastewater industry. Although water/wastewater compa-
nies are capital intensive, many situations exist in which customers
provide substantial portions of the capital funds in the form of
contributions in aid of construction. These customer-provided funds
are normally deducted from the rate base and often result in nominal
(or even negative) rate base amounts. If the capital that investors
supply is relatively insignificant or even nonexistent, that capital
does not provide an adequate foundation for using the rate base/rate
of return measure of service costs, and an alternative measure, such
as the operating ratio, i1s applied.

In addition, a utility may be involved in nonregulated or non juris-
dictional operations or in a variety of classes or types of service.
These conditions require practical considerations in choosing the
ratemaking approach to cost measurement. An example may be
given as follows:

{Marthew Bender & Co., (nc.) {Rel.10-11/93 Pub.0l6)



§ 3.012)

Company A

—FElectric services
only.

—One regulatory
jurisdiction.

—One class of
service under one
general rate
schedule.

—No nonutility
investments or
operations.

ACCOUNTING FOR PusLIC UTILITIES - 3-6

Company B

—Electric and gas service.
—Regulated by several states
for retail sales and by the
Federal Energy Regulatory
Commission (FERC) for

wholesale sales.

—Multiple classes of service
and multipie rate schedules
(e.g., residential, commercial,
industrial, special, etc.).

—Investments in nonregulated

operations.

The differences between the above companies could result in differ-
ing approaches because an approach that functions well in Company
A may be somewhat cumbersome in Company B.

[c] Legal

Legal provisions under controlling regulatory statutes may also
limit the mechanics that may be used to develop revenue require-
ments. Statutory language may differ considerably between rate
jurisdictions. In some instances, the regulator has wide discretion
as to the measure used, while in others, the statutes may specify
the approach in some detail. Illustrations are as follows:

State A

The commission is responsible for fixing just and reasonable rates
at a level that will provide the utility with a reasonable oppor-
tunity to recover all costs prudently incurred in providing utility
service.

State B

The commission is responsible for fixing just and reasonable rates
at a level that will provide the utility with a reasonable oppor-
funity to recover prudently incurred:

(1) operating costs;

(2) depreciation;

(Martthew Bender & Co., Inc.) (Rel.10-11/93  Pub.0l6)
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TENNESSEE-AMERICAN WATER COMPANY
CASE NO. TRAD3 001 ¥
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 Company, 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 pla‘ns, 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, I received a

Bachelor of Science in Business Administration from the
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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.
Counsistent with the other employee classes, the 2003 salaries 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




23.

24,

25.

Perrin’s Actuarial Report for 2002-2003.

HAVE THE COMPANY'S CIRCUMSTANCES REGARDING
PENSION EXPENSE CHANGED SINCE 19962

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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Commission recommended a disallowance of eight vacant positions.’
Consequently, there appears to be a pattern of petitioning for funding
by the American Water Companies for vacant positions in their cost
of service. Further, in TAWC’s last rate proceeding, an employee
level of 119° was included in TRA Order in Docket #03-00118 dated
June 25, 2004. Yet, almost immediately after the TRA Order was
approved, TAWC cut the number of employee positions from 123 at
the end of June 2003 to 108 at the end of July 2003, a cut of 15
employee positions.” This systematic bloating of employee levels by

TAWC should not be allowed.

Therefore, 1t 1s the CAPD’s contention that the forecast of
Operation and Maintenance Labor should be based on a known and

measurable employee level and not a speculative employee level.

TAWC has included $105,157 mn 1ts forecast of Operations and
Maintenance Labor for “incentive payroll.”"" The incentive payroll is

based on three performance goals: (1) Financial; (2) Operational; and

"Public Service Commission of West Virginia Case No. 03-0333-W-42T, Page 32.
M. Miller direct testimony, Page 14, Lines 17-18.

"TAWC response to CAPD First Set of Discovery, Question 12.

YTAWC response to CAPD First Set of Discovery, Question 16.

Page 8 04-00288: Buckner, Direct



interrogatories and Requests for Production
Of Documents by the Staff of the
State Corporation Commission (First Set)
To Tennessee-American Water Company
Rate Case No. 04-00288

GENERAL:

9. Q. IF TAWC, ITS PARENT, MULTI-STATE UTILITY, OR AFFILIATED
UTILITY SERVICE COMPANY, SEEKS TO RECOVER IN ITS RATES TO
THE TENNESSEE RATEPAYERS ANY EMPLOYMENT SPEARATION
PAYMENTS MADE UNDER ANY OF THE CONTRACTS, STATE THE
AMOUNT OF ANY SPEARATION PAYMENTS SINCE THE LAST RATE
FILING IN TENNESSEE.

A.
| Tennessee American Water Severed Employees ]
Name Severance Date Amount of Severance |

Dwight Falis 8/3/2003, $ 29,946.40

Pat Freeman 8/3/2003; % 16,960.00

Erleen Jones Ol 8/3/2003] 3% 25,100.80

Nancy Head Ol 8/3/2003] % 30,528.00

Margaret Jacobs Ok~ 8/3/2003] § 35,955.20

Sandra Smith O 8/3/2003] % 19,673.60]

Etizabeth Caudle 8/3/2003] % 19,673.60

Thomas Morrow Ot 8/3/2003 3 40,206.00

\Dianna Holland O 8/3/2003] $ 30,012.00

Laurie Moore 8/3/2003,  § 18,300.00

Frank Henderson O e~ 8/31/2003] § 16,960.00

Beverly Scheidt 9/28/2003; $ 13,400.00

Marilyn Cotton 11/23/2003 3 21,030.40

Mike Loftin 6/6/2004) % 6,820.00

|Shirley Frazier 8/15/2004] $ 47 479.64

Dan Bailey 8/29/2004! ¢ 93,659.02

Larry Stanley 8/29/2004; % 46,079.05!

|Donald Walker 8/29/2004] S 45 379.72]

{Joseph Harris 9/12/2004] S 69,850.48

Kim Durham 9/12/2004! % 15,919.80

Henry Janow 9/12/2004| § 50,895.76

Beth Ortega 9/26/2004; % 14,697.20

i |

Total Severance 3 708,526.67

i
L




BEFORE THE TENNESSEE REGULATORY AUTHORITY

NASHVILLE, TENNESSEE
July 21, 2005
IN RE:
PETITION OF TENNESSEE AMERICAN WATER DOCKET NO.
04-00288

)
)
)
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 )

ORDER APPROVING SETTLEMENT AGREEMENT

This matter came before Chairman Pat Miller, Director Deborah Taylor Tate and
Director Sara Kyle of the Tennessee Regulatory Authonty (the “Authonty™ or “TRA™),
the voting panel assigned to this Docket, at a Hearing held on January 31, 2005 for
consideration of the Proposed Settlement Agreement (“*Settlement Agreement™) between
the Tennessee American Water Company (“TAWC” or “the Company’"), the Consumer
Advocate and Protection Division of the Office of the Attorney General of Tennessee
(“Consumer Advocate™), the City of Chattanooga (“‘Chattanooga”) and the Chattanooga
Manufacturers Association (“CMA™) (collectively “the parties™).

BACKGROUND

On October 25, 1999, TAWC and Chattanooga entered into a settlement
agreement of a previously-filed condemnation lawsuit' wherein Chattanooga sought to
acquire certain assets of TAWC. Section 2.B of the settlement agreement stated as

follows:

' See Cuty of Chattanooga v Tennessee-American Water Company et al | Case No 99-C-1081, Circunt
Court of Hanulion County. Division IV

/A



[The Company] and the City will file a joint petition with the Tennessee

Regulatory Authonity (“TRA™) seeking permussion to reduce over a two-

year period the current charge of $301.00 a year per fire hydrant to $50.00

a year per fire hydrant at the end of that period. 1f the TRA does not

approve this provision, then this section is null and void.

In accordance with the settlement agreement, on November 17, 1999 TAWC filed a tanft
for approval in TRA Docket No. 99-00891. TAWC proposed to decrease, in quarterly
reductions, its annual charges to Chattanooga for fire hydrants from the rate of $301.20
per hydrant to a reduced rate of $50.00 per hydrant. According to TAWC, the reductions
would result 1in an annual revenue impact of negative $1,127,964.° During an Authority
Conference held on January 11, 2000, a majority’ of the Directors voted to approve the
proposed reduction in annual fire hydrant charges to Chattanooga. In its Order approving
TAWC’s tariff filing, the Authority recogmzed that the lost revenues would be imputed
into TAWC’s subsequent rate filings, thus reflecting the decision of the Company and 1ts
stockholders to absorb the contribution loss.*

On February 7, 2003, in Docket No. 03-00118, TAWC sought TRA approval of
an 1ncrease in annual revenues of $3,866,813 and an overall rate of return of 8.559% with
an 11% return on equity during the attrition year ending March 31, 2004. In the proposed
tariffs filed by TAWC, the additional annual revenues would be recovered by increased
charges to all classes of customers. Chattanooga, the Consumer Advocate and CMA
intervened in that docket and participated in the hearing held on June 30 and July I, 2003.

In advance of the hearing, TAWC and the Consumer Advocate filed with the Authonty a

Proposed Settlement Agreement relating to specific issues, including a return of 7.73%

2 See In re Tanff Filing to Reduce Fire Hvdrant Annual Charges as Part of a Settlement Agreement
Benveen the Cuy of Chattanooga and Tennessee-American Water Company, Docket No 99-00891,
?onlpany's Response to Authonty Data Request, December 20, 1999, Attachment A

Director Lynn Greer voted not to approve the tanff
 See In re Tarff Fiing 10 Reduce Fire Hydrant Annual Charges as Part of a Setilement Agreement
Benveen the Cuty of Chattanooga and Tennessce-American Water Company, Docket No 99-00891, Order
Approving Tariff.p 5 (September 26, 2000)

o



on investments and a 9.9% return on equity.

The panel voted unanimously to accept the Proposed Settlement Agreement’ and,
by 1ts acceptance, determined the rate base to be $87,062,756, the return on investment to
be 7.73% and the return on equity to be 9.9%. The two issues remammng for
determination were the question of continued imputation of the reduction of fire hydrant
charges and the appropriate rate design for implementing the rate increase. In Docket
No. 99-00891, the TRA approved the tariff filing by TAWC that voluntarily reduced
rates to Chattanooga by $1,127,964 per year for public fire protection service. As part of
its Petition in Docket No. 03-00118, TAWC requested the TRA reinstate this revenue
stream. The parties in Docket No. 03-00118 were unable to reach a settlement on this
issue. The panel found that while the record contained no evidence necessitating a
modification of the Order in Docket No. 99-00891, there was evidence to support
TAWC’s claim that additional revenue requirement may be necessary. For these reasons,
a majonity of the panel found that the imputation of reduced fire hydrant rates to
Chattanooga should be discontinued.® The Authority concluded that TAWC was entitled
to a rate increase of $2,745,411. As to $1,127,964 of the rate increase, the amount of
$563,982 was ordered to be recovered directly from Chattanooga through an increase to
the fire hydrant rate.

Travel of this Docket

On September 10, 2004, TAWC filed a petition to change and increase certain

rates and charges so as to permit 1t to earn a fair and adequate rate of return on its

51d at44

® Sec In re Petiion of Tennessee American Water Company to Change and Increase Certain Rates and
Charges so as to Permut [t to Earn a Faur and Adequate Rate of Return on Its Property Used and Useful in
Furnishing Water Service to Its Customers, Docket No 03-00118, Final Order Approving Rate Increase
and Rate Design and Approving Rates Filed by Tennessee American Water Company and Concurrence and
Dussent of Director Pat Miller (June 25, 2004)



property used and useful 1n furnishing water service to 1ts customers (“'Petition”) The
pre-filed direct testimonies of Mr. Paul T. Diskin, Mr. Michael A. Miller, Mr. John S.
Watson, Mr. James H. Vander Weide, Dr. Edward L. Spitznagel, Jr., Mr. Paul Herbert,
and Mr. Monty L. Bishop were filed along with the Petition.

TAWC’s Penition was considered at a regularly scheduled Authority Conference
held on September 27, 2004, at which time the panel voted unammously to suspend the
proposed rate increase for ninety (90) days, from October 10, 2004 to January 7, 2005
and to appoint the Authonity’s General Counsel or his designee as Hearing Officer in the
proceeding to hear preliminary matters prnior to the Hearing, to rule on any petitions for
intervention, and to set a procedural schedule to completion.

On October 1, 2004, the Consumer Advocate filed a Perition to Intervene n this
proceeding, which was granted by the Heanng Officer on October 11, 20}04.7 On
October 25, 2004, CMA filed 1ts Petition to Intervene by the Chattanooga Manufacturers
Association and on October 26, 2004, Chattanooga filed 1ts Petition to Intervene. In an
Order issued on October 28, 2004, the Hearing Officer granted both petitions for
intervention.

Following discovery 1n the form of interrogatories and requests for production of
documents, the intervening parties submitted pre-filed direct testimony as follows.
Chattanooga filed the direct testimony of Mr. Trevor Hamilton, Ms. Daisy Madison and
Mr. James “Tony” Quarles; CMA filed the direct testimony and exhibit of Mr Michael
Gorman, Mr. Jack Callaghan and Mr. Dan Nuckolls, and the Consumer Advocate filed
the direct testimony of Dr. Steve N. Brown, Mr. Michael D. Crysler, and Mr. Terry

Buckner. Rebuttal testimony of Mr. Paul T. Diskin, Mr. Michael A. Miller, Mr. John S.

7 See Order Granting Petition For Intervention And Establishing Procedural Schedule (October 11, 2004)

4



Watson, Dr. James H. Vander Weide and Mr. Paul Herbert was filed by TAWC. CMA
filed rebuttal testimony of Mr. Michael Gorman.
On December 15, 2004, the Hearing Officer ordered that the proposed rate
increase, which was 1nitially suspended on September 27, 2004, should be re-suspended
through March 9, 2005 or until the panel acted on the merits of the Peztion, whichever
occurred first. A Hearing was scheduled in this Docket to begin on January 31, 2005.
On January 27, 2005, TAWC and the Consumer Advocate tiled the Sett/lement
Agreement relating to specific 1ssues and in which those parties stipulated to the
following.
1. The Parties stipulate and agree that Tennessee-American 1s entitled
to eam a 7.76% return on investments with a 9.9% retum on
equity, as shown in attached Schedule 9.

Z. "The Parties turlher stipulate and agree that a 7.778% return on
investment generates a revenue deficiency of $297,005. The
revenue deficiency 1s shown in attached Schedule 1.

3. The Parties further stipulate and agree that Tennessee-American

shall withdraw 1ts request for the “Low Income Tarniff” as
referenced and described 1n paragraph 13 of 1ts Petition.

4. The Parties further stipulate and agree that Tennessee-American
shall measure and report service metrics as summanzed 1n attached
Schedule 10.

5. The Parties further stipulate and agree that the increase in rates

attnibutable to the revenue deficiency of $297,005 shall be
allocated to all classes of customers in an across-the-board
percentage increase of 0.93% to the metered tantfs, as shown in
attached Schedule 11.

6. In light of the General Assembly’s enactment of Tenn. Code Ann.
§ 65-5-101(d)(2004) prohibiting privately-owned water utilities
from charging municipal governments for fire hydrant service, the
Attorney General and Tennessee-American further stipulate and
agree that public fire hydrant service charges of $897.285
approved by the Tennessee Regulatory Authority (“TRA™) in TRA
Docket No. 03-00118 to be allocated to municipal governments
shall be allocated to all classes of customers exclusive of municipal

5



governments 1n an across-the-board percentage ncrease ot 2.90%
to the metered tariffs, as shown 1n attached schedule 11 . ..

The Hearing
The Hearing in this matter was held before the voting panel assigned to this
Docket on January 31, 2005. Participating in the Hearning were the following parties and
their respective counsel:
Tennessee American Water Company - R. Dale Gnmes, Esq. and J.
Davidson French, Esq., Bass, Berry and Sims, PLC, 315 Deaderick Street,
AmSouth Center, Suite 2700, Nashville, Tennessee 37238-3001;
Consumer Advocate and Protection Division — Timothy C. Philhips,
Esq. and Joe Shirley, Esq., Office of the Attorney General, P.O. Box
20207, Nashville, Tennessee 37202;
Chattanooga Manufacturers Association — Kristy Godsey, Esq., Boult,
Cummings, Conners & Berry, PLC, 1600 Division St., #700, Nashville,
Tennessee 37203 and David C. Higney, Esq., Grant, Konvalinka &
Harrison, P.C., 633 Chestnut Street, 9th Floor, Chattanooga, Tennessee
37450; and
City of Chattanooga, Tennessee - Michael A. McMahan, Esq. and

Phillip A. Noblett, Esq., Special Counsel, 801 Broad Street, Suite 400,
Chattanooga, Tennessee 37402.

At the Hearing, the parties presented information to the panel regarding the Setilement
Agreement. At the time of the Hearing, TAWC and the Consumer Advocate had signed
the Settlement Agreement and, although Chattanooga and CMA had not signed the
Settlement Agreement at the time of the Hearing, they confirmed their intent to become
signatories. Additionally, at the time of the Hearing, the Settlement Agreement contained
an error which the parties agreed to delete. Specifically, the Setrlement Agreement
presented at the Hearing contained language in numbered paragraph 6 on page 2 that
stated, **. . . allocated to all classes of customers exclusive of municipal governments in
an across-the-board percentage increase . . . .” The parties agreed that the language 1n

paragraph 6 should not have contained the phrase “exclusive of municipal governments.”



After hearing from all the parties, the panel voted unammously to accept the
Settlement Agreement contingent on the aforementioned correction and all parties
becoming signatories. By acceptance of the Settlement Agreement, the Authonty
determined the rate base to be $87,611,390, the return on investment to be 7.76% and the
return on equity to be 9.9%. Additionally, the panel voted unanimously to authorize the
Hearing Officer to dispense with a written motion by TAWC to end the suspension of the
rate increase proposed 1in the Perizion. On February 4, 2005, consistent with the panel’s
decision, the parties filed a corrected Settlement Agreement signed by all parties.

IT IS THEREFORE ORDERED THAT:

1. The Proposed Settlement Agreement filed by the Tennessee American
Water Company, the Consumer Advocate and Protection Division of the Office of the
Attorney General of Tennessee, Chattanooga Manufacturers Association and the City of
Chattanooga, Tennessee, attached hereto as Exhibit A, 1s accepted and approved and 1s
incorporated into this Order as if fully rewritten herein.

2. The Hearing Officer 1s authorized to dispense with Titten motion by

TAWC to end the suspension of the proposed rate increase.

o

Pat Miller, Chairman

Deborah Taylor Tate{Pirector

TS ol

Sara Kyle, Director /
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NASHVILLE, TENNESSEE N FES -L P2 3y

IN RE: TR.A.DGCRET ROOM

PETITION OF TENNESSEE-AMERICAN DOCKET NO. 04-00288
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 S N S N

PROPOSED SETTLEMENT AGREEMENT

For the sole purpose of settling the case of 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, TRA

Docket No. 04-00288, the Office of Attorney General through the Consumer Advocate and
Protection Division (“Attorney General”), the City of Chattanooga (“City”), the Chattanooga
Manufacturers Association (“CMA"), and Tennessee-American Water Company (“Tennessee-
American”) (collectively, the “Parties”) hereby agree and stipulate as follows in the above-styled case
set for hearing on January 31, 2005:

1. The Parties stipulate and agree that Tennessee-American is entitled to earn a 7.76%
return on investments with a 9.9% return on equity, as shown in attached Schedule 9.

2. The Parties further stipulate and agree that a 7.76% return on investment generates a

revenue deficiency of $297,005. The revenue deficiency is shown in attached Schedule 1.

EXHIBIT
A



3. The Parties further stipulate and agree that Tennessee-American shall withdraw its

request for the “Low Income Tariff” as referenced and described in paragraph 13 of its Petition.

4. The Parties further stipulate and agree that' Tennessee-American shall measure and
report service metrics as summarized in attached Schedule 10.

5. The Parties further stipulate and agree that the increase in rates attributable to the
revenue deficiency of $297,005 shall be allocated to all classes of customers in an across-the-board
percentage increase of 0.93% to the metered tariffs, as shown in attached Schedule 11.

6. In hight of the General Assembly’s enactment of Tenn. Code Ann. § 65-5-101(d)
(2004) prohibiting privately-owned water utilities from charging municipal govemments for fire
hydrant service, the Parties further stipulate and agree that public fire hydrant service charges of
$897,285 approved by the Tennessee Regulatory Authority (“TRA”) in TRA Docket No. 03-00118 to
be allocated to municipal governments shall be allocated to all classes of customers in an across-the-
board percentage increase of 2.90% to the metered tariffs, as shown in attached Schedule 11.

7. The Parties further stipulate and agree that Tennessee- American shall submit with its
next rate case petition a cost of service study in the same form as that submitted by Dr. Herbert in
Tennessee-American’s last rate case, TRA Docket No. 03-00118. The Parties further stipulate and
agree that in any future proceeding each Party reserves its right to proffer its own testimony and
evidence regarding the sufficiency, conclusions, weight and relevancy of such cost of service study.

8. In the event that the TRA does not accept the Proposed Settlement in whole or in part,

the Parties are not bound by any position set forth herein.



TENNESSEE-AMERICAN WATER
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R. Dale Grimes (BPR #6223)
BASS, BERRY & SIMS PLC
(615) 742-6200

BY: W

J. Davidson French (BPR #15442)
BASS, BERRY & SIMS PLC
(615) 742-6200

ACTURERS

Henry M. Walker (BPB/#282)
BOULT, CUMMINGS, CONNERS & BERRY
(615) 252- 2363

CHATTAN OOG
ASSOCIATIO

BY: Jug /VLW//) by [
David C. ngney (BPR #148 /

GRANT, KONVALINKA & SON
(423) 756-8400

Dated: February 3, 2005

CONSUMER ADVOCATE AND
PROTECTION DIVISION OF THE

OFFICE OF THE TE SEE
ATTO
BY:

Timothy/A. Ph1111ps (BPR #1275 1)
Senigf Counsel
(615) A4 -3533

BY:
Joe
Assistant Attorney General
(615) 741-3549

BY: §
Michael A. McMahan (BPR #810) /d >
Special Counsel 57 /

(423) 757-5338




CERTIFICATE OF SERVICE

I hereby certify that a true and exact copy of the féregoing has been forwarded by
facsimile and/or first-class mail, postage prepaid on February 2005, to the following:

T.G. Pappas, Esq.

R. Dale Gnimes, Esq.

J. Davidson French, Esq.

Bass, Berry & Sims, PLC
AmSouth Center

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

Michael A. McMahan, Esq.
Lawrence W. Kelly, Esq.
Nelson, McMahan & Noblett
801 Broad Street, Suite 400
Chattanooga, TN 37402

Henry M. Walker, Esq.

Boult, Cummings, Conners & Berry, PLC
1600 Davision Street, Suite 700
Nashville, TN 37203

David C. Higney, Esq.

Grant, Konvalinka & Harrison, P.C.
633 Chestnut Street, 9th Floor
Chattanooga, TN 37450

e 0

C. PHILLIPS
Se 0 Counsel
H81968

2545249 1
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Docket No 04-00288
Exhibit CAPD-RTB
Schedule 1

Tennessee-American Water
Revenue Deficiency
For the 12 Months Ending December 31, 2005

Line

No. : CAPD » Company Difference
1 Rate Base 87,611,390 A/ 87,611,390 A/ -
2 Operating Income at Present Rates 6,616,813 B/ 5,846,425 B/ 770,388
3 Earned Rate of Return (Line 2/Line 1) 7.55% 667% 0 88%
4 Cost of Capital 7.76% C/ 7997% E/ -0 24%
5 Required Operating Income (Line 1*Line 4) 6,798,644 7,006,283 (207,639)
6 Operating Income Deficiency (Line 5-Line 2) 181,830 1,159,858 (978,027)
7 Gross Revenue Conversion Factor 1633418 D/ 169890763 E/ -(0.065490)
8 Revenue Deficiency (Line 6*Line 7) 297,005 1,970,491 (1,673,486)

A/ Schedule 2
B/ Schedule 3
C/ Schedule 9
D/ Schedule 8
E/ Diskin REVISED Exhibit 1, Schedule 1



Line
No.

10

11

12

13

14

15

16

Tennessee-Américan Water

Comparative Rate Base
For the 12 Months Ending December 31, 2005

Utility Plant in Service

Construction Work in Progress

Utility Plant Caprtal Lease
Limited-Term Utility Plant - Net
Warking Capital

Def Maint

Total Additions

Accumulated Depreciation
Accumulated Amort of Utility Capital Lease
Accumulated Deferred Income Taxes
Customer Advances for Construction
Contributions In Aid of Construction
Unamortized Investment Tax Credrt
RwWIP

Total Deductions

Rate Base

A/ Company Exhibit 1, Sch 2

Docket No. 04-00288
Exhibit CAPD-RTB

CAPD Company A/  Difference
160,157,718 160,157,718 -
801,659 801,659 -
1,590,500 1,590,500 -
(3,270) (3,270) -
1,385,205 1,385,205 -
5,641 5,641 N
163,937,453 163,937,453 -
51,928,414 51,928,414 -
742,234 742,234 -
13,486,419 13,486,419 -
2,432,851 2,432,851 -
7,765,092 7,765,092 -
45,733 45,733 -
(74,680) (74,680) -
76,326,063 76,326,063 -
87,611,390 87,611,390 -

Schedule 2



Tennessee-American Water
Income Statement at Current Rates
For the 12 Months Ending December 31, 2005

Line
No
1 Operating Revenues
2 Operations and Maintenance Expense
3 Depreciation and Amortization Expense
4 Taxes Other Than Income
5 State Excise Tax
6 Federal Income Tax
7 Total Operating Expense
8 AFUDC
9 Net Operating income for Return

A/ Company Exhibit 2, Sch 2
B/ Schedule 5
C/ Company Exhibit 2, Sch. 1
D/ Schedule 6
E/ Schedule 7
F/ Company Exhibit 2, Sch 3

Docket No 04-00288
Exhibit CAPD-RTB
Schedule 3

CAPD * Company Difference
33,057,417 A/ 33,057,417 A/ -
16,262,091 B/ 16,709,359 B/ (447,268)
4,558,016 C/ 4,558,016 C/ -
3,314,870 D/ 3,456,977 G/ (142,107)

170,901 E/ 378,505 H/  (207,604)
2,163,517 E/ 2,136,926 H/ 26,591
26,469,395 27,239,783 (770,388)

28,791 F/ 28,791 F/ -
6,616,813 5,846,425 770,388

G/ Company Exhtbit 2, Sch 1, but does not tie to Company's supporting workpapers (See Sch. 6)

H/ Company Exhibit 2, Sch. 6



Line

No.

10

11

Tennessee-American Water
Income Statement at Proposed Rates

For the 12 Months Ending December 31, 2005

Operating Revenues

Forfeited Discount Revenues

Total Revenues

Operations and Maintenance Expense
Depreciation and Amortization Expense
Taxes Other Than income

State Excise Tax

Federal income Tax

Total Operating Expense

AFUDC

Net Operating income for Return

A/ Schedule 3

B/ Company Exhibit 2, Sch. 2

Docket No 04-00288
Exhibit CAPD-RTB

C/ Schedule 1, Line 8 x appropriate factor from Schedule 8

Scheduie 4
Current Proposed
Raftes A/ Adjustments C/ Rates
32,522,732 B/ 287,005 32,819,737
534,685 B/ 4,990 539,675
33,057,417 301,995 33,359,412
16,262,091 2,809 16,264,900
4,558,016 4,558,016
3,314,870 3,314,870
170,901 19,447 190,348
2,163,517 97,909 2,261,425
26,469,395 26,589,559
28,791 28,791
6,616,813

6,798,644



Line
No

10

11

12

13

14

15

16

17

Tennessee-American Water

Operation & Maintenance Expenses
For the 12 Months Ending December 31, 2005

Salaries and Wages
Purchased Water

Fuel and Power
Chemicals

Waste Disposal
Management Fees
Group Insurance
Penstons

Regulatory Expense
Insurance Other Than Group
Customer Accounting
Uncollectible Expense
Rents

General Office Expense
Miscellaneous Expense

Other Maintenance Expense

Total O&M Expense

A/ CAPD Workpapers
B/ Company Exhibtt 2, Sch. 3

Docket No 04-00288
Exhibit CAPD-RTB
Schedule 5

CAPD Company B/ Difference
4,082,080 4,383,883 (301,803)
26,148 15,330 10,818
1,650,433 1,755,680 (105,247)
861,861 861,861 -
118,201 133,438 (15,237)
3,219,932 3,062,940 156,992
1,339,248 1,386,004 (46,756)
829,731 892,790 (63,059)
58,000 58,000 -
673,430 657,000 16,430
570,625 572,893 (2,268)
289,530 289,530 -
37,888 38,286 {398)
208,057 193,122 14,935
1,715,487 1,661,970 53,517
581,440 746,632 (165,192)
16,262,091 16,709,359 (447,268)




Line

No

Tennessee-American Water
Taxes Other Than Income Taxes
For the 12 Months Ending December 31, 2005

Other General Taxes
Gross Recelpts Tax
TRA Inspection Fee
Property Taxes
Franchise Tax

FICA Taxes
Unemployment Taxes

Total Taxes Other Than Income Taxes

A/ CAPD Workpaper T-OTAX2
B/ CAPD Workpaper T-OTAX1
C/ CAPD Workpaper T-OTAX3

Docket No. 04-00288
Exhibit CAPD-RTB

CAPD Company D/ Difference
900 900 -
356,815 A/ 566,595 (209,780)
59,413 59.413 -
2,300,000 B/ 2,503,629 (203,629)
259,938 259,938 -
332,999 C/ 332,999 -
4,805 C/ 4,805 -
3,314,870 3,728,279 (413,409)

D/ Company Exhibit 2, Sch. 5 adjusted by Company Response to CAPD Data Request #17

Schedule ©
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Tennessee-Amencan Water
Excise and Income Taxes
For the 12 Months Ending December 31, 2005

Operating Revenues

Salanes and Wages
Purchased Water

Fuel and Power

Chemicals

Waste Disposal

Service Company Charges
Group Insurance

Pensions

Regulatory Expense
insurance Other Than Group
Customer Accounting
Uncollectible Expense

Rents

General Office Expense
Miscellaneous Expense
Other Maintenance Expense
Depreciation and Amortization Expense
Taxes Other Than Income
NOI Before Excise and Income Taxes
AFUDC

Interest Expense

Pre-tax Book Income
Schedule M Adjustments
Excise Taxable Income
Excise Tax Rate

Excise Tax Payable

Excise Tax Deferred

Excise Tax Expense

Pre-tax Book Income
Preferred Dividend Credit
Excise Tax

Schedule M Adjustments

FIT Taxable Income

FIT Rate

Federal Income Tax Payable
ITC Amortization

Federal Income Tax Deferred

Federal Income Tax Expense

A/ Schedule 5
B/ Schedule 4

Docket No 04-00288
Exhibit CAPD-RTB
Schedule 7

Attrition
Amount A/

33,057,417 B/

4,082,080
26,148
1,650,433
861,861
118,201
3,219,932
1,339,248
829,731
58,000
673,430
570,625
289,530
37,888
208,057
1,715,487
581,440
4,558,016
3,314,870

8,922,440

28,791

(3,200,900) C/

5,750,331

{4,479,690) D/

1,270,641
6.50%

82,592

88,309

170,901

5,750,331
(28,824) E/
(170,901)

(4,479,690) D/

1,070,917
35 00%

374,821

(76,368)

1,865,064
2,163,517

C/ Schedule 1, ine 1 * Weighted Cost of Debt per Schedule 9
DI This is the net difference of the Permanent Differences of $2,950 and

the Temporary Differences of $4,482,640 shown on E/
E/ Exhibit No. 2, Schedule 6, Page 2 of 2



Line
No.

10

Tennessee-American Water
Revenue Conversion Factor

For the 12 Months Ending December 31, 2005

Operating Revenues
Add: Forfeited Discounts
Balance

Uncollectible Ratio
Balance

State Excise Tax
Balance

Federal Income Tax
Balance

Revenue Conversion Factor (Line 1/ Line 11)

A/ Company Exhibit 2, Sch. 2 ($534,685/$31,840,192)
B/ Company Workpapers
C/ Statutory Rate

Docket No. 04-00288
Exhibtt CAPD-RTB
Schedule 8

Amount Balance
1 000000

00168 A/ 0.016800
1.016800

00093 B/ 0.009456
1.007344

00650 C/ 0.065477
0941866

03500 C/ 0329653
0612213

1.633418



For the 12 Months Ending December 31, 2005

Tennessee-American Water

Cost of Capttal

Docket No. 04-00288
Exhibit CAPD-RTB
Schedule 9

Line Weighted Tax
No Parent Ratio *Cost Cost Deductible
1 Short Term Debt 6.30% 2 40% 0.15% 012%
2 Long Term Debt 42.30% 6 00% 2 54% 2 05%
3 Preferred Equity 0 30% 500% 0.02%
4 Common Equity 51 10% 9 90% 5 06%
5 Total 100 00% 7.77%
Weighted
Tennessee American. Ratio Cost Cost
6 Short Term Debt 0 00% 0 00% 0 00%
7 Long Term Debt 19 20% 771% 148% 1.48%
8 Common Equity 80.80% 777% 6.28%
9 Total 100 00% 7.76% 3.65%
Final Capital Structure
Weighted _
Parent Ratio Cost Cost Tax Deductible
10 Short Term Debt 5 09% 2 40% 0.12% 0.12%
11 Long Term Debt 34.18% 6.00% 2.05% 2.05%
12 Preferred Equity 0.24% 5.00% 0.01%
13 Common Equity 41.29% 9 90% 4.09%
Total Parent 80 80% 7.76% 6.27%
Tennessee Amencan-
14 Short Term Debt 0.00% 0.00% 0.00% 0.00%
15 Long Term Debt 19.20% 7 71% 1.48% 148%
16 Total Subsidiary 19.20% 771% 1 48%
17 Total 100 00% 7.75% 3.65%

Source Exhibit CAPD-SB,

Schedules 37 and 38



TENNESSEE AMERICAN WATER COMPANY
Settlement Agreement Regarding Service Metrics and Reporting
TRA Docket # 04-00288
January 27, 2005
SCHEDULE 10.

Customer Service - Call Center:

1. Begin Reporting Monthly Customer Care Scorecard (as identified in Mike Miller’s Rebuttal
Testimony) on a monthly basis and reporting to the Tennessee Regulatory Authority (TRA),
the CAPD by March 1, 2005.

2. Develop similar Monthly Customer Care Scorecard with “Tennessee Specific” Statistics
reporting by January 1, 2006 to TRA and CAPD. TAWC is not currently able to measure

" dropped calls from TN ratepayers, but will work with the Consumer Advocate toward
establishing the necessary mechanisms to measure dropped calls, if practicable.

Tennessee Local Operations:

3. TAWC Employee Reporting by job title with its quarterly reporting to the TRA
including allocated Tennessee specific Call Center employees.

4. Field Service (Tennessee Office ) - Monthly Reporting To TRA and CAPD by March 1, 2005

A. Service Orders Worked - Monthly
B. Appointment Orders - % on-time
C. Appointments Missed

D. Meter Reading

a. Total meters

b. Meters read

c. Estimates

d. % Estimated

e. Number of Meters not billed 3 months, 6 months, 12 months

Customer Surveys:

5. Customer Survey Responses Reported To TRA and CAPD On A Quarterly Basis beginning
2005) detailed by affiliate:

A. Satisfaction 1n Reaching American Water Call Center

B. Satisfaction with Call Center Operation Problem Resolution
C. Satisfaction with company response for service

D. Satisfaction with water quality

81862
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TENNESSEE-AMERICAN WATER COMPA &(‘:o
CASE NO. o TR /o

DIRECT TESTIMONY %
Paul T. Diskin

5y

|
WILL YOU PLEASE STATE YOUR NAME AND BUSINESS

ADDRESS FOR THE RECORD?
My name is Paul T. Diskin and my business address is 800 W.
Hershey Park Drive, Hershey, PA 17033.

BY WHOM ARE YOU EMPLOYED AND IN WHA';I’

CAPACITY?
I am employed by American Water as the Manager of Rates and

Regulations.

~

WHAT ARE YOUR RESPONSIBILITIES IN THIS POSITION

I supervise and coordinate the preparation of data and various

exhibits in rate matters as well as maintaining and administering
the Company’s tariffs. I also present testimony in formal rate
cases and other regulatory proceedings. I have testified in the
various Pennsylvania Public Utility Commission proceedings

which are listed in Appendix A and B.

WOULD YOU PLEASE DESCRIBE YOUR EDUCATIONAL
BACKGROUND AND BUSINESS EXPERIENCE? |
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I received a Bachelor of Science degree in Business
Administration with a dual concentration in Accounting and
Management from Clarion State College in December of 1977. In

December of 1992, I was awarded an MBA from York College of

J
\

Pennsylvania. I have completed the continuing education
program conducted by the National Association of Regulatory

Utility Commissioners (NARUC) and the University of Utah. In

addition, I am a Certified Management Accountant (CMA)

recognized by the Institute of Management Accountants. I also

serve as the Chairman of the Rates and Revenue Committee of

the Pennsylvania Chapter of the National Association of Water |

Companies.
My experience in the water utility industry began in 1979 when I

was employed as a Junior Accountant in the Continuing Property

Records Section of the American Water Works Service Companfy,
Inc. My principal duties were to process investment and ’
retirement work orders and to record additions and retirements]

of utility plant in the subsidiary ledgers of the various districts of
i

the Company's predecessor corporations. Later in the same year,

|

I was assigned to the Rates and Revenue Section to aid in the

preparation of rate filings. In 1980, I was promoted to the
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position of Rate Analyst I, and in 1981 was promoted to Rate
Analyst 11. Effective January 1982, 1 was promoted to the
position of Revenue Requirement Specialist. On July 1, 1988, 1

became Assistant Director of Rates and Revenue for the

transferred to Pennsylvania-American. On July 1, 2001, I becam

|
\
|
|
!
|
Pennsylvania Region. Effective January 1, 1993, I was [
t
|
T
Director of Rates and Planning. Effective July 15, 2004, I was i

t

appointed as Manager of Rates and Regulations for the Southeas

Region of American Water.

WAS THE COMPANY'S ACCOUNTING EXHIBIT(S
PREPARED BY YOU OR UNDER YOUR SUPERVISION? \

\
Yes, they were. ‘

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

The information contained in the Accounting Exhibits w}as
prepared from the financial and operational records of the

Company.

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

The Company is seeking a rate increase that would prodlice

. |
additional annual revenues of $1.9 million or 5.9%. The

|
|
|
!
|
4

Company last filed for a rate increase in 2003.
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WHAT ARE THE TEST YEAR AND ATTRITION YEAR
SELECTED BY THE COMPANY FOR THIS FILING?
The Company has selected the twelve months en(iing March 31‘,
2004, as its test year and an attrition year starting on January 1,

2005 and ending December 31, 200S.

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIiS
CASE?

!

|
A. My testimony will 1) sponsor the Company”s

Accounting Exhibits Nos. 1, 2, and 3 which support the propose{d

revenue increase of $1,970,887 and 2) support the Company;s

attrition year level of Revenue, Labor, Fuel and Power,
Chemicals, Waste Disposal, Group Insurance, Regulatory
Expense, Insurance Other than Group, Uncollectible Expense,
Rents, General Office Expense, Miscellaneous Expense, Other
Maintenance Expense, AFUDC, General Taxes and Rate Base.
Next, I will address the Company’s proposed rate base shown (!)n
Exhibit No. 1, Schedule 2, consisting of 3 pages. Then, 1 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 P:er
Books for the Test Year and for the Attrition Year under bo}th

\
Present and Proposed Rates, except for average daily usages ii'or

both the residential and commercial customer classes.

|
|
|
|
|
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WHO WILL ADDRESS THE COMPANY’S PROPOSEI?
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 th:e

residential and commercial customer classes. I will explain howlv

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

WHAT IS THE TEST PERIOD REFLECTED IN THIS CASE?

The Company has used a historical test period of twelve montl\{s
ending March 31, 2004. The Company has adjusted the te[st
period for two levels of adjustments. The first adjustmelllt
normalizes the test year. The second level adjusts the normalized
year to arrive at the attrition year which is the twelve months

ended December 31, 2005.

MR. DISKIN, ARE THERE ANY EXHIBITS YOU WISH TO
SPONSOR BEFORE YOU CONTINUE?

|
Yes, I would like to give a brief description of the accounting

schedules which detail and support the rate base, revenues,

expenses, and capitalization for the test year and attrition year.

Exhibit 1 is a financial summary of the filing which details how
the Company arrived at the amount of the requested reven{ue
increase. There is also a rate base summary for the test year and
attrition year with supporting schedules.

|

D N !
Exhibit 2 is an operating income summary for the test year and

attrition year with supporting schedules broken down by major
|

,ﬁ
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account group.

Exhibit 3 provides a cost of capital summary for the attrition year
and supporting schedules which provide detail on each component

of the capital structure. {
|
HOW DID THE COMPANY DETERMINE THE OPERATIN(F
REVENUES SHOWN IN ITS ACCOUNTING EXHIBIT? I’
The Company's operating revenues are obtained from (i) metered

sales, (ii) private and public fire service, and (jii) miscellaneou!s,

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

l
|

(i) Metered Sales ;

The Company uses a bill analysis reflecting the actual billing
determinants for the test year, twelve months ended March 3;1,
2004. Exhibit No. 4, Schedules 1 and 2, sets forth the individujal
bill analysis by customer classes. This schedule multipliies

attrition year billing determinants by present and proposed rates}.

DID THE COMPANY MAKE ANY ADJUSTMENTS TO PI%R
BOOK REVENUES FOR THE TEST YEAR? ‘ |

Yes, the Company made a total of four adjustments, as follows:
(1) weather normalization adjustment for the residential and
commercial customer classes, (2) eliminated net change in accrufed
revenues, (3) annualization of the rate increase that became
effective August, 2003 and (4) added revenue for the estimated
number of new customers to be added 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 zilre

|
|
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| _
|
filed under separate cover. |
HOW WERE THE OPERATING EXPENSE ADJUSTMENTS

IN THE ACCOUNTING EXHIBIT CALCULATED?

A. 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

i
developing the Going-level provision for labor expense. }
|
|
i

HOW DID THE COMPANY CALCULATE GOING-LEVEL
LABOR EXPENSE IN ITS COST OF SERVICE? i

The Company calculated labor expense by individual employ%e.
Each employee’s wages during the twelve months ended Mar;ch
31, 2004 were adjusted to account for the wage level to be p:fid

during the first twelve-months in which the new rates will be jin

|
effect. This is the same approach the Company has used in prior

filings. ;
HOW WERE THE WAGE LEVELS FOR THE ATTRITIQN

|
|
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YEAR DETERMINED? |

For hourly employees, the hours worked during the test year were
|

obtained from the Company’s actual payroll recordsf.

r
|

Adjustments were then made to overtime hours to restate those

hours to a level equivalent to the employee’s hourly pay rate. Fo;r
!

example, the hours paid at time and a half wage rates wel‘le

I
multiplied by 1.5 to yield hours that could be applied to the

Il

employee’s hourly wage rate. Similar adjustments were made fér

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 RATF)QS
CALCULATED? |

For union employees, the Company’s existing bargainil;lg
agreements were examined. The agreements contain negotiat:ed
wage rates through the attrition year. The wage rates for ea%ch
pay class in effect for the attrition year were pro-rated basjed
upon the number of days in the attrition year. The result is ;m
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, 2003 were adjusted for wage
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increases of 3% on April 1, 2004. 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 wage increases that became effective on April 1,
2004. Consistent with the other employee classes, the 2004
salaries were calculated based upon the number of days each of

the salary amounts would be in effect.

WHAT IS THE BASIS UPON WHICH FUEL AND POWER
COST WAS CALCULATED FOR THIS RATE ADJUSTMENT?
The basis for fuel and power is based upon expected water
pumped to the system during the attrition year (system deliver}i'),
and its cost to pump and treat. Attrition year water sales, non-
revenue usage water (which is water used for system flushing,
street cleaning, sewer flushing, etc.) and an estimated
unaccounted for water is combined to arrive at system delivery.
Fuel and power is based on KWH’s per million gallons system

delivery.

Fuel and power costs are based on estimated KWH usage and

KWD required to produce the projected system delivery for the
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Q.

- ADJUSTMENT FOR GROUP INSURANCE.

attrition year. KWH’s per thousand gallons is used to calculat]e
energy charges. The KWH’s per thousand gallons required is
based on the latest 12 months actual, with adjustments for any
known changes that will affect KWH usage. Both KWH anh
KWD usage is priced at the rates currently being charged by thle
Chattanooga Electric Power Board. The total attrition year fuel
and power expense is $ 1,755,680 which represents an increase of
$ 204,058 over the test year expense due to an increase in overal}ll

system delivery.

WHAT IS THE BASIS FOR THE CHEMICAL COSTS? J
Chemical costs are based upon expected water pumped to the
system (system delivery) for the attrition year and the cost to tre?t
that water. Afttrition year water sales, non-revenue usage (uséd
for street cleaning, sewer flushing, etc.) and an estimated
unaccounted for water is combined to arrive at system delivery.
System delivery, plus water used at the treatment plant, |is
combined to produce total treatment rate. The total attrition year
chemical expense is $861,861 which is an increase of $121,330 over
the test year expense due to the increase in system delivery.

i
WHAT IS THE BASIS FOR THE COST OF WASTE
DISPOSAL?
Waste disposal is based upon the 2005 budget. This amount! is
slightly higher than that during the test year.
PLEASE EXPLAIN THE DEVELOPMENT OF THE T

10
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Q. ARE THERE ANY OTHER PAYROLL-RELATED EXPENSES?

A.

The group insurance expense for the normalized test year was
calculated first by determining the annualized group insurance
cost. The cost is determined by applying the group insurance |
rates in effect at January 1, 2004 to the pro forma insurance
coverages based upon the employee complement and salary and
wage information. From this amount, an amount representing
the employee contribution for their bealthcare coverage is

subtracted. The result is the Company’s annualized group

insurance cost.

Since group insurance is an employee benefit, the cost for
group insurance is charged based upon direct labor charges.
Since 16.61 percent of labor was not charged to expenses (as

previously explained) this percentage of group insurance cost is

excluded from the Company’s elaim for group insurance expense.

Yes, there are. The Company’s claim for payroll taxes is based on

historic and future test year salary and wage expense. As is the

case with group insurance, 16.61% of the calculated payroll taxes

are eliminated, representing the portion not charged to

operations.
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Q.PLEASE EXPLAIN THE COMPANY’S CLAIM FOR OPEBS.

A.

The Company’s claim for OPEB expense represents the test year

amount accrued of $996,796 less the capitalized portion of

i
|
$114,043 or a net amount of $882,753. ;
l

i
i
l

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 actuarfy,
Towers Perrin, prepares the AWS’s pension calculations. Tlfle
Company's adjustment to pension expense is based on Towe#‘s

Perrin’s Actuarial Report for 2003-2004. E

l

!

|
t

MR. DISKIN, YOU LISTED A NUMBER OF OTHﬁR
EXPENSE CATEGORIES THAT YOU WILL BIE
SUPPORTING, WOULD YOU PLEASE DISCUSS EACH ONE?
Yes. Each of the following expense categories were reviewed for
the test year and adjusted to reflect a normalized test year ar:1d
further adjusted to an appropriate level of expense for the
attrition year. Some of the expense categories were adjusted flor

an inflation factor of 3.3%.

HOW DID YOU ARRIVE AT THE 3.3% INFLATION



31.

FACTOR?
I used the Value Line Forecast for the US Economy Gross

Domestic Product estimated inflation rate. For the attrition year,

I used the annual amount of change of 3.3%.

PLEASE CONTINUE.

REGULATORY EXPENSE

The company has estimated the cost of the preparation and
presentation of this current filing to be $150,000. The Company is
proposing to amortize these costs over a three year period
resulting in an annual cost of $50,000. Also, included in the
attrition year cost is the Cost of Service Study Expense in the
amount of $40,000 which the company is proposing an
amortization period of five years resulting in an annual cost of
$8,000. Total attrition year expense is $58,000.

INSURANCE OTHER THAN GROUP
The Company’s proposed level for this expense for the attrition
year is $657,000 and is based on the Company’s 2005 budget.
This expense category includes costs for general liability, workers
compensation, and property insurance.

CUSTOMER ACCOUNTING EXPENSE
Customer accounting expense for the test year was $572,632. The
Company applied the inflation factor of 3.3% to these expenses,

excluding uncollectibles and postage to arrive at an increase of
$1,713.

This category includes costs associated with the customer billing
and collecting function. It includes costs for office supplies, report
forms, computer supplies, postage, collection agency fees, lock box
expenses, janitorial service, telephone expense, and other
miscellaneous customer accounting expense.

UNCOLLECTIBLE EXPENSE

The uncollectible percentage of .93% was derived by taking the
net charge offs, less recoveries as a percentage of total revenues
for the test year. The attrition year uncollectible expense is




$307,859.

GENERAL OFFICE EXPENSE

General office expense for the test year was $189,347. The
inflation factor of 3.3% was applied to the remaining expenses
(excluding postage) to arrive at an attrition year expense of
$193,122. This expense category includes costs associated with the
general expenses for the offices. These include report forms,
office supplies, computer supplies, overnight mail expenses,
janitorial services, telephone expense, electrical expense, employee
expenses, credit line fees, bank service charges, and other
miscellaneous general office expenses.

MISCELLANEOUS EXPENSE

Miscellaneous expense for the test year totaled $1,596,601. The
Company is proposing four adjustments to this category. The
first adjustment reflects the inflation factor adjustment of 3.3%.
This results in an increase of $50,067. The Company did not
apply the inflation factor to the Employee Stock Option Plan
(ESOP) expense or the 401K expense.

The second adjustment eliminated the cost of temporary
employees and normalized the test year. This resulted in a
decrease of $18,671.

The third adjustment was to include the cost of leasing vehicles
for an amount of $9,780. The Company is in the process of
switching from purchasing vehicles to leasing vehicles.

The fourth adjustment is the amortization of the transition costs
for the Shared Services Center and the Customer Call Center
annualized for an entire year.

The proposed miscellaneous expense for the attrition year is
$1,661,970 which includes adjustments totaling $(140,306)

MAINTENANCE EXPENSE

Maintenance expense for the test year was $630,331. An
adjustment was made to include the costs of preventative
programs totaling $92,450. The Company is proposing to
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increase this total by $23,851 to reflect the inflation factor to
arrive at an attrition year balance of $746,632.

This expense category includes costs associated with maintaining
the property of the Company. This would include repair parts,
tools, maintenance supplies, contracted services, paving,
maintenance agreements, and other miscellaneous maintenance
expenses.

AFUDC

The Company’s proposed amount for AFUDC is $28,791 and is
based upon the 2005 budget. This adjustment was made to reflect
the AFUDC as an above the line item for ratemaking purposes.

TAXES OTHER THAN INCOME
PROPERTY TAXES

Property taxes for the test year were $2,625,029. An additional
amount was accrued during the last quarter of the test year to
true-up the prior years’ actual payment. This resulted in a
normalized adjustment of ($320,865). The attrition year
adjustment of $199,465 reflects the increase in the appraised value
of the Company property through the attrition year.

GROSS RECEIPTS TAXES

Gross receipts tax was calculated based on projected
jurisdictional revenues for Tennessee including Other Operating
revenues. The result was reduced by Vendor’s Compensation,
Franchise Tax, Excise Tax, a $5,000 exemption, and multiplied by
the 3% tax rate.

PSC FEES

The PSC Inspection Fee was based on projected 2004
jurisdictional revenues. This was reduced by uncollectibles and a
$5,000 exemption to arrive at taxable revenues. The result is

multiplied by the Tennessee statutory rates that were taken from
the 2003 return.

FRANCHISE TAX
Franchise tax, as imposed by the state of Tennessee, applies to the
company’s apportioned net worth or value of property owned and
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used in Tennessee, whichever is greater, as shown at the close of
the corporation’s fiscal year. The Franchise Tax is paid in
arrears and is based on the previous years original cost of assets.
For this filing, we utilized the balances as of March 31, 2004 as a
basis for the tax and multiplied it by the statutory rate of $.25 per
$100.

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

No, it has not. This is the same approach used and approved in
Case No. 03-00118. 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 $85,553,595. In Column No. 2, the
Company has summa‘rized it’s requested ratemaking adjustments
to rate base totaling $2,057,796 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
$87,611,392.

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

RATE BASE:

32. Q.
A.

33. Q.
A.

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 March 31, 2004. To this actual
March 31, 2004 balance, the budgeted cumulative effect of
additions and retirements to Utility Plant for the Period January
1, 2005 through December 31, 2005 have been reflected to arrive

16
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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 March 31, 2004 actual and
December 31, 2005 budgeted balances. These amounts are
representative of all actual or budget project work for utility

plant that are not in service at December 31, 2005.

LIMITED-TERM UTILITY PLANT-NET

WORKING CAPITAL

Working capital shown on Exhibit 1, Schedule 2, is further
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 month end balances for the

test year ending July 31, 2002.

Deferred Regulatory Expense
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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

Other deferred debits consist of three items detailed below:

e Unamortized transition costs of the Customer Call Center
which total $915,709.
e Unamortized transition costs of the Shared Services Center
which total $343,096.
e Unamortized security costs which total $250,458.
ILead-Lag Study

The Company is using a Lead/LLag 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
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34,

35.

36.

Q.
A.

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 upon an across the board

increase.

PLEASE EXPLAIN THE COMPANY’S ATTRITION LEVEL
OF INCOME TAXES?

The Company’s calculated level of Income Taxes for the attrition
year is the present rate amount of $2,515,431. This is broken
down into three components:

1. Current provision for federal and state income taxes of
$348,230 and $65,347 as shown on pages 1 and 2 of
Accounting No. 2, Schedule 6.

2. Deferred federal and state income taxes of $1,865,064 and
$313,158 are also shown on pages 1 and 2 of Accounting
Exhibit No. 2, Schedule 6.

3. The annual amortization of the 3%, 4% and 10% is

(876,368) Investment tax credits for the test year.

DOES THIS CONCLUDE YOUR TESTIMONY?

Yes, it does.
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APPENDIX A

Pennsylvania-American Water Company (Wastewater)

Collection System Improvement Charge
Pennsylvania-American Water Company (Water)

Facility Protection Charge

Pennsylvania-American Water Company (Pre-merger)
Keystone Water Company
Berwick District
Northeast Region
Southern Central Region
Riverton Consolidated Water Company
Western Pennsylvania Water Company
Butler District
Clarion-Punxsutawney District

Indiana-Kane
Warren District

Western Region

20

DOCKET NO

R-00005212
R-00973973
R-00027982

R-00038304
R-00027983
R-00964438
R-00973944
R-00943231
R-00932670
R-922428
R-911909
R-901652
R-891208

R-880916

R-850245

R-842759
R-842755
R-842756

R-850153

R-870825
R-860397
R-842624
R-842625
R-842623
R-842622
R-850097

R-842621
R-850096
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DOCKET NO.

C-00971106
C-00981273
C-00992304
C-00992569
C-00003629
C-00004511
C-20016173
C-00014733
C-20016207
C-00015337
Z-015005197

21

APPENDIX B

FORMAL CUSTOMER COMPLAINT PROCEEDINGS

COMPLAINTANT

Gilbert

Drew

Sayegh

Waste Recyching
Ellis

Valvanno

Noll

Morra

Collier Township
Parks, et al
Lamberton




TENNESSEE REGULATORY AUTHORITY

STATE OF PENNSYLVANIA

COUNTY OF DAUPHIN

BEFORE ME, the undersigned authority, duly commissioned and qualified in and for the

State and County aforesaid, personally came and appeared Paul T. Diskin, 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 21 pages

Paul T. Diskin

Sworn to and subscribed before me
this 3 day of September 2004.

Notary Public

My commission expires
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