BASS, BERRY & SIMS PLC

A PROFESSIONAL LIMITED LIABILITY COMPANY

ATTORNEYS AT LAW OTHER OFFICES
R. DALE GRIMES

TEL: (615) 742-6244 AMSOUTH CENTER 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

April 25, 2007
VIA HAND-DELIVERY
Chairman Sara Kyle
c/o Sharla Dillon filed  electronically in docket office  on 04/25/07

Tennessee Regulatory Authority
460 James Robertson Parkway
Nashville, Tennessee 37243-0505

Re:  Petition Of Tennessee American Water Company Te Change And
Increase Certain Rates And Charges So As To Permit It To Earn A
Fair And Adegquate 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 Filing in Response to Director’s Questions at Hearing.

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

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

With kindest regards, [ remain
Yours very truly,

/‘Z%

R. Dale Grimes
RDG/ms

Enclosures


AA01009
Text Box
filed electronically in docket office on 04/25/07


Chairman Sara Kyle
April 25, 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/enclosure)
Mr. Michael A. Miller (w/enclosure)

6435499.1



Respectfully submitted,

/?%W

R. Dale Grimes (#6223)

J. Davidson French (#15442)
Ross 1. 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



I hereby certify that a true and correct copy of the foregoing has been served via the

CERTIFICATE OF SERVICE

method(s) indicated, on this the 25th day of April, 2007, upon the following:

x] Hand
] Mail
] Facsimile
1 Overnight
] Email

[
[
[
[
[

X

[x] Hand
[ ] Mail
[ ] Facsimile
[ ] Overnight
[x] Email

[ ] Hand
[ ] Mail
[ ] Facsimile
[x] Ovemight
[x] Email

] Hand
1 Mail
] Facsimile
x] Overnight
x] Email

[
[
[
[
[

6387364.1

Michael A. McMahan

Special Counsel

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

Suite 400

801 Broad Street

Chattanooga, TN 37402

Timothy C. Phillips, Esq.

Vance L. Broemel, Esq.

Office of the Attorney General

Consumer Advocate and Protection Division
425 5th Avenue North, 2™ Floor

Nashville, TN 37243

Henry M. Walker, Esq.

Boult, Cummings, Conners & Berry, PLC
Suite 700

1600 Division Street

Nashville, TN 37203

David C. Higney, Esq.

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

Frederick L. Hitchcock, Esg.
Chambliss, Bahner & Stophel, P.C.
1000 Tallan Building

Two Union Square

Chattanooga, TN 37402

/% /%Zf




Tennessee-American Water Company
Docket Number 06-00290

Filing in Response to Director’'s Questions at Hearing -- Exhibit No. 3
ORCOM and ACCENTURE CONSULTING CONTRACTS

Director Jones at the hearing on April 20, 2007 requested that the Company
provide a detailed explanation of $78.639 million of miscellaneous expense
shown on the American Water Works Service Company income statement for the
year 2004. The 2004 income statement is attached to this response along with
two schedules providing a detailed breakdown of those costs. The Summary
schedule provides explanations of two components of this expense, contracting
services and IMO costs. As explained on the schedule the IMO costs related to
the transition costs to RWE ownership and the costs related to the merger of
AWW and Thames Water Holding Inc. (E-town). Consistent with the
commitments made by AWW and RWE in the 2003 Change of Control
proceedings before numerous regulatory commissions, these costs were written
off in 2005 and are not part of the filing of TAWC in this case. In addition, a
significant portion of the 2004 miscellaneous expense related to contract services
for initiatives (STEP, Procurement and Business Change) were canceled and
written off in 2005. These costs were also written off in 2005 and to the extent
any of those costs remained in the historical test-year ended June 30, 2006 they
were eliminated from the filing of TAWC in this case as outlined on page 13 of
the Direct Testimony of Sheila Miller.
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575000
504500
533000
507100
508100
550000
504870
5048660
535001
575030
532000
5752410
575625
various

object
535000

TOTAL -

object description ..
contract svc's-other $
Misc. Operation Expenses  $
other welfare $
contract svc's-legal 3
401k $
EiP $
transporiation §
training $
tuition aid $
contract sve's-temp employ  $
advertising $
contract sve's-acct 3
co dues / memberships $
shipping/postage $
other $

$

amount: -
38,681,793 (2)
27,001,289 (1)
5,877,120
1,858,043
881,688
823,617
539,260
472,627
415,892
381,231
368,491
231,368
224,523
217,401
575,571

5 78639916

(1) IMO makes up $23.8m of the acct 575000 balance These
costs were deferred in 2003 & 2004 related to the the transition
to RWE ownership, and the merger of AWW and ThamesWater
Holding Inc. These costs were written off in 2005 and were not
included the historical or attrition test-year in TAWC's filing in
this case. Consistent with the various regulatory commission
orders in the 2003 Change of Control proceedings the costs
related to the Change of Control would not be passed to the
rate payers of the AWW regulated subisidiaries

—
M
—

Break-down of 535000 acct: [see "2004 by acct & formula” tab]

reorg / serverance $ 8,750,002
bus chyg / best practice $ 7,662,079
service first 3 4,633,196
procurement initiative $ 3,193,325
other 5 14,543 191

$ 38,681,793

A significant portion of the contract services were related to
initiatives that were canceled prior to completion. In 2005
$24 6 million of the contract services were written-off. As
indicated in the testimony of Sheila Miller, on page 13, to the
extent any non-recurring expenses written-off after the end of
historical test-year they were eliminated from TAWC's filing.



Sve Company P&L ling 21 fransaclions

‘formula description” s

blank [no formula ! exp to mgmtfeesl | $16.355.8 2

Adlct AUD304 Project Mgmnt
Curr Call Center Cust Suppon
License to manage

TAXIFIXED ASSET MGMT
Project management office
Water div business svc optim
REGICCS

Ongoing operations

Aflct AU0307 Compensation/Bits
Grow the business program
Allet AUO311 Internal Communic
Allct AU0322 Business Pian
2003 survey follow-up

Internal communications

HRIS

BUSINESS INFORMATION
Capital Prog Mg! & Asset Plan
Reputation management
MATERIALS MANAGEMENT
OTHER MISC FORMULAS
Compensation & benefits

Adlct AUO315 Procurement int
SERVICE FIRST

Phase 3 reorganization
Procurement initiative
Severance

Business muodel and change prog
Phase 4 reorganization

Allet AUG194 Blueprinting Tobe
Allct AUD306 Best Practice Imp
Allct AUD317 Investment Review
Voice Recognition Project
Project Seat

"As Is" blueprinting

Allct AUD130 Biueprinting Asis
Restocking - other

2nd Cail Center Project

‘Tampa Desalination
integration team

Atlanta conference 2004

EAM2 (T&D) MAXIMO

Alict AUG335 Quick Wins

Alict AUD35S5 Office Space

Perf stay bonus,asset sale inc
Alict AUO107 ideas into Action
Alict ALUD30% HR Imergration
Cap Supp Chain-Srcing Cap Cat
GIS

PORTAL

E'town integration

BUSINESS INTELLEGENCE
Business change team
Accenture phase |
Restructuring misc peaple cost
EAM1 {PLANT) MAXIMO

MDB1 PHASE Il (BERVICE FIRST)

Allct ALD314 Reputaticn Mgmnt
EAl

Knowledge share project
Northeast Special Resource Fun
Jeh pricing

Allct ALI0393 Mobile Dispatch
Ideas Into Action

"Fo Be" blueprinting

Allct AU0312 Regional Comm
FICO

Restocking BD positions
Central Special Resource Fund
NYC WV

Serv Co Special Resource Fund
HR integration team
Videofcommiunications
Products & services

Best practice impiement & pert

on-going
one-lime project cosis
toal

S 3.884.812
$ 3.40%,998
1,486,457
1.106.314
801,704
743.425
561,979
548.083
308,841
346.756
268,267
186,061
165,346
129.502
117,646
114.501
112,728
96.809
87.743
877,770
{1.226,276)
10,595,956
4,762,553
3,779,046
3,170,426
3,146,234
2,423,225
2,335,456
2,065,461
1,608,865
1,446,383
1,212,382
§74.750
896.713
826,009
651,291
620,118
507,874
497,658
491,550
475,438
466,121
420,000
304,165
383,708
377,472
370,337
361,911
305,912
207.727
206,794
261,419
248,237
214,652
213,678
208,927
204,586
181,212
168,003
159,759
158,860
155,483
145,235
144,163
143,601
136,838
131,301
131,081
109,825
91,883
89,989
68,665

$ (1,498,594)
$ 322,845

RN AAHAIIORHROHIHOROFITROAANNNOOOTIDAN A IAAORNANMEAGNEEUE WSS YW SN WY E o e

{575,659,917"

$30.286.569
$48,353,348

$78,639.917

on-going
on-going
on-going
on-going
on-going
on-going
on-going
oR-going
on-going
on-going
on-going
on-going
on-going
on-going
ea-gaing
on-going
on-gaing
on-going
on-going
0n-going
on-going
0A-goINg
ane-time
one-time
one-time
one-time
one-time
one-time
one-time
one-time
one-time
one-time
one-time
ohe-tima
one-time
one-time
one-time
ohe-time
one-time
one-time
one-lims
one-time
one-lima
one-time
one-time
one-time
one-time
one-time
one-lime
one-fime
one-fime
one-lime
one-lime
one-tima
one-time
one-time
one-time
ohe-time
one-time
one-time
one-time
one-timea
one-time
one-time
one-time
ohe-time
one-time
one-time
orie-time
one-time
one-time
one-time
one-time
one-time

$30.286.569

$48,353,348

$78.638.917



BEFORE THE TENNESSEE REGULATORY AUTHORITY
NASHVILLE, TENNESSEE

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

R e i S S

AFFIDAVIT
STATE OF WEST VIRGINIA

COUNTY OF KANAWHA

I, MICHAEL A. MILLER, Treasurer/Comptroller for Tennessee American Water
Company, do hereby certify that the foregoing responses was prepared by me or under my

supervision and are true and accurate to the best of my knowledge and information.

DATED this 25" day of April, 2007.

Moclont A

(signature)

Mlhael 4. Ao

(pfinted name)

Sworn to and subscribed before me this 25th day of April, 2007.

My Commission Expires:

Aol gry 1o, 2015

y Charkyston, WY 23312
My Commitsion Bxpires Februsry 10, 2018

s S e e Lo

6396920 1





