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Introduction

State your name, position, and business address.

My name is Michael J. Majoros, Jr. | am Vice President of Snavely King Majoros
O’Connor & Bedell, Inc. (“Snavely King”), located at 1111 14" Street, N.W., Suite
300, Washington, D.C. 20005.

Describe Snavely King.

Snavely King is an economic consulting firm founded in 1970 to conduct
research on a consulting basis into the rates, revenues, costs and economic
performance of regulated firms and industries. We have a professional staff of
12 economists, accountants, engineers and cost analysts. Most of our work
involves the development, preparation and presentation of expert witness
testimony before Federal and state regulatory agencies. Over the course of our
37-year history, members of the firm have participated in more than 1,000
proceedings before almost all of the state commissions and all Federal
commissions that regulate utilities or transportation industries.

Have you prepared a summary of your qualifications and experience?

Yes, Appendix A is a summary of my qualifications and experience. Appendix B
contains a tabulation of my appearances as an expert witness before state and
Federal regulatory agencies.

For whom are you appearing in this proceeding?

| am appearing on behalf of the City of Chattanooga.
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Prior Experience

Q.

A.

Do you have any specific experience in the public utility field?

Yes, | have been in the field of public utility regulation since the late 1970’s. My
testimony has encompassed numerous complex issues — including mergers,
transfers, affiliate transactions and inter-company allocations.

Does your experience specifically include water utilities?

Yes, | have appeared as an expert in several water utility proceedings.

Subject and Purpose of Testimony

Q.

A.

What is the subject of your testimony?

| am addressing the level of administrative charges and fees imposed on TAWC
by its parent, American Water Works Company (“AWC”). In particular, this
testimony addresses Joe Van den Berg's Audit Report relating to the American
Water Works Service Company (“AWWSC”). | will address whether the audit
complies with the Tennessee’s Regulatory Authority’s (“TRA” or “Commission”)
mandate for a management audit performed in compliance with Sarbanes-Oxley
requirements to determine whether all costs allocated to TAWC were incurred as
a result of prudent or imprudent management decisions by TAWC'’s parent, and
the reasonableness of the methodology used to allocate costs to TAWC.® [ will
also address the usefulness of this report for ratemaking purposes.

What do you conclude?

My testimony presents the results of my review and analysis of Mr. Van den

Berg's report (the “BAH Report”). | conclude that Mr. Van den Berg did not

! Docket No. 06-00290 Order, June 10, 2008 (“Order”), pages 26-27.
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conduct an audit in compliance with Sarbanes-Oxley requirements. | conclude
that Mr. Van den Berg did not address whether all costs allocated to TAWC were
incurred as a result of prudent or imprudent management decisions by the parent
of the Petitioner, Tennessee American Water Company (“TAWC”) as the TRA
ordered. | also conclude that the Authority should not rely on the BAH Report as
a basis to determine the necessity or the reasonableness of AWWSC's costs
allocated and assigned to TAWC. Finally, | recommend disallowance of all costs
related to the BAH Report and all AWWSC management fees and allocated
costs until the originally specified audit is conducted and examined in a later
proceeding.

What did you do to prepare yourself to submit this testimony?

| read Mr. Van den Berg's testimony and studied his Exhibit. | reviewed
responses to various data requests. | reviewed Public Law 107-204 - the
“Sarbanes-Oxley Act of 2002” which is attached as Exhibit__ (MJM-1) to my
testimony. | reviewed Patrick L. Baryenbruch’s prefiled testimony, exhibits and
transcripts in Docket No. 06-00290. | reviewed Director Miller's May 14, 2007
letter to Chairman Kyle setting-forth the Motion he intended to introduce at the
next day’s hearing. | also reviewed the transcript of the May 15, 2007 hearing in
which Director Miller introduced his Motion. Finally, | reviewed the Authority’s
June 10, 2008 Order in Docket No. 06-00290. Director Miller’s letter, the May 15,
2007 transcript, and the June 10, 2008 Order are attached as collective

Exhibit__ (MIM-2).
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Background

Q.

A.

What is the background of your testimony?

TAWC includes $4.3 million in its revenue requirement for management fees and
service company charges. This has long been an area of concern for ratepayers.
For example, in 1996 the management fees and service company charges were
only $1.3 million.? In Docket No. 06-00290 TAWC was granted $3.9 million, and
has requested rates in this proceeding based on a further 10 percent increase.
In Docket No. 06-00290, TAWC submitted Mr. Baryenbruch’'s testimony and
exhibits, which purported to demonstrate the necessity and reasonableness of
the charges submitted in that proceeding. Mr. Baryenbruch conceded that his
study was not an audit and that he did not bore into the numbers and the process
to collect the numbers, he merely accepted numbers provided to him and then
compared those numbers to other benchmarks he had accumulated.®* The
benchmarks were not water industry benchmarks, rather they related to other
industries. The TRA Order accepted a certain amount of TAWC's requested
charges but ordered TAWC to complete a management audit performed in
compliance with Sarbanes-Oxley requirements.

Why do you conclude that TRA desired a Sarbanes-Oxley audit to
determine the prudence, necessity and reasonableness of these charges?
Director Miller's May 15, 2007 Motion clearly spelled-out the requirement for an
audit conducted in conformance with Sarbanes-Oxley requirements. The Motion

was incorporated into the June 10, 2008 Order. Clearly, the TRA desired a

% Docket No. 06-00290, April 18, 2007 Transcript, page 18.
3 Id., page 52.
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comprehensive audit in conformity with rigid standards. TRA did not order
completion of a comparison of AWWSC's costs to electric utility costs. Rather, it
ordered a management audit performed in compliance with Sarbanes-Oxley
requirements and ordered that the audit was to determine whether all costs
allocated to TAWC were incurred as a result of prudent or imprudent
management decisions by TAWC's parent. The audit was also to address the
reasonableness of the methodology used to allocate costs to TAWC.*

What are the benefits of adherence to Sarbanes-Oxley?

Compliance with Sarbanes-Oxley requirements determines whether the
Company has internal controls in place designed to ensure that the reported
costs are accurate, and accurately classified and meet the required attributes, i.e.
prudence and reasonableness. That is because Sarbanes-Oxley places a heavy
emphasis on audit testing, internal controls and accountability. It also requires

management attestation to the propriety of the costs at issue.

Sarbanes-Oxley

What is Sarbanes-Oxley?

Sarbanes-Oxley (“SOX”) is an Act co-authored by Senator’s Sarbanes and Oxley
and signed into law by President George W. Bush. It emanates from the ENRON
and other corporate scandals in early part of President Bush’s first term. SOX
requires detailed audits by independent certified public accountants. The
purpose of this law is “To protect investors by improving the accuracy and

reliability of corporate disclosures made pursuant to the securities laws and for

4 June 10, 2008 Order.



10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

other purposes.”

What is the primary thrust of SOX?
Independent tests of internal controls in place in accordance with a set of
professional standards in order to express an independent opinion on
management’s financial statements.
Q. How does SOX define an audit?
SOX defines an audit as:
An examination of the financial statements of any issuer by
an independent public accounting firm in accordance with
the rules of the Board or the Commission (or, for the period
preceding the adoption of applicable rules of the Board
under section 103, in accordance with then-applicable

generally accepted auditing and related standards for such
purposes), for the purpose of expressing an opinion on such

statements.
BAH Report
Q. Please describe and summarize Mr. Van den Berg’s report and the process

BAH used to arrive at its conclusions.

A. Even though the TRA specified an audit performed in compliance with Sarbanes-

Oxley requirements, and Mr. Van den Berg recognizes that requirement on page

2 of his testimony, he states at the beginning of the same paragraph that TAWC
“retained Booz Allen to provide an independent assessment of the costs incurred

by AWWSC that are subject to potential allocation to TAWC.”” Mr. Van den Berg

® Exhibit___ (MJIM-1), Preamble
® SOX Section 2(a) (2).
" Van den Berg Testimony, page 2.
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does not identify his assignment as an audit, let alone an audit performed in
compliance with Sarbanes-Oxley requirements.

Did Mr. Van den Berg conduct an audit?

No, Mr. Van den Berg did not conduct an audit; he conducted an assessment
described in Figure 1-1 of his report. The figure, titled “Approach to Analysis”,
clearly demonstrates that Mr. Van den Berg did not complete a management
audit in compliance with Sarbanes-Oxley requirements. Mr. Van den Berg does
not mention Sarbanes-Oxley in his Approach to Analysis. While Mr. Van den
Berg discusses his review of AWWSC'’s budget process, he does not state that
the system in place as described to him by Company managers is functioning
properly, nor does he describe the controls in place to insure compliance, nor
does he provide any objective basis, such as audit test work, for his opinions.
Mr. Van den Berg’s report discusses how AWWSC described its process, but
provides no indication of whether it is working properly.

Mr. Van den Berg also describes his benchmark comparison of AWWSC
fees and charges against certain electric utilities. The BAH Report does not use
readily available benchmarking data for water utilities. The TRA is no better off
than it was in Docket No. 06-00290, when it reviewed the Baryenbruch report,
which used a similarly flawed methodology, and found it necessary to order a
management audit conducted in conformity with SOX requirements.

Should the cost of the BAH Report be disallowed?
In my opinion, AWWSC should not have paid for this report, none of its cost

should be assigned to ratepayers, TAWC should not have submitted this report
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to the TRA, and TAWC should be required to have a real Sarbanes-Oxley audit

completed before management fees or allocations are charged to TAWC's

ratepayers.

Booz Allen Audit Does Not Comply With SOX

Q. Why do you conclude the Booz Allen Report does not comply with SOX

requirements?

A. | will summarize the BAH failings based on what | believe are the more salient

requirements.

BAH is not an independent public accounting firm.®

BAH did not conduct an “audit” as specified by SOX.°

BAH did not conduct an audit in conformity with or even cite to the rules of the
Public Company Accounting Oversight Board.*

BAH did not cite to professional standards and did not comply with stringent
standards SOX requires.*

BAH report did not include a concurring or second partner review and
approval of such report.*?

BAH Report did not contain any management attestations.*?

BAH Report is not independent, it was reviewed and edited by

management.*

8 S0 2.(a)(2).

% d.
1014

4., and 2.(a)(10), and Section 103.
12 50X section 103.

13 s0ox Title 3.

1 sox 2.(a)(2).
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BAH report did not describe the scope of the auditor’s testing of the internal
control structure and procedures required by section 404(b) Internal Control
Evaluation and Reporting.*®

BAH Report did not present the findings of the auditor from such testing.*®
BAH Report did not provide an evaluation of whether AWWSC's internal
control structure and procedures include maintenance of records that in
reasonable detail accurately and fairly reflect the transactions reported to
BAH by AWWSC.’

BAH Report did not provide an evaluation of whether such internal control
structure and procedures provide reasonable assurance that transactions are
recorded as necessary to permit calculation of costs conforming to TRA
requirements, and that receipts and expenditures underlying those costs are
being made only in accordance with authorizations of management and
directors in conformance with TRA rules.®

BAH Report did not contain a description, at a minimum, of material
weaknesses in such internal controls, and of any material noncompliance

found on the basis of such testing.*®

15 sox 103(a)2)(A) i)

16 s0x 103(a)(2)(A) i) (1)

17 sox 103(a)(2)(A)i)(11)(aa)

18 50X 103(a)(2)(A)ii)(I1)(bb) with modifications
19 s0x 103(a))A) i) (1)
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Baryenbruch Report

Q.

Please compare Mr. Van den Berg’s study with Mr. Baryenbruch’s findings
in Docket 06-00290.

In my opinion, Mr. Van den Berg’s study is merely an expansion of the type of
study Mr. Baryenbruch submitted in Docket No. 06-00290. In both cases, the
authors seek to justify costs for a water utility by comparing them to costs
reported by electric utilities. That type of study lead to the TRA's directive to

have an “audit performed in compliance with Sarbanes-Oxley requirements.”

BAH Report Did Not Test for Prudence or Reasonableness

How did the BAH report address prudence and reasonableness?

Mr. Van den Berg states that he “used both quantitative and qualitative
assessments to establish a comprehensive framework within which the
‘prudency’ of activities and related costs could be determined.”®

Did the BAH Report establish whether all costs allocated to TAWC were
incurred as aresult of prudent or imprudent management decisions?

No. BAH conducted an assessment based on a framework he developed using
information provided by the Company and electric utility statistics. Based on my
review of Mr. Van den Berg’s testimony and Exhibit, 1 conclude he did not
specifically determine and apply definitions of prudence, imprudence or
reasonableness, and he did not determine or verify that AWWSC's internal

controls were designed to catch imprudent costs. Hence, Mr. Van den Berg’s

conclusions are subjective. | did not see any reference to actual testing of

20 \/an den Berg Testimony, page 3.

10
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whether all costs were incurred as a result of prudent or imprudent management
decisions. Nor did | find any evidence of an analysis to determine whether
AWWSC's internal control system would catch excessive and imprudent costs

resulting from imprudent management decisions.

Other Report Failings

Q.

A.

Why do you conclude the TRA should not use the Booz Allen report as a
basis to judge the reasonableness of AWWSC’s allocated and assigned
costs to TAWC?

In addition to its other failings, Mr. Van den Berg compared benchmarks to

electric industry statistics when he could have used water industry statistics.

Management Audits

Q.

Although BAH did not conduct an audit in compliance with SOX
requirements, does Mr. Van den Berg’s report resemble other management
audits with which you are familiar?

No, | have reviewed several management audit reports in the past, and in fact, |
participated in a management audit conducted by the Kentucky Public Service
Commission. | have reviewed management audits conducted by other
jurisdictional agencies, the Pennsylvania Public Service Commission for
example. Mr. Van den Berg’s report does not resemble any of those other
management audits in either scope or findings.

Can you provide an example of a management audit?

Yes, the Pennsylvania Public Service Commission conducted a management

audit of TAWC's sister company, the Pennsylvania American Water Company

11
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(“PAWC?). | have attached a copy of the audit report as Exhibit___ (MJM-3).%*
All one must do is examine and contrast that report with the BAH report to realize
that BAH did not conduct a management audit.

Did the Pennsylvania Public Service Commission conduct the PAWC audit
in compliance with SOX?

No, SOX was not a law, or even in the works at the time.

Do you believe that a requirement to conduct an audit complying with SOX
to determine whether all costs allocated to PAWC were incurred as a result
of prudent or imprudent management decisions by PAWC’s parent and the
reasonableness of the methodology used to allocate those costs would
have had a measurable impact on the PAWC management audit report?
Absolutely, the report would have been more detailed, focusing on the controls in
place and whether they were working in such a way as to have confidence in the
results. The report would also include management’'s sworn attestations as to

the propriety, prudence and reasonableness of those allocated costs.

Summary

Q.

A.

Please summarize your testimony.

BAH did not conduct a management audit in compliance with Sarbanes-Oxley
requirements to determine whether all costs allocated to TAWC were incurred as
a result of prudent or imprudent management decisions by TAWC'’s parent and
the reasonableness of the methodology used to allocate costs to TAWC, as TRA

specified in Docket No. 06-00290. The BAH Report is merely an expansion of

21 Although TAWC classifies this report as “Confidential,” | am using the unconfidential version | obtained
in discovery in the current Pennsylvania Docket No. R-2008-232689.

12
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the type of study Mr. Baryenbruch submitted in Docket No. 06-00290 which led to
the TRA's Sarbanes-Oxley requirement. BAH did not conduct audit test work of
specific transaction to determine if they were the result of prudent or imprudent
management decisions. Nor did he determine or verify if AWWSC's internal
controls were designed to catch imprudent and unreasonable costs. The BAH
Report is not useful for ratemaking purposes. None of the costs of the BAH
Report should be charged to ratepayers in anyway. Furthermore, | recommend
disallowance of all AWWSC management fees and allocated costs until the
originally specified audit is conducted and examined in a later proceeding.

Does this conclude your testimony?

Yes, it does.

13



IN THE TENNESSEE REGULATORY AUTHORITY
NASHVILLE, TENNESSEE

IN RE:

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

Docket No. 08-00039

S S S S et et S N e’

AFFIDAVIT OF
MICHAEL J. MAJOROS, JR.

Washington, ;
District of Columbia :

BEFORE ME, the undersigned authority, duly commissioned and qualified in the State
and County aforesaid, personally came and appeared Michael J. Majoros, Jr., being by me first
duly sworn, who deposed and said as follows:

He is appearing as a witness on behalf of the City of Chattanooga before the Tennessee
Regulatory Authority in the matter captioned above, and, if present before the Authority and duly

sworn, his testimony would be as set forth in the transcript attached hereto, consisting of [13]

‘ Mlcy/j Majogess i
Sworn to and subscribed before me

‘this 17" day of July, 2008.

Mwé ;f <)

Notary ub1
My Commission Expires: Wm ' fqPUQ—O[/




Michael J. Majoros, Jr.

Appendix A - Page 1 of 1

Experience

Snavely King Majoros O’Connor & Lee, Inc.

Vice President and Treasurer (1988 to Present)
Senior Consultant (1981-1987)

Mr. Majoros provides consultation specializing in accounting,
financial, and management issues. He has testified as an
expert witness or negotiated on behalf" of clients in more than
one hundred thirty regulatory federal and state regulatory
proceedings involving telephone, electric, gas, water, and
sewerage companies. His testimony has encompassed a wide
array of complex issues including taxation, divestiture
accounting, revenue requirements, rate base, nuclear
decommissioning, plant lives, and capital recovery. Mr.
Majoros has also provided consultation to the U.S. Department
of Justice and appeared before the U.S. EPA and the Maryland
State Legislature on matters regarding the accounting and
plant life effects of electric plant modifications and the financial
capacity of public utilities to finance environmental controls. He
has estimated economic damages suffered by black farmers in
discrimination suits.

Van Scoyoc & Wiskup, Inc., Consultant (1978-
1981)

Mr. Majoros conducted and assisted in various management
and regulatory consulting projects in the public utility field,
including preparation of electric system load projections for a
group of municipally and cooperatively owned electric systems;
preparation of a system of accounts and reporting of gas and
oil pipelines to be used by a state regulatory commission;
accounting system analysis and design for rate proceedings
involving electric, gas, and telephone utilities. Mr. Majoros
provided onsite management accounting and controllership
assistance to a municipal electric and water utility. Mr. Majoros
also assisted in an antitrust proceeding involving a major
electric utility. He submitted expert testimony in FERC Docket
No. RP79-12 (El Paso Natural Gas Company), and he co-
authored a study entitled Analysis of Staff Study on
Comprehensive Tax Normalization that was submitted to FERC
in Docket No. RM 80-42.

Handling Equipment Sales Company, Inc.
Controller/Treasurer (1976-1978)

Mr. Majoros' responsibilities included financial management,
general accounting and reporting, and income taxes.

Ernst & Ernst, Auditor (1973-1976)

Mr. Majoros was a member of the audit staff where his
responsibilities included auditing, supervision, business
systems analysis, report preparation, and corporate income
taxes.

University of Baltimore - (1971-1973)

Mr. Majoros was a full-time student in the School of Business.

During this period Mr. Majoros worked consistently on a part-

time basis in the following positions: Assistant Legislative Auditor —
State of Maryland, Staff Accountant — Robert M. Carney & Co.,
CPA's, Staff Accountant — Naron & Wegad, CPA’s, Credit Clerk —
Montgomery Wards.

Central Savings Bank, (1969-1971)

Mr. Majoros was an Assistant Branch Manager at the time he left the
bank to attend college as a full-time student. During his tenure at the
bank, Mr. Majoros gained experience in each department of the bank.
In addition, he attended night school at the University of Baltimore.

Education
University of Baltimore, School of Business, B.S. —
Concentration in Accounting

Professional Affiliations

American Institute of Certified Public Accountants
Maryland Association of C.P.A.s

Society of Depreciation Professionals

Publications, Papers, and Panels

“Analysis of Staff Study on Comprehensive Tax Normalization,” FERC
Docket No. RM 80-42, 1980.

"Telephone Company Deferred Taxes and Investment Tax Credits —
A Capital Loss for Ratepayers," Public Utility Fortnightly, September
27,1984.

"The Use of Customer Discount Rates in Revenue Requirement
Comparisons," Proceedings of the 25th Annual lowa State Regulatory
Conference, 1986

“The Regulatory Dilemma Created By Emerging Revenue Streams of
Independent Telephone Companies,” Proceedings of NARUC 101st
Annual Convention and Regulatory Symposium, 1989.

“BOC Depreciation Issues in the States,” National Association of
State Utility Consumer Advocates, 1990 Mid-Year Meeting, 1990.

“Current Issues in Capital Recovery” 30" Annual lowa State
Regulatory Conference, 1991.

“Impaired Assets Under SFAS No. 121,” National Association of State
Utility consumer Advocates, 1996 Mid-Year Meeting, 1996.

“What's ‘Sunk’ Ain't Stranded: Why Excessive Utility Depreciation is
Avoidable,” with James Campbell, Public Utilities Fortnightly, April 1,
1999.

“Local Exchange Carrier Depreciation Reserve Percents,” with
Richard B. Lee, Journal of the Society of Depreciation Professionals,
Volume 10, Number 1, 2000-2001

“Rolling Over Ratepayers,” Public Utilities Fortnightly, Volume 143,
Number 11, November, 2005.
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Date Jurisdiction / Docket Utility
Agency
Federal Courts

2005 US District Court, CV 01-B-403-NW Tennessee Valley Authority

Northern District of

AL, Northwestern

Division 55/56/57/

State Legislatures

2006 Maryland General SB154 Maryland Healthy Air Act

Assembly 61/
2006 Maryland House of HB189 Maryland Healthy Air Act

Delegates 62/

Federal Regulatory Agencies
1979 FERC-US 19/ RP79-12 El Paso Natural Gas Co.
1980 FERC-US 19/ RM80-42 Generic Tax Normalization
1996 CRTC-Canada 30/ 97-9 All Canadian Telecoms
1997 CRTC-Canada 31/ 97-11 All Canadian Telecoms
1999 FCC 32/ 98-137 (Ex Parte) All LECs
1999 FCC 32/ 98-91 (Ex Parte) All LECs
1999 FCC 32/ 98-177 (Ex Parte) All LECs
1999 FCC 32/ 98-45 (Ex Parte) All LECs
2000 EPA 35/ CAA-00-6 Tennessee Valley Authority
2003 FERC 48/ RMO02-7 All Utilities
2003 FCC 52/ 03-173 All LECs
2003 FERC 53/ ER03-409-000, Pacific Gas and Electric Co.
ER03-666-000
State Requlatory Agencies

1982 Massachusetts 17/ DPU 557/558 Western Mass Elec. Co.
1982 lllinois 16/ ICC81-8115 lllinois Bell Telephone Co.
1983 Maryland 8/ 7574-Direct Baltimore Gas & Electric Co.
1983 Maryland 8/ 7574-Surrebuttal Baltimore Gas & Electric Co.
1983 Connecticut 15/ 810911 Woodlake Water Co.
1983 New Jersey 1/ 815-458 New Jersey Bell Tel. Co.
1983 New Jersey 14/ 8011-827 Atlantic City Sewerage Co.
1984 Dist. Of Columbia 7/ 785 Potomac Electric Power Co.
1984 Maryland 8/ 7689 Washington Gas Light Co.
1984 Dist. Of Columbia 7/ 798 C&P Tel. Co.
1984 Pennsylvania 13/ R-832316 Bell Telephone Co. of PA
1984 New Mexico 12/ 1032 Mt. States Tel. & Telegraph
1984 Idaho 18/ U-1000-70 Mt. States Tel. & Telegraph
1984 Colorado 11/ 1655 Mt. States Tel. & Telegraph
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1984 Dist. Of Columbia 7/ 813 Potomac Electric Power Co.
1984 Pennsylvania 3/ R842621-R842625 Western Pa. Water Co.

1985 Maryland 8/ 7743 Potomac Edison Co.

1985 New Jersey 1/ 848-856 New Jersey Bell Tel. Co.
1985 Maryland 8/ 7851 C&P Tel. Co.

1985 California 10/ 1-85-03-78 Pacific Bell Telephone Co.
1985 Pennsylvania 3/ R-850174 Phila. Suburban Water Co.
1985 Pennsylvania 3/ R850178 Pennsylvania Gas & Water Co.
1985 Pennsylvania 3/ R-850299 General Tel. Co. of PA

1986 Maryland 8/ 7899 Delmarva Power & Light Co.
1986 Maryland 8/ 7754 Chesapeake Utilities Corp.
1986 Pennsylvania 3/ R-850268 York Water Co.

1986 Maryland 8/ 7953 Southern Md. Electric Corp.
1986 Idaho 9/ U-1002-59 General Tel. Of the Northwest
1986 Maryland 8/ 7973 Baltimore Gas & Electric Co.
1987 Pennsylvania 3/ R-860350 Dauphin Cons. Water Supply
1987 Pennsylvania 3/ C-860923 Bell Telephone Co. of PA
1987 lowa 6/ DPU-86-2 Northwestern Bell Tel. Co.
1987 Dist. Of Columbia 7/ 842 Washington Gas Light Co.
1988 Florida 4/ 880069-TL Southern Bell Telephone
1988 lowa 6/ RPU-87-3 lowa Public Service Company
1988 lowa 6/ RPU-87-6 Northwestern Bell Tel. Co.
1988 Dist. Of Columbia 7/ 869 Potomac Electric Power Co.
1989 lowa 6/ RPU-88-6 Northwestern Bell Tel. Co.
1990 New Jersey 1/ 1487-88 Morris City Transfer Station
1990 New Jersey 5/ WR 88-80967 Toms River Water Company
1990 Florida 4/ 890256-TL Southern Bell Company
1990 New Jersey 1/ ER89110912J Jersey Central Power & Light
1990 New Jersey 1/ WR90050497J Elizabethtown Water Co.
1991 Pennsylvania 3/ P900465 United Tel. Co. of Pa.

1991 West Virginia 2/ 90-564-T-D C&P Telephone Co.

1991 New Jersey 1/ 90080792J Hackensack Water Co.

1991 New Jersey 1/ WR90080884J Middlesex Water Co.

1991 Pennsylvania 3/ R-911892 Phil. Suburban Water Co.
1991 Kansas 20/ 176, 716-U Kansas Power & Light Co.
1991 Indiana 29/ 39017 Indiana Bell Telephone

1991 Nevada 21/ 91-5054 Central Tele. Co. — Nevada
1992 New Jersey 1/ EE91081428 Public Service Electric & Gas
1992 Maryland 8/ 8462 C&P Telephone Co.

1992 West Virginia 2/ 91-1037-E-D Appalachian Power Co.

1993 Maryland 8/ 8464 Potomac Electric Power Co.
1993 South Carolina 22/ 92-227-C Southern Bell Telephone
1993 Maryland 8/ 8485 Baltimore Gas & Electric Co.
1993 Georgia 23/ 4451-U Atlanta Gas Light Co.

1993 New Jersey 1/ GR93040114 New Jersey Natural Gas. Co.
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1994 lowa 6/ RPU-93-9 U.S. West — lowa

1994 lowa 6/ RPU-94-3 Midwest Gas

1995 Delaware 24/ 94-149 Wilm. Suburban Water Corp.
1995 Connecticut 25/ 94-10-03 So. New England Telephone
1995 Connecticut 25/ 95-03-01 So. New England Telephone
1995 Pennsylvania 3/ R-00953300 Citizens Utilities Company

1995 Georgia 23/ 5503-0 Southern Bell

1996 Maryland 8/ 8715 Bell Atlantic

1996 Arizona 26/ E-1032-95-417 Citizens Utilities Company

1996 New Hampshire 27/ DE 96-252 New England Telephone

1997 lowa 6/ DPU-96-1 U S West — lowa

1997 Ohio 28/ 96-922-TP-UNC Ameritech — Ohio

1997 Michigan 28/ U-11280 Ameritech — Michigan

1997 Michigan 28/ U-112 81 GTE North

1997 Wyoming 27/ 7000-ztr-96-323 US West — Wyoming

1997 lowa 6/ RPU-96-9 US West — lowa

1997 Illinois 28/ 96-0486-0569 Ameritech — lllinois

1997 Indiana 28/ 40611 Ameritech — Indiana

1997 Indiana 27/ 40734 GTE North

1997 Utah 27/ 97-049-08 US West — Utah

1997 Georgia 28/ 7061-U BellSouth — Georgia

1997 Connecticut 25/ 96-04-07 So. New England Telephone
1998 Florida 28/ 960833-TP et. al. BellSouth — Florida

1998 lllinois 27/ 97-0355 GTE North/South

1998 Michigan 33/ U-11726 Detroit Edison

1999 Maryland 8/ 8794 Baltimore Gas & Electric Co.
1999 Maryland 8/ 8795 Delmarva Power & Light Co.
1999 Maryland 8/ 8797 Potomac Edison Company

1999 West Virginia 2/ 98-0452-E-Gl Electric Restructuring

1999 Delaware 24/ 98-98 United Water Company

1999 Pennsylvania 3/ R-00994638 Pennsylvania American Water
1999 West Virginia 2/ 98-0985-W-D West Virginia American Water
1999 Michigan 33/ U-11495 Detroit Edison

2000 Delaware 24/ 99-466 Tidewater Utilities

2000 New Mexico 34/ 3008 US WEST Communications, Inc.
2000 Florida 28/ 990649-TP BellSouth -Florida

2000 New Jersey 1/ WR30174 Consumer New Jersey Water
2000 Pennsylvania 3/ R-00994868 Philadelphia Suburban Water
2000 Pennsylvania 3/ R-0005212 Pennsylvania American Sewerage
2000 Connecticut 25/ 00-07-17 Southern New England Telephone
2001 Kentucky 36/ 2000-373 Jackson Energy Cooperative
2001 Kansas 38/39/40/ 01-WSRE-436-RTS | Western Resources

2001 South Carolina 22/ 2001-93-E Carolina Power & Light Co.

2001 North Dakota 37/ PU-400-00-521 Northern States Power/Xcel Energy
2001 Indiana 29/41/ 41746 Northern Indiana Power Company
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2001 New Jersey 1/ GR01050328 Public Service Electric and Gas

2001 Pennsylvania 3/ R-00016236 York Water Company

2001 Pennsylvania 3/ R-00016339 Pennsylvania America Water

2001 Pennsylvania 3/ R-00016356 Wellsboro Electric Coop.

2001 Florida 4/ 010949-EL Gulf Power Company

2001 Hawaii 42/ 00-309 The Gas Company

2002 Pennsylvania 3/ R-00016750 Philadelphia Suburban

2002 Nevada 43/ 01-10001 &10002 Nevada Power Company

2002 Kentucky 36/ 2001-244 Fleming Mason Electric Coop.

2002 Nevada 43/ 01-11031 Sierra Pacific Power Company

2002 Georgia 27/ 14361-U BellSouth-Georgia

2002 Alaska 44/ U-01-34,82-87,66 Alaska Communications Systems

2002 Wisconsin 45/ 2055-TR-102 CenturyTel

2002 Wisconsin 45/ 5846-TR-102 TelUSA

2002 Vermont 46/ 6596 Citizen’s Energy Services

2002 North Dakota 37/ PU-399-02-183 Montana Dakota Utilities

2002 Kansas 40/ 02-MDWG-922-RTS | Midwest Energy

2002 Kentucky 36/ 2002-00145 Columbia Gas

2002 Oklahoma 47/ 200200166 Reliant Energy ARKLA

2002 New Jersey 1/ GR02040245 Elizabethtown Gas Company

2003 New Jersey 1/ ER02050303 Public Service Electric and Gas Co.

2003 Hawaii 42/ 01-0255 Young Brothers Tug & Barge

2003 New Jersey 1/ ER02080506 Jersey Central Power & Light

2003 New Jersey 1/ ER02100724 Rockland Electric Co.

2003 Pennsylvania 3/ R-00027975 The York Water Co.

2003 Pennsylvania /3 R-00038304 Pennsylvania-American Water Co.

2003 Kansas 20/ 40/ 03-KGSG-602-RTS Kansas Gas Service

2003 Nova Scotia, CN 49/ | EMO NSPI Nova Scotia Power, Inc.

2003 Kentucky 36/ 2003-00252 Union Light Heat & Power

2003 Alaska 44/ U-96-89 ACS Communications, Inc.

2003 Indiana 29/ 42359 PSI Energy, Inc.

2003 Kansas 20/ 40/ 03-ATMG-1036-RTS | Atmos Energy

2003 Florida 50/ 030001-E1 Tampa Electric Company

2003 Maryland 51/ 8960 Washington Gas Light

2003 Hawaii 42/ 02-0391 Hawaiian Electric Company

2003 lllinois 28/ 02-0864 SBC lllinois

2003 Indiana 28/ 42393 SBC Indiana

2004 New Jersey 1/ ER03020110 Atlantic City Electric Co.

2004 Arizona 26/ E-01345A-03-0437 Arizona Public Service Company

2004 Michigan 27/ U-13531 SBC Michigan

2004 New Jersey 1/ GR03080683 South Jersey Gas Company

2004 Kentucky 36/ 2003-00434,00433 Kentucky Utilities, Louisville Gas &
Electric

2004 Florida 50/ 54/ 031033-El Tampa Electric Company

2004 Kentucky 36/ 2004-00067 Delta Natural Gas Company
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2004 Georgia 23/ 18300, 15392, 15393 | Georgia Power Company
2004 Vermont 46/ 6946, 6988 Central Vermont Public Service
Corporation
2004 Delaware 24/ 04-288 Delaware Electric Cooperative
2004 Missouri 58/ ER-2004-0570 Empire District Electric Company
2005 Florida 50/ 041272-El Progress Energy Florida, Inc.
2005 Florida 50/ 041291-El Florida Power & Light Company
2005 California 59/ A.04-12-014 Southern California Edison Co.
2005 Kentucky 36/ 2005-00042 Union Light Heat & Power
2005 Florida 50/ 050045 & 050188-El | Florida Power & Light Co.
2005 Kansas 38/ 40/ 05-WSEE-981-RTS | Westar Energy, Inc.
2006 Delaware 24/ 05-304 Delmarva Power & Light Company
2006 California 59/ A.05-12-002 Pacific Gas & Electric Co.
2006 New Jersey 1/ GR05100845 Public Service Electric and Gas Co.
2006 Colorado 60/ 06S-234EG Public Service Co. of Colorado
2006 Kentucky 36/ 2006-00172 Union Light, Heat & Power
2006 Kansas 40/ 06-KGSG-1209-RTS | Kansas Gas Service
2006 West Virginia 2/ 06-0960-E-42T, Allegheny Power
06-1426-E-D
2006 West Virginia 2/ 05-1120-G-30C, Hope Gas, Inc. and Equitable
06-0441-G-PC, et al. | Resources, Inc.
2007 Delaware 24/ 06-284 Delmarva Power & Light Company
2007 Kentucky 36/ 2006-00464 Atmos Energy Corporation
2007 Colorado 60/ 06S-656G Public Service Co. of Colorado
2007 California 59/ A.06-12-009, San Diego Gas & Electric Co., and
A.06-12-010 Southern California Gas Co.
2007 Kentucky 36/ 2007-00143 Kentucky-American Water Co.
2007 Kentucky 36/ 2007-00089 Delta Natural Gas Co.
2008 Kansas 40/ 08-ATMG-280-RTS | Atmos Energy Corporation
2008 New Jersey 1/ GR07110889 New Jersey Natural Gas Co.
2008 North Dakota 37/ PU-07-776 Northern States Power/Xcel Energy
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PARTICIPATION AS NEGOTIATOR IN FCC TELEPHONE DEPRECIATION
RATE REPRESCRIPTION CONFERENCES

COMPANY

Diamond State Telephone Co. 24/

Bell Telephone of Pennsylvania 3/

Chesapeake & Potomac Telephone Co. - Md. 8/
Southwestern Bell Telephone — Kansas 20/
Southern Bell — Florida 4/

Chesapeake & Potomac Telephone Co.-W.Va. 2/
New Jersey Bell Telephone Co. 1/

Southern Bell - South Carolina 22/

GTE-North — Pennsylvania 3/

YEARS CLIENT

1985 + 1988 Delaware Public Service Comm
1986 + 1989 PA Consumer Advocate

1986 Maryland People’s Counsel
1986 Kansas Corp. Commission
1986 Florida Consumer Advocate
1987 + 1990 West VA Consumer Advocate
1985 + 1988 New Jersey Rate Counsel

1986 + 1989 + 1992
1989

S. Carolina Consumer Advocate
PA Consumer Advocate
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PARTICIPATION IN PROCEEDINGS WHICH WERE
SETTLED BEFORE TESTIMONY WAS SUBMITTED

STATE

Maryland 8/
Nevada 21/

New Jersey 1/
New Jersey 1/
New Jersey 1/
West Virginia 2/
Nevada 21/
Pennsylvania 3/
West Virginia2/
West Virginia2/
New Jersey 1/
New Jersey 1/
New Jersey 1/
Maryland 8/

South Carolina 22/
South Carolina 22/
Kentucky 36/

Kentucky 36/

DOCKET NO.

7878

88-728
WR90090950J
WR900050497J
WR91091483
91-1037-E
92-7002
R-00932873
93-1165-E-D
94-0013-E-D
WR94030059
WR95080346
WR95050219
8796
1999-077-E
1999-072-E
2001-104 & 141

2002-485

UTILITY

Potomac Edison

Southwest Gas

New Jersey American Water
Elizabethtown Water
Garden State Water
Appalachian Power Co.
Central Telephone - Nevada
Blue Mountain Water
Potomac Edison
Monongahela Power

New Jersey American Water
Elizabethtown Water

Toms River Water Co.
Potomac Electric Power Co.
Carolina Power & Light Co.
Carolina Power & Light Co.
Kentucky Utilities, Louisville Gas
and Electric

Jackson Purchase Energy
Corporation
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Clients
1/ New Jersey Rate Counsel/Advocate 33/ Michigan Attorney General
2/ West Virginia Consumer Advocate 34/ New Mexico Attorney General
3/ Pennsylvania OCA 35/ Environmental Protection Agency Enforcement Staff

4/

Florida Office of Public Advocate

36/

Kentucky Attorney General

5/

Toms River Fire Commissioner’s

37/

North Dakota Public Service Commission

6/

lowa Office of Consumer Advocate

38/

Kansas Industrial Group

7/

D.C. People’s Counsel

39/

City of Witchita

8/

Maryland’'s People’s Counsel

40/

Kansas Citizens’ Utility Rate Board

9/

Idaho Public Service Commission

41/

NIPSCO Industrial Group

10/

Western Burglar and Fire Alarm

42/

Hawaii Division of Consumer Advocacy

11/

U.S. Dept. of Defense

43/

Nevada Bureau of Consumer Protection

12/

N.M. State Corporation Comm.

44]

GClI

13/

City of Philadelphia

45/

Wisc. Citizens’ Utility Rate Board

14/ Resorts International 46/ Vermont Department of Public Service

15/ Woodlake Condominium Association | 47/ Oklahoma Corporation Commission

16/ lllinois Attorney General 48/ National Assn. of State Utility Consumer Advocates
17/ Mass Coalition of Municipalities 49/ Nova Scotia Utility and Review Board

18/ U.S. Department of Energy 50/ Florida Office of Public Counsel

19/ Arizona Electric Power Corp. 51/ Maryland Public Service Commission

20/ Kansas Corporation Commission 52/ MCI

21/ Public Service Comm. — Nevada 53/ Transmission Agency of Northern California
22/ SC Dept. of Consumer Affairs 54/ Florida Industrial Power Users Group

23/ Georgia Public Service Comm. 55/ Sierra Club

24/ Delaware Public Service Comm. 56/ Our Children’s Earth Foundation

25/ Conn. Ofc. Of Consumer Counsel 57/ National Parks Conservation Association, Inc.
26/ Arizona Corp. Commission 58/ Missouri Office of the Public Counsel

27/ AT&T 59/ The Utility Reform Network

28/ AT&T/MCI 60/ Colorado Office of Consumer Counsel

29/ IN Office of Utility Consumer 61/ MD State Senator Paul G. Pinsky

Counselor

30/ Unitel (AT&T — Canada) 62/ MD Speaker of the House Michael Busch

31/

Public Interest Advocacy Centre

32/

U.S. General Services Administration
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To protect investors by improving the accuracy and reliability of corporate disclosures July 30, 2002
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made pursuant to the securities laws, and for other purposes.

[H.R. 3763]

Be it enacted by the Senate and House of Representatives of
the United States of America in Congress assembled,

SECTION 1. SHORT TITLE; TABLE OF CONTENTS.

(a) SHORT TITLE.—This Act may be cited as the “Sarbanes- Iesponsibility.
Oxley Act of 2002”.
(b) TABLE OF CONTENTS.—The table of contents for this Act
is as follows:

. 1. Short title; table of contents.

. 2. Definitions.
. 3. Commission rules and enforcement.

TITLE I—PUBLIC COMPANY ACCOUNTING OVERSIGHT BOARD

101.
102.
103.
104.
105.
106.
107.
108.
109.

201.
202.
203.
204.
205.
206.
207.
208.
209.

301.
302.
303.
304.
305.
306.
307.
308.

401.
402.
403.

Establishment; administrative provisions.

Registration with the Board.

Auditing, quality control, and independence standards and rules.
Inspections of registered public accounting firms.

Investigations and disciplinary proceedings.

Foreign public accounting firms.

Commission oversight of the Board.

Accounting standards.

Funding.

TITLE II—AUDITOR INDEPENDENCE

Services outside the scope of practice of auditors.

Preapproval requirements.

Audit partner rotation.

Auditor reports to audit committees.

Conforming amendments.

Conflicts of interest.

Study of mandatory rotation of registered public accounting firms.
Commission authority.

Considerations by appropriate State regulatory authorities.

TITLE III—CORPORATE RESPONSIBILITY

Public company audit committees.

Corporate responsibility for financial reports.
Improper influence on conduct of audits.

Forfeiture of certain bonuses and profits.

Officer and director bars and penalties.

Insider trades during pension fund blackout periods.
Rules of professional responsibility for attorneys.
Fair funds for investors.

TITLE IV—ENHANCED FINANCIAL DISCLOSURES

Disclosures in periodic reports.
Enhanced conflict of interest provisions.

Sarbanes-Oxley
Act of 2002.
Corporate

15 USC 7201
note.

Disclosures of transactions involving management and principal stock-

holders.
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15 USC 7201.

Sec. 404. Management assessment of internal controls.

Sec. 405. Exemption.

Sec. 406. Code of ethics for senior financial officers.

Sec. 407. Disclosure of audit committee financial expert.
Sec. 408. Enhanced review of periodic disclosures by issuers.
Sec. 409. Real time issuer disclosures.

TITLE V—ANALYST CONFLICTS OF INTEREST

Sec. 501. Treatment of securities analysts by registered securities associations and
national securities exchanges.

TITLE VI—COMMISSION RESOURCES AND AUTHORITY

Sec. 601. Authorization of appropriations.

Sec. 602. Appearance and practice before the Commission.

Sec. 603. Federal court authority to impose penny stock bars.

Sec. 604. Qualifications of associated persons of brokers and dealers.

TITLE VII—STUDIES AND REPORTS

Sec. 701. GAO study and report regarding consolidation of public accounting firms.
Sec. 702. Commission study and report regarding credit rating agencies.

Sec. 703. Study and report on violators and violations

Sec. 704. Study of enforcement actions.

Sec. 705. Study of investment banks.

TITLE VIII—CORPORATE AND CRIMINAL FRAUD ACCOUNTABILITY

Sec. 801. Short title.

Sec. 802. Criminal penalties for altering documents.

Sec. 803. Debts nondischargeable if incurred in violation of securities fraud laws.

Sec. 804. Statute of limitations for securities fraud.

Sec. 805. Review of Federal Sentencing Guidelines for obstruction of justice and ex-
tensive criminal fraud.

Sec. 806. Protection for employees of publicly traded companies who provide evi-
dence of fraud.

Sec. 807. Criminal penalties for defrauding shareholders of publicly traded compa-
nies.

TITLE IX—WHITE-COLLAR CRIME PENALTY ENHANCEMENTS

Sec. 901. Short title.

Sec. 902. Attempts and conspiracies to commit criminal fraud offenses.

Sec. 903. Criminal penalties for mail and wire fraud.

Sec. 904. Criminal penalties for violations of the Employee Retirement Income Se-
curity Act of 1974.

Sec. 905. Amendment to sentencing guidelines relating to certain white-collar of-
fenses.

Sec. 906. Corporate responsibility for financial reports.

TITLE X—CORPORATE TAX RETURNS

Sec. 1001. Sense of the Senate regarding the signing of corporate tax returns by
chief executive officers.

TITLE XI—CORPORATE FRAUD AND ACCOUNTABILITY

Sec. 1101. Short title.

Sec. 1102. Tampering with a record or otherwise impeding an official proceeding.

Sec. 1103. Temporary freeze authority for the Securities and Exchange Commis-
sion.

Sec. 1104. Amendment to the Federal Sentencing Guidelines.

Sec. 1105. Authority of the Commission to prohibit persons from serving as officers
or directors.

Sec. 1106. Increased criminal penalties under Securities Exchange Act of 1934.

Sec. 1107. Retaliation against informants.

SEC. 2. DEFINITIONS.

(a) IN GENERAL.—In this Act, the following definitions shall
apply:

(1) APPROPRIATE STATE REGULATORY AUTHORITY.—The term
“appropriate State regulatory authority” means the State
agency or other authority responsible for the licensure or other
regulation of the practice of accounting in the State or States
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having jurisdiction over a registered public accounting firm
or associated person thereof, with respect to the matter in
question.

(2) AUuDIT.—The term “audit” means an examination of
the financial statements of any issuer by an independent public
accounting firm in accordance with the rules of the Board
or the Commission (or, for the period preceding the adoption
of applicable rules of the Board under section 103, in accordance
with then-applicable generally accepted auditing and related
standards for such purposes), for the purpose of expressing
an opinion on such statements.

(3) AUDIT COMMITTEE.—The term “audit committee”
means—

(A) a committee (or equivalent body) established by
and amongst the board of directors of an issuer for the
purpose of overseeing the accounting and financial
reporting processes of the issuer and audits of the financial
statements of the issuer; and

(B) if no such committee exists with respect to an
issuer, the entire board of directors of the issuer.

(4) AupiT REPORT.—The term “audit report” means a docu-
ment or other record—

(A) prepared following an audit performed for purposes
of compliance by an issuer with the requirements of the
securities laws; and

(B) in which a public accounting firm either—

(1) sets forth the opinion of that firm regarding

a financial statement, report, or other document; or

(ii) asserts that no such opinion can be expressed.

(5) BOARD.—The term “Board” means the Public Company
Accounting Oversight Board established under section 101.

(6) CoMMISSION.—The term “Commission” means the Secu-
rities and Exchange Commission.

(7) IsSUER.—The term “issuer” means an issuer (as defined
in section 3 of the Securities Exchange Act of 1934 (15 U.S.C.
78c)), the securities of which are registered under section 12
of that Act (15 U.S.C. 78]), or that is required to file reports
under section 15(d) (15 U.S.C. 780(d)), or that files or has
filed a registration statement that has not yet become effective
under the Securities Act of 1933 (15 U.S.C. 77a et seq.), and
that it has not withdrawn.

(8) NON-AUDIT SERVICES.—The term “non-audit services”
means any professional services provided to an issuer by a
registered public accounting firm, other than those provided
to an issuer in connection with an audit or a review of the
financial statements of an issuer.

(9) PERSON ASSOCIATED WITH A PUBLIC ACCOUNTING FIRM.—

(A) IN GENERAL.—The terms “person associated with
a public accounting firm” (or with a “registered public
accounting firm”) and “associated person of a public
accounting firm” (or of a “registered public accounting
firm”) mean any individual proprietor, partner, share-
holder, principal, accountant, or other professional
employee of a public accounting firm, or any other inde-
pendent contractor or entity that, in connection with the
preparation or issuance of any audit report—
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(i) shares in the profits of, or receives compensation
in any other form from, that firm; or

(i) participates as agent or otherwise on behalf
of such accounting firm in any activity of that firm.

(B) EXEMPTION AUTHORITY.—The Board may, by rule,
exempt persons engaged only in ministerial tasks from
the definition in subparagraph (A), to the extent that the
Board determines that any such exemption is consistent
with the purposes of this Act, the public interest, or the
protection of investors.

(10) PROFESSIONAL STANDARDS.—The term “professional
standards” means—

(A) accounting principles that are—

(i) established by the standard setting body

described in section 19(b) of the Securities Act of 1933,

as amended by this Act, or prescribed by the Commis-

sion under section 19(a) of that Act (15 U.S.C. 17a(s))

or section 13(b) of the Securities Exchange Act of 1934

(15 U.S.C. 78a(m)); and

(i1) relevant to audit reports for particular issuers,
or dealt with in the quality control system of a par-
ticular registered public accounting firm; and

(B) auditing standards, standards for attestation
engagements, quality control policies and procedures, eth-
ical and competency standards, and independence stand-
ards (including rules implementing title II) that the Board
or the Commission determines—

(1) relate to the preparation or issuance of audit
reports for issuers; and

(ii) are established or adopted by the Board under
section 103(a), or are promulgated as rules of the

Commission.

(11) PUBLIC ACCOUNTING FIRM.—The term “public
accounting firm” means—

(A) a proprietorship, partnership, incorporated associa-
tion, corporation, limited liability company, limited liability
partnership, or other legal entity that is engaged in the
practice of public accounting or preparing or issuing audit
reports; and

(B) to the extent so designated by the rules of the
Board, any associated person of any entity described in
subparagraph (A).

(12) REGISTERED PUBLIC ACCOUNTING FIRM.—The term “reg-
istered public accounting firm” means a public accounting firm
registered with the Board in accordance with this Act.

(13) RULES OF THE BOARD.—The term “rules of the Board”
means the bylaws and rules of the Board (as submitted to,
and approved, modified, or amended by the Commission, in
accordance with section 107), and those stated policies, prac-
tices, and interpretations of the Board that the Commission,
by rule, may deem to be rules of the Board, as necessary
or appropriate in the public interest or for the protection of
investors.

(14) SECURITY.—The term “security” has the same meaning
as in section 3(a) of the Securities Exchange Act of 1934 (15
U.S.C. 78c(a)).
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(15) SECURITIES LAWS.—The term “securities laws” means
the provisions of law referred to in section 3(a)(47) of the
Securities Exchange Act of 1934 (15 U.S.C. 78c(a)(47)), as
amended by this Act, and includes the rules, regulations, and
orders issued by the Commission thereunder.

(16) STATE.—The term “State” means any State of the
United States, the District of Columbia, Puerto Rico, the Virgin
Islands, or any other territory or possession of the United
States.

(b) CONFORMING AMENDMENT.—Section 3(a)(47) of the Securi-
ties Exchange Act of 1934 (15 U.S.C. 78c(a)(47)) is amended by
inserting “the Sarbanes-Oxley Act of 2002,” before “the Public”.

SEC. 3. COMMISSION RULES AND ENFORCEMENT.

(a) REGULATORY ACTION.—The Commission shall promulgate
such rules and regulations, as may be necessary or appropriate
in the public interest or for the protection of investors, and in
furtherance of this Act.

(b) ENFORCEMENT.—

(1) IN GENERAL.—A violation by any person of this Act,
any rule or regulation of the Commission issued under this
Act, or any rule of the Board shall be treated for all purposes
in the same manner as a violation of the Securities Exchange
Act of 1934 (15 U.S.C. 78a et seq.) or the rules and regulations
issued thereunder, consistent with the provisions of this Act,
and any such person shall be subject to the same penalties,
and to the same extent, as for a violation of that Act or
such rules or regulations.

(2) INVESTIGATIONS, INJUNCTIONS, AND PROSECUTION OF
OFFENSES.—Section 21 of the Securities Exchange Act of 1934
(15 U.S.C. 78u) is amended—

(A) in subsection (a)(1), by inserting “the rules of the

Public Company Accounting Oversight Board, of which such

person is a registered public accounting firm or a person

associated with such a firm,” after “is a participant,”;
(B) in subsection (d)(1), by inserting “the rules of the

Public Company Accounting Oversight Board, of which such

person is a registered public accounting firm or a person

associated with such a firm,” after “is a participant,”;
(C) in subsection (e), by inserting “the rules of the

Public Company Accounting Oversight Board, of which such

person is a registered public accounting firm or a person

associated with such a firm,” after “is a participant,”; and

(D) in subsection (f), by inserting “or the Public Com-
pany Accounting Oversight Board” after “self-regulatory
organization” each place that term appears.

(3) CEASE-AND-DESIST PROCEEDINGS.—Section 21C(c)(2) of
the Securities Exchange Act of 1934 (15 U.S.C. 78u—3(c)(2))
is amended by inserting “registered public accounting firm (as
defined in section 2 of the Sarbanes-Oxley Act of 2002),” after
“government securities dealer,”.

(4) ENFORCEMENT BY FEDERAL BANKING AGENCIES.—Section
12(i) of the Securities Exchange Act of 1934 (15 U.S.C. 781())
is amended by—

(A) striking “sections 12,” each place it appears and
inserting “sections 10A(m), 12,”; and

15 USC 7202.
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15 USC 7211.

(B) striking “and 16,” each place it appears and
inserting “and 16 of this Act, and sections 302, 303, 304,
3?6, 401(b), 404, 406, and 407 of the Sarbanes-Oxley Act
of 2002,”.

(¢) EFFECT ON COMMISSION AUTHORITY.—Nothing in this Act
or the rules of the Board shall be construed to impair or limit—

(1) the authority of the Commission to regulate the
accounting profession, accounting firms, or persons associated
fvith such firms for purposes of enforcement of the securities
aws;

(2) the authority of the Commission to set standards for
accounting or auditing practices or auditor independence,
derived from other provisions of the securities laws or the
rules or regulations thereunder, for purposes of the preparation
imd issuance of any audit report, or otherwise under applicable
aw; or

(3) the ability of the Commission to take, on the initiative
of the Commission, legal, administrative, or disciplinary action
against any registered public accounting firm or any associated
person thereof.

TITLE I—PUBLIC COMPANY
ACCOUNTING OVERSIGHT BOARD

SEC. 101. ESTABLISHMENT; ADMINISTRATIVE PROVISIONS.

(a) ESTABLISHMENT OF BOARD.—There is established the Public
Company Accounting Oversight Board, to oversee the audit of public
companies that are subject to the securities laws, and related mat-
ters, in order to protect the interests of investors and further
the public interest in the preparation of informative, accurate,
and independent audit reports for companies the securities of which
are sold to, and held by and for, public investors. The Board shall
be a body corporate, operate as a nonprofit corporation, and have
succession until dissolved by an Act of Congress.

(b) StATUS.—The Board shall not be an agency or establishment
of the United States Government, and, except as otherwise provided
in this Act, shall be subject to, and have all the powers conferred
upon a nonprofit corporation by, the District of Columbia Nonprofit
Corporation Act. No member or person employed by, or agent for,
the Board shall be deemed to be an officer or employee of or
agent for the Federal Government by reason of such service.

(¢) DuTiESs OF THE BOARD.—The Board shall, subject to action
by the Commission under section 107, and once a determination
is made by the Commission under subsection (d) of this section—

(1) register public accounting firms that prepare audit
reports for issuers, in accordance with section 102;

(2) establish or adopt, or both, by rule, auditing, quality
control, ethics, independence, and other standards relating to
the preparation of audit reports for issuers, in accordance with
section 103;

(3) conduct inspections of registered public accounting
ﬁrms(i in accordance with section 104 and the rules of the
Board;

(4) conduct investigations and disciplinary proceedings con-
cerning, and impose appropriate sanctions where justified upon,
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registered public accounting firms and associated persons of

such firms, in accordance with section 105;

(5) perform such other duties or functions as the Board
(or the Commission, by rule or order) determines are necessary
or appropriate to promote high professional standards among,
and improve the quality of audit services offered by, registered
public accounting firms and associated persons thereof, or other-
wise to carry out this Act, in order to protect investors, or
to further the public interest;

(6) enforce compliance with this Act, the rules of the Board,
professional standards, and the securities laws relating to the
preparation and issuance of audit reports and the obligations
and liabilities of accountants with respect thereto, by registered
public accounting firms and associated persons thereof;, and

(7) set the budget and manage the operations of the Board
and the staff of the Board.

(d) CoMMISSION DETERMINATION.—The members of the Board
shall take such action (including hiring of staff, proposal of rules,
and adoption of initial and transitional auditing and other profes-
sional standards) as may be necessary or appropriate to enable
the Commission to determine, not later than 270 days after the
date of enactment of this Act, that the Board is so organized
and has the capacity to carry out the requirements of this title,
and to enforce compliance with this title by registered public
accounting firms and associated persons thereof. The Commission
shall be responsible, prior to the appointment of the Board, for
the planning for the establishment and administrative transition
to the Board’s operation.

(e) BOARD MEMBERSHIP.—

(1) ComPOSITION.—The Board shall have 5 members,
appointed from among prominent individuals of integrity and
reputation who have a demonstrated commitment to the
interests of investors and the public, and an understanding
of the responsibilities for and nature of the financial disclosures
required of issuers under the securities laws and the obligations
of accountants with respect to the preparation and issuance
of audit reports with respect to such disclosures.

(2) LIMITATION.—Two members, and only 2 members, of
the Board shall be or have been certified public accountants
pursuant to the laws of 1 or more States, provided that, if
1 of those 2 members is the chairperson, he or she may not
have been a practicing certified public accountant for at least
5 years prior to his or her appointment to the Board.

(3) FULL-TIME INDEPENDENT SERVICE.—Each member of the
Board shall serve on a full-time basis, and may not, concurrent
with service on the Board, be employed by any other person
or engage in any other professional or business activity. No
member of the Board may share in any of the profits of,
or receive payments from, a public accounting firm (or any
other person, as determined by rule of the Commission), other
than fixed continuing payments, subject to such conditions as
the Commission may impose, under standard arrangements
for the retirement of members of public accounting firms.

(4) APPOINTMENT OF BOARD MEMBERS.—

(A) INITIAL BOARD.—Not later than 90 days after the
date of enactment of this Act, the Commission, after con-
sultation with the Chairman of the Board of Governors

Deadline.
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of the Federal Reserve System and the Secretary of the

Treasury, shall appoint the chairperson and other initial

members of the Board, and shall designate a term of service

for each.

(B) VACANCIES.—A vacancy on the Board shall not
affect the powers of the Board, but shall be filled in the
same manner as provided for appointments under this
section.

(5) TERM OF SERVICE.—

(A) IN GENERAL.—The term of service of each Board
member shall be 5 years, and until a successor is appointed,
except that—

(1) the terms of office of the initial Board members

(other than the chairperson) shall expire in annual

increments, 1 on each of the first 4 anniversaries of

the initial date of appointment; and

(i1) any Board member appointed to fill a vacancy
occurring before the expiration of the term for which
the predecessor was appointed shall be appointed only
for the remainder of that term.

(B) TERM LIMITATION.—No person may serve as a
member of the Board, or as chairperson of the Board,
for more than 2 terms, whether or not such terms of
service are consecutive.

(6) REMOVAL FROM OFFICE.—A member of the Board may
be removed by the Commission from office, in accordance with
section 107(d)(3), for good cause shown before the expiration
of the term of that member.

(f) POWERS OF THE BOARD.—In addition to any authority

granted to the Board otherwise in this Act, the Board shall have
the power, subject to section 107—

Contracts.

(1) to sue and be sued, complain and defend, in its corporate
name and through its own counsel, with the approval of the
Commission, in any Federal, State, or other court;

(2) to conduct its operations and maintain offices, and
to exercise all other rights and powers authorized by this Act,
in any State, without regard to any qualification, licensing,
or other provision of law in effect in such State (or a political
subdivision thereof);

(3) to lease, purchase, accept gifts or donations of or other-
wise acquire, improve, use, sell, exchange, or convey, all of
or an interest in any property, wherever situated;

(4) to appoint such employees, accountants, attorneys, and
other agents as may be necessary or appropriate, and to deter-
mine their qualifications, define their duties, and fix their
salaries or other compensation (at a level that is comparable
to private sector self-regulatory, accounting, technical, super-
visory, or other staff or management positions);

(5) to allocate, assess, and collect accounting support fees
established pursuant to section 109, for the Board, and other
fees and charges imposed under this title; and

(6) to enter into contracts, execute instruments, incur liabil-
ities, and do any and all other acts and things necessary,
appropriate, or incidental to the conduct of its operations and
the exercise of its obligations, rights, and powers imposed or
granted by this title.

Exhibit__ (MJM-1)
Page 8 of 66



PUBLIC LAW 107-204—JULY 30, 2002 116 STAT. 753

(g) RULES OF THE BOARD.—The rules of the Board shall, subject
to the approval of the Commission—

(1) provide for the operation and administration of the
Board, the exercise of its authority, and the performance of
its responsibilities under this Act;

(2) permit, as the Board determines necessary or appro-
priate, delegation by the Board of any of its functions to an
individual member or employee of the Board, or to a division
of the Board, including functions with respect to hearing, deter-
mining, ordering, certifying, reporting, or otherwise acting as
to any matter, except that—

(A) the Board shall retain a discretionary right to
review any action pursuant to any such delegated function,
upon its own motion;

(B) a person shall be entitled to a review by the Board
with respect to any matter so delegated, and the decision
of the Board upon such review shall be deemed to be
the action of the Board for all purposes (including appeal
or review thereof); and

(C) if the right to exercise a review described in
subparagraph (A) is declined, or if no such review is sought
within the time stated in the rules of the Board, then
the action taken by the holder of such delegation shall
for all purposes, including appeal or review thereof, be
deemed to be the action of the Board;

(3) establish ethics rules and standards of conduct for Board
members and staff, including a bar on practice before the
Board (and the Commission, with respect to Board-related mat-
ters) of 1 year for former members of the Board, and appropriate
per(‘liods (not to exceed 1 year) for former staff of the Board;
an

(4) provide as otherwise required by this Act.

(h) ANNUAL REPORT TO THE COMMISSION.—The Board shall
submit an annual report (including its audited financial statements)
to the Commission, and the Commission shall transmit a copy
of that report to the Committee on Banking, Housing, and Urban
Affairs of the Senate, and the Committee on Financial Services
of the House of Representatives, not later than 30 days after the
date of receipt of that report by the Commission.

SEC. 102. REGISTRATION WITH THE BOARD.

(a) MANDATORY REGISTRATION.—Beginning 180 days after the
date of the determination of the Commission under section 101(d),
it shall be unlawful for any person that is not a registered public
accounting firm to prepare or issue, or to participate in the prepara-
tion or issuance of, any audit report with respect to any issuer.

(b) APPLICATIONS FOR REGISTRATION.—

(1) FORM OF APPLICATION.—A public accounting firm shall
use such form as the Board may prescribe, by rule, to apply
for registration under this section.

(2) CONTENTS OF APPLICATIONS.—Each public accounting
firm shall submit, as part of its application for registration,
in such detail as the Board shall specify—

(A) the names of all issuers for which the firm prepared
or issued audit reports during the immediately preceding
calendar year, and for which the firm expects to prepare
or issue audit reports during the current calendar year;

Deadline.
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(B) the annual fees received by the firm from each
such issuer for audit services, other accounting services,
and non-audit services, respectively;

(C) such other current financial information for the
most recently completed fiscal year of the firm as the
Board may reasonably request;

(D) a statement of the quality control policies of the
firm for its accounting and auditing practices;

(E) a list of all accountants associated with the firm
who participate in or contribute to the preparation of audit
reports, stating the license or certification number of each
such person, as well as the State license numbers of the
firm itself;

(F) information relating to criminal, civil, or adminis-
trative actions or disciplinary proceedings pending against
the firm or any associated person of the firm in connection
with any audit report;

(G) copies of any periodic or annual disclosure filed
by an issuer with the Commission during the immediately
preceding calendar year which discloses accounting dis-
agreements between such issuer and the firm in connection
with an audit report furnished or prepared by the firm
for such issuer; and

(H) such other information as the rules of the Board
or the Commission shall specify as necessary or appropriate
in the public interest or for the protection of investors.
(3) CoNsENTS.—Each application for registration under this

subsection shall include—

(A) a consent executed by the public accounting firm
to cooperation in and compliance with any request for
testimony or the production of documents made by the
Board in the furtherance of its authority and responsibil-
ities under this title (and an agreement to secure and
enforce similar consents from each of the associated persons
of the public accounting firm as a condition of their contin-
ueg employment by or other association with such firm);
an

(B) a statement that such firm understands and agrees
that cooperation and compliance, as described in the con-
sent required by subparagraph (A), and the securing and
enforcement of such consents from its associated persons,
in accordance with the rules of the Board, shall be a
condition to the continuing effectiveness of the registration
of the firm with the Board.

(c) ACTION ON APPLICATIONS.—

(1) TiMmING.—The Board shall approve a completed applica-
tion for registration not later than 45 days after the date
of receipt of the application, in accordance with the rules of
the Board, unless the Board, prior to such date, issues a written
notice of disapproval to, or requests more information from,
the prospective registrant.

(2) TREATMENT.—A written notice of disapproval of a com-
pleted application under paragraph (1) for registration shall
be treated as a disciplinary sanction for purposes of sections
105(d) and 107(c).

(d) PERIODIC REPORTS.—Each registered public accounting firm

shall submit an annual report to the Board, and may be required
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to report more frequently, as necessary to update the information
contained in its application for registration under this section, and
to provide to the Board such additional information as the Board
or the Commission may specify, in accordance with subsection (b)(2).

(e) PUBLIC AVAILABILITY.—Registration applications and annual
reports required by this subsection, or such portions of such applica-
tions or reports as may be designated under rules of the Board,
shall be made available for public inspection, subject to rules of
the Board or the Commission, and to applicable laws relating to
the confidentiality of proprietary, personal, or other information
contained in such applications or reports, provided that, in all
events, the Board shall protect from public disclosure information
reasonably identified by the subject accounting firm as proprietary
information.

(f) REGISTRATION AND ANNUAL FEES.—The Board shall assess
and collect a registration fee and an annual fee from each registered
public accounting firm, in amounts that are sufficient to recover
the costs of processing and reviewing applications and annual
reports.

SEC. 103. AUDITING, QUALITY CONTROL, AND INDEPENDENCE STAND-
ARDS AND RULES.

(a) AUDITING, QUALITY CONTROL, AND ETHICS STANDARDS.—

(1) IN GENERAL.—The Board shall, by rule, establish,
including, to the extent it determines appropriate, through
adoption of standards proposed by 1 or more professional groups
of accountants designated pursuant to paragraph (3)(A) or
advisory groups convened pursuant to paragraph (4), and
amend or otherwise modify or alter, such auditing and related
attestation standards, such quality control standards, and such
ethics standards to be used by registered public accounting
firms in the preparation and issuance of audit reports, as
required by this Act or the rules of the Commission, or as
may be necessary or appropriate in the public interest or for
the protection of investors.

(2) RULE REQUIREMENTS.—In carrying out paragraph (1),
the Board—

(A) shall include in the auditing standards that it
adopts, requirements that each registered public accounting
firm shall—

(i) prepare, and maintain for a period of not less
than 7 years, audit work papers, and other information
related to any audit report, in sufficient detail to sup-
port the conclusions reached in such report;

(i1) provide a concurring or second partner review
and approval of such audit report (and other related
information), and concurring approval in its issuance,
by a qualified person (as prescribed by the Board)
associated with the public accounting firm, other than
the person in charge of the audit, or by an independent
reviewer (as prescribed by the Board); and

(iii) describe in each audit report the scope of
the auditor’s testing of the internal control structure
and procedures of the issuer, required by section
404(b), and present (in such report or in a separate
report)—

15 USC 7213.
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(I) the findings of the auditor from such
testing;

(II) an evaluation of whether such internal
control structure and procedures—

(aa) include maintenance of records that
in reasonable detail accurately and fairly
reflect the transactions and dispositions of the
assets of the issuer;

(bb) provide reasonable assurance that
transactions are recorded as necessary to
permit preparation of financial statements in
accordance with generally accepted accounting
principles, and that receipts and expenditures
of the issuer are being made only in accord-
ance with authorizations of management and
directors of the issuer; and
(ITT) a description, at a minimum, of material

weaknesses in such internal controls, and of any

material noncompliance found on the basis of such
testing.

(B) shall include, in the quality control standards that
it adopts with respect to the issuance of audit reports,
requirements for every registered public accounting firm
relating to—

(i) monitoring of professional ethics and independ-
ence from issuers on behalf of which the firm issues
audit reports;

(i1) consultation within such firm on accounting
and auditing questions;

(iii) supervision of audit work;

(iv) hiring, professional development, and advance-
ment of personnel;

(v) the acceptance and continuation of engage-
ments;

(vi) internal inspection; and

(vii) such other requirements as the Board may
prescribe, subject to subsection (a)(1).

(3) AUTHORITY TO ADOPT OTHER STANDARDS.—

(A) IN GENERAL.—In carrying out this subsection, the
Board—

(i) may adopt as its rules, subject to the terms
of section 107, any portion of any statement of auditing
standards or other professional standards that the
Board determines satisfy the requirements of para-
graph (1), and that were proposed by 1 or more profes-
sional groups of accountants that shall be designated
or recognized by the Board, by rule, for such purpose,
pursuant to this paragraph or 1 or more advisory
groups convened pursuant to paragraph (4); and

(i1) notwithstanding clause (i), shall retain full
authority to modify, supplement, revise, or subse-
quently amend, modify, or repeal, in whole or in part,
any portion of any statement described in clause ().
(B) INITIAL AND TRANSITIONAL STANDARDS.—The Board

shall adopt standards described in subparagraph (A)(i) as
initial or transitional standards, to the extent the Board
determines necessary, prior to a determination of the
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Commission under section 101(d), and such standards shall

be separately approved by the Commission at the time

of that determination, without regard to the procedures
required by section 107 that otherwise would apply to
the approval of rules of the Board.

(4) ADVISORY GROUPS.—The Board shall convene, or
authorize its staff to convene, such expert advisory groups
as may be appropriate, which may include practicing account-
ants and other experts, as well as representatives of other
interested groups, subject to such rules as the Board may
prescribe to prevent conflicts of interest, to make recommenda-
tions concerning the content (including proposed drafts) of
auditing, quality control, ethics, independence, or other stand-
ards required to be established under this section.

(b) INDEPENDENCE STANDARDS AND RULES.—The Board shall
establish such rules as may be necessary or appropriate in the
public interest or for the protection of investors, to implement,
or as authorized under, title II of this Act.

(¢c) COOPERATION WITH DESIGNATED PROFESSIONAL GROUPS OF
ACCOUNTANTS AND ADVISORY GROUPS.—

(1) IN GENERAL.—The Board shall cooperate on an ongoing
basis with professional groups of accountants designated under
subsection (a)(3)(A) and advisory groups convened under sub-
section (a)(4) in the examination of the need for changes in
any standards subject to its authority under subsection (a),
recommend issues for inclusion on the agendas of such des-
ignated professional groups of accountants or advisory groups,
and take such other steps as it deems appropriate to increase
the effectiveness of the standard setting process.

(2) BOARD RESPONSES.—The Board shall respond in a timely
fashion to requests from designated professional groups of
accountants and advisory groups referred to in paragraph (1)
for any changes in standards over which the Board has
authority.

(d) EVALUATION OF STANDARD SETTING PROCESS.—The Board
shall include in the annual report required by section 101(h) the
results of its standard setting responsibilities during the period
to which the report relates, including a discussion of the work
of the Board with any designated professional groups of accountants
and advisory groups described in paragraphs (3)(A) and (4) of sub-
section (a), and its pending issues agenda for future standard setting
projects.

SEC. 104. INSPECTIONS OF REGISTERED PUBLIC ACCOUNTING FIRMS.

(a) IN GENERAL.—The Board shall conduct a continuing pro-
gram of inspections to assess the degree of compliance of each
registered public accounting firm and associated persons of that
firm with this Act, the rules of the Board, the rules of the Commis-
sion, or professional standards, in connection with its performance
of audits, issuance of audit reports, and related matters involving
issuers.

(b) INSPECTION FREQUENCY.—

(1) IN GENERAL.—Subject to paragraph (2), inspections
required by this section shall be conducted—
(A) annually with respect to each registered public
accounting firm that regularly provides audit reports for
more than 100 issuers; and

15 USC 7214.
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(B) not less frequently than once every 3 years with
respect to each registered public accounting firm that regu-
larly provides audit reports for 100 or fewer issuers.

(2) ADJUSTMENTS TO SCHEDULES.—The Board may, by rule,
adjust the inspection schedules set under paragraph (1) if the
Board finds that different inspection schedules are consistent
with the purposes of this Act, the public interest, and the
protection of investors. The Board may conduct special inspec-
tions at the request of the Commission or upon its own motion.
(c) PROCEDURES.—The Board shall, in each inspection under

this section, and in accordance with its rules for such inspections—

(1) identify any act or practice or omission to act by the
registered public accounting firm, or by any associated person
thereof, revealed by such inspection that may be in violation
of this Act, the rules of the Board, the rules of the Commission,
the firm’s own quality control policies, or professional stand-
ards;

(2) report any such act, practice, or omission, if appropriate,
to the Commission and each appropriate State regulatory
authority; and

(3) begin a formal investigation or take disciplinary action,
if appropriate, with respect to any such violation, in accordance
with this Act and the rules of the Board.

(d) CoNpDUCT OF INSPECTIONS.—In conducting an inspection
of a registered public accounting firm under this section, the Board
shall—

(1) inspect and review selected audit and review engage-
ments of the firm (which may include audit engagements that
are the subject of ongoing litigation or other controversy
between the firm and 1 or more third parties), performed at
various offices and by various associated persons of the firm,
as selected by the Board,

(2) evaluate the sufficiency of the quality control system
of the firm, and the manner of the documentation and commu-
nication of that system by the firm; and

(3) perform such other testing of the audit, supervisory,
and quality control procedures of the firm as are necessary
or appropriate in light of the purpose of the inspection and
the responsibilities of the Board.

(e) RECORD RETENTION.—The rules of the Board may require
the retention by registered public accounting firms for inspection
purposes of records whose retention is not otherwise required by
section 103 or the rules issued thereunder.

(f) PROCEDURES FOR REVIEW.—The rules of the Board shall
provide a procedure for the review of and response to a draft
inspection report by the registered public accounting firm under
inspection. The Board shall take such action with respect to such
response as it considers appropriate (including revising the draft
report or continuing or supplementing its inspection activities before
issuing a final report), but the text of any such response, appro-
priately redacted to protect information reasonably identified by
the accounting firm as confidential, shall be attached to and made
part of the inspection report.

(g) REPORT.—A written report of the findings of the Board
f(})f ﬁesil)ch inspection under this section, subject to subsection (h),
shall be—
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(1) transmitted, in appropriate detail, to the Commission
and each appropriate State regulatory authority, accompanied
by any letter or comments by the Board or the inspector,
and any letter of response from the registered public accounting
firm; and

(2) made available in appropriate detail to the public (sub-
ject to section 105(b)(5)(A), and to the protection of such con-
fidential and proprietary information as the Board may deter-
mine to be appropriate, or as may be required by law), except
that no portions of the inspection report that deal with criti-
cisms of or potential defects in the quality control systems
of the firm under inspection shall be made public if those
criticisms or defects are addressed by the firm, to the satisfac-
tion of the Board, not later than 12 months after the date
of the inspection report.

(h) INTERIM COMMISSION REVIEW.—

(1) REVIEWABLE MATTERS.—A registered public accounting
firm may seek review by the Commission, pursuant to such
rules as the Commission shall promulgate, if the firm—

(A) has provided the Board with a response, pursuant
to rules issued by the Board under subsection (f), to the
substance of particular items in a draft inspection report,
and disagrees with the assessments contained in any final
report prepared by the Board following such response; or

(B) disagrees with the determination of the Board that
criticisms or defects identified in an inspection report have
not been addressed to the satisfaction of the Board within
12 months of the date of the inspection report, for purposes
of subsection (g)(2).

(2) TREATMENT OF REVIEW.—Any decision of the Commis-
sion with respect to a review under paragraph (1) shall not
be reviewable under section 25 of the Securities Exchange
Act of 1934 (15 U.S.C. 78y), or deemed to be “final agency
action” for purposes of section 704 of title 5, United States
Code.

(3) TIMING.—Review under paragraph (1) may be sought
during the 30-day period following the date of the event giving
rise to the review under subparagraph (A) or (B) of paragraph
(D).

SEC. 105. INVESTIGATIONS AND DISCIPLINARY PROCEEDINGS.

(a) IN GENERAL.—The Board shall establish, by rule, subject
to the requirements of this section, fair procedures for the investiga-
tion and disciplining of registered public accounting firms and asso-
ciated persons of such firms.

(b) INVESTIGATIONS.—

(1) AUTHORITY.—In accordance with the rules of the Board,
the Board may conduct an investigation of any act or practice,
or omission to act, by a registered public accounting firm,
any associated person of such firm, or both, that may violate
any provision of this Act, the rules of the Board, the provisions
of the securities laws relating to the preparation and issuance
of audit reports and the obligations and liabilities of account-
ants with respect thereto, including the rules of the Commission
issued under this Act, or professional standards, regardless
of how the act, practice, or omission is brought to the attention
of the Board.

15 USC 7215.
Establishment.
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(2) TESTIMONY AND DOCUMENT PRODUCTION.—In addition

to such other actions as the Board determines to be necessary
or appropriate, the rules of the Board may—

(A) require the testimony of the firm or of any person
associated with a registered public accounting firm, with
respect to any matter that the Board considers relevant
or material to an investigation;

(B) require the production of audit work papers and
any other document or information in the possession of
a registered public accounting firm or any associated person
thereof, wherever domiciled, that the Board considers rel-
evant or material to the investigation, and may inspect
the books and records of such firm or associated person
to verify the accuracy of any documents or information
supplied;

(C) request the testimony of, and production of any
document in the possession of, any other person, including
any client of a registered public accounting firm that the
Board considers relevant or material to an investigation
under this section, with appropriate notice, subject to the
needs of the investigation, as permitted under the rules
of the Board; and

(D) provide for procedures to seek issuance by the
Commission, in a manner established by the Commission,
of a subpoena to require the testimony of, and production
of any document in the possession of, any person, including
any client of a registered public accounting firm, that the
Board considers relevant or material to an investigation
under this section.

(3) NONCOOPERATION WITH INVESTIGATIONS.—

(A) IN GENERAL.—If a registered public accounting firm
or any associated person thereof refuses to testify, produce
documents, or otherwise cooperate with the Board in
connection with an investigation under this section, the
Board may—

(i) suspend or bar such person from being associ-
ated with a registered public accounting firm, or
require the registered public accounting firm to end
such association;

(i1) suspend or revoke the registration of the public
accounting firm; and

(ii1) invoke such other lesser sanctions as the Board
considers appropriate, and as specified by rule of the
Board.

(B) PROCEDURE.—Any action taken by the Board under
this paragraph shall be subject to the terms of section
107(c).

(4) COORDINATION AND REFERRAL OF INVESTIGATIONS.—

(A) COORDINATION.—The Board shall notify the
Commission of any pending Board investigation involving
a potential violation of the securities laws, and thereafter
coordinate its work with the work of the Commission’s
Division of Enforcement, as necessary to protect an ongoing
Commission investigation.

(B) REFERRAL.—The Board may refer an investigation
under this section—

(i) to the Commission;
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(ii) to any other Federal functional regulator (as
defined in section 509 of the Gramm-Leach-Bliley Act

(15 U.S.C. 6809)), in the case of an investigation that

concerns an audit report for an institution that is

subject to the jurisdiction of such regulator; and
(ii1) at the direction of the Commission, to—
(I) the Attorney General of the United States;
(II) the attorney general of 1 or more States;
and
(ITIT) the appropriate State regulatory
authority.

(5) USE OF DOCUMENTS.—

(A) CONFIDENTIALITY.—Except as provided in subpara-
graph (B), all documents and information prepared or
received by or specifically for the Board, and deliberations
of the Board and its employees and agents, in connection
with an inspection under section 104 or with an investiga-
tion under this section, shall be confidential and privileged
as an evidentiary matter (and shall not be subject to civil
discovery or other legal process) in any proceeding in any
Federal or State court or administrative agency, and shall
be exempt from disclosure, in the hands of an agency
or establishment of the Federal Government, under the
Freedom of Information Act (5 U.S.C. 552a), or otherwise,
unless and until presented in connection with a public
proceeding or released in accordance with subsection (c).

(B) AVAILABILITY TO GOVERNMENT AGENCIES.—Without
the loss of its status as confidential and privileged in
the hands of the Board, all information referred to in
subparagraph (A) may—

(1) be made available to the Commission; and
(i1) in the discretion of the Board, when determined
by the Board to be necessary to accomplish the pur-
poses of this Act or to protect investors, be made avail-
able to—
(I) the Attorney General of the United States;
(IT) the appropriate Federal functional regu-
lator (as defined in section 509 of the Gramm-
Leach-Bliley Act (15 U.S.C. 6809)), other than the
Commission, with respect to an audit report for
an institution subject to the jurisdiction of such
regulator;
(IIT) State attorneys general in connection with
any criminal investigation; and
(IV) any appropriate State regulatory
authority,

each of which shall maintain such information as confiden-

tial and privileged.

(6) IMMUNITY.—Any employee of the Board engaged in
carrying out an investigation under this Act shall be immune
from any civil liability arising out of such investigation in
the same manner and to the same extent as an employee
of the Federal Government in similar circumstances.

(c) DISCIPLINARY PROCEDURES.—

(1) NOTIFICATION; RECORDKEEPING.—The rules of the Board

shall provide that in any proceeding by the Board to determine
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whether a registered public accounting firm, or an associated
person thereof, should be disciplined, the Board shall—

(A) bring specific charges with respect to the firm
or associated person;

(B) notify such firm or associated person of, and provide
to the firm or associated person an opportunity to defend
against, such charges; and

(C) keep a record of the proceedings.

(2) PUBLIC HEARINGS.—Hearings under this section shall
not be public, unless otherwise ordered by the Board for good
cause shown, with the consent of the parties to such hearing.

(3) SUPPORTING STATEMENT.—A determination by the Board
to impose a sanction under this subsection shall be supported
by a statement setting forth—

(A) each act or practice in which the registered public
accounting firm, or associated person, has engaged (or
omitted to engage), or that forms a basis for all or a
part of such sanction;

(B) the specific provision of this Act, the securities
laws, the rules of the Board, or professional standards
which the Board determines has been violated; and

(C) the sanction imposed, including a justification for
that sanction.

(4) SANCTIONS.—If the Board finds, based on all of the
facts and circumstances, that a registered public accounting
firm or associated person thereof has engaged in any act or
practice, or omitted to act, in violation of this Act, the rules
of the Board, the provisions of the securities laws relating
to the preparation and issuance of audit reports and the obliga-
tions and liabilities of accountants with respect thereto,
including the rules of the Commission issued under this Act,
or professional standards, the Board may impose such discipli-
nary or remedial sanctions as it determines appropriate, subject
to applicable limitations under paragraph (5), including—

(A) temporary suspension or permanent revocation of
registration under this title;

(B) temporary or permanent suspension or bar of a
person from further association with any registered public
accounting firm;

(C) temporary or permanent limitation on the activi-
ties, functions, or operations of such firm or person (other
than in connection with required additional professional
education or training);

(D) a civil money penalty for each such violation, in
an amount equal to—

(i) not more than $100,000 for a natural person
or $2,000,000 for any other person; and

(il) in any case to which paragraph (5) applies,
not more than $750,000 for a natural person or
$15,000,000 for any other person;

(E) censure;

(F) required additional professional education or
training; or

(G) any other appropriate sanction provided for in the
rules of the Board.

Exhibit__ (MJM-1)
Page 18 of 66



Exhibit__ (MJM-1)
Page 19 of 66

PUBLIC LAW 107-204—JULY 30, 2002 116 STAT. 763

(5) INTENTIONAL OR OTHER KNOWING CONDUCT.—The sanc-
tions and penalties described in subparagraphs (A) through
(C) and (D)(ii) of paragraph (4) shall only apply to—

(A) intentional or knowing conduct, including reckless
conduct, that results in violation of the applicable statutory,
regulatory, or professional standard; or

(B) repeated instances of negligent conduct, each
resulting in a violation of the applicable statutory, regu-
latory, or professional standard.

(6) FAILURE TO SUPERVISE.—

(A) IN GENERAL.—The Board may impose sanctions
under this section on a registered accounting firm or upon
the supervisory personnel of such firm, if the Board finds
that—

(i) the firm has failed reasonably to supervise an
associated person, either as required by the rules of
the Board relating to auditing or quality control stand-
ards, or otherwise, with a view to preventing violations
of this Act, the rules of the Board, the provisions
of the securities laws relating to the preparation and
issuance of audit reports and the obligations and liabil-
ities of accountants with respect thereto, including the
rules of the Commission under this Act, or professional
standards; and

(i1) such associated person commits a violation of
this Act, or any of such rules, laws, or standards.
(B) RULE OF CONSTRUCTION.—No associated person of

a registered public accounting firm shall be deemed to

have failed reasonably to supervise any other person for

purposes of subparagraph (A), if—

(1) there have been established in and for that
firm procedures, and a system for applying such proce-
dures, that comply with applicable rules of the Board
and that would reasonably be expected to prevent and
de%ect any such violation by such associated person;
an

(i1) such person has reasonably discharged the
duties and obligations incumbent upon that person
by reason of such procedures and system, and had
no reasonable cause to believe that such procedures
and system were not being complied with.

(7) EFFECT OF SUSPENSION.—

(A) ASSOCIATION WITH A PUBLIC ACCOUNTING FIRM.—
It shall be unlawful for any person that is suspended
or barred from being associated with a registered public
accounting firm under this subsection willfully to become
or remain associated with any registered public accounting
firm, or for any registered public accounting firm that
knew, or, in the exercise of reasonable care should have
known, of the suspension or bar, to permit such an associa-
tion, without the consent of the Board or the Commission.

(B) ASSOCIATION WITH AN ISSUER.—It shall be unlawful
for any person that is suspended or barred from being
associated with an issuer under this subsection willfully
to become or remain associated with any issuer in an
accountancy or a financial management capacity, and for
any issuer that knew, or in the exercise of reasonable
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care should have known, of such suspension or bar, to

permit such an association, without the consent of the

Board or the Commission.

(d) REPORTING OF SANCTIONS.—

(1) REcIPIENTS.—If the Board imposes a disciplinary sanc-
tion, in accordance with this section, the Board shall report
the sanction to—

(A) the Commission;

(B) any appropriate State regulatory authority or any
foreign accountancy licensing board with which such firm
or person is licensed or certified; and

(C) the public (once any stay on the imposition of
such sanction has been lifted).

(2) CONTENTS.—The information reported under paragraph
(1) shall include—

(A) the name of the sanctioned person;

(B) a description of the sanction and the basis for
its imposition; and

(C) such other information as the Board deems appro-
priate.

(e) STAY OF SANCTIONS.—

(1) IN GENERAL.—Application to the Commission for review,
or the institution by the Commission of review, of any discipli-
nary action of the Board shall operate as a stay of any such
disciplinary action, unless and until the Commission orders
(summarily or after notice and opportunity for hearing on the
question of a stay, which hearing may consist solely of the
submission of affidavits or presentation of oral arguments) that
no such stay shall continue to operate.

(2) EXPEDITED PROCEDURES.—The Commission shall estab-
lish for appropriate cases an expedited procedure for consider-
ation and determination of the question of the duration of
a stay pending review of any disciplinary action of the Board
under this subsection.

15 USC 7216. SEC. 106. FOREIGN PUBLIC ACCOUNTING FIRMS.

(a) APPLICABILITY TO CERTAIN FOREIGN FIRMS.—

(1) IN GENERAL.—Any foreign public accounting firm that
prepares or furnishes an audit report with respect to any issuer,
shall be subject to this Act and the rules of the Board and
the Commission issued under this Act, in the same manner
and to the same extent as a public accounting firm that is
organized and operates under the laws of the United States
or any State, except that registration pursuant to section 102
shall not by itself provide a basis for subjecting such a foreign
public accounting firm to the jurisdiction of the Federal or
State courts, other than with respect to controversies between
such firms and the Board.

(2) BOARD AUTHORITY.—The Board may, by rule, determine
that a foreign public accounting firm (or a class of such firms)
that does not issue audit reports nonetheless plays such a
substantial role in the preparation and furnishing of such
reports for particular issuers, that it is necessary or appro-
priate, in light of the purposes of this Act and in the public
interest or for the protection of investors, that such firm (or
class of firms) should be treated as a public accounting firm
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(or firms) for purposes of registration under, and oversight

by the Board in accordance with, this title.

(b) PRODUCTION OF AUDIT WORKPAPERS.—

(1) CONSENT BY FOREIGN FIRMS.—If a foreign public
accounting firm issues an opinion or otherwise performs mate-
rial services upon which a registered public accounting firm
relies in issuing all or part of any audit report or any opinion
contained in an audit report, that foreign public accounting
firm shall be deemed to have consented—

(A) to produce its audit workpapers for the Board
or the Commission in connection with any investigation
by either body with respect to that audit report; and

(B) to be subject to the jurisdiction of the courts of
the United States for purposes of enforcement of any
request for production of such workpapers.

(2) CONSENT BY DOMESTIC FIRMS.—A registered public
accounting firm that relies upon the opinion of a foreign public
accounting firm, as described in paragraph (1), shall be
deemed—

(A) to have consented to supplying the audit
workpapers of that foreign public accounting firm in
response to a request for production by the Board or the
Commission; and

(B) to have secured the agreement of that foreign public
accounting firm to such production, as a condition of its
]fr‘eliance on the opinion of that foreign public accounting
irm.

(c) EXEMPTION AUTHORITY.—The Commission, and the Board,
subject to the approval of the Commission, may, by rule, regulation,
or order, and as the Commission (or Board) determines necessary
or appropriate in the public interest or for the protection of inves-
tors, either unconditionally or upon specified terms and conditions
exempt any foreign public accounting firm, or any class of such
firms, from any provision of this Act or the rules of the Board
or the Commission issued under this Act.

(d) DEFINITION.—In this section, the term “foreign public
accounting firm” means a public accounting firm that is organized
and operates under the laws of a foreign government or political
subdivision thereof.

SEC. 107. COMMISSION OVERSIGHT OF THE BOARD.

(a) GENERAL OVERSIGHT RESPONSIBILITY.—The Commission
shall have oversight and enforcement authority over the Board,
as provided in this Act. The provisions of section 17(a)(1) of the
Securities Exchange Act of 1934 (15 U.S.C. 78q(a)(1)), and of section
17(b)(1) of the Securities Exchange Act of 1934 (15 U.S.C. 78q(b)(1))
shall apply to the Board as fully as if the Board were a “registered
secg;‘iti)es association” for purposes of those sections 17(a)(1) and
17(b)(1).

(b) RULES OF THE BOARD.—

(1) DEFINITION.—In this section, the term “proposed rule”
means any proposed rule of the Board, and any modification
of any such rule.

(2) PRIOR APPROVAL REQUIRED.—No rule of the Board shall
become effective without prior approval of the Commission in
accordance with this section, other than as provided in section
103(a)(3)(B) with respect to initial or transitional standards.

15 USC 7217.
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(3) APPROVAL CRITERIA.—The Commission shall approve
a proposed rule, if it finds that the rule is consistent with
the requirements of this Act and the securities laws, or is
necessary or appropriate in the public interest or for the protec-
tion of investors.

(4) PROPOSED RULE PROCEDURES.—The provisions of para-
graphs (1) through (3) of section 19(b) of the Securities
Exchange Act of 1934 (15 U.S.C. 78s(b)) shall govern the pro-
posed rules of the Board, as fully as if the Board were a
“registered securities association” for purposes of that section
19(b), except that, for purposes of this paragraph—

(A) the phrase “consistent with the requirements of
this title and the rules and regulations thereunder
applicable to such organization” in section 19(b)(2) of that
Act shall be deemed to read “consistent with the require-
ments of title I of the Sarbanes-Oxley Act of 2002, and
the rules and regulations issued thereunder applicable to
such organization, or as necessary or appropriate in the
public interest or for the protection of investors”; and

(B) the phrase “otherwise in furtherance of the pur-
poses of this title” in section 19(b)(3)(C) of that Act shall
be deemed to read “otherwise in furtherance of the purposes
of title I of the Sarbanes-Oxley Act of 2002”.

(5) COMMISSION AUTHORITY TO AMEND RULES OF THE
BOARD.—The provisions of section 19(c) of the Securities
Exchange Act of 1934 (15 U.S.C. 78s(c)) shall govern the abroga-
tion, deletion, or addition to portions of the rules of the Board
by the Commission as fully as if the Board were a “registered
securities association” for purposes of that section 19(c), except
that the phrase “to conform its rules to the requirements of
this title and the rules and regulations thereunder applicable
to such organization, or otherwise in furtherance of the pur-
poses of this title” in section 19(c) of that Act shall, for purposes
of this paragraph, be deemed to read “to assure the fair
administration of the Public Company Accounting Oversight
Board, conform the rules promulgated by that Board to the
requirements of title I of the Sarbanes-Oxley Act of 2002,
or otherwise further the purposes of that Act, the securities
laws, and the rules and regulations thereunder applicable to
that Board”.

(c) ComMMISSION REVIEW OF DISCIPLINARY ACTION TAKEN BY

THE BOARD.—

(1) NOTICE OF SANCTION.—The Board shall promptly file
notice with the Commission of any final sanction on any reg-
istered public accounting firm or on any associated person
thereof, in such form and containing such information as the
Commission, by rule, may prescribe.

(2) REVIEW OF SANCTIONS.—The provisions of sections
19(d)(2) and 19(e)(1) of the Securities Exchange Act of 1934
(15 U.S.C. 78s (d)2) and (e)(1)) shall govern the review by
the Commission of final disciplinary sanctions imposed by the
Board (including sanctions imposed under section 105(b)(3) of
this Act for noncooperation in an investigation of the Board),
as fully as if the Board were a self-regulatory organization
and the Commission were the appropriate regulatory agency
for such organization for purposes of those sections 19(d)(2)
and 19(e)(1), except that, for purposes of this paragraph—
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(A) section 105(e) of this Act (rather than that section
19(d)(2)) shall govern the extent to which application for,
or institution by the Commission on its own motion of),
review of any disciplinary action of the Board operates
as a stay of such action;

(B) references in that section 19(e)(1) to “members”
of such an organization shall be deemed to be references
to registered public accounting firms;

(C) the phrase “consistent with the purposes of this
title” in that section 19(e)(1) shall be deemed to read “con-
sistent with the purposes of this title and title I of the
Sarbanes-Oxley Act of 2002”;

(D) references to rules of the Municipal Securities Rule-
making Board in that section 19(e)(1) shall not apply; and

(E) the reference to section 19(e)(2) of the Securities
Exchange Act of 1934 shall refer instead to section 107(c)(3)
of this Act.

(3) COMMISSION MODIFICATION AUTHORITY.—The Commis-
sion may enhance, modify, cancel, reduce, or require the remis-
sion of a sanction imposed by the Board upon a registered
public accounting firm or associated person thereof, if the
Commission, having due regard for the public interest and
the protection of investors, finds, after a proceeding in accord-
ance with this subsection, that the sanction—

(A) is not necessary or appropriate in furtherance of
this Act or the securities laws; or

(B) is excessive, oppressive, inadequate, or otherwise
not appropriate to the finding or the basis on which the
sanction was imposed.

(d) CENSURE OF THE BOARD; OTHER SANCTIONS.—

(1) RESCISSION OF BOARD AUTHORITY.—The Commission,
by rule, consistent with the public interest, the protection of
investors, and the other purposes of this Act and the securities
laws, may relieve the Board of any responsibility to enforce
compliance with any provision of this Act, the securities laws,
the rules of the Board, or professional standards.

(2) CENSURE OF THE BOARD; LIMITATIONS.—The Commission
may, by order, as it determines necessary or appropriate in
the public interest, for the protection of investors, or otherwise
in furtherance of the purposes of this Act or the securities
laws, censure or impose limitations upon the activities, func-
tions, and operations of the Board, if the Commission finds,
on the record, after notice and opportunity for a hearing, that
the Board—

(A) has violated or is unable to comply with any provi-
sion of this Act, the rules of the Board, or the securities
laws; or

(B) without reasonable justification or excuse, has
failed to enforce compliance with any such provision or
rule, or any professional standard by a registered public
accounting firm or an associated person thereof.

(3) CENSURE OF BOARD MEMBERS; REMOVAL FROM OFFICE.—
The Commission may, as necessary or appropriate in the public
interest, for the protection of investors, or otherwise in further-
ance of the purposes of this Act or the securities laws, remove
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from office or censure any member of the Board, if the Commis-
sion finds, on the record, after notice and opportunity for a
hearing, that such member—
(A) has willfully violated any provision of this Act,
the rules of the Board, or the securities laws;
(B) has willfully abused the authority of that member;
or
(C) without reasonable justification or excuse, has
failed to enforce compliance with any such provision or
rule, or any professional standard by any registered public
accounting firm or any associated person thereof.

15 USC 7218. SEC. 108. ACCOUNTING STANDARDS.

(a) AMENDMENT TO SECURITIES ACT OF 1933.—Section 19 of

the Securities Act of 1933 (15 U.S.C. 77s) is amended—

(1) by redesignating subsections (b) and (c) as subsections
(c) and (d), respectively; and

(2) by inserting after subsection (a) the following:

“(b) RECOGNITION OF ACCOUNTING STANDARDS.—

“(1) IN GENERAL.—In carrying out its authority under sub-
section (a) and under section 13(b) of the Securities Exchange
Act of 1934, the Commission may recognize, as ‘generally
accepted’ for purposes of the securities laws, any accounting
principles established by a standard setting body—

“(A) that—

“(1) is organized as a private entity;

“(i1) has, for administrative and operational pur-
poses, a board of trustees (or equivalent body) serving
in the public interest, the majority of whom are not,
concurrent with their service on such board, and have
not been during the 2-year period preceding such
service, associated persons of any registered public
accounting firm;

“(iii) is funded as provided in section 109 of the
Sarbanes-Oxley Act of 2002;

“(iv) has adopted procedures to ensure prompt
consideration, by majority vote of its members, of
changes to accounting principles necessary to reflect
emerging accounting issues and changing business
practices; and

“(v) considers, in adopting accounting principles,
the need to keep standards current in order to reflect
changes in the business environment, the extent to
which international convergence on high quality
accounting standards is necessary or appropriate in
the public interest and for the protection of investors;
and
“(B) that the Commission determines has the capacity

to assist the Commission in fulfilling the requirements

of subsection (a) and section 13(b) of the Securities

Exchange Act of 1934, because, at a minimum, the standard

setting body is capable of improving the accuracy and

effectiveness of financial reporting and the protection of
investors under the securities laws.
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“(2) ANNUAL REPORT.—A standard setting body described
in paragraph (1) shall submit an annual report to the Commis-
sion and the public, containing audited financial statements
of that standard setting body.”.

(b) COMMISSION AUTHORITY.—The Commission shall promul-
gate such rules and regulations to carry out section 19(b) of the
Securities Act of 1933, as added by this section, as it deems nec-
essary or appropriate in the public interest or for the protection
of investors.

(c) No EFrecT ON COMMISSION POWERS.—Nothing in this Act,
including this section and the amendment made by this section,
shall be construed to impair or limit the authority of the Commis-
sion to establish accounting principles or standards for purposes
of enforcement of the securities laws.

(d) STUDY AND REPORT ON ADOPTING PRINCIPLES-BASED
ACCOUNTING.—

(1) STUDY.—

(A) IN GENERAL.—The Commission shall conduct a
study on the adoption by the United States financial
reporting system of a principles-based accounting system.

(B) Stupy Topics.—The study required by subpara-
graph (A) shall include an examination of—

(i) the extent to which principles-based accounting
and financial reporting exists in the United States;

(ii) the length of time required for change from
a rules-based to a principles-based financial reporting
system;

(iii) the feasibility of and proposed methods by
thilch a principles-based system may be implemented;
an

(iv) a thorough economic analysis of the
implementation of a principles-based system.

(2) REPORT.—Not later than 1 year after the date of enact-
ment of this Act, the Commission shall submit a report on
the results of the study required by paragraph (1) to the Com-
mittee on Banking, Housing, and Urban Affairs of the Senate
and the Committee on Financial Services of the House of Rep-
resentatives.

SEC. 109. FUNDING.

(a) IN GENERAL.—The Board, and the standard setting body
designated pursuant to section 19(b) of the Securities Act of 1933,
as amended by section 108, shall be funded as provided in this
section.

(b) ANNUAL BUDGETS.—The Board and the standard setting
body referred to in subsection (a) shall each establish a budget
for each fiscal year, which shall be reviewed and approved according
to their respective internal procedures not less than 1 month prior
to the commencement of the fiscal year to which the budget pertains
(or at the beginning of the Board’s first fiscal year, which may
be a short fiscal year). The budget of the Board shall be subject
to approval by the Commission. The budget for the first fiscal
year of the Board shall be prepared and approved promptly fol-
lowing the appointment of the initial five Board members, to permit
action by the Board of the organizational tasks contemplated by
section 101(d).

(c) SOURCES AND USES OF FUNDS.—

Regulations.

15 USC 7219.
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(1) RECOVERABLE BUDGET EXPENSES.—The budget of the
Board (reduced by any registration or annual fees received
under section 102(e) for the year preceding the year for which
the budget is being computed), and all of the budget of the
standard setting body referred to in subsection (a), for each
fiscal year of each of those 2 entities, shall be payable from
annual accounting support fees, in accordance with subsections
(d) and (e). Accounting support fees and other receipts of the
Board and of such standard-setting body shall not be considered
public monies of the United States.

(2) FUNDS GENERATED FROM THE COLLECTION OF MONETARY
PENALTIES.—Subject to the availability in advance in an appro-
priations Act, and notwithstanding subsection (i), all funds
collected by the Board as a result of the assessment of monetary
penalties shall be used to fund a merit scholarship program
for undergraduate and graduate students enrolled in accredited
accounting degree programs, which program is to be adminis-
tered by the Board or by an entity or agent identified by
the Board.

(d) ANNUAL ACCOUNTING SUPPORT FEE FOR THE BOARD.—

(1) ESTABLISHMENT OF FEE.—The Board shall establish,
with the approval of the Commission, a reasonable annual
accounting support fee (or a formula for the computation
thereof), as may be necessary or appropriate to establish and
maintain the Board. Such fee may also cover costs incurred
in the Board’s first fiscal year (which may be a short fiscal
year), or may be levied separately with respect to such short
fiscal year.

(2) ASSESSMENTS.—The rules of the Board under paragraph
(1) shall provide for the equitable allocation, assessment, and
collection by the Board (or an agent appointed by the Board)
of the fee established under paragraph (1), among issuers,
in accordance with subsection (g), allowing for differentiation
among classes of issuers, as appropriate.

(e) ANNUAL ACCOUNTING SUPPORT FEE FOR STANDARD SETTING

Bobpy.—The annual accounting support fee for the standard setting
body referred to in subsection (a)—

(1) shall be allocated in accordance with subsection (g),
and assessed and collected against each issuer, on behalf of
the standard setting body, by 1 or more appropriate designated
collection agents, as may be necessary or appropriate to pay
for the budget and provide for the expenses of that standard
setting body, and to provide for an independent, stable source
of gunding for such body, subject to review by the Commission;
an

(2) may differentiate among different classes of issuers.
(f) LIMITATION ON FEE.—The amount of fees collected under

this section for a fiscal year on behalf of the Board or the standards
setting body, as the case may be, shall not exceed the recoverable
budget expenses of the Board or body, respectively (which may
include operating, capital, and accrued items), referred to in sub-
section (c)(1).

(g) ALLOCATION OF ACCOUNTING SUPPORT FEES AMONG

ISSUERS.—Any amount due from issuers (or a particular class of
issuers) under this section to fund the budget of the Board or
the standard setting body referred to in subsection (a) shall be
allocated among and payable by each issuer (or each issuer in
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a particular class, as applicable) in an amount equal to the total
of such amount, multiplied by a fraction—

(1) the numerator of which is the average monthly equity
market capitalization of the issuer for the 12-month period
immediately preceding the beginning of the fiscal year to which
such budget relates; and

(2) the denominator of which is the average monthly equity
markgt capitalization of all such issuers for such 12-month
period.

(h) CONFORMING AMENDMENTS.—Section 13(b)(2) of the Securi-
ties Exchange Act of 1934 (15 U.S.C. 78m(b)(2)) is amended—

d(1) in subparagraph (A), by striking “and” at the end;
an

(2) in subparagraph (B), by striking the period at the
end and inserting the following: “; and

“(C) notwithstanding any other provision of law, pay the
allocable share of such issuer of a reasonable annual accounting
support fee or fees, determined in accordance with section 109
of the Sarbanes-Oxley Act of 2002.”.

(i) RULE OF CONSTRUCTION.—Nothing in this section shall be
construed to render either the Board, the standard setting body
referred to in subsection (a), or both, subject to procedures in
Congress to authorize or appropriate public funds, or to prevent
such organization from utilizing additional sources of revenue for
its activities, such as earnings from publication sales, provided
that each additional source of revenue shall not jeopardize, in
the judgment of the Commission, the actual and perceived independ-
ence of such organization.

(j) START-UP EXPENSES OF THE BOARD.—From the unexpended
balances of the appropriations to the Commission for fiscal year
2003, the Secretary of the Treasury is authorized to advance to
the Board not to exceed the amount necessary to cover the expenses
of the Board during its first fiscal year (which may be a short
fiscal year).

TITLE II—AUDITOR INDEPENDENCE

SEC. 201. SERVICES OUTSIDE THE SCOPE OF PRACTICE OF AUDITORS.

(a) PROHIBITED ACTIVITIES.—Section 10A of the Securities
Exchange Act of 1934 (15 U.S.C. 78j-1) is amended by adding
at the end the following:

“(g) PROHIBITED ACTIVITIES.—Except as provided in subsection
(h), it shall be unlawful for a registered public accounting firm
(and any associated person of that firm, to the extent determined
appropriate by the Commission) that performs for any issuer any
audit required by this title or the rules of the Commission under
this title or, beginning 180 days after the date of commencement
of the operations of the Public Company Accounting Oversight
Board established under section 101 of the Sarbanes-Oxley Act
of 2002 (in this section referred to as the ‘Board’), the rules of
the Board, to provide to that issuer, contemporaneously with the
audit, any non-audit service, including—

“(1) bookkeeping or other services related to the accounting
records or financial statements of the audit client;

“(2) financial information systems design and implementa-
tion;
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15 USC 7231.

“(3) appraisal or valuation services, fairness opinions, or
contribution-in-kind reports;

“(4) actuarial services;

“(5) internal audit outsourcing services;

“(6) management functions or human resources;

“(7) broker or dealer, investment adviser, or investment
banking services;

“(8) legal services and expert services unrelated to the
audit; and

“(9) any other service that the Board determines, by regula-
tion, is impermissible.

“(h) PREAPPROVAL REQUIRED FOR NON-AUDIT SERVICES.—A reg-
istered public accounting firm may engage in any non-audit service,
including tax services, that is not described in any of paragraphs
(1) through (9) of subsection (g) for an audit client, only if the
activity is approved in advance by the audit committee of the
issuer, in accordance with subsection (i).”.

(b) EXEMPTION AUTHORITY.—The Board may, on a case by
case basis, exempt any person, issuer, public accounting firm, or
transaction from the prohibition on the provision of services under
section 10A(g) of the Securities Exchange Act of 1934 (as added
by this section), to the extent that such exemption is necessary
or appropriate in the public interest and is consistent with the
protection of investors, and subject to review by the Commission
in the same manner as for rules of the Board under section 107.

SEC. 202. PREAPPROVAL REQUIREMENTS.

Section 10A of the Securities Exchange Act of 1934 (15 U.S.C.
78j—1), as amended by this Act, is amended by adding at the
end the following:

“(i) PREAPPROVAL REQUIREMENTS.—

“(1) IN GENERAL.—

“(A) AUDIT COMMITTEE ACTION.—AIll auditing services
(which may entail providing comfort letters in connection
with securities underwritings or statutory audits required
for insurance companies for purposes of State law) and
non-audit services, other than as provided in subparagraph
(B), provided to an issuer by the auditor of the issuer
shall be preapproved by the audit committee of the issuer.

“(B) DE MINIMUS EXCEPTION.—The preapproval require-
ment under subparagraph (A) is waived with respect to
the provision of non-audit services for an issuer, if—

“(i) the aggregate amount of all such non-audit
services provided to the issuer constitutes not more
than 5 percent of the total amount of revenues paid
by the issuer to its auditor during the fiscal year
in which the nonaudit services are provided;

“(i1) such services were not recognized by the issuer
at the time of the engagement to be non-audit services;
and

“(iii) such services are promptly brought to the
attention of the audit committee of the issuer and
approved prior to the completion of the audit by the
audit committee or by 1 or more members of the audit
committee who are members of the board of directors
to whom authority to grant such approvals has been
delegated by the audit committee.
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“(2) DISCLOSURE TO INVESTORS.—Approval by an audit com-
mittee of an issuer under this subsection of a non-audit service
to be performed by the auditor of the issuer shall be disclosed
to investors in periodic reports required by section 13(a).

“(3) DELEGATION AUTHORITY.—The audit committee of an
issuer may delegate to 1 or more designated members of the
audit committee who are independent directors of the board
of directors, the authority to grant preapprovals required by
this subsection. The decisions of any member to whom authority
is delegated under this paragraph to preapprove an activity
under this subsection shall be presented to the full audit com-
mittee at each of its scheduled meetings.

“(4) APPROVAL OF AUDIT SERVICES FOR OTHER PURPOSES.—
In carrying out its duties under subsection (m)(2), if the audit
committee of an issuer approves an audit service within the
scope of the engagement of the auditor, such audit service
shall be deemed to have been preapproved for purposes of
this subsection.”.

SEC. 203. AUDIT PARTNER ROTATION.

Section 10A of the Securities Exchange Act of 1934 (15 U.S.C.
78j—1), as amended by this Act, is amended by adding at the
end the following:

“(j) AuDIT PARTNER ROTATION.—It shall be unlawful for a reg-
istered public accounting firm to provide audit services to an issuer
if the lead (or coordinating) audit partner (having primary responsi-
bility for the audit), or the audit partner responsible for reviewing
the audit, has performed audit services for that issuer in each
of the 5 previous fiscal years of that issuer.”.

SEC. 204. AUDITOR REPORTS TO AUDIT COMMITTEES.

Section 10A of the Securities Exchange Act of 1934 (15 U.S.C.
78j—1), as amended by this Act, is amended by adding at the
end the following:

“(k) REPORTS TO AUDIT COMMITTEES.—Each registered public
accounting firm that performs for any issuer any audit required
by this title shall timely report to the audit committee of the
issuer—

“(1) all critical accounting policies and practices to be used;

“(2) all alternative treatments of financial information
within generally accepted accounting principles that have been
discussed with management officials of the issuer, ramifications
of the use of such alternative disclosures and treatments, and
the treatment preferred by the registered public accounting
firm; and

“(3) other material written communications between the
registered public accounting firm and the management of the
issuer, such as any management letter or schedule of
unadjusted differences.”.

SEC. 205. CONFORMING AMENDMENTS.

(a) DEFINITIONS.—Section 3(a) of the Securities Exchange Act
of 1934 (15 U.S.C. 78c(a)) is amended by adding at the end the
following:

“58) AuDIT COMMITTEE.—The term ‘audit committee’
means—

“(A) a committee (or equivalent body) established by

and amongst the board of directors of an issuer for the
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15 USC 78j-1.

purpose of overseeing the accounting and financial

reporting processes of the issuer and audits of the financial

statements of the issuer; and
“B) if no such committee exists with respect to an
issuer, the entire board of directors of the issuer.

“(59) REGISTERED PUBLIC ACCOUNTING FIRM.—The term
‘registered public accounting firm’ has the same meaning as
in section 2 of the Sarbanes-Oxley Act of 2002.”.

(b) AUDITOR REQUIREMENTS.—Section 10A of the Securities
Exchange Act of 1934 (15 U.S.C. 78j—1) is amended—

(1) by striking “an independent public accountant” each
place that term appears and inserting “a registered public
accounting firm”;

(2) by striking “the independent public accountant” each
place that term appears and inserting “the registered public
accounting firm”;

(3) in subsection (c), by striking “No independent public
accountant” and inserting “No registered public accounting
firm”; and

(4) in subsection (b)—

(A) by striking “the accountant” each place that term
appears and inserting “the firm”;

(B) by striking “such accountant” each place that term
appears and inserting “such firm”; and

(C) in paragraph (4), by striking “the accountant’s
report” and inserting “the report of the firm”.

(¢) OTHER REFERENCES.—The Securities Exchange Act of 1934
(15 U.S.C. 78a et seq.) is amended—

(1) in section 12(b)(1) (15 U.S.C. 78I(b)1)), by striking
“independent public accountants” each place that term appears
and inserting “a registered public accounting firm”; and

(2) in subsections (e) and (i) of section 17 (15 U.S.C. 78q),
by striking “an independent public accountant” each place that
term appears and inserting “a registered public accounting
firm”.

(d) CONFORMING AMENDMENT.—Section 10A(f) of the Securities
Exchange Act of 1934 (15 U.S.C. 78k(f)) is amended—
1 (1) by striking “DEFINITION” and inserting “DEFINITIONS”;
an

(2) by adding at the end the following: “As used in this
section, the term ‘issuer’ means an issuer (as defined in section
3), the securities of which are registered under section 12,
or that is required to file reports pursuant to section 15(d),
or that files or has filed a registration statement that has
not yet become effective under the Securities Act of 1933 (15
U.S.C. 77a et seq.), and that it has not withdrawn.”.

SEC. 206. CONFLICTS OF INTEREST.

Section 10A of the Securities Exchange Act of 1934 (15 U.S.C.
78j—1), as amended by this Act, is amended by adding at the
end the following:

“(1) CoNFLICTS OF INTEREST.—It shall be unlawful for a reg-
istered public accounting firm to perform for an issuer any audit
service required by this title, if a chief executive officer, controller,
chief financial officer, chief accounting officer, or any person serving
in an equivalent position for the issuer, was employed by that
registered independent public accounting firm and participated in

Exhibit__ (MJM-1)
Page 30 of 66



Exhibit__ (MJM-1)
Page 31 of 66

PUBLIC LAW 107-204—JULY 30, 2002 116 STAT. 775

any capacity in the audit of that issuer during the 1-year period
preceding the date of the initiation of the audit.”.

SEC. 207. STUDY OF MANDATORY ROTATION OF REGISTERED PUBLIC
ACCOUNTING FIRMS.

(a) STuDY AND REVIEW REQUIRED.—The Comptroller General
of the United States shall conduct a study and review of the
potential effects of requiring the mandatory rotation of registered
public accounting firms.

(b) REPORT REQUIRED.—Not later than 1 year after the date
of enactment of this Act, the Comptroller General shall submit
a report to the Committee on Banking, Housing, and Urban Affairs
of the Senate and the Committee on Financial Services of the
House of Representatives on the results of the study and review
required by this section.

(c) DEFINITION.—For purposes of this section, the term “manda-
tory rotation” refers to the imposition of a limit on the period
of years in which a particular registered public accounting firm
may be the auditor of record for a particular issuer.

SEC. 208. COMMISSION AUTHORITY.

(a) COMMISSION REGULATIONS.—Not later than 180 days after
the date of enactment of this Act, the Commission shall issue
final regulations to carry out each of subsections (g) through (1)
of section 10A of the Securities Exchange Act of 1934, as added
by this title.

(b) AUDITOR INDEPENDENCE.—It shall be unlawful for any reg-
istered public accounting firm (or an associated person thereof,
as applicable) to prepare or issue any audit report with respect
to any issuer, if the firm or associated person engages in any
activity with respect to that issuer prohibited by any of subsections
(g) through (1) of section 10A of the Securities Exchange Act of
1934, as added by this title, or any rule or regulation of the
Commission or of the Board issued thereunder.

SEC. 209. CONSIDERATIONS BY APPROPRIATE STATE REGULATORY
AUTHORITIES.

In supervising nonregistered public accounting firms and their
associated persons, appropriate State regulatory authorities should
make an independent determination of the proper standards
applicable, particularly taking into consideration the size and
nature of the business of the accounting firms they supervise and
the size and nature of the business of the clients of those firms.
The standards applied by the Board under this Act should not
be presumed to be applicable for purposes of this section for small
and medium sized nonregistered public accounting firms.

TITLE III—CORPORATE
RESPONSIBILITY

SEC. 301. PUBLIC COMPANY AUDIT COMMITTEES.

Section 10A of the Securities Exchange Act of 1934 (15 U.S.C.
78f) is amended by adding at the end the following:
“(m) STANDARDS RELATING TO AUDIT COMMITTEES.—
“(1) COMMISSION RULES.—

15 USC 7232.

Deadline.

15 USC 7233.

Deadline.

15 USC 7234.

15 USC 78j-1.
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“(A) IN GENERAL.—Effective not later than 270 days
after the date of enactment of this subsection, the Commis-
sion shall, by rule, direct the national securities exchanges
and national securities associations to prohibit the listing
of any security of an issuer that is not in compliance
with the requirements of any portion of paragraphs (2)
through (6).

“(B) OPPORTUNITY TO CURE DEFECTS.—The rules of the
Commission under subparagraph (A) shall provide for
appropriate procedures for an issuer to have an opportunity
to cure any defects that would be the basis for a prohibition
under subparagraph (A), before the imposition of such
prohibition.

“(2) RESPONSIBILITIES RELATING TO REGISTERED PUBLIC
ACCOUNTING FIRMS.—The audit committee of each issuer, in
its capacity as a committee of the board of directors, shall
be directly responsible for the appointment, compensation, and
oversight of the work of any registered public accounting firm
employed by that issuer (including resolution of disagreements
between management and the auditor regarding financial
reporting) for the purpose of preparing or issuing an audit
report or related work, and each such registered public
accounting firm shall report directly to the audit committee.

“(3) INDEPENDENCE.—

“(A) IN GENERAL.—Each member of the audit com-
mittee of the issuer shall be a member of the board of
directors of the issuer, and shall otherwise be independent.

“(B) CRITERIA.—In order to be considered to be inde-
pendent for purposes of this paragraph, a member of an
audit committee of an issuer may not, other than in his
or her capacity as a member of the audit committee, the
board of directors, or any other board committee—

“(i) accept any consulting, advisory, or other
compensatory fee from the issuer; or

“(ii) be an affiliated person of the issuer or any
subsidiary thereof.

“(C) EXEMPTION AUTHORITY.—The Commission may
exempt from the requirements of subparagraph (B) a par-
ticular relationship with respect to audit committee mem-
bers, as the Commission determines appropriate in light
of the circumstances.

“(4) CoMPLAINTS.—Each audit committee shall establish
procedures for—

“(A) the receipt, retention, and treatment of complaints
received by the issuer regarding accounting, internal
accounting controls, or auditing matters; and

“B) the confidential, anonymous submission by
employees of the issuer of concerns regarding questionable
accounting or auditing matters.

“(5) AUTHORITY TO ENGAGE ADVISERS.—Each audit com-
mittee shall have the authority to engage independent counsel
and other advisers, as it determines necessary to carry out
its duties.

“(6) FuNDING.—Each issuer shall provide for appropriate
funding, as determined by the audit committee, in its capacity
as a committee of the board of directors, for payment of
compensation—
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“(A) to the registered public accounting firm employed
by the issuer for the purpose of rendering or issuing an
audit report; and

“(B) to any advisers employed by the audit committee
under paragraph (5).”.

SEC. 302. CORPORATE RESPONSIBILITY FOR FINANCIAL REPORTS.

(a) REGULATIONS REQUIRED.—The Commission shall, by rule,
require, for each company filing periodic reports under section 13(a)
or 15(d) of the Securities Exchange Act of 1934 (15 U.S.C. 78m,
780(d)), that the principal executive officer or officers and the prin-
cipal financial officer or officers, or persons performing similar
functions, certify in each annual or quarterly report filed or sub-
mitted under either such section of such Act that—

(1) the signing officer has reviewed the report;

(2) based on the officer’s knowledge, the report does not
contain any untrue statement of a material fact or omit to
state a material fact necessary in order to make the statements
made, in light of the circumstances under which such state-
ments were made, not misleading;

(3) based on such officer’s knowledge, the financial state-
ments, and other financial information included in the report,
fairly present in all material respects the financial condition
and results of operations of the issuer as of, and for, the
periods presented in the report;

(4) the signing officers—

(A) are responsible for establishing and maintaining
internal controls;

(B) have designed such internal controls to ensure
that material information relating to the issuer and its
consolidated subsidiaries is made known to such officers
by others within those entities, particularly during the
period in which the periodic reports are being prepared;

(C) have evaluated the effectiveness of the issuer’s
internal controls as of a date within 90 days prior to
the report; and

(D) have presented in the report their conclusions
about the effectiveness of their internal controls based on
their evaluation as of that date;

(5) the signing officers have disclosed to the issuer’s audi-
tors and the audit committee of the board of directors (or
persons fulfilling the equivalent function)—

(A) all significant deficiencies in the design or operation
of internal controls which could adversely affect the issuer’s
ability to record, process, summarize, and report financial
data and have identified for the issuer’s auditors any mate-
rial weaknesses in internal controls; and

(B) any fraud, whether or not material, that involves
management or other employees who have a significant
role in the issuer’s internal controls; and
(6) the signing officers have indicated in the report whether

or not there were significant changes in internal controls or
in other factors that could significantly affect internal controls
subsequent to the date of their evaluation, including any correc-
tive actions with regard to significant deficiencies and material
weaknesses.

15 USC 7241.
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15 USC 7242.

15 USC 7243.

(b) FOREIGN REINCORPORATIONS HAVE NO EFFECT.—Nothing
in this section 302 shall be interpreted or applied in any way
to allow any issuer to lessen the legal force of the statement
required under this section 302, by an issuer having reincorporated
or having engaged in any other transaction that resulted in the
transfer of the corporate domicile or offices of the issuer from
inside the United States to outside of the United States.

(c) DEADLINE.—The rules required by subsection (a) shall be
e}flfecgve not later than 30 days after the date of enactment of
this Act.

SEC. 303. IMPROPER INFLUENCE ON CONDUCT OF AUDITS.

(a) RULES To PrOHIBIT.—It shall be unlawful, in contravention
of such rules or regulations as the Commission shall prescribe
as necessary and appropriate in the public interest or for the
protection of investors, for any officer or director of an issuer,
or any other person acting under the direction thereof, to take
any action to fraudulently influence, coerce, manipulate, or mislead
any independent public or certified accountant engaged in the
performance of an audit of the financial statements of that issuer
for the purpose of rendering such financial statements materially
misleading.

(b) ENFORCEMENT.—In any civil proceeding, the Commission
shall have exclusive authority to enforce this section and any rule
or regulation issued under this section.

(¢c) No PREEMPTION OF OTHER LAW.—The provisions of sub-
section (a) shall be in addition to, and shall not supersede or
preempt, any other provision of law or any rule or regulation
issued thereunder.

(d) DEADLINE FOR RULEMAKING.—The Commission shall—

(1) propose the rules or regulations required by this section,
not later than 90 days after the date of enactment of this
Act; and

(2) issue final rules or regulations required by this section,
not later than 270 days after that date of enactment.

SEC. 304. FORFEITURE OF CERTAIN BONUSES AND PROFITS.

(a) ADDITIONAL COMPENSATION PRIOR TO NONCOMPLIANCE WITH
COMMISSION FINANCIAL REPORTING REQUIREMENTS.—If an issuer
is required to prepare an accounting restatement due to the material
noncompliance of the issuer, as a result of misconduct, with any
financial reporting requirement under the securities laws, the chief
executive officer and chief financial officer of the issuer shall
reimburse the issuer for—

(1) any bonus or other incentive-based or equity-based com-
pensation received by that person from the issuer during the
12-month period following the first public issuance or filing
with the Commission (whichever first occurs) of the financial
document embodying such financial reporting requirement; and

(2) any profits realized from the sale of securities of the
issuer during that 12-month period.

(b) ComMIssION EXEMPTION AUTHORITY.—The Commission may
exempt any person from the application of subsection (a), as it
deems necessary and appropriate.

SEC. 305. OFFICER AND DIRECTOR BARS AND PENALTIES.
(a) UNFITNESS STANDARD.—
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(1) SECURITIES EXCHANGE ACT OF 1934.—Section 21(d)(2)
of the Securities Exchange Act of 1934 (15 U.S.C. 78u(d)(2))
is amended by striking “substantial unfitness” and inserting
“unfitness”.

(2) SECURITIES ACT OF 1933.—Section 20(e) of the Securities
Act of 1933 (15 U.S.C. 77t(e)) is amended by striking “substan-
tial unfitness” and inserting “unfitness”.

(b) EQUITABLE RELIEF.—Section 21(d) of the Securities
Exchange Act of 1934 (15 U.S.C. 78u(d)) is amended by adding
at the end the following:

“(5) EQUITABLE RELIEF.—In any action or proceeding brought
or instituted by the Commission under any provision of the securi-
ties laws, the Commission may seek, and any Federal court may
grant, any equitable relief that may be appropriate or necessary
for the benefit of investors.”.

SEC. 306. INSIDER TRADES DURING PENSION FUND BLACKOUT
PERIODS.

(a) PROHIBITION OF INSIDER TRADING DURING PENSION FUND
BrackouT PERIODS.—

(1) IN GENERAL.—Except to the extent otherwise provided
by rule of the Commission pursuant to paragraph (3), it shall
be unlawful for any director or executive officer of an issuer
of any equity security (other than an exempted security),
directly or indirectly, to purchase, sell, or otherwise acquire
or transfer any equity security of the issuer (other than an
exempted security) during any blackout period with respect
to such equity security if such director or officer acquires such
equity security in connection with his or her service or employ-
ment as a director or executive officer.

(2) REMEDY.—

(A) IN GENERAL.—Any profit realized by a director
or executive officer referred to in paragraph (1) from any
purchase, sale, or other acquisition or transfer in violation
of this subsection shall inure to and be recoverable by
the issuer, irrespective of any intention on the part of
such director or executive officer in entering into the trans-
action.

(B) ACTIONS TO RECOVER PROFITS.—An action to
recover profits in accordance with this subsection may be
instituted at law or in equity in any court of competent
jurisdiction by the issuer, or by the owner of any security
of the issuer in the name and in behalf of the issuer
if the issuer fails or refuses to bring such action within
60 days after the date of request, or fails diligently to
prosecute the action thereafter, except that no such suit
shall be brought more than 2 years after the date on
which such profit was realized.

(3) RULEMAKING AUTHORIZED.—The Commission shall, in
consultation with the Secretary of Labor, issue rules to clarify
the application of this subsection and to prevent evasion thereof.
Such rules shall provide for the application of the requirements
of paragraph (1) with respect to entities treated as a single
employer with respect to an issuer under section 414(b), (c),
(m), or (o) of the Internal Revenue Code of 1986 to the extent
necessary to clarify the application of such requirements and
to prevent evasion thereof. Such rules may also provide for

15 USC 7244.
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appropriate exceptions from the requirements of this sub-
section, including exceptions for purchases pursuant to an auto-
matic dividend reinvestment program or purchases or sales
made pursuant to an advance election.

(4) BrLACKOUT PERIOD.—For purposes of this subsection,
the term “blackout period”, with respect to the equity securities
of any issuer—

(A) means any period of more than 3 consecutive busi-

ness days during which the ability of not fewer than 50

percent of the participants or beneficiaries under all indi-

vidual account plans maintained by the issuer to purchase,
sell, or otherwise acquire or transfer an interest in any
equity of such issuer held in such an individual account
plan is temporarily suspended by the issuer or by a fidu-
ciary of the plan; and

(B) does not include, under regulations which shall
be prescribed by the Commission—

(i) a regularly scheduled period in which the
participants and beneficiaries may not purchase, sell,
or otherwise acquire or transfer an interest in any
equity of such issuer, if such period is—

(I) incorporated into the individual account
plan; and

(II) timely disclosed to employees before
becoming participants under the individual
account plan or as a subsequent amendment to
the plan; or

(i1) any suspension described in subparagraph (A)
that is imposed solely in connection with persons
becoming participants or beneficiaries, or ceasing to
be participants or beneficiaries, in an individual
account plan by reason of a corporate merger, acquisi-
tion, divestiture, or similar transaction involving the
plan or plan sponsor.

(5) INDIVIDUAL ACCOUNT PLAN.—For purposes of this sub-
section, the term “individual account plan” has the meaning
provided in section 3(34) of the Employee Retirement Income
Security Act of 1974 (29 U.S.C. 1002(34), except that such
term shall not include a one-participant retirement plan (within
the meaning of section 101()(8)(B) of such Act (29 U.S.C.
10213)(8)(B))).

(6) NOTICE TO DIRECTORS, EXECUTIVE OFFICERS, AND THE
COMMISSION.—In any case in which a director or executive
officer is subject to the requirements of this subsection in
connection with a blackout period (as defined in paragraph
(4)) with respect to any equity securities, the issuer of such
equity securities shall timely notify such director or officer
and the Securities and Exchange Commission of such blackout
period.

(b) NOTICE REQUIREMENTS TO PARTICIPANTS AND BENEFICIARIES

UNDER ERISA.—

(1) IN GENERAL.—Section 101 of the Employee Retirement
Income Security Act of 1974 (29 U.S.C. 1021) is amended by
redesignating the second subsection (h) as subsection (j), and
by inserting after the first subsection (h) the following new
subsection:
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“(i) NoTICE OF BLACKOUT PERIODS TO PARTICIPANT OR BENE-
FICIARY UNDER INDIVIDUAL ACCOUNT PLAN.—

“(1) DUTIES OF PLAN ADMINISTRATOR.—In advance of the
commencement of any blackout period with respect to an indi-
vidual account plan, the plan administrator shall notify the
plan participants and beneficiaries who are affected by such
action in accordance with this subsection.

“(2) NOTICE REQUIREMENTS.—

“(A) IN GENERAL.—The notices described in paragraph
(1) shall be written in a manner calculated to be understood
by the average plan participant and shall include—

“(1) the reasons for the blackout period,

“(i1) an identification of the investments and other
rights affected,

“(iii) the expected beginning date and length of
the blackout period,

“(iv) in the case of investments affected, a state-
ment that the participant or beneficiary should
evaluate the appropriateness of their current invest-
ment decisions in light of their inability to direct or
diversify assets credited to their accounts during the
blackout period, and

“(v) such other matters as the Secretary may
require by regulation.

“(B) NOTICE TO PARTICIPANTS AND BENEFICIARIES.—
Except as otherwise provided in this subsection, notices
described in paragraph (1) shall be furnished to all partici-
pants and beneficiaries under the plan to whom the black-
out period applies at least 30 days in advance of the black-
out period.

“(C) EXCEPTION TO 30-DAY NOTICE REQUIREMENT.—In
any case in which—

“(i) a deferral of the blackout period would violate
the requirements of subparagraph (A) or (B) of section
404(a)(1), and a fiduciary of the plan reasonably so
determines in writing, or

“(i1) the inability to provide the 30-day advance
notice is due to events that were unforeseeable or
circumstances beyond the reasonable control of the
plan administrator, and a fiduciary of the plan reason-
ably so determines in writing,

subparagraph (B) shall not apply, and the notice shall

be furnished to all participants and beneficiaries under

the plan to whom the blackout period applies as soon
as reasonably possible under the circumstances unless such

a notice in advance of the termination of the blackout

period is impracticable.

“(D) WRITTEN NOTICE.—The notice required to be pro-
vided under this subsection shall be in writing, except
that such notice may be in electronic or other form to
the extent that such form is reasonably accessible to the
recipient.

“(E) NOTICE TO ISSUERS OF EMPLOYER SECURITIES SUB-
JECT TO BLACKOUT PERIOD.—In the case of any blackout
period in connection with an individual account plan, the
plan administrator shall provide timely notice of such
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blackout period to the issuer of any employer securities

subject to such blackout period.

“(3) EXCEPTION FOR BLACKOUT PERIODS WITH LIMITED
APPLICABILITY.—In any case in which the blackout period
applies only to 1 or more participants or beneficiaries in connec-
tion with a merger, acquisition, divestiture, or similar trans-
action involving the plan or plan sponsor and occurs solely
in connection with becoming or ceasing to be a participant
or beneficiary under the plan by reason of such merger, acquisi-
tion, divestiture, or transaction, the requirement of this sub-
section that the notice be provided to all participants and
beneficiaries shall be treated as met if the notice required
under paragraph (1) is provided to such participants or bene-
ficiaries to whom the blackout period applies as soon as reason-
ably practicable.

“(4) CHANGES IN LENGTH OF BLACKOUT PERIOD.—If, fol-
lowing the furnishing of the notice pursuant to this subsection,
there is a change in the beginning date or length of the blackout
period (specified in such notice pursuant to paragraph
(2)(A)(iii)), the administrator shall provide affected participants
and beneficiaries notice of the change as soon as reasonably
practicable. In relation to the extended blackout period, such
notice shall meet the requirements of paragraph (2)(D) and
shall specify any material change in the matters referred to
in clauses (i) through (v) of paragraph (2)(A).

“(5) REGULATORY EXCEPTIONS.—The Secretary may provide
by regulation for additional exceptions to the requirements
of this subsection which the Secretary determines are in the
interests of participants and beneficiaries.

“(6) GUIDANCE AND MODEL NOTICES.—The Secretary shall
issue guidance and model notices which meet the requirements
of this subsection.

“(7) BLACKOUT PERIOD.—For purposes of this subsection—

“(A) IN GENERAL.—The term ‘blackout period’ means,
in connection with an individual account plan, any period
for which any ability of participants or beneficiaries under
the plan, which is otherwise available under the terms
of such plan, to direct or diversify assets credited to their
accounts, to obtain loans from the plan, or to obtain dis-
tributions from the plan is temporarily suspended, limited,
or restricted, if such suspension, limitation, or restriction
is for any period of more than 3 consecutive business days.

“(B) ExcLusioNSs.—The term ‘blackout period’ does not
include a suspension, limitation, or restriction—

“(i) which occurs by reason of the application of
the securities laws (as defined in section 3(a)(47) of
the Securities Exchange Act of 1934),

“(ii) which is a change to the plan which provides
for a regularly scheduled suspension, limitation, or
restriction which is disclosed to participants or bene-
ficiaries through any summary of material modifica-
tions, any materials describing specific investment
alternatives under the plan, or any changes thereto,
or

“@ii) which applies only to 1 or more individuals,
each of whom is the participant, an alternate payee
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(as defined in section 206(d)(3)(K)), or any other bene-

ficiary pursuant to a qualified domestic relations order

(as defined in section 206(d)(3)(B)(1)).

“(8) INDIVIDUAL ACCOUNT PLAN.—

“(A) IN GENERAL.—For purposes of this subsection, the
term ‘individual account plan’ shall have the meaning pro-
vided such term in section 3(34), except that such term
shall not include a one-participant retirement plan.

“(B) ONE-PARTICIPANT RETIREMENT PLAN.—For pur-
poses of subparagraph (A), the term ‘one-participant retire-
ment plan’ means a retirement plan that—

“(i) on the first day of the plan year—

“I) covered only the employer (and the
employer’s spouse) and the employer owned the
entire business (whether or not incorporated), or

“(II) covered only one or more partners (and
their spouses) in a business partnership (including
partners in an S or C corporation (as defined in
section 1361(a) of the Internal Revenue Code of
1986)),

“(i1) meets the minimum coverage requirements
of section 410(b) of the Internal Revenue Code of 1986
(as in effect on the date of the enactment of this
paragraph) without being combined with any other
plan of the business that covers the employees of the
business,

“(iii) does not provide benefits to anyone except
the employer (and the employer’s spouse) or the part-
ners (and their spouses),

“(iv) does not cover a business that is a member
of an affiliated service group, a controlled group of
corporations, or a group of businesses under common
control, and

“(v) does not cover a business that leases
employees.”.

(2) ISSUANCE OF INITIAL GUIDANCE AND MODEL NOTICE.—
The Secretary of Labor shall issue initial guidance and a model
notice pursuant to section 101(i)(6) of the Employee Retirement
Income Security Act of 1974 (as added by this subsection)
not later than January 1, 2003. Not later than 75 days after
the date of the enactment of this Act, the Secretary shall
promulgate interim final rules necessary to carry out the
amendments made by this subsection.

(3) CIVIL PENALTIES FOR FAILURE TO PROVIDE NOTICE.—
Section 502 of such Act (29 U.S.C. 1132) is amended—

(A) in subsection (a)(6), by striking “(5), or (6)” and
inserting “(5), (6), or (7)”;

(B) by redesignating paragraph (7) of subsection (c)
as paragraph (8); and

(C) by inserting after paragraph (6) of subsection (c)
the following new paragraph:

“(7) The Secretary may assess a civil penalty against a plan
administrator of up to $100 a day from the date of the plan adminis-
trator’s failure or refusal to provide notice to participants and
beneficiaries in accordance with section 101(i). For purposes of
this paragraph, each violation with respect to any single participant
or beneficiary shall be treated as a separate violation.”.

Deadlines.

Regulations.
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Deadline.

15 USC 7246.

(3) PLAN AMENDMENTS.—If any amendment made by this
subsection requires an amendment to any plan, such plan
amendment shall not be required to be made before the first
;}lan year beginning on or after the effective date of this section,
1 —

(A) during the period after such amendment made
by this subsection takes effect and before such first plan
year, the plan is operated in good faith compliance with
the requirements of such amendment made by this sub-
section, and

(B) such plan amendment applies retroactively to the
period after such amendment made by this subsection takes
effect and before such first plan year.

(¢c) EFFECTIVE DATE.—The provisions of this section (including
the amendments made thereby) shall take effect 180 days after
the date of the enactment of this Act. Good faith compliance with
the requirements of such provisions in advance of the issuance
of applicable regulations thereunder shall be treated as compliance
with such provisions.

SEC. 307. RULES OF PROFESSIONAL RESPONSIBILITY FOR ATTORNEYS.

Not later than 180 days after the date of enactment of this
Act, the Commission shall issue rules, in the public interest and
for the protection of investors, setting forth minimum standards
of professional conduct for attorneys appearing and practicing before
the Commission in any way in the representation of issuers,
including a rule—

(1) requiring an attorney to report evidence of a material
violation of securities law or breach of fiduciary duty or similar
violation by the company or any agent thereof, to the chief
legal counsel or the chief executive officer of the company
(or the equivalent thereof); and

(2) if the counsel or officer does not appropriately respond
to the evidence (adopting, as necessary, appropriate remedial
measures or sanctions with respect to the violation), requiring
the attorney to report the evidence to the audit committee
of the board of directors of the issuer or to another committee
of the board of directors comprised solely of directors not
employed directly or indirectly by the issuer, or to the board
of directors.

SEC. 308. FAIR FUNDS FOR INVESTORS.

(a) CiviL PENALTIES ADDED TO DISGORGEMENT FUNDS FOR THE
RELIEF OF VICTIMS.—If in any judicial or administrative action
brought by the Commission under the securities laws (as such
term is defined in section 3(a)(47) of the Securities Exchange Act
of 1934 (15 U.S.C. 78c(a)(47)) the Commission obtains an order
requiring disgorgement against any person for a violation of such
laws or the rules or regulations thereunder, or such person agrees
in settlement of any such action to such disgorgement, and the
Commission also obtains pursuant to such laws a civil penalty
against such person, the amount of such civil penalty shall, on
the motion or at the direction of the Commission, be added to
and become part of the disgorgement fund for the benefit of the
victims of such violation.

(b) ACCEPTANCE OF ADDITIONAL DONATIONS.—The Commission
is authorized to accept, hold, administer, and utilize gifts, bequests
and devises of property, both real and personal, to the United
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States for a disgorgement fund described in subsection (a). Such
gifts, bequests, and devises of money and proceeds from sales of
other property received as gifts, bequests, or devises shall be depos-
ited in the disgorgement fund and shall be available for allocation
in accordance with subsection (a).

(¢) STUDY REQUIRED.—

(1) SUBJECT OF STUDY.—The Commission shall review and
analyze—

(A) enforcement actions by the Commission over the
five years preceding the date of the enactment of this

Act that have included proceedings to obtain civil penalties

or disgorgements to identify areas where such proceedings

may be utilized to efficiently, effectively, and fairly provide
restitution for injured investors; and

(B) other methods to more efficiently, effectively, and
fairly provide restitution to injured investors, including
methods to improve the collection rates for civil penalties
and disgorgements.

(2) REPORT REQUIRED.—The Commission shall report its
findings to the Committee on Financial Services of the House
of Representatives and the Committee on Banking, Housing,
and Urban Affairs of the Senate within 180 days after of
the date of the enactment of this Act, and shall use such
findings to revise its rules and regulations as necessary. The
report shall include a discussion of regulatory or legislative
actions that are recommended or that may be necessary to
address concerns identified in the study.

(d) CONFORMING AMENDMENTS.—Each of the following provi-
sions is amended by inserting “, except as otherwise provided in
section 308 of the Sarbanes-Oxley Act of 2002” after “Treasury
of the United States™:

(1) Section 21(d)(3)(C)(i) of the Securities Exchange Act
of 1934 (15 U.S.C. 78u(d)(3)(C)(1)).

(2) Section 21A(d)(1) of such Act (15 U.S.C. 78u-1(d)(1)).

(3) Section 20(d)(3)(A) of the Securities Act of 1933 (15
U.S.C. 77t(d)(3)(A)).

(4) Section 42(e)(3)(A) of the Investment Company Act of
1940 (15 U.S.C. 80a—41(e)(3)(A)).

(5) Section 209(e)(3)(A) of the Investment Advisers Act
of 1940 (15 U.S.C. 80b—9(e)(3)(A)).

(e) DEFINITION.—As wused in this section, the term
“disgorgement fund” means a fund established in any administra-
tive or judicial proceeding described in subsection (a).

TITLE IV—ENHANCED FINANCIAL
DISCLOSURES

SEC. 401. DISCLOSURES IN PERIODIC REPORTS.

(a) DiscLOSURES REQUIRED.—Section 13 of the Securities
Exchange Act of 1934 (15 U.S.C. 78m) is amended by adding at
the end the following:

“(i) ACCURACY OF FINANCIAL REPORTS.—Each financial report
that contains financial statements, and that is required to be pre-
pared in accordance with (or reconciled to) generally accepted
accounting principles under this title and filed with the Commission
shall reflect all material correcting adjustments that have been

Deadline.

15 USC 7261.
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identified by a registered public accounting firm in accordance
with generally accepted accounting principles and the rules and
regulations of the Commission.

“(j) OFF-BALANCE SHEET TRANSACTIONS.—Not later than 180
days after the date of enactment of the Sarbanes-Oxley Act of
2002, the Commission shall issue final rules providing that each
annual and quarterly financial report required to be filed with
the Commission shall disclose all material off-balance sheet trans-
actions, arrangements, obligations (including contingent obliga-
tions), and other relationships of the issuer with unconsolidated
entities or other persons, that may have a material current or
future effect on financial condition, changes in financial condition,
results of operations, liquidity, capital expenditures, capital
resources, or significant components of revenues or expenses.”.

(b) CommissioON RULES ON Pro FORMA FIGURES.—Not later
than 180 days after the date of enactment of the Sarbanes-Oxley
Act fo 2002, the Commission shall issue final rules providing that
pro forma financial information included in any periodic or other
report filed with the Commission pursuant to the securities laws,
or in any public disclosure or press or other release, shall be
presented in a manner that—

(1) does not contain an untrue statement of a material
fact or omit to state a material fact necessary in order to
make the pro forma financial information, in light of the cir-
cumstances under which it is presented, not misleading; and

(2) reconciles it with the financial condition and results
of operations of the issuer under generally accepted accounting
principles.

(c) STUDY AND REPORT ON SPECIAL PURPOSE ENTITIES.—

(1) StuDY REQUIRED.—The Commission shall, not later
than 1 year after the effective date of adoption of off-balance
sheet disclosure rules required by section 13(j) of the Securities
Exchange Act of 1934, as added by this section, complete a
study of filings by issuers and their disclosures to determine—

(A) the extent of off-balance sheet transactions,
including assets, liabilities, leases, losses, and the use of
special purpose entities; and

(B) whether generally accepted accounting rules result
in financial statements of issuers reflecting the economics
of such off-balance sheet transactions to investors in a
transparent fashion.

(2) REPORT AND RECOMMENDATIONS.—Not later than 6
months after the date of completion of the study required
by paragraph (1), the Commission shall submit a report to
the President, the Committee on Banking, Housing, and Urban
Affairs of the Senate, and the Committee on Financial Services
of the House of Representatives, setting forth—

(A) the amount or an estimate of the amount of off-
balance sheet transactions, including assets, liabilities,
leases, and losses of, and the use of special purpose entities
by, issuers filing periodic reports pursuant to section 13
or 15 of the Securities Exchange Act of 1934;

(B) the extent to which special purpose entities are
used to facilitate off-balance sheet transactions;
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(C) whether generally accepted accounting principles
or the rules of the Commission result in financial state-
ments of issuers reflecting the economics of such trans-
actions to investors in a transparent fashion;

(D) whether generally accepted accounting principles
specifically result in the consolidation of special purpose
entities sponsored by an issuer in cases in which the issuer
has the majority of the risks and rewards of the special
purpose entity; and

(E) any recommendations of the Commission for
improving the transparency and quality of reporting off-
balance sheet transactions in the financial statements and
disclosures required to be filed by an issuer with the
Commission.

SEC. 402. ENHANCED CONFLICT OF INTEREST PROVISIONS.

(a) PROHIBITION ON PERSONAL LOANS TO EXECUTIVES.—Section
13 of the Securities Exchange Act of 1934 (15 U.S.C. 78m), as
amended by this Act, is amended by adding at the end the following:

“(k) PROHIBITION ON PERSONAL LOANS TO EXECUTIVES.—

“(1) IN GENERAL.—It shall be unlawful for any issuer (as
defined in section 2 of the Sarbanes-Oxley Act of 2002), directly
or indirectly, including through any subsidiary, to extend or
maintain credit, to arrange for the extension of credit, or to
renew an extension of credit, in the form of a personal loan
to or for any director or executive officer (or equivalent thereof)
of that issuer. An extension of credit maintained by the issuer
on the date of enactment of this subsection shall not be subject
to the provisions of this subsection, provided that there is
no material modification to any term of any such extension
of credit or any renewal of any such extension of credit on
or after that date of enactment.

“(2) LIMITATION.—Paragraph (1) does not preclude any
home improvement and manufactured home loans (as that term
is defined in section 5 of the Home Owners’ Loan Act (12
U.S.C. 1464)), consumer credit (as defined in section 103 of
the Truth in Lending Act (15 U.S.C. 1602)), or any extension
of credit under an open end credit plan (as defined in section
103 of the Truth in Lending Act (15 U.S.C. 1602)), or a charge
card (as defined in section 127(c)(4)(e) of the Truth in Lending
Act (15 U.S.C. 1637(c)(4)(e)), or any extension of credit by
a broker or dealer registered under section 15 of this title
to an employee of that broker or dealer to buy, trade, or
carry securities, that is permitted under rules or regulations
of the Board of Governors of the Federal Reserve System pursu-
ant to section 7 of this title (other than an extension of credit
that would be used to purchase the stock of that issuer), that
is—

“(A) made or provided in the ordinary course of the
consumer credit business of such issuer;

“B) of a type that is generally made available by
such issuer to the public; and

“(C) made by such issuer on market terms, or terms
that are no more favorable than those offered by the issuer
to the general public for such extensions of credit.

“(3) RULE OF CONSTRUCTION FOR CERTAIN LOANS.—Para-
graph (1) does not apply to any loan made or maintained
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by an insured depository institution (as defined in section 3
of the Federal Deposit Insurance Act (12 U.S.C. 1813)), if
the loan is subject to the insider lending restrictions of section
22(h) of the Federal Reserve Act (12 U.S.C. 375b).”.

SEC. 403. DISCLOSURES OF TRANSACTIONS INVOLVING MANAGEMENT

AND PRINCIPAL STOCKHOLDERS.
(a) AMENDMENT.—Section 16 of the Securities Exchange Act

of 1934 (15 U.S.C. 78p) is amended by striking the heading of
such section and subsection (a) and inserting the following:

“SEC. 16. DIRECTORS, OFFICERS, AND PRINCIPAL STOCKHOLDERS.

Deadline.

Deadline.

“(a) DISCLOSURES REQUIRED.—

“(1) DIRECTORS, OFFICERS, AND PRINCIPAL STOCKHOLDERS
REQUIRED TO FILE.—Every person who is directly or indirectly
the beneficial owner of more than 10 percent of any class
of any equity security (other than an exempted security) which
is registered pursuant to section 12, or who is a director or
an officer of the issuer of such security, shall file the statements
required by this subsection with the Commission (and, if such
security is registered on a national securities exchange, also
with the exchange).

“(2) TIME OF FILING.—The statements required by this sub-
section shall be filed—

“(A) at the time of the registration of such security
on a national securities exchange or by the effective date
of a registration statement filed pursuant to section 12(g);

“B) within 10 days after he or she becomes such
beneficial owner, director, or officer;

“(C) if there has been a change in such ownership,
or if such person shall have purchased or sold a security-
based swap agreement (as defined in section 206(b) of
the Gramm-Leach-Bliley Act (15 U.S.C. 78¢ note)) involving
such equity security, before the end of the second business
day following the day on which the subject transaction
has been executed, or at such other time as the Commission
shall establish, by rule, in any case in which the Commis-
sion determines that such 2-day period is not feasible.
“(3) CONTENTS OF STATEMENTS.—A statement filed—

“(A) under subparagraph (A) or (B) of paragraph (2)
shall contain a statement of the amount of all equity securi-
ties of such issuer of which the filing person is the beneficial
owner; and

“(B) under subparagraph (C) of such paragraph shall
indicate ownership by the filing person at the date of
filing, any such changes in such ownership, and such pur-
chases and sales of the security-based swap agreements
as have occurred since the most recent such filing under
such subparagraph.

“(4) ELECTRONIC FILING AND AVAILABILITY.—Beginning not
later than 1 year after the date of enactment of the Sarbanes-
Oxley Act of 2002—

“(A) a statement filed under subparagraph (C) of para-
graph (2) shall be filed electronically;

“(B) the Commission shall provide each such statement
on a publicly accessible Internet site not later than the
end of the business day following that filing; and
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“(C) the issuer (if the issuer maintains a corporate
website) shall provide that statement on that corporate
website, not later than the end of the business day following
that filing.”.

(b) EFFECTIVE DATE.—The amendment made by this section
Zhall be effective 30 days after the date of the enactment of this
ct.

SEC. 404. MANAGEMENT ASSESSMENT OF INTERNAL CONTROLS.

(a) RULES REQUIRED.—The Commission shall prescribe rules
requiring each annual report required by section 13(a) or 15(d)
of the Securities Exchange Act of 1934 (15 U.S.C. 78m or 780(d))
to contain an internal control report, which shall—

(1) state the responsibility of management for establishing
and maintaining an adequate internal control structure and
procedures for financial reporting; and

(2) contain an assessment, as of the end of the most recent
fiscal year of the issuer, of the effectiveness of the internal
control structure and procedures of the issuer for financial
reporting.

(b) INTERNAL CONTROL EVALUATION AND REPORTING.—With
respect to the internal control assessment required by subsection
(a), each registered public accounting firm that prepares or issues
the audit report for the issuer shall attest to, and report on, the
assessment made by the management of the issuer. An attestation
made under this subsection shall be made in accordance with stand-
ards for attestation engagements issued or adopted by the Board.
Any such attestation shall not be the subject of a separate engage-
ment.

SEC. 405. EXEMPTION.

Nothing in section 401, 402, or 404, the amendments made
by those sections, or the rules of the Commission under those
sections shall apply to any investment company registered under
section 8 of the Investment Company Act of 1940 (15 U.S.C. 80a—
8).

SEC. 406. CODE OF ETHICS FOR SENIOR FINANCIAL OFFICERS.

(a) CobnE oF ETHICS DISCLOSURE.—The Commission shall issue
rules to require each issuer, together with periodic reports required
pursuant to section 13(a) or 15(d) of the Securities Exchange Act
of 1934, to disclose whether or not, and if not, the reason therefor,
such issuer has adopted a code of ethics for senior financial officers,
applicable to its principal financial officer and comptroller or prin-
cipal accounting officer, or persons performing similar functions.

(b) CHANGES IN CoDES OF ETHICS.—The Commission shall
revise its regulations concerning matters requiring prompt disclo-
sure on Form 8-K (or any successor thereto) to require the imme-
diate disclosure, by means of the filing of such form, dissemination
by the Internet or by other electronic means, by any issuer of
any change in or waiver of the code of ethics for senior financial
officers.

(c) DEFINITION.—In this section, the term “code of ethics” means
such standards as are reasonably necessary to promote—

(1) honest and ethical conduct, including the ethical han-
dling of actual or apparent conflicts of interest between personal
and professional relationships;

Deadline.
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15 USC 7264.
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15 USC 7265.

15 USC 7266.

(2) full, fair, accurate, timely, and understandable disclo-
sur;le in the periodic reports required to be filed by the issuer;
an

(3) compliance with applicable governmental rules and
regulations.

(d) DEADLINE FOR RULEMAKING.—The Commission shall—

(1) propose rules to implement this section, not later than
90 days after the date of enactment of this Act; and

(2) issue final rules to implement this section, not later
than 180 days after that date of enactment.

SEC. 407. DISCLOSURE OF AUDIT COMMITTEE FINANCIAL EXPERT.

(a) RULES DEFINING “FINANCIAL EXPERT”.—The Commission
shall issue rules, as necessary or appropriate in the public interest
and consistent with the protection of investors, to require each
issuer, together with periodic reports required pursuant to sections
13(a) and 15(d) of the Securities Exchange Act of 1934, to disclose
whether or not, and if not, the reasons therefor, the audit committee
of that issuer is comprised of at least 1 member who is a financial
expert, as such term 1s defined by the Commission.

(b) CONSIDERATIONS.—In defining the term “financial expert”
for purposes of subsection (a), the Commission shall consider
whether a person has, through education and experience as a public
accountant or auditor or a principal financial officer, comptroller,
or principal accounting officer of an issuer, or from a position
involving the performance of similar functions—

(1) an understanding of generally accepted accounting prin-
ciples and financial statements;

(2) experience in—

(A) the preparation or auditing of financial statements
of generally comparable issuers; and

(B) the application of such principles in connection
with the accounting for estimates, accruals, and reserves;
(3) experience with internal accounting controls; and
(4) an understanding of audit committee functions.

(c) DEADLINE FOR RULEMAKING.—The Commission shall—

(1) propose rules to implement this section, not later than

90 days after the date of enactment of this Act; and

(2) issue final rules to implement this section, not later
than 180 days after that date of enactment.

SEC. 408. ENHANCED REVIEW OF PERIODIC DISCLOSURES BY ISSUERS.

(a) REGULAR AND SYSTEMATIC REVIEW.—The Commission shall
review disclosures made by issuers reporting under section 13(a)
of the Securities Exchange Act of 1934 (including reports filed
on Form 10-K), and which have a class of securities listed on
a national securities exchange or traded on an automated quotation
facility of a national securities association, on a regular and system-
atic basis for the protection of investors. Such review shall include
a review of an issuer’s financial statement.

(b) REVIEW CRITERIA.—For purposes of scheduling the reviews
required by subsection (a), the Commission shall consider, among
other factors—

(1) issuers that have issued material restatements of finan-
cial results;

(2) issuers that experience significant volatility in their
stock price as compared to other issuers;

(3) issuers with the largest market capitalization;

Exhibit__ (MJM-1)
Page 46 of 66



Exhibit__ (MJM-1)
Page 47 of 66

PUBLIC LAW 107-204—JULY 30, 2002 116 STAT. 791

(4) emerging companies with disparities in price to earning
ratios;

(5) issuers whose operations significantly affect any mate-
rial sector of the economy; and

(6) any other factors that the Commission may consider
relevant.

(c) MiNiMuM REVIEW PERIOD.—In no event shall an issuer
required to file reports under section 13(a) or 15(d) of the Securities
Exchange Act of 1934 be reviewed under this section less frequently
than once every 3 years.

SEC. 409. REAL TIME ISSUER DISCLOSURES.

Section 13 of the Securities Exchange Act of 1934 (15 U.S.C.
78m), as amended by this Act, is amended by adding at the end
the following:

“1) REAL TIME ISSUER DISCLOSURES.—Each issuer reporting
under section 13(a) or 15(d) shall disclose to the public on a rapid
and current basis such additional information concerning material
changes in the financial condition or operations of the issuer, in
plain English, which may include trend and qualitative information
and graphic presentations, as the Commission determines, by rule,
is necessary or useful for the protection of investors and in the
public interest.”.

TITLE V—ANALYST CONFLICTS OF
INTEREST

SEC. 501. TREATMENT OF SECURITIES ANALYSTS BY REGISTERED
SECURITIES ASSOCIATIONS AND NATIONAL SECURITIES
EXCHANGES.

(a) RULES REGARDING SECURITIES ANALYSTS.—The Securities
Exchange Act of 1934 (15 U.S.C. 78a et seq.) is amended by
inserting after section 15C the following new section:

“SEC. 15D. SECURITIES ANALYSTS AND RESEARCH REPORTS. 15 USC 780-6.

“(a) ANALYST PROTECTIONS.—The Commission, or upon the Deadline.
authorization and direction of the Commission, a registered securi-
ties association or national securities exchange, shall have adopted,
not later than 1 year after the date of enactment of this section,
rules reasonably designed to address conflicts of interest that can
arise when securities analysts recommend equity securities in
research reports and public appearances, in order to improve the
objectivity of research and provide investors with more useful and
reliable information, including rules designed—

“1) to foster greater public confidence in securities
research, and to protect the objectivity and independence of
securities analysts, by—

“(A) restricting the prepublication clearance or
approval of research reports by persons employed by the
broker or dealer who are engaged in investment banking
activities, or persons not directly responsible for investment
research, other than legal or compliance staff;

“(B) limiting the supervision and compensatory evalua-
tion of securities analysts to officials employed by the
broker or dealer who are not engaged in investment
banking activities; and
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“(C) requiring that a broker or dealer and persons
employed by a broker or dealer who are involved with
investment banking activities may not, directly or
indirectly, retaliate against or threaten to retaliate against
any securities analyst employed by that broker or dealer
or its affiliates as a result of an adverse, negative, or
otherwise unfavorable research report that may adversely
affect the present or prospective investment banking rela-
tionship of the broker or dealer with the issuer that is
the subject of the research report, except that such rules
may not limit the authority of a broker or dealer to dis-
cipline a securities analyst for causes other than such
research report in accordance with the policies and proce-
dures of the firm;

“(2) to define periods during which brokers or dealers who
have participated, or are to participate, in a public offering
of securities as underwriters or dealers should not publish
or otherwise distribute research reports relating to such securi-
ties or to the issuer of such securities;

“(3) to establish structural and institutional safeguards
within registered brokers or dealers to assure that securities
analysts are separated by appropriate informational partitions
within the firm from the review, pressure, or oversight of
those whose involvement in investment banking activities
might potentially bias their judgment or supervision; and

“(4) to address such other issues as the Commission, or
such association or exchange, determines appropriate.

“(b) D1scLOSURE.—The Commission, or upon the authorization

and direction of the Commission, a registered securities association
or national securities exchange, shall have adopted, not later than
1 year after the date of enactment of this section, rules reasonably
designed to require each securities analyst to disclose in public
appearances, and each registered broker or dealer to disclose in
each research report, as applicable, conflicts of interest that are
known or should have been known by the securities analyst or
the broker or dealer, to exist at the time of the appearance or
the date of distribution of the report, including—

“(1) the extent to which the securities analyst has debt
or equity investments in the issuer that is the subject of the
appearance or research report;

“(2) whether any compensation has been received by the
registered broker or dealer, or any affiliate thereof, including
the securities analyst, from the issuer that is the subject of
the appearance or research report, subject to such exemptions
as the Commission may determine appropriate and necessary
to prevent disclosure by virtue of this paragraph of material
non-public information regarding specific potential future
investment banking transactions of such issuer, as is appro-
priate in the public interest and consistent with the protection
of investors;

“(3) whether an issuer, the securities of which are rec-
ommended in the appearance or research report, currently is,
or during the 1-year period preceding the date of the appearance
or date of distribution of the report has been, a client of the
registered broker or dealer, and if so, stating the types of
services provided to the issuer;
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“(4) whether the securities analyst received compensation
with respect to a research report, based upon (among any
other factors) the investment banking revenues (either gen-
erally or specifically earned from the issuer being analyzed)
of the registered broker or dealer; and

“(5) such other disclosures of conflicts of interest that are
material to investors, research analysts, or the broker or dealer
as the Commission, or such association or exchange, determines
appropriate.

“(c) DEFINITIONS.—In this section—

“(1) the term ‘securities analyst’ means any associated per-
son of a registered broker or dealer that is principally respon-
sible for, and any associated person who reports directly or
indirectly to a securities analyst in connection with, the
preparation of the substance of a research report, whether
or (11’1013 any such person has the job title of ‘securities analyst’;
an

“(2) the term ‘research report’ means a written or electronic
communication that includes an analysis of equity securities
of individual companies or industries, and that provides
information reasonably sufficient upon which to base an invest-
ment decision.”.

(b) ENFORCEMENT.—Section 21B(a) of the Securities Exchange
Act of 1934 (15 U.S.C. 78u—2(a)) is amended by inserting “15D,”
before “15B”.

(¢) CoMMISSION AUTHORITY.—The Commission may promulgate
and amend its regulations, or direct a registered securities associa-
tion or national securities exchange to promulgate and amend its
rules, to carry out section 15D of the Securities Exchange Act
of 1934, as added by this section, as is necessary for the protection
of investors and in the public interest.

TITLE VI—COMMISSION RESOURCES
AND AUTHORITY

SEC. 601. AUTHORIZATION OF APPROPRIATIONS.

Section 35 of the Securities Exchange Act of 1934 (15 U.S.C.
78kk) is amended to read as follows:

“SEC. 35. AUTHORIZATION OF APPROPRIATIONS.

“In addition to any other funds authorized to be appropriated
to the Commission, there are authorized to be appropriated to
carry out the functions, powers, and duties of the Commission,
$776,000,000 for fiscal year 2003, of which—

“(1) $102,700,000 shall be available to fund additional com-
pensation, including salaries and benefits, as authorized in
the Investor and Capital Markets Fee Relief Act (Public Law
107-123; 115 Stat. 2390 et seq.);

“(2) $108,400,000 shall be available for information tech-
nology, security enhancements, and recovery and mitigation
activities in light of the terrorist attacks of September 11,
2001; and

“(3) $98,000,000 shall be available to add not fewer than
an additional 200 qualified professionals to provide enhanced
oversight of auditors and audit services required by the Federal
securities laws, and to improve Commission investigative and

15 USC 780-6
note.
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disciplinary efforts with respect to such auditors and services,
as well as for additional professional support staff necessary
to strengthen the programs of the Commission involving Full
Disclosure and Prevention and Suppression of Fraud, risk
management, industry technology review, compliance, inspec-
tions, examinations, market regulation, and investment
management.”.

SEC. 602. APPEARANCE AND PRACTICE BEFORE THE COMMISSION.

The Securities Exchange Act of 1934 (15 U.S.C. 78a et seq.)
is amended by inserting after section 4B the following:

“SEC. 4C. APPEARANCE AND PRACTICE BEFORE THE COMMISSION.

“(a) AUTHORITY TO CENSURE.—The Commission may censure
any person, or deny, temporarily or permanently, to any person
the privilege of appearing or practicing before the Commission
in any way, if that person is found by the Commission, after
notice and opportunity for hearing in the matter—

“(1) not to possess the requisite qualifications to represent
others;

“(2) to be lacking in character or integrity, or to have
engaged in unethical or improper professional conduct; or

“(3) to have willfully violated, or willfully aided and abetted
the violation of, any provision of the securities laws or the
rules and regulations issued thereunder.

“(b) DEFINITION.—With respect to any registered public
accounting firm or associated person, for purposes of this section,
the term ‘improper professional conduct’ means—

“(1) intentional or knowing conduct, including reckless con-
duct, that results in a violation of applicable professional stand-
ards; and

“(2) negligent conduct in the form of—

“(A) a single instance of highly unreasonable conduct
that results in a violation of applicable professional stand-
ards in circumstances in which the registered public
accounting firm or associated person knows, or should
know, that heightened scrutiny is warranted; or

“(B) repeated instances of unreasonable conduct, each
resulting in a violation of applicable professional standards,
that indicate a lack of competence to practice before the
Commission.”.

SEC. 603. FEDERAL COURT AUTHORITY TO IMPOSE PENNY STOCK
BARS.

(a) SECURITIES EXCHANGE ACT OF 1934.—Section 21(d) of the
Securities Exchange Act of 1934 (15 U.S.C. 78u(d)), as amended
by this Act, is amended by adding at the end the following:

“(6) AUTHORITY OF A COURT TO PROHIBIT PERSONS FROM PARTICI-
PATING IN AN OFFERING OF PENNY STOCK.—

“(A) IN GENERAL.—In any proceeding under paragraph (1)
against any person participating in, or, at the time of the
alleged misconduct who was participating in, an offering of
penny stock, the court may prohibit that person from partici-
pating in an offering of penny stock, conditionally or uncondi-
tionally, and permanently or for such period of time as the
court shall determine.

“(B) DEFINITION.—For purposes of this paragraph, the term
‘person participating in an offering of penny stock’ includes
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any person engaging in activities with a broker, dealer, or

issuer for purposes of issuing, trading, or inducing or

attempting to induce the purchase or sale of, any penny stock.

The Commission may, by rule or regulation, define such term

to include other activities, and may, by rule, regulation, or

order, exempt any person or class of persons, in whole or
in part, conditionally or unconditionally, from inclusion in such
term.”.

(b) SECURITIES ACT OF 1933.—Section 20 of the Securities Act
of 1933 (15 U.S.C. 77t) is amended by adding at the end the
following:

“(g) AUTHORITY OF A COURT ToO PROHIBIT PERSONS FROM
PARTICIPATING IN AN OFFERING OF PENNY STOCK.—

“(1) IN GENERAL.—In any proceeding under subsection (a)
against any person participating in, or, at the time of the
alleged misconduct, who was participating in, an offering of
penny stock, the court may prohibit that person from partici-
pating in an offering of penny stock, conditionally or uncondi-
tionally, and permanently or for such period of time as the
court shall determine.

“(2) DEFINITION.—For purposes of this subsection, the term
‘person participating in an offering of penny stock’ includes
any person engaging in activities with a broker, dealer, or
issuer for purposes of issuing, trading, or inducing or
attempting to induce the purchase or sale of, any penny stock.
The Commission may, by rule or regulation, define such term
to include other activities, and may, by rule, regulation, or
order, exempt any person or class of persons, in whole or
in part, conditionally or unconditionally, from inclusion in such
term.”.

SEC. 604. QUALIFICATIONS OF ASSOCIATED PERSONS OF BROKERS
AND DEALERS.

(a) BROKERS AND DEALERS.—Section 15(b)(4) of the Securities
Exchange Act of 1934 (15 U.S.C. 780) is amended—

(1) by striking subparagraph (F) and inserting the fol-
lowing:

“(F) is subject to any order of the Commission barring
or suspending the right of the person to be associated with
a broker or dealer;”; and

(2) in subparagraph (G), by striking the period at the
end and inserting the following: “; or

“(H) is subject to any final order of a State securities
commission (or any agency or officer performing like functions),
State authority that supervises or examines banks, savings
associations, or credit unions, State insurance commission (or
any agency or office performing like functions), an appropriate
Federal banking agency (as defined in section 3 of the Federal
Deposit Insurance Act (12 U.S.C. 1813(q))), or the National
Credit Union Administration, that—

“(i) bars such person from association with an entity
regulated by such commission, authority, agency, or officer,
or from engaging in the business of securities, insurance,
banking, savings association activities, or credit union
activities; or
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“(i1) constitutes a final order based on violations of
any laws or regulations that prohibit fraudulent, manipula-
tive, or deceptive conduct.”.

(b) INVESTMENT ADVISERS.—Section 203(e) of the Investment
Advisers Act of 1940 (15 U.S.C. 80b—3(e)) is amended—

(1) by striking paragraph (7) and inserting the following:

“(7) 1s subject to any order of the Commission barring
or suspending the right of the person to be associated with
an investment adviser;”;

(2) in paragraph (8), by striking the period at the end
and inserting “; or”; and

(3) by adding at the end the following:

“9) is subject to any final order of a State securities
commission (or any agency or officer performing like functions),
State authority that supervises or examines banks, savings
associations, or credit unions, State insurance commission (or
any agency or office performing like functions), an appropriate
Federal banking agency (as defined in section 3 of the Federal
Deposit Insurance Act (12 U.S.C. 1813(q))), or the National
Credit Union Administration, that—

“(A) bars such person from association with an entity
regulated by such commission, authority, agency, or officer,
or from engaging in the business of securities, insurance,
banking, savings association activities, or credit union
activities; or

“(B) constitutes a final order based on violations of
any laws or regulations that prohibit fraudulent, manipula-
tive, or deceptive conduct.”.

(c) CONFORMING AMENDMENTS.—

(1) SECURITIES EXCHANGE ACT OF 1934.—The Securities
Exchange Act of 1934 (15 U.S.C. 78a et seq.) is amended—

(A) in section 3(a)(39)(F) (15 U.S.C. 78c(a)(39)(F))—

1 (i) by striking “or (G)” and inserting “(H), or (G)”;
an
(i1) by inserting “, or is subject to an order or
finding,” before “enumerated”;

(B) in each of section 15(b)(6)A)1) (15 U.S.C.
780(b)(6)(A)(i)), paragraphs (2) and (4) of section 15B(c)
(15 U.S.C. 780—4(c)), and subparagraphs (A) and (C) of
section 15C(c)(1) (15 U.S.C. 780-5(c)(1))—

(1) by striking “or (G)” each place that term appears
and inserting “(H), or (G)”; and

(i1) by striking “or omission” each place that term
appears, and inserting “, or is subject to an order
or finding,”; and

(C) in each of paragraphs (3)(A) and (4)(C) of section
17A(c) (15 U.S.C. 78q-1(c))—

(i) by striking “or (G)” each place that term appears
and inserting “(H), or (G)”; and

(i1) by inserting “, or is subject to an order or
finding,” before “enumerated” each place that term
appears.

(2) INVESTMENT ADVISERS ACT OF 1940.—Section 203(f) of
the Investment Advisers Act of 1940 (15 U.S.C. 80b-3(f)) is
amended—

(A) by striking “or (8)” and inserting “(8), or (9)”; and

(B) by inserting “or (3)” after “paragraph (2)”.

Exhibit__ (MJM-1)
Page 52 of 66



PUBLIC LAW 107-204—JULY 30, 2002 116 STAT. 797

TITLE VII—-STUDIES AND REPORTS

SEC. 701. GAO STUDY AND REPORT REGARDING CONSOLIDATION OF
PUBLIC ACCOUNTING FIRMS.

(a) STUDY REQUIRED.—The Comptroller General of the United
States shall conduct a study—

(1) to identify—

(A) the factors that have led to the consolidation of
public accounting firms since 1989 and the consequent
reduction in the number of firms capable of providing audit
services to large national and multi-national business
organizations that are subject to the securities laws;

(B) the present and future impact of the condition
described in subparagraph (A) on capital formation and
securities markets, both domestic and international; and

(C) solutions to any problems identified under subpara-
graph (B), including ways to increase competition and the
number of firms capable of providing audit services to
large national and multinational business organizations
that are subject to the securities laws;

(2) of the problems, if any, faced by business organizations
that have resulted from limited competition among public
accounting firms, including—

(A) higher costs;

(B) lower quality of services;

(C) impairment of auditor independence; or

(D) lack of choice; and
(3) whether and to what extent Federal or State regulations

impede competition among public accounting firms.

(b) CONSULTATION.—In planning and conducting the study
under this section, the Comptroller General shall consult with—

(1) the Commission;

(2) the regulatory agencies that perform functions similar
to the Commission within the other member countries of the
Group of Seven Industrialized Nations;

(3) the Department of Justice; and

(4) any other public or private sector organization that
the Comptroller General considers appropriate.

(c) REPORT REQUIRED.—Not later than 1 year after the date
of enactment of this Act, the Comptroller General shall submit
a report on the results of the study required by this section to
the Committee on Banking, Housing, and Urban Affairs of the
Senate and the Committee on Financial Services of the House
of Representatives.

SEC. 702. COMMISSION STUDY AND REPORT REGARDING CREDIT
RATING AGENCIES.

(a) STUDY REQUIRED.—

(1) IN GENERAL.—The Commission shall conduct a study
of the role and function of credit rating agencies in the operation
of the securities market.

(2) AREAS OF CONSIDERATION.—The study required by this
subsection shall examine—

(A) the role of credit rating agencies in the evaluation
of issuers of securities;

15 USC 7201
note.
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(B) the importance of that role to investors and the
functioning of the securities markets;

(C) any impediments to the accurate appraisal by credit
rating agencies of the financial resources and risks of
issuers of securities;

(D) any barriers to entry into the business of acting
as a credit rating agency, and any measures needed to
remove such barriers;

(E) any measures which may be required to improve
the dissemination of information concerning such resources
and risks when credit rating agencies announce credit
ratings; and

(F) any conflicts of interest in the operation of credit
rating agencies and measures to prevent such conflicts
or ameliorate the consequences of such conflicts.

(b) REPORT REQUIRED.—The Commission shall submit a report
on the study required by subsection (a) to the President, the Com-
mittee on Financial Services of the House of Representatives, and
the Committee on Banking, Housing, and Urban Affairs of the
S}fnage not later than 180 days after the date of enactment of
this Act.

SEC. 703. STUDY AND REPORT ON VIOLATORS AND VIOLATIONS.

(a) STuDY.—The Commission shall conduct a study to deter-
mine, based upon information for the period from January 1, 1998,
to December 31, 2001—

(1) the number of securities professionals, defined as public
accountants, public accounting firms, investment bankers,
investment advisers, brokers, dealers, attorneys, and other
securities professionals practicing before the Commission—

(A) who have been found to have aided and abetted
a violation of the Federal securities laws, including rules
or regulations promulgated thereunder (collectively
referred to in this section as “Federal securities laws”),
but who have not been sanctioned, disciplined, or otherwise
penalized as a primary violator in any administrative
action or civil proceeding, including in any settlement of
such an action or proceeding (referred to in this section
as “aiders and abettors”); and

(B) who have been found to have been primary violators
of the Federal securities laws;

(2) a description of the Federal securities laws violations
committed by aiders and abettors and by primary violators,
including—

(A) the specific provision of the Federal securities laws
violated;

(B) the specific sanctions and penalties imposed upon
such aiders and abettors and primary violators, including
the amount of any monetary penalties assessed upon and
collected from such persons;

(C) the occurrence of multiple violations by the same
person or persons, either as an aider or abettor or as
a primary violator; and

(D) whether, as to each such violator, disciplinary sanc-
tions have been imposed, including any censure, suspen-
sion, temporary bar, or permanent bar to practice before
the Commission; and
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(3) the amount of disgorgement, restitution, or any other
fines or payments that the Commission has assessed upon
and collected from, aiders and abettors and from primary viola-
tors.

(b) REPORT.—A report based upon the study conducted pursuant
to subsection (a) shall be submitted to the Committee on Banking,
Housing, and Urban Affairs of the Senate, and the Committee
on Financial Services of the House of Representatives not later
than 6 months after the date of enactment of this Act.

SEC. 704. STUDY OF ENFORCEMENT ACTIONS.

(a) STuDY REQUIRED.—The Commission shall review and ana-
lyze all enforcement actions by the Commission involving violations
of reporting requirements imposed under the securities laws, and
restatements of financial statements, over the 5-year period pre-
ceding the date of enactment of this Act, to identify areas of
reporting that are most susceptible to fraud, inappropriate manipu-
lation, or inappropriate earnings management, such as revenue
recognition and the accounting treatment of off-balance sheet special
purpose entities.

(b) REPORT REQUIRED.—The Commission shall report its
findings to the Committee on Financial Services of the House of
Representatives and the Committee on Banking, Housing, and
Urban Affairs of the Senate, not later than 180 days after the
date of enactment of this Act, and shall use such findings to revise
its rules and regulations, as necessary. The report shall include
a discussion of regulatory or legislative steps that are recommended
or that may be necessary to address concerns identified in the
study.

SEC. 705. STUDY OF INVESTMENT BANKS.

(a) GAO STuDY.—The Comptroller General of the United States
shall conduct a study on whether investment banks and financial
advisers assisted public companies in manipulating their earnings
and obfuscating their true financial condition. The study should
address the rule of investment banks and financial advisers—

(1) in the collapse of the Enron Corporation, including
with respect to the design and implementation of derivatives
transactions, transactions involving special purpose vehicles,
and other financial arrangements that may have had the effect
of altering the company’s reported financial statements in ways
that obscured the true financial picture of the company;

(2) in the failure of Global Crossing, including with respect
to transactions involving swaps of fiberoptic cable capacity,
in the designing transactions that may have had the effect
of altering the company’s reported financial statements in ways
that obscured the true financial picture of the company; and

(3) generally, in creating and marketing transactions which
may have been designed solely to enable companies to manipu-
late revenue streams, obtain loans, or move liabilities off bal-
ance sheets without altering the economic and business risks
faced by the companies or any other mechanism to obscure
a company’s financial picture.

(b) REPORT.—The Comptroller General shall report to Congress
not later than 180 days after the date of enactment of this Act
on the results of the study required by this section. The report
shall include a discussion of regulatory or legislative steps that

Deadline.

Deadline.

Exhibit__ (MJM-1)
Page 55 of 66



116 STAT. 800 PUBLIC LAW 107-204—JULY 30, 2002

Corporate and
Criminal Fraud
Accountability
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18 USC 1501
note.

Regulations.

are recommended or that may be necessary to address concerns
identified in the study.

TITLE VIII—CORPORATE AND
CRIMINAL FRAUD ACCOUNTABILITY

SEC. 801. SHORT TITLE.

This title may be cited as the “Corporate and Criminal Fraud
Accountability Act of 2002”.

SEC. 802. CRIMINAL PENALTIES FOR ALTERING DOCUMENTS.

(a) IN GENERAL.—Chapter 73 of title 18, United States Code,
is amended by adding at the end the following:

“§1519. Destruction, alteration, or falsification of records
in Federal investigations and bankruptcy

“Whoever knowingly alters, destroys, mutilates, conceals, covers
up, falsifies, or makes a false entry in any record, document, or
tangible object with the intent to impede, obstruct, or influence
the investigation or proper administration of any matter within
the jurisdiction of any department or agency of the United States
or any case filed under title 11, or in relation to or contemplation
of any such matter or case, shall be fined under this title, impris-
oned not more than 20 years, or both.

“§ 1520. Destruction of corporate audit records

“(a)(1) Any accountant who conducts an audit of an issuer
of securities to which section 10A(a) of the Securities Exchange
Act of 1934 (15 U.S.C. 78j—1(a)) applies, shall maintain all audit
or review workpapers for a period of 5 years from the end of
the fiscal period in which the audit or review was concluded.

“(2) The Securities and Exchange Commission shall promulgate,
within 180 days, after adequate notice and an opportunity for
comment, such rules and regulations, as are reasonably necessary,
relating to the retention of relevant records such as workpapers,
documents that form the basis of an audit or review, memoranda,
correspondence, communications, other documents, and records
(including electronic records) which are created, sent, or received
in connection with an audit or review and contain conclusions,
opinions, analyses, or financial data relating to such an audit or
review, which is conducted by any accountant who conducts an
audit of an issuer of securities to which section 10A(a) of the
Securities Exchange Act of 1934 (15 U.S.C. 78j—1(a)) applies. The
Commission may, from time to time, amend or supplement the
rules and regulations that it is required to promulgate under this
section, after adequate notice and an opportunity for comment,
in order to ensure that such rules and regulations adequately
comport with the purposes of this section.

“(b) Whoever knowingly and willfully violates subsection (a)(1),
or any rule or regulation promulgated by the Securities and
Exchange Commission under subsection (a)(2), shall be fined under
this title, imprisoned not more than 10 years, or both.

“(c) Nothing in this section shall be deemed to diminish or
relieve any person of any other duty or obligation imposed by
Federal or State law or regulation to maintain, or refrain from
destroying, any document.”.
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(b) CLERICAL AMENDMENT.—The table of sections at the begin-
ning of chapter 73 of title 18, United States Code, is amended
by adding at the end the following new items:

“1519. Destruction, alteration, or falsification of records in Federal investigations
and bankruptcy.

“1520. Destruction of corporate audit records.”.

SEC. 803. DEBTS NONDISCHARGEABLE IF INCURRED IN VIOLATION
OF SECURITIES FRAUD LAWS.

Section 523(a) of title 11, United States Code, is amended—
(1) in paragraph (17), by striking “or” after the semicolon;
(2) in paragraph (18), by striking the period at the end

and inserting “; or”; and
(3) by adding at the end, the following:
“(19) that—

“(A) is for—

“(i) the violation of any of the Federal securities
laws (as that term is defined in section 3(a)(47) of
the Securities Exchange Act of 1934), any of the State
securities laws, or any regulation or order issued under
such Federal or State securities laws; or

“(ii) common law fraud, deceit, or manipulation
in gonnection with the purchase or sale of any security;
an
“(B) results from—

“i) any judgment, order, consent order, or decree
entered in any Federal or State judicial or administra-
tive proceeding;

“(ii) any settlement agreement entered into by the
debtor; or

“(iii) any court or administrative order for any
damages, fine, penalty, citation, restitutionary pay-
ment, disgorgement payment, attorney fee, cost, or
other payment owed by the debtor.”.

SEC. 804. STATUTE OF LIMITATIONS FOR SECURITIES FRAUD.

(a) IN GENERAL.—Section 1658 of title 28, United States Code,
is amended—

(1) by inserting “(a)” before “Except”; and
(2) by adding at the end the following:

“(b) Notwithstanding subsection (a), a private right of action
that involves a claim of fraud, deceit, manipulation, or contrivance
in contravention of a regulatory requirement concerning the securi-
ties laws, as defined in section 3(a)(47) of the Securities Exchange
Act of 1934 (15 U.S.C. 78c(a)(47)), may be brought not later than
the earlier of—

“(1) 2 years after the discovery of the facts constituting
the violation; or
“(2) 5 years after such violation.”.

(b) EFFECTIVE DATE.—The limitations period provided by sec-
tion 1658(b) of title 28, United States Code, as added by this
section, shall apply to all proceedings addressed by this section
Klat are commenced on or after the date of enactment of this

ct.

(c) No CREATION OF ACTIONS.—Nothing in this section shall
create a new, private right of action.

28 USC 1658
note.

28 USC 1658
note.
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SEC. 805. REVIEW OF FEDERAL SENTENCING GUIDELINES FOR
OBSTRUCTION OF JUSTICE AND EXTENSIVE CRIMINAL
FRAUD.

(a) ENHANCEMENT OF FRAUD AND OBSTRUCTION OF JUSTICE
SENTENCES.—Pursuant to section 994 of title 28, United States
Code, and in accordance with this section, the United States Sen-
tencing Commission shall review and amend, as appropriate, the
Federal Sentencing Guidelines and related policy statements to
ensure that—

(1) the base offense level and existing enhancements con-
tained in United States Sentencing Guideline 2J1.2 relating
to obstruction of justice are sufficient to deter and punish
that activity;

(2) the enhancements and specific offense characteristics
relating to obstruction of justice are adequate in cases where—

(A) the destruction, alteration, or fabrication of evi-
dence involves—

(i) a large amount of evidence, a large number
of participants, or is otherwise extensive;

(ii) the selection of evidence that is particularly
probative or essential to the investigation; or

(ii1) more than minimal planning; or
(B) the offense involved abuse of a special skill or

a position of trust;

(3) the guideline offense levels and enhancements for viola-
tions of section 1519 or 1520 of title 18, United States Code,
as added by this title, are sufficient to deter and punish that
activity;

(4) a specific offense characteristic enhancing sentencing
is provided under United States Sentencing Guideline 2B1.1
(as in effect on the date of enactment of this Act) for a fraud
offense that endangers the solvency or financial security of
a substantial number of victims; and

(5) the guidelines that apply to organizations in United
States Sentencing Guidelines, chapter 8, are sufficient to deter
and punish organizational criminal misconduct.

(b) EMERGENCY AUTHORITY AND DEADLINE FOR COMMISSION
AcTION.—The United States Sentencing Commission is requested
to promulgate the guidelines or amendments provided for under
this section as soon as practicable, and in any event not later
than 180 days after the date of enactment of this Act, in accordance
with the prcedures set forth in section 219(a) of the Sentencing
Reform Act of 1987, as though the authority under that Act had
not expired.

SEC. 806. PROTECTION FOR EMPLOYEES OF PUBLICLY TRADED
COMPANIES WHO PROVIDE EVIDENCE OF FRAUD.

(a) IN GENERAL.—Chapter 73 of title 18, United States Code,
is amended by inserting after section 1514 the following:

“§ 1514A. Civil action to protect against retaliation in fraud
cases

“(a) WHISTLEBLOWER PROTECTION FOR EMPLOYEES OF PUBLICLY
TRADED COMPANIES.—No company with a class of securities reg-
istered under section 12 of the Securities Exchange Act of 1934
(15 U.S.C. 78]), or that is required to file reports under section
15(d) of the Securities Exchange Act of 1934 (15 U.S.C. 780(d)),
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or any officer, employee, contractor, subcontractor, or agent of such
company, may discharge, demote, suspend, threaten, harass, or
in any other manner discriminate against an employee in the terms
and conditions of employment because of any lawful act done by
the employee—

“(1) to provide information, cause information to be pro-
vided, or otherwise assist in an investigation regarding any
conduct which the employee reasonably believes constitutes
a violation of section 1341, 1343, 1344, or 1348, any rule or
regulation of the Securities and Exchange Commission, or any
provision of Federal law relating to fraud against shareholders,
when the information or assistance is provided to or the inves-
tigation is conducted by—

“(A) a Federal regulatory or law enforcement agency;

“B) any Member of Congress or any committee of
Congress; or

“(C) a person with supervisory authority over the
employee (or such other person working for the employer
who has the authority to investigate, discover, or terminate
misconduct); or
“(2) to file, cause to be filed, testify, participate in, or

otherwise assist in a proceeding filed or about to be filed
(with any knowledge of the employer) relating to an alleged
violation of section 1341, 1343, 1344, or 1348, any rule or
regulation of the Securities and Exchange Commission, or any
provision of Federal law relating to fraud against shareholders.
“(b) ENFORCEMENT ACTION.—

“(1) IN GENERAL.—A person who alleges discharge or other
discrimination by any person in violation of subsection (a) may
seek relief under subsection (c), by—

“(A) filing a complaint with the Secretary of Labor;
or

“B) if the Secretary has not issued a final decision
within 180 days of the filing of the complaint and there
is no showing that such delay is due to the bad faith
of the claimant, bringing an action at law or equity for
de novo review in the appropriate district court of the
United States, which shall have jurisdiction over such an
action without regard to the amount in controversy.

“(2) PROCEDURE.—

“(A) IN GENERAL.—An action under paragraph (1)(A)
shall be governed under the rules and procedures set forth
in section 42121(b) of title 49, United States Code.

“B) ExcepTION.—Notification made wunder section
42121(b)(1) of title 49, United States Code, shall be made
to the person named in the complaint and to the employer.

“(C) BURDENS OF PROOF.—An action brought under
paragraph (1)(B) shall be governed by the legal burdens
of proof set forth in section 42121(b) of title 49, United
States Code.

“(D) STATUTE OF LIMITATIONS.—An action under para-
graph (1) shall be commenced not later than 90 days after
the date on which the violation occurs.

“(c) REMEDIES.—

“(1) IN GENERAL.—An employee prevailing in any action
under subsection (b)(1) shall be entitled to all relief necessary
to make the employee whole.

Deadline.
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“(2) COMPENSATORY DAMAGES.—Relief for any action under
paragraph (1) shall include—

“(A) reinstatement with the same seniority status that
the employee would have had, but for the discrimination;

“(B) the amount of back pay, with interest; and

“(C) compensation for any special damages sustained
as a result of the discrimination, including litigation costs,
expert witness fees, and reasonable attorney fees.

“(d) RiGHTS RETAINED BY EMPLOYEE.—Nothing in this section
shall be deemed to diminish the rights, privileges, or remedies
of any employee under any Federal or State law, or under any
collective bargaining agreement.”.

(b) CLERICAL AMENDMENT.—The table of sections at the begin-
ning of chapter 73 of title 18, United States Code, is amended
by inserting after the item relating to section 1514 the following
new item:

“1514A. Civil action to protect against retaliation in fraud cases.”.

SEC. 807. CRIMINAL PENALTIES FOR DEFRAUDING SHAREHOLDERS
OF PUBLICLY TRADED COMPANIES.

(a) IN GENERAL.—Chapter 63 of title 18, United States Code,
is amended by adding at the end the following:

“§ 1348. Securities fraud

“Whoever knowingly executes, or attempts to execute, a scheme
or artifice—
“(1) to defraud any person in connection with any security
of an issuer with a class of securities registered under section
12 of the Securities Exchange Act of 1934 (15 U.S.C. 78])
or that is required to file reports under section 15(d) of the
Securities Exchange Act of 1934 (15 U.S.C. 780(d)); or
“(2) to obtain, by means of false or fraudulent pretenses,
representations, or promises, any money or property in connec-
tion with the purchase or sale of any security of an issuer
with a class of securities registered under section 12 of the
Securities Exchange Act of 1934 (15 U.S.C. 78]) or that is
required to file reports under section 15(d) of the Securities
Exchange Act of 1934 (15 U.S.C. 780(d));
shall be fined under this title, or imprisoned not more than 25
years, or both.”.
(b) CLERICAL AMENDMENT.—The table of sections at the begin-
ning of chapter 63 of title 18, United States Code, is amended
by adding at the end the following new item:

“1348. Securities fraud.”.

TITLE IX—WHITE-COLLAR CRIME
PENALTY ENHANCEMENTS

SEC. 901. SHORT TITLE.

This title may be cited as the “White-Collar Crime Penalty
Enhancement Act of 2002”.
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SEC. 902. ATTEMPTS AND CONSPIRACIES TO COMMIT CRIMINAL
FRAUD OFFENSES.

(a) IN GENERAL.—Chapter 63 of title 18, United States Code,
is amended by inserting after section 1348 as added by this Act
the following:

“§1349. Attempt and conspiracy

“Any person who attempts or conspires to commit any offense
under this chapter shall be subject to the same penalties as those
prescribed for the offense, the commission of which was the object
of the attempt or conspiracy.

(b) CLERICAL AMENDMENT.—The table of sections at the begin-
ning of chapter 63 of title 18, United States Code, is amended
by adding at the end the following new item:

“1349. Attempt and conspiracy.”.
SEC. 903. CRIMINAL PENALTIES FOR MAIL AND WIRE FRAUD.

(a) MAIL FRAUD.—Section 1341 of title 18, United States Code,
is amended by striking “five” and inserting “20”.

(b) WIRE FRAUD.—Section 1343 of title 18, United States Code,
is amended by striking “five” and inserting “20”.

SEC. 904. CRIMINAL PENALTIES FOR VIOLATIONS OF THE EMPLOYEE
RETIREMENT INCOME SECURITY ACT OF 1974.

Section 501 of the Employee Retirement Income Security Act
of 1974 (29 U.S.C. 1131) is amended—
(1) by striking “$5,000” and inserting “$100,000”;
(2) by striking “one year” and inserting “10 years”; and
(3) by striking “$100,000” and inserting “$500,000”.

SEC. 905. AMENDMENT TO SENTENCING GUIDELINES RELATING TO
CERTAIN WHITE-COLLAR OFFENSES.

(a) DIRECTIVE TO THE UNITED STATES SENTENCING COMMIS-
SION.—Pursuant to its authority under section 994(p) of title 18,
United States Code, and in accordance with this section, the United
States Sentencing Commission shall review and, as appropriate,
amend the Federal Sentencing Guidelines and related policy state-
ments to implement the provisions of this Act.

(b) REQUIREMENTS.—In carrying out this section, the Sen-
tencing Commission shall—

(1) ensure that the sentencing guidelines and policy state-
ments reflect the serious nature of the offenses and the pen-
alties set forth in this Act, the growing incidence of serious
fraud offenses which are identified above, and the need to
modify the sentencing guidelines and policy statements to deter,
prevent, and punish such offenses;

(2) consider the extent to which the guidelines and policy
statements adequately address whether the guideline offense
levels and enhancements for violations of the sections amended
by this Act are sufficient to deter and punish such offenses,
and specifically, are adequate in view of the statutory increases
in penalties contained in this Act;

(3) assure reasonable consistency with other relevant direc-
tives and sentencing guidelines;

(4) account for any additional aggravating or mitigating
circumstances that might justify exceptions to the generally
applicable sentencing ranges;

28 USC 994 note.
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(5) make any necessary conforming changes to the sen-
tencing guidelines; and
(6) assure that the guidelines adequately meet the purposes

of sentencing, as set forth in section 3553(a)(2) of title 18,

United States Code.

(c) EMERGENCY AUTHORITY AND DEADLINE FOR COMMISSION
AcTION.—The United States Sentencing Commission is requested
to promulgate the guidelines or amendments provided for under
this section as soon as practicable, and in any event not later
than 180 days after the date of enactment of this Act, in accordance
with the procedures set forth in section 219(a) of the Sentencing
Reform Act of 1987, as though the authority under that Act had
not expired.

SEC. 906. CORPORATE RESPONSIBILITY FOR FINANCIAL REPORTS.

(a) IN GENERAL.—Chapter 63 of title 18, United States Code,
is amended by inserting after section 1349, as created by this
Act, the following:

“§1350. Failure of corporate officers to certify financial
reports

(a) CERTIFICATION OF PERIODIC FINANCIAL REPORTS.—Each
periodic report containing financial statements filed by an issuer
with the Securities Exchange Commission pursuant to section 13(a)
or 15(d) of the Securities Exchange Act of 1934 (15 U.S.C. 78m(a)
or 780(d)) shall be accompanied by a written statement by the
chief executive officer and chief financial officer (or equivalent
thereof) of the issuer.

“(b) CONTENT.—The statement required under subsection (a)
shall certify that the periodic report containing the financial state-
ments fully complies with the requirements of section 13(a) or
15(d) of the Securities Exchange Act pf 1934 (15 U.S.C. 78m or
780(d)) and that information contained in the periodic report fairly
presents, in all material respects, the financial condition and results
of operations of the issuer.

“(c) CRIMINAL PENALTIES.—Whoever—

“(1) certifies any statement as set forth in subsections

(a) and (b) of this section knowing that the periodic report

accompanying the statement does not comport with all the

requirements set forth in this section shall be fined not more
than $1,000,000 or imprisoned not more than 10 years, or
both; or

“(2) willfully certifies any statement as set forth in sub-
sections (a) and (b) of this section knowing that the periodic
report accompanying the statement does not comport with all
the requirements set forth in this section shall be fined not
more than $5,000,000, or imprisoned not more than 20 years,
or both.”.

(b) CLERICAL AMENDMENT.—The table of sections at the begin-
ning of chapter 63 of title 18, United States Code, is amended
by adding at the end the following:

“1350. Failure of corporate officers to certify financial reports.”.
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TITLE X—CORPORATE TAX RETURNS

SEC. 1001. SENSE OF THE SENATE REGARDING THE SIGNING OF COR-
PORATE TAX RETURNS BY CHIEF EXECUTIVE OFFICERS.

It is the sense of the Senate that the Federal income tax
return of a corporation should be signed by the chief executive
officer of such corporation.

TITLE XI—CORPORATE FRAUD
ACCOUNTABILITY

SEC. 1101. SHORT TITLE.

This title may be cited as the “Corporate Fraud Accountability
Act of 2002”.

SEC. 1102. TAMPERING WITH A RECORD OR OTHERWISE IMPEDING
AN OFFICIAL PROCEEDING.

Section 1512 of title 18, United States Code, is amended—

(1) by redesignating subsections (¢) through (i) as sub-
sections (d) through (j), respectively; and

(2) by inserting after subsection (b) the following new sub-
section:

“(c) Whoever corruptly—

“(1) alters, destroys, mutilates, or conceals a record, docu-
ment, or other object, or attempts to do so, with the intent
to impair the object’s integrity or availability for use in an
official proceeding; or

“(2) otherwise obstructs, influences, or impedes any official
proceeding, or attempts to do so,

shall be fined under this title or imprisoned not more than 20
years, or both.”.

SEC. 1103. TEMPORARY FREEZE AUTHORITY FOR THE SECURITIES AND
EXCHANGE COMMISSION.

(a) IN GENERAL.—Section 21C(c) of the Securities Exchange
Act of 1934 (15 U.S.C. 78u-3(c)) is amended by adding at the
end the following:

“(3) TEMPORARY FREEZE.—
“(A) IN GENERAL.—

“(i) ISSUANCE OF TEMPORARY ORDER.—Whenever,
during the course of a lawful investigation involving
possible violations of the Federal securities laws by
an issuer of publicly traded securities or any of its
directors, officers, partners, controlling persons, agents,
or employees, it shall appear to the Commission that
it is likely that the issuer will make extraordinary
payments (whether compensation or otherwise) to any
of the foregoing persons, the Commission may petition
a Federal district court for a temporary order requiring
the issuer to escrow, subject to court supervision, those
payments in an interest-bearing account for 45 days.

“(ii) STANDARD.—A temporary order shall be
entered under clause (i), only after notice and oppor-
tunity for a hearing, unless the court determines that

Corporate Fraud
Accountability
Act of 2002.

15 USC 78a note.
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notice and hearing prior to entry of the order would
be impracticable or contrary to the public interest.

“(1ii) EFFECTIVE PERIOD.—A temporary order
issued under clause (i) shall—

“(I) become effective immediately;

“(II) be served upon the parties subject to it;
and

“(ITII) unless set aside, limited or suspended
by a court of competent jurisdiction, shall remain
effective and enforceable for 45 days.

“(iv) EXTENSIONS AUTHORIZED.—The effective
period of an order under this subparagraph may be
extended by the court upon good cause shown for not
longer than 45 additional days, provided that the com-
bined period of the order shall not exceed 90 days.
“(B) PROCESS ON DETERMINATION OF VIOLATIONS.—

“(1) VIOLATIONS CHARGED.—If the issuer or other
person described in subparagraph (A) is charged with
any violation of the Federal securities laws before the
expiration of the effective period of a temporary order
under subparagraph (A) (including any applicable
extension period), the order shall remain in effect,
subject to court approval, until the conclusion of any
legal proceedings related thereto, and the affected
issuer or other person, shall have the right to petition
the court for review of the order.

“(i1) VIOLATIONS NOT CHARGED.—If the issuer or
other person described in subparagraph (A) is not
charged with any violation of the Federal securities
laws before the expiration of the effective period of
a temporary order under subparagraph (A) (including
any applicable extension period), the escrow shall
terminate at the expiration of the 45-day effective
period (or the expiration of any extension period, as
applicable), and the disputed payments (with accrued
interest) shall be returned to the issuer or other
affected person.”.

(b) TECHNICAL AMENDMENT.—Section 21C(c)(2) of the Securities

Exchange Act of 1934 (15 U.S.C. 78u—3(c)(2)) is amended by striking
“This” and inserting “paragraph (1)”.

28 USC 994 note. ~SEC. 1104. AMENDMENT TO THE FEDERAL SENTENCING GUIDELINES.

(a) REQUEST FOR IMMEDIATE CONSIDERATION BY THE UNITED

STATES SENTENCING COMMISSION.—Pursuant to its authority under
section 994(p) of title 28, United States Code, and in accordance
with this section, the United States Sentencing Commission is
requested to—

(1) promptly review the sentencing guidelines applicable
to securities and accounting fraud and related offenses;

(2) expeditiously consider the promulgation of new sen-
tencing guidelines or amendments to existing sentencing guide-
lines to provide an enhancement for officers or directors of
publicly traded corporations who commit fraud and related
offenses; and

(3) submit to Congress an explanation of actions taken
by the Sentencing Commission pursuant to paragraph (2) and
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any additional policy recommendations the Sentencing Commis-

sion may have for combating offenses described in paragraph

(1).

(b) CONSIDERATIONS IN REVIEW.—In carrying out this section,
the Sentencing Commission is requested to—

(1) ensure that the sentencing guidelines and policy state-
ments reflect the serious nature of securities, pension, and
accounting fraud and the need for aggressive and appropriate
law enforcement action to prevent such offenses;

(2) assure reasonable consistency with other relevant direc-
tives and with other guidelines;

(3) account for any aggravating or mitigating circumstances
that might justify exceptions, including circumstances for which
the sentencing guidelines currently provide sentencing enhance-
ments;

(4) ensure that guideline offense levels and enhancements
for an obstruction of justice offense are adequate in cases where
documents or other physical evidence are actually destroyed
or fabricated;

(5) ensure that the guideline offense levels and enhance-
ments under United States Sentencing Guideline 2B1.1 (as
in effect on the date of enactment of this Act) are sufficient
for a fraud offense when the number of victims adversely
involved is significantly greater than 50;

(6) make any necessary conforming changes to the sen-
tencing guidelines; and

(7) assure that the guidelines adequately meet the purposes
of sentencing as set forth in section 3553 (a)(2) of title 18,
United States Code.

(c) EMERGENCY AUTHORITY AND DEADLINE FOR COMMISSION
AcTION.—The United States Sentencing Commission is requested
to promulgate the guidelines or amendments provided for under
this section as soon as practicable, and in any event not later
than the 180 days after the date of enactment of this Act, in
accordance with the procedures sent forth in section 21(a) of the
Sentencing Reform Act of 1987, as though the authority under
that Act had not expired.

SEC. 1105. AUTHORITY OF THE COMMISSION TO PROHIBIT PERSONS
FROM SERVING AS OFFICERS OR DIRECTORS.

(a) SECURITIES EXCHANGE AcCT OF 1934.—Section 21C of the
Securities Exchange Act of 1934 (15 U.S.C. 78u-3) is amended
by adding at the end the following:

“(f) AUTHORITY OF THE COMMISSION TO PROHIBIT PERSONS FrROM
SERVING AS OFFICERS OR DIRECTORS.—In any cease-and-desist pro-
ceeding under subsection (a), the Commission may issue an order
to prohibit, conditionally or unconditionally, and permanently or
for such period of time as it shall determine, any person who
has violated section 10(b) or the rules or regulations thereunder,
from acting as an officer or director of any issuer that has a
class of securities registered pursuant to section 12, or that is
required to file reports pursuant to section 15(d), if the conduct
of that person demonstrates unfitness to serve as an officer or
director of any such issuer.”.

(b) SECURITIES ACT OF 1933.—Section 8A of the Securities
Act of 1933 (15 U.S.C. 77h-1) is amended by adding at the end
of the following:
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Penalties.

“(f) AUTHORITY OF THE COMMISSION TO PROHIBIT PERSONS FrROM
SERVING AS OFFICERS OR DIRECTORS.—In any cease-and-desist pro-
ceeding under subsection (a), the Commission may issue an order
to prohibit, conditionally or unconditionally, and permanently or
for such period of time as it shall determine, any person who
has violated section 17(a)(1) or the rules or regulations thereunder,
from acting as an officer or director of any issuer that has a
class of securities registered pursuant to section 12 of the Securities
Exchange Act of 1934, or that is required to file reports pursuant
to section 15(d) of that Act, if the conduct of that person dem-
onstrates unfitness to serve as an officer or director of any such
issuer.”.

SEC. 1106. INCREASED CRIMINAL PENALTIES UNDER SECURITIES
EXCHANGE ACT OF 1934.

Section 32(a) of the Securities Exchange Act of 1934 (15 U.S.C.
78ff(a)) is amended—
(1) by striking “$1,000,000, or imprisoned not more than
10 years” and inserting “$5,000,000, or imprisoned not more
than 20 years”; and
(2) by striking “$2,500,000” and inserting “$25,000,000”.

SEC. 1107. RETALIATION AGAINST INFORMANTS.

(a) IN GENERAL.—Section 1513 of title 18, United States Code,
is amended by adding at the end the following:

“(e) Whoever knowingly, with the intent to retaliate, takes
any action harmful to any person, including interference with the
lawful employment or livelihood of any person, for providing to
a law enforcement officer any truthful information relating to the
commission or possible commission of any Federal offense, shall
be bﬁn}elzd under this title or imprisoned not more than 10 years,
or both.”.

Approved July 30, 2002.

LEGISLATIVE HISTORY—H.R. 3763 (S. 2673):

HOUSE REPORTS: Nos. 107414 (Comm. on Financial Services) and 107-610
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CONGRESSIONAL RECORD, Vol. 148 (2002):
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July 15, considered and passed Senate, amended, in lieu of S. 2673.
July 25, House and Senate agreed to conference report.
WEEKLY COMPILATION OF PRESIDENTIAL DOCUMENTS, Vol. 38 (2002):
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TENNESSEE REGULATORY AUTHORITY

460 James Robertson Parkway
Nashville, Tennessee 37243-0505

May 14, 2007 R

Chairman Sara Kyle -
Tennessee Regulatory Authority

460 James Robertson Pkwy.

Nashville, TN 37243

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 Services
To Its Customers, TRA Docket 06-00290

Dear Chairman Kyle:
Please find the attached motion that I plan to make in our scheduled hearing

tomorrow in the above referenced docket. For your convenience, | am filing this today in
order that you have sufficient time to review before we deliberate tomorrow.

With kindest fegatds, [ am
Yours truly,
Ve
"W
Pat Miller
Smb
Attachment

Cc: Director Ron Jones
Docket File 06-00290

Telephone (615) 741-2904, Toll-Free 1-800-342-8359, Facsimile (615) 741-5015
www .state.tn.us/tra



Director Miller’s Motion
Docket #06-00290

Test Period and Attrition Period

I move that the Authority reject the multiple test periods utilized by the CAPD to forecast
Revenues and Expenses and accept the Company’s uniform test period of the twelve
months ended June 30, 2006 for Revenues and Expenses, except in the instance of
Insurance Other Than Group where abnormal monthly bookings were noted by the
Authority.

I move that the Authority accept the test period of the twelve months ended June 30, 2006
for Rate Base components to which Tennessee American Water Company (“TAWC? or the
“Company”) and the CAPD agree in their projections. For Rate Base components to
which there is dispute among the Parties, I move that the Authority adopt actual average
thirteen month ending balances at December 31, 2006.

I move that the Authority adopt the forward looking attrition period of the twelve months
ending February 29, 2008.

Revenues

I move that the Authority accept the Company’s attrition period Revenue forecast at
current rates of $33,432,287 as it properly takes into account normalizing adjustments for
nonrecurring usage and properly matches the test period utilized by the Company.

Expenses

I move that the Authority find that an appropriately normalized test period of the twelve
months ended June 30, 2006 should be used as a base to grow expenses that are forecasted
to the attrition period by the application of a factor, excluding Insurance Other Than
Group, since the test year contained abnormal monthly activity. Further, I move that the
Authority find that the annual growth and inflation factor of 3.745% as projected by the
CAPD be used to develop a preper compounded growth rate of 6.2417 %.!

I move that the Authority find that the Salaries and Wages Expense for the attrition period
is $4,673,576. This determination is based upon the Company forecast of $4,702,966. This
amount reflects the Company’s projected employee level and overtime reduced by the
CAPD’s $29,390 adjustment to incentive payroll solely attributed to the meeting of
financial goals, and is consistent with the Authority’s decisions in recent cases.

' (.0309+.00655)/12%20.



I move that the Authority adopt the Company attrition period forecast of $52,331 for
Purchased Water Expense since it is based on the June 30, 2006 test period.

I move that the Authority accept the agreed upon attrition period forecast for Fuel and
Power Expense of $1,734,958,

I move that the Authority accept the agreed upon attrition period forecast for Chemicals
Expense of $952,795.

I move that the Authority adopt Waste Disposal Expenses for the attrition period of
$174,265 to reflect the 16.5% increase in rates from the City of Chattanooga.

I move that the Authority determine that the Management Fee for the attrition period is
$3,979,825. This amount is based upon the actual Management Fee booked for the twelve
months ended June 30, 2006, as adjusted for: (1) non-recurring items, and (2) the annual
growth/inflation factor proposed by the CAPD of 3.745% compounded for 20 months.
Additionally, I move that the Authority direct TAWC to have a management audit
performed in compliance with Sarbanes-Oxley requirements and to submit the audit
results concurrent with any future rate case filing. This audit should determine whether all
costs allocated to TAWC were incurred as a result of prudent or imprudent management
decisions by TAWC’s parent and should address the reasonableness of the methodology
used to allocate costs to TAWC.

I move that the Authority adopt the Company’s projection for Group Insurance Expense
of $1,513,667 based upon the Company’s projected employee level.

I move that the Authority adopt Pension Expense for the attrition period of $0 based upon
the latest Actuarial Report from Towers Perrin dated August 2006* showing that the
minimum required employer contribution is $0. This decision is consistent with the
Authority’s past treatment of Pension Expense.

I move that the Authority adopt the actual price out of Regulatory Expense of $269,298 as
proposed by the Company.

I move that the Authority reject both the Company and CAPD projections for Insurance
Other Than Group Expense due to the abnormal bookings to account # 557000 in both
Parties’ test periods and the failure by both Parties to normalize expenses in this account.

I move that the Authority determine that Insurance Other Than Group Expense for the
attrition period is $517,911° based upon current monthly expense levels at October 31, 2006
and application of the CAPD growth/inflation factor properly compounded to 16 months.

? Hearing Exhibit 25.
3 The sum of current monthly expense levels at October 31, 2006 for account #557000 and #559000 of $22,880 and

$5,326 respectively and the 12 month average expense at October 31, 2006 for account #558000 of $12,902 per
month multiplied by 12 multiplied by the CAPD annual growth/inflation factor of 3.745% properly compounded to
16 months which equates to 1.0499.
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I move that the Authority adopt Customer Accounting Expense for the attrition period of
$631,581. This amount is based upon acceptance of the actual twelve months ended June
30, 2006 expense of $585,288; acceptance of the Wireless Service First normalizing
adjustment of $1,361; rejection of the Company proposed postage normalization
adjustment of $13,036; inclusion of a proper postage normalization adjustment of $7,826;
and adoption of the annual growth/inflation factor developed by the CAPD compounded to
20 months which equates to 1.062417.

I move that the Authority adopt an Uncollectible Expense at current rates of $618,452
which is based upon the Company booked amount for the twelve months ended June 30,
2006 and a normalizing adjustment. Any incremental increase in Uncollectible Expense
will be accounted for by the application of the Revenue Conversion Factor.

I move that the Authority adopt the Company forecast of Rent Expense of $38,011 since it
is based upon actual results which have been properly normalized.

I move that the Authority determine that the General Office Expense for the attrition
period is $201,342. This amount is based upon the Company methodology using the actual
General Office Expense booked for the twelve months ended June 30, 2006 adjusted for
non-recurring items and application of the annual growth/inflation factor proposed by the
CAPD o0f 3.745% compounded for 20 months.

I move that the Authority determine that the Miscellaneous Expense for the attrition
period is $1,853,556. This amount is based upon the Company methodelogy using the
actual Miscellaneous Expense booked for the twelve months ended June 30, 2006 adjusted
in the manner proposed by the Company and application of the annual growth/inflation
factor proposed by the CAPD of 3.745% compounded for 20 months.

I move that the Authority determine that the Maintenance Expense for the attrition period
is $778,265. This amount is based upon the Company methodology using the actual
Maintenance Expense booked for the twelve months ended June 30, 2006 adjusted for the
one normalizing item proposed by the Company and application of the annual
growth/inflation factor proposed by the CAPD of 3.745% compounded for 20 months.

I move that the Authority adept the CAPD forecast for Depreciation Expense of $4,936,937
originally filed in CAPD’s Direct Testimony and filed by the Company in Hearing Exhibit
38. This amount is based upon more recent actual balances at December 31, 2006, includes
forecasted additions and retirements provided by the Company through the attrition
period, and includes depreciation associated with the Customer Information System (“E-
CIS”) investment.

1 move that the Authority determine that the Gross Receipts Tax associated with the
attrition period Revenue at current rates is $396,741. This amount is based upon gross
revenues and uncollectible revenues for the attrition period at current rates, the Tennessee
percentage of Entire Company Revenue of 95% and the effective Gross Receipts tax rate
for the 2005 reporting period. Additionally, I move that the Authority determine that an
additional Gross Receipts Tax of $51,464 be allowed on the difference between the



jurisdictional attrition period Revenue at new rates and the attrition period Revenue at
current rates.

I move that the Authority determine that the TRA Inspection Fee associated with the
attrition period Revenue at current rates is $63,336. This amount is based upon gross
revenues and uncollectible revenues for the attrition period at current rates, the Tennessee
percentage of Entire Company Revenue of 95% and the current exemption and tax rates.
Additionally, I move that the Authority determine that an additional TRA Inspection Fee
of $8,087 be allowed on the difference between the jurisdictional attrition period Revenue
at new rates and the attrition period Revenue at current rates.

I move that the Authority determine that Property Taxes for the attrition period are
$2,732,213 based on an attrition period average Rate Base of $104,282,949 and application
of the effective tax rate calculated by the Company of 2.62%.*

I move that the Authority determine that Franchise Taxes for the attrition period are
$341,840. This amount is based on the attrition period average Rate Base of $104,282,949
and application of the ratio of 2005 actual Franchise Taxes paid to the average 2005 Rate
Base.

I move that the Authority find that FICA Tax for the attrition period is $350,242. This
amount is based on the Company forecasted FICA Tax of $352,445 adjusted for the 625%°
reduction for incentive payroll solely attributed to the meeting of financial goals as
proposed by the CAPD.®

I move that the Authority find that Unemployment Tax for the attrition period is $7,300.
This amount is based on the Company forecasted Unemployment Tax of $7,346 adjusted
for the .625% reduction for incentive payroll solely attributed to the meeting of financial
goals as proposed by the CAPD.®

I move that the Authority find that Excise Tax for the attrition period is $172,194. This
amount is based upon forecasted results from operations at current rates for the attrition
period determined in this case, adjusted for interest expense and permanent differences
and application of the statutory tax rate of 6.5%.

I move that the Authority find that Federal Income Tax for the attrition period is $790,562.
This amount is based upon forecasted results from operations at current rates for the
attrition period determined in this case, adjusted for interest expense, permanent
differences, excise tax and ITC amortization and application of the statutory tax rate of
35%.

4 Company response to TRA Minimum Filing Guidelines, Item 13, TN-TRA-01-Q013-GENERAL TAXES, p. 30 of
130.

529,390 / 4,702,966.

352,445 — ({352,445 * (29,390 / 4,702,966)) = 350,242.

729,390 / 4,702,966.

87346 - ((7,346 * (29,390 / 4,702,966)) = 7,300.



I move that the Authority determine that the proper Allowance for Funds Used During
Construction (AFUDC) is $123,261 based upon the actual 12 month-to-date amount
reported on the December 2006 TRA Monthly 3.06 Surveillance Report.

Net Operating Income

I move that the Authority find that based upon the preceding determinations Net
Operating Income is $5,774,350 for the attrition period based upon current rates.

Rate Base

I move that the Authority reject the CAPD exclusion of the E-CIS investment from Rate
Base on the grounds that E-CIS provides benefit to TAWC customers. As a customer
service tool, E-CIS was implemented at a reasonable cost. Inclusion of E-CIS costs. is
reasonable and consistent with costs incurred for such customer information systems. I
move that the Authority adopt the CAPD’s attrition period forecast for average Ultility
Plant in Service of $189,828,780 as originally filed in Direct Testimony since it is based on
the most current information available. For comparative purposes, the Utility Plant
Capital Lease of $1,590,500, which the CAPD included in Utility Plant in Service rather
than as a separate Rate Base line item, has been removed from the Utility Plant in Service
and shown as a separate Rate Base addition.

I move that the Authority accept the CAPD’s use of the December 31, 2006 Construction
Work in Progress (“CWIP”) of $1,580,421 balance since it mirrors the starting point used
by the CAPD to project Plant in Service.

I move that the Authority adopt the Company attrition period forecast for Utility Plant
Capital Lease of $1,590,500 which the CAPD included in Utility Plant in Service rather
than as a separate Rate Base line item.

I move that the Authority accept the agreed upon attrition period forecast for Net Limited-
Term Utility Plant of $(20,953).

I move that the Authority accept the original agreed upon attrition period forecast for
Working Capital of $962,583 since the Company’s late filed revisions were unsupported.

I move that the Authority adopt the CAPD’s attrition period forecast for average
Accumulated Depreciation of $54,713,939 as originally filed in CAPD’s Direct Testimony
since it is based on the most current information available and it includes the Accumulated
Depreciation associated with the E-CIS investment.

I move that the Authority accept the agreed upon attrition period forecast for Accumulated
Amortization of Utility Capital Lease of $980,808.

I move that the Authority accept the agreed upon attrition period forecast for Accumulated
Deferred Income Taxes of $18,833,369.



I move that the Authority accept the agreed upon attrition period forecast for Customer
Advances for Construction of $5,593,604.

I move that the Authority accept the agreed upon attrition period forecast for
Contributions in Aid of Construction (“CIAC”) of $7,946,162.

I move that the Authority adopt the CAPD’s average attrition period balance of $0 for
Unamortized Investment Tax Credit (“ITC”) since the Company reduces its Federal

Income Tax Expense by the total amount of the ITC amortization.

Revenue Conversion Factor

I move that the Authority adopt the methodology used by the CAPD to calculate the
Revenue Conversion Factor, as well as the Forfeited Discount Factor of 0.0113, a State
Excise Tax Factor of 0.065, and a Federal Income Tax Factor of 0.35 as proposed by the
CAPD. I move that the Authority adopt the Uncollectible Factor proposed by the
Company of 0.01277° I move that the Authority find that the appropriate Revenue
Conversion Factor for use in this case is 1.648074. Additionally, I move that the Authority
adopt the Company position regarding the application of the Gross Receipts Tax Factor,
State Excise Tax rate and FIT rate to the amount of the calculated Revenue Deficiency
based on Revenues at current rates. I also move that the Authority include the TRA
Inspection Fee incremental rate of .2% in its calculation of the Revenue Increase since this
fee would also be paid on the amount of the Revenue Increase.

Rate of Return

I move that Tennessee American’s rate of return be set using a double leveraged capital
structure. To implement the double leverage methodology, I move setting the portion of
Tennessee American’s capitalization held by parties outside the American Water Works
system to be 14.787% and costing 7.6%. For Tennessee American’s parent, I move a
capital structure comprised of 45% equity and 55% debt with debt costing 6.1% and an
equity return of 10.2% resulting in an overall rate of return of 7.89% for Tennessee
American.

The pending Initial Public Offering of American Water has been extensively discussed in
this case. To monitor compliance with the representations made concerning the parent’s
capital structure, I move that, consistent with agreements made in other states, Tennessee
American shall promptly notify the TRA if its parent’s equity ratio falls below 45%.

Revenue Deficiency

I move that the Authority find that based upon the preceding determinations the Revenue
Deficiency is $4,079,865 for the attrition period.

® Company Data Response TN-TRA-01-Q013-Uncollectibles, p. 1 of 9.



Rate Design

I move that the Authority adopt a rate design based upon across-the-board uniform
increases to base rates and volumetric rates for all customer classes to address the revenue
deficiency stated above. The Company’s proposed tariff should be denied. The Company
should file a new tariff within thirty (30) days with new rates sufficient to produce the
incremental revenues in the amount of the revenue deficiency cited above. The tariff filing
must be accompanied by a detailed price out demonstrating that the new rates, based upon
attrition year billing determinates, produce incremental revenues in the amount of the
revenue deficiency determined above when compared to attrition year billing determinates
at current rates. Uncollectible revenues, forfeited discounts and taxes have been accounted
for in the Authority’s determined revenue deficiency.
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deferring this matter until the June 25th Authority
conference. We believe it's very possible that we will
have something concrete for your consideration and
potential approval in resolving these issues.

DIRECTOR MILLER: I don't have any
problem with that if -- Mr. Ramsey, if you want --

MR. RAMSEY: That was actually part of
my discussion. She has been very kind to meet with us
and we think we can work this one out.

DIRECTOR MILLER: That being the case,
I would ask we defer it per their request.

CHAIRMAN KYLE: ©No date, deadlines of
any type? We're not looking at any dates, deadlines,
times that have to be met that we need to consider at
this point?

MS. MONTGOMERY: There are no
deadlines. We have a meeting set May 30th, and we do
believe we will be ready for this to be back on for
your consideration for, hopefully, potential resolution
on June 25th.

CHAIRMAN KYLE: That's great. Thank
you. Good work.

MS. DILLON: Next we have Docket
No. 06-00290, Tennessee American Water Company,

petition of Tennessee American Water Company to change

NASHVILLE COURT REPORTERS (615) 885-5798
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and increase certain rates and charges so as to permit
it to earn a fair and adequate rate of return on it's
property used and useful in furnishing water service to
its customers; consider petition.

DIRECTOR MILLER: Madam Chair, I think
we have a preliminary matter before we get into this.

I filed a motion, so if I could --

CHAIRMAN KYLE: That's great. We can
move.forward. We can move it to the heel or do you
want to hear this now? What's the pleasure?

DIRECTOR JONES: I'm indifferent.

DIRECTOR MILLER: I don't know that it
will take all that long. We can go ahead and proceed
now.

CHAIRMAN KYLE: Do you want the
parties up at the table or go ahead and begin?

DIRECTOR MILLER: I think we can go
ahead and begin.

CHAIRMAN KYLE: I will let you take
the lead. Will vyou?

DIRECTOR MILLER: Sure. Before we get
started with deliberation, I would like to address a
filing made on Friday, May 1lth, by Tennessee American
Water objecting to the Consumer Advocate's post hearing

brief and asking the panel to strike or disregard. And

NASHVILLE COURT REPORTERS (615) 885-5798
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without going into a whole lot of detail, because I
don't think it requires it, I'm going to deny the
motion.

CHAIRMAN KYLE: All right.

DIRECTOR MILLER: And then I would
like to go ahead and proceed with my motion, if that's
okay.

CHAIRMAN KYLE: Yes, sir.

DIRECTOR MILLER: Tennessee American
Water Company filed a petition on November 22nd, 2006
for a 19.7 percent rate increase. The company alleged
that the existing rates and charges are not providing
sufficient revenues to cover all the costs incurred to
provide adequate water services in the city of
Chattanooga. The City of Chattanooga, the Chattanooga
Manufacturers Association, the Consumer Advocate all
intervened in this case.

Today I would like to express my
gratitude to the intervenors for their participation,
particularly the City of Chattanooga for its pointed
arguments.

I would like to take this opportunity
to thank Chairman Kyle for convening the hearing in
Chattanooga. I felt it was very important that the

hearing be held in the company's service area. That

NASHVILLE COURT REPORTERS (615) 885-5798
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minimizes the burden on consumers who want to appear in
person and have their voices heard before the full
panel.

I also want to thank the people who
took the time to appear in the hearing in Chattanooga
and voice their concerns. It was important for this
panel to hear.

Consistent with the Authority's
mission to promote the public interest by balancing the
interest of utility consumers and providers, my motion
today asks the Authority to reduce the proposed rate
increase by about 40 percent. My motion reduces the
company's requested rate increase from 6.4 million to
about $4 million. This represents an increase of about
a dollar eighty-three to the average monthly bill of a
residential consumer in the city of Chattanooga.

Further, to address concerns related
to the management fees, my motion asks the Authority to
direct the company to have a management audit performed
encompassing the allocations to Tennessee American
Water prior to any further -- any future rate filing.
It is my belief that such an audit will give the
Authority wvaluable information to use in setting rates
in the future. My motion also directs the company to

notify this agency if the egquity ratio of Tennessee

NASHVILLE COURT REPORTERS (615) 885-5798
12




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

American Water's parent company, American Water Works,
drops below 45 percent.

With that, Madam Chair, I renew my
motion as filed in this docket yesterday.

CHAIRMAN KYLE: Thank you very much,
Commissioner Miller. We owe a lot to you. You've
guided this case. We appreciate all your effort and
hours after work that you've worked on this, and we
certainly appreciate, as you've stated, the City of
Chattanooga hosting us and providing a place for us in
their courthouse.

I respect all the attorneys and
witnesses that participated in this case. They
conducted themselves in the utmost manner and they did
a good job representing either their companies, the
citizens, and I'm proud that I worked on a case with
such fine professionals.

It's never easy when you're facing a
balancing act, but you always have guidelines that lead
you down the right road and I know that you have
followed these, Commissioner Miller. I have read your
motion. I think that our staff and those involved have
done a tremendous job in holding down the rates. I
know companies need moneys to provide services for the

citizens. On the other hand, we want to make sure that

NASHVILLE COURT REPORTERS (615) 885-5798
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our citizens don't pay more than what they receive.
You have done an excellent job in this case and, with
that, I second your motion.

DIRECTOR JONES: Director Miller, I
would like to thank you for filing that motion in
advance. It certainly streamlines our process when we
get up here to deliberate on this case.

I have stated 1n the past and I'm
going to state so again today that one of the
challenges 1in looking at rate cases and we have come to
some other agreement with two other people is you look
at the evidentiary record and one of the things -- one
of the standards at least that jumps out for me 1s one
of reasonableness of position. It's not to say that if
I were to look at the same issue, I would come out with
the exact same number but whether or not it's
reasonable on a continuum of certain numbers when
yvou're looking at revenues, expenses, rate Dbase,
whatever the case may be.

So I've looked at and reviewed your
motion with that in mind in looking at reasonableness.
I would like to make it clear that while I may not have
come up with each of those numbers specifically myself,
the ones with which I do agree is based on my

determination and conclusion that they were, in fact,

NASHVILLE COURT REPORTERS (615) 885-5798
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reasonable. I will point out certain areas where I
have a specific comment or where I depart somewhat from
the motion that you did file in this docket.

First, I will start with the test
period and attrition period, and there I vote with you
on the motion but I specifically note that while I
agree that it is generally preferable and desirable to
ascertain a uniform and agreed to test period in
determining a company's overall return, there are
instances where the consideration of an alternative
test period may be appropriate such as with insurance
of the group in this docket.

Nevertheless, I do agree with your
prevailing motion, and by saying that what I'm saying
is I would not to be locked in in some kind of way in
suggesting that different test periods may not be
appropriate under certain circumstances on a
case-by-case basis.

With the expenses growth factor, I
vote yes on your motion, but note that the basis for my
decision to use the Consumer Advocate annual growth
factor to calculate a compounded growth rate is based
on, one, the fact that the Consumer Advocate's annual
growth factor takes into consideration customer growth,

a relative determinant in forecasting future expenses

NASHVILLE COURT REPORTERS (615) 885-5798
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that is not included in the company's annual factor;
and, two, the fact that the Authority adopted the same
approach as proposed by the Consumer Advocate in this
docket for other O&M expense in Docket No. 05-00258.

Also here I would like to note while
I'm agreeing with that, I was somewhat conflicted on
some of the growth factors. The Advocate had one
number. The company had a lower number, and in some
instances in your motion you devise a different growth
factor. But I certainly understand that and accept it
for the purposes of the motion that you did submit.

With respect to expenses, the expense,
salary, and wages, I do dissent from that -- from the
motion in regard to the reduction of the forecasted
incentive plan expense included in salary and wages.
I'm firmly in agreement with the disallowance of
recovery from ratepayers of the expensive incentive
plans that reward employees for meeting certain
financial goals. In this instance, however, the
evidence in this record, from what I can determine,
reveals that neither the test period nor the attrition
period expenses proposed by TAWC actually included any
of the expenses related to the financial portion of the
incentive plan.

Thus, in my opinion and as asserted by

NASHVILLE COURT REPORTERS (615) 885-5798
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the company, adoption of the Consumer Advocate's
position eliminates an expense from the attrition year
that was not in the attrition year to begin with.
Therefore, I would vote no with regard to that portion
of the motion.

Expenses with respect to the
management fees, I dissent from that motion in one
respect. The intervenors here have fully satisfied me
that further ingquiry must be made into whether the
underlying functions performed by the services company
are necessary, efficiently executed, and a result of
prudent management decisions.

The record in this docket was void of
information upon which to answer these very, very
important guestions. This conclusion, I believe, 1is
consistent with your motion. Contrary with the motion,
however, is my opinion that this issue is of such
critical importance that the results of a management
audit should not be put off until some unknown time in
the future when Tennessee American Water Company choses
to file a rate case. It is my position that Tennessee
American Water Company should file the results of the
management audit you identified in your motion as
described by no later than May 15th, 2008, and I would

certainly encourage the majority in voting on that part

NASHVILLE COURT REPORTERS (615) 885-5798
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to amend its motion to require that.

I would alsc say that in this
particular case that was one of the major difficulties
in looking at those expenses and making determinations

to start with as to the appropriateness of their full

inclusion. I think the management audit will certainly

reveal certain aspects of that.

The expenses on pensions. This was
another difficult area. I dissent from the motion on
this item. Generally I have adhered to a principle

that a company should only be permitted to recover its
minimum reguired pension payments. I maintain my
adherence to that principle today and reject Tennessee
American Water Company's contention that it should be
permitted to recover its actual contributions.

My dissent here, however, results
simply from a difference of opinion on the evidence.
note that it is true that the August 2006 actuarial
report contains a minimum required contribution amount
of zero dollars. However, the period examined in that
report does not include the attrition period in this
case, the period over which these rates would be in

effect.
There is evidence 1in the record

supporting the conclusion that, in fact, the AWW

I

NASHVILLE COURT REPORTERS (615) 885-5798
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companies will be reguired to make payments in 2007 to
meet ERISA minimums. This evidence contains payment
amounts for calendar year 2007 and notes that with the
exception of the first guarter amounts which exceeds
the minimums by $7.5 million, the numbers are based on
ERISA minimums.

There has been no sufficient criticism
of this evidence and I could find no reason to
disregard it. Thus, i1t is my position that TAWC should
be permitted to recover $572,119 in pension expense.
This amount represents Tennessee American Water
Company's proportional share of the total listed on
hearing Exhibit 27 less Tennessee American Water
Company's proportional share of the $7.5 million excess
described in the letter multiplied by the O&M expense
factor of 78.79 percent.

On a variety of the taxes, given my
position with respect to the salaries and wages and the
pension expenses that I just went through, my position
with regard to the appropriate level of taxes will be
different in many different places where taxes are
calculated based on the inclusion or adjustment of
those numbers. So with respect to the math involved,
the specific math that you have in your motion, I

obviously dissent from that; but with respect to all

NASHVILLE CQOURT REPORTERS (615) 885-5798
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other aspects of the methodology, other than the

figures, I would be in agreement with the motion with

respect to the methodology.

My position with respect to the

dissent on the math is equally applicable to the net

operating income.

On the rate base utility plan

service I would like to vote yes in agreement with your

motion on that and offer the following comments.

First, in my opinion Tennessee

American Water Company provided sufficient proof at

this time of the reasonableness of the E/CIS-related

expenditures whereas the intervenors failed to

demonstrate that the expenditures were imprudent or

improperly allocated. In this instance there simply

was not enough proof in the record at this time to

support exclusion or adjustment of E/CIS-related

expenditures. There simply wasn't enough evidence to

suggest that the initial action of developing a system

was one that was imprudent, although the company

subsequently had to invest more dollars to make the

system work.

I
discouraging risks
have the potential

the future periods

have to be somewhat careful in
with respect to implementations that
of affording more efficiencies in

if we do not encourage that 1in the

NASHVILLE COURT REPORTERS (615) 885-5798
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current period, but with respect to that issue there
simply was just not enough evidence to make any
adjustments with respect to that.

But, secondly, I do not find it
extraordinary at all, as the company has suggested,
that the Consumer Advocate has challenged this item.
believe the Consumer Advocate's inguiry into the
reasonableness of the E/CIS endeavor to be wholly
consistent with its urging of Tennessee American Water
Company to improve its service metrics. A company
should not be permitted to hide behind an imprudent
decision by asserting that the reasons for the
designation were to improve customer service. In fact,
I'm of the opinion that this is exactly the type of
issue that the Consumer Advocate should bring to the
Authority's attention.

With respect to the rate of return, I
concur in yvour position. I also note here that I gave
a great deal of consideration to the possible effects
of the anticipated IPO with American Water Works.
While I believe this future event must be given
considerable weight, I do not believe the event itself
should be permitted to foreclose this rate case. It is
the Authority's responsibility to investigate the

post-IPO capital structure of Tennessee American Water

NASHVILLE COURT REPORTERS (615) 885-5798
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Company and its parent to determine whether customers
should be provided rate relief as a result of changes
occurring after the IPO.

Based on these conclusions, it is my
request that the panel consider as a friendly amendment
to the motion, including a reguirement in the order,
that regardless of American Water Works' equity ratio
Tennessee American Company file six months following
the close of the IPO the details of Tennessee American
Water Company's and American Water Works' existing
capital structure.

With the revenue deficiency -- because
the calculation of the revenue deficiency is based in
part on the calculation of the net operating income and
because I have dissented here today with regard to
certain components of the net operating income, I
obviously do not agree with the numerical result with
net operating income but do agree with the methodology.

Rate design, I do vote ves.

DIRECTCR MILLER: Could you back up?
What did you say with respect -- I apologize -- not
revenue deficiency but --

DIRECTOR JONES: That's the rate of
return.

DIRECTOR MILLER: What did vyou

NASHVILLE COURT REPORTERS (615) 885-5798
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suggest?

DIRECTOR JONES: Okay. I'm suggesting
that six months following the close of the IPO that
Tennessee American Water Company file with us the
details of the Tennessee American Water Company's and
American Water Works existing capital structure. I
believe in your motion you had if it dipped below a
certain threshold they were to file, and I think that
this item was so0 contentions in terms of what the
effect of the IPO would be on the rates that we have an
opportunity and perhaps an obligation here to see what
that capital structure is and perhaps revisit it after
the closing of the IPO.

And that position -- that amendment
would be appended -- I'm suggesting that be appended to
your motion with respect to the threshold that you
reguested. So it wouldn't be exclusive of that; it
would be in addition to that.

(Oftf the record.)

DIRECTOR JONES: In addition to these
specific decisions, I have a couple of comments that I
wish to make for the record. Regarding this
procedure -- this proceeding generally, first, there
have been numerous references to the settlements that

this agency approved in the previous dockets involving

NASHVILLE COURT REPORTERS (615) 885-5798
23




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Tennessee American Water Company. I am somewhat
concerned by the parties attempts to bind the directors
to a number contained within an order that was arrived
at through settlement.

It is my generally held belief that
settlements result from compromise. When I review a
rate case settlement presented to me for approval, I
look at the overall outcome to make certain that the
result is a just and reasonable result. I do not adopt
particular numbers as if I had specifically considered
and approved them after a hearing. In the future,
however, I would review orders with more exacting
scrutiny to ensure that this approach is appropriately
reflected. However, I do understand based on language
in some of our orders how that misconception could be
had. That's why I think it's important -- the words
that we use in our orders are important so that they
are not waved at us later with an intent that was not
one that was intended when the order was issued.

Second, this rate case was highly

contentious involving numerous bitterly fought battles

between the parties. These battles strained the
procedural schedule -- and that was alluded to
earlier -- to the point where an administrative benefit

could have resulted from a slight modification of the
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schedule. Nonetheless, the hearing went forward as
scheduled, and as a result, the Authority was
confronted with considerable procedural disputes as
well as evidentiary and due process issues.

Additiconally, the panel was only able
to complete the hearing in time to deliberate the
merits at this conference by adopting abnormal
procedures such as hearing closing arguments in advance
of the completion of testimony and delegating the
hearing of cross-examination to a hearing officer to be
conducted in a deposition format.

I believe this happened based on an
admirable attempt on our part to hasten the completion
of this case in six months. I'm fully aware of the
provision of Section 65-4-103 that allows a company to
place rates into effect if the Authority -- if the
Authority is unable to issue a final order within six
months from the date the increase is filed. I'm also
fully aware that this same section affords the
Authority nine months to complete its review and to
require the company to post a bond for the full amount
of the proposed annual increase and to require refunds,
as necessary, 1f the company chooses to place the rates
into efﬁect after six months.

Ironically, I cannot recall an
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instance during a hearing in this proceeding where the
directors specifically inguired of Tennessee American
Water Company whether it would place its rates into
effect if a short amount of time beyond the six months
threshold was needed to complete this case. We simply
rushed through the process as 1if this were a certainty.

I do not believe that this is the best
manner in which to proceed for ratepayers, the parties,
or the Authority. It is my opinion that the
importance, one of conducting thorough and well
executed pretrial proceedings; and, two, of conducting
a hearing without gquestion affords all parties adequate
due process; and, three, permitting the directors and
staff of the Authority a meaningful opportunity to
evaluate the evidence far outweigh the threat that the
company may put rates into effect sooner than nine
months. Thank vyou.

DIRECTOR MILLER: I will start with
your last comment first. I think the Tennessee general
assembly through the passage of that statute thinks
that we ought to be able to get through our job in six
months, and I agree with them. I don't think it's
unreasonable that we can get through the process.

Now, we had to -- we had to -- we had

to be innovative in order to accomplish that, but I
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think it's extraordinary to allow a company to put
their rates in place under bond, and I think -- I think
some of those people on the hill would look down here
and wonder if we were doing our jobs if we couldn't
accomplish a rate case in six months. It's -- 1it's ~--
the company ought to be able to rely on that. The
consumers ought to be able to rely on that. So I

understand what you're saying, but I don't see it as an

option.

With respect to going ahead and asking
the company to conduct an audit, I -- my only concern
is -- I have a concern about -- I think it's reasonable

that we ask them to do an audit, and I think waiting
till the next rate case may -- may not be the best
circumstance. It was an idea I had that -- but I think
we could improve it certainly if we had a date certain
to do it. I don't know that one vear is a reasonable
length of time. I just don't know how long it would
take to conduct that audit.

Could we set one year and ask them to
give us a status report if it hasn't been completed
within that time?

DIRECTOR JONES: Yeah, absolutely.

CHAIRMAN KYLE: I would agree with

that. And, again, Commissioner Miller, you did an
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outstanding job running this case. If there had been
any concerns about the progress or procedure, they
could have been raised and the parties didn't. They
were very much in agreement with how you ran the case.
You followed the law, and I think that's why we all
agreed in a case going in as tough as this that it
would take somebody of your ability to guide us
through. You are just top in your field at this, and,
again, I want to thank you for how you handled this
case for us.

DIRECTOR JONES: And, Director Miller,
just so you're clear as to my comments, it was not in
any way suggesting that the -- each rate case take nine
months. I happen to agree if we start early we can,
but in those instances where we see that we have to
start truncating process in order to make six months,
the general assembly also put that provision in there
to extend it to the nine-month period in anticipation
that not all cases may be able to complete themselves
within that six months. That's why I believe that time
frame is in there to do that. It provides protections
for both the customers, the company, and the
ratepayers.

DIRECTOR MILLER: Yeah, but I would

hate to answer the phone after a 19.7 percent rate
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increase went into effect, but -- under bond, but
that ~- I understand what you're saying.

The other thing is -- well, first, I
would like to amend my motion to have the company go
ahead and conduct their audit of management fees and
report back to us within one year; and if it can't
reasonabkly be completed in one year, to give us a
status report on when it can reasonably be.

CHAIRMAN KYLE: Yes, I was with how
yvou said it in the first place. The status report, I
too don't think that such can be completed within a
year, but it may prove me wrong and that's great, but
at least every six months after or a year in this case
they can report to us.

DIRECTOR MILLER: And I would also
amend the -- that they notify us or report to us six
months after the IPO to let us know what their
structure 1s at that point. So I will move those two
amendments.

CHAIRMAN KYLE: I agree. Thank vyou.

DIRECTOR JONES: I vote yes.

DIRECTOR MILLER: Amendment and
addendum.

MS. DILLON: Next we have Docket

No. 07-00073, Ben Lomand Communications, Inc.;
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This matter came before Chairman Sara Kyle, Director Pat Miller and Director Ron Jones of
the Tennessee Regulatory Authority (the “Authority” or “TRA”), the voting panel assigned to this
docket, at a regularly scheduled Authority Conference held on May 15, 2007, for consideration of the
Petition filed on November 22, 2006 by Tennessee American Water Company (“TAWC” or “the
Company”) in which the Company seeks Authority approval to increase rates. Upon consideration of
the entire record, including all exhibits and the testimony of the witnesses, a majority of the panel
concluded that the Company had a Revenue Deficiency of $4,079,865, which should be recovered
through uniform increases to base rates and volumetric rates for all customer classes. These
conclusions, as well as other decisions concerning the Revenues, Expenses, Taxes and Fees, Net
Operating Income, Rate Base, Revenue Conversion Factor, and Rate of Return are fully discussed
below.

I TRAVEL OF THE CASE

On November 22, 2006, the Company filed its Petition in which it seeks approval by the
Authority of proposed increased rates, alleging that “[t]he Company’s existing rates and charges will
not provide, and cannot be made to provide, sufficient revenues to cover all the costs incurred in
providing adequate quality water service including its cost of capital.”’ The Company sought to put
into effect “customer rates that will produce an overall rate of return of 8.466% on a rate base of
$100,583,193.”2 According to TAWC, the additional gross revenues would be approximately
$6,379,887.> At a regularly scheduled Authority Conference held on December 4, 2006, the panel
voted unanimously to convene a contested case proceeding and to appoint General Counsel or his
designee as Hearing Officer for the purpose of preparing this matter for hearing, including handling

preliminary matters and establishing a procedural schedule to completion.

! Petition at 2 (November 22, 2006).
21d. at5.
‘Id.



On December 12, 2006, the Consumer Advocate and Protection Division of the Office of the
Attorney General (“CAPD” or “Consumer Advocate”) filed a Petition to Intervene. No objection or
opposition to the Petition to Intervene was filed. On December 21, 2006, the Hearing Officer entered
an Order granting the Consumer Advocate’s Petition to Intervene and setting an initial Status
Conference for January 8, 2007. The City of Chattanooga (“Chattanooga” or “the City”) and
Chattanooga Manufacturers Association (“CMA”) filed petitions to intervene on December 28 and
December 29, 2006, respectively. During the Status Conference held on January 8, 2007, the
Hearing Officer granted the intervention petitions of Chattanooga and CMA, addressed the
parameters of discovery and considered several procedural schedules proposed by the parties.
Thereafter, the Hearing Officer established a Procedural Schedule which called for discovery to
commence on January 22, 2007 and included a Hearing date of the week of April 16, 2007. On
January 19, 2007, the Hearing Officer entered the Protective Order which had been agreed upon by
the parties.

A. Discovery Issues

The parties commenced discovery in accordance with the Procedural Schedule. Objections
to discovery were filed and motions to compel discovery followed. A second Status Conference was
held on February 9, 2007 to resolve discovery disputes. The parties reached agreements during the
Status Conference concerning most of the discovery requests in dispute. The Hearing Officer heard
oral arguments from the parties regarding the motions to compel discovery seeking information and
materials pertaining to an Initial Public Offering (“IPO”) which had come to light in the Company’s
petition filed in another TRA matter, Docket No. 06-00119.*

In objecting to certain discovery requests regarding the IPO, TAWC argued that the action of

the Authority in TRA Docket No. 06-00119 resolved all issues relating to the IPO, and therefore, the

4 See In re: Petition of Tennessee-American Water Company for Approval of Change of Control, Docket No. 06-
00119, Petition (April 21, 2006).



IPO was not relevant to the rate case. Chattanooga responded to TAWC’s objections by asserting
that the discovery requests relating to the IPO were reasonably calculated to discover whether the cost
of capital and cost of equity of TAWC would be adversely affected or impacted by the IPO.
Chattanooga contended that, because RWE Aktiengesellschaft (“RWE”) is the ultimate parent of
TAWC and the opinions of RWE could affect its subsidiary, RWE’s view of the value of TAWC, and
other elements of the American Water Works Company’s (“AWWC”) system, as well as RWE’s
conclusions regarding rates of return, were relevant to the subject matter of this proceeding.

During the Status Conference, the Hearing Officer ruled on discovery not involving the IPO.?
After taking under advisement the discovery requests, objections and motions to compel pertaining to
the IPO, the Hearing Officer issued a separate order regarding those discovery issues on March 1,
2007.° Because of the sensitive nature of certain information to be produced by the Company related
to the IPO, the Hearing Officer entered a Supplemental Protective Order in conjunction with the
March 1, 2007 Order Granting Motions to Compel Discovery Relating to Initial Public Offering
(IPO) Information and Materials (““Order Compelling Discovery™).

In the Order Compelling Discovery, the Hearing Officer found that information concerning
transactions occurring at the parent level or between a parent and its subsidiary may be relevant to the
subject matter of a rate case proceeding and that this would be particularly true when a subsidiary’s
capital structure is potentially impacted by decisions of the parent. For these reasons, the Hearing
Officer determined, as relevant and reasonable, discovery of information and documentation relating
to whether and to what extent the anticipated [PO of TAWC’s parent company may impact or affect
the Company’s rates, policies, service, operations, financing, and other matters impacting the public

interest.

> See Order Resolving, in Part, Objections to Discovery Requests (February 15, 2007).
¢ Order Granting Motions to Compel Discovery Relating to Initial Public Offering (IPO) Information and Materials
(March 1, 2007).



A Second Modified Procedural Schedule issued on March 1, 2007 provided for a second
round of discovery to commence on March 14, 2007 and set another Status Conference to consider
outstanding motions, objections to discovery and other pre-hearing matters. That Status Conference
was convened on March 23, 2007, and was concluded on March 27, 2007 due to the considerable
number of pending motions, objections and other matters to be considered. Additional discovery
disputes were addressed at the Pre-Hearing Conference held on April 12, 2007.

B. Protective Orders

The Supplemental Protective Order, issued on March 1, 2007, provided an enhanced level of
protection for certain information and documentation, including documents filed with the Securities
and Exchange Commission, designated as “Highly Confidential Information,” which might be
produced pursuant to the Order Compelling Discovery. The Supplemental Protective Order required
a party receiving Highly Confidential Information to execute a Nondisclosure Statement in advance
of obtaining copies of the production.

On March 8, 2007, TAWC filed certain documentation in compliance with the Order
Compelling Discovery, pending execution of Nondisclosure Statements by the parties, in accordance
with the Supplemental Protective Order. Nondisclosure Statements were signed and filed by counsel
for CMA and counsel for the City on March 12 and March 14, 2007, respectively. The Consumer
Advocate declined to execute the Nondisclosure Statement and instead, on March 9, 2007, filed
Consumer Advocate’s Motion to Reconsider Supplemental Protective Order, or in the Alternative, for
Interlocutory Review by the Tennessee Regulatory Authority. The City joined in that motion on
March 14, 2007. In response to the attempts to modify the protections afforded certain information
through the Supplemental Protective Order, TAWC filed Tennessee American Water Company’s
Emergency Motion for Stay of Order Granting Motions to Compel Discovery Relating to Initial

Public Offering Information and Materials or, in the Alternative, for Emergency Interlocutory Review



by the Tennessee Regulatory Authority on March 16, 2007. TAWC also filed, on March 22, 2007,
Tennessee American Water Company’s Emergency Motion for Stay of Any Order Materially Altering
the Supplemental Protective Order or, in the Alternative for Emergency Interlocutory Review by the
Tennessee Regulatory Authority.

At the March 23, 2007 Status Conference, the Consumer Advocate and the Company put
forth their respective positions regarding whether the Supplemental Protective Order should remain
in effect. Initially, the Consumer Advocate questioned the authority of the Hearing Officer to
designate certain documentation as Highly Confidential Information. The Consumer Advocate
argued that the original Protective Order was sufficient for the production of confidential or
commercially sensitive information in this docket.

The Consumer Advocate argued further that the nondisclosure requirement in the
Supplemental Protective Order should not apply to the Attorney General or certain members of that
office because such a requirement would improperly restrict the Attorney General in the performance
of the duties of that position. The Consumer Advocate also raised the question of whether executing
the nondisclosure statement would in some way remove the immunity that is provided to state
officers and employees for liability for acts or omissions within the scope of the officer’s or
employee’s employment with the state of Tennessee as provided for in Tenn. Code Ann. § 9-8-
307(h). The Company expressed concern that if the nondisclosure requirement was not applied to all
persons in the Attorney General’s Office, then the Supplemental Protective Order would not provide
the enhanced protection that must be in place to allow the Company to produce the Highly
Confidential Information.

The Hearing Officer initially found that because of the nature of Highly Confidential

Information being produced through discovery in this case, a need existed for a supplemental



protective order that would provide enhanced protection.” The Hearing Officer directed the parties,
at the conclusion of the proceedings on March 23, 2007, to work together to propose specific
language for the Supplemental Protective Order based upon the particular findings of the Hearing
Officer.

Upon reconvening the Status Conference on March 27, 2007, the Consumer Advocate and
the Company each provided to the Hearing Officer a separate proposed amended protective order and
stated that they could not reach an agreement on certain language to be included therein. In the
absence of an agreed amended order, the Hearing Officer proceeded to rule on the Consumer
Advocate’s specific objections to the Supplemental Protective Order raised in the reconsideration
motion and on other pending motions filed by the parties relating to the production of Highly
Confidential Information.

Addressing the Consumer Advocate’s initial challenge, the Hearing Officer reaffirmed that
the authority of a hearing officer to designate or rule upon a designation of Highly Confidential
Information pursuant to the process set forth in the Protective Order and Supplemental Protective
Order is established in the Tennessee Administrative Procedures Act® and the procedural rules of the
TRA.” The Hearing Officer also reaffirmed the distinction that exists between the Highly
Confidential Information requested in this matter, and the customary confidential information, such
as trade secret or commercially sensitive information, which is generally filed with the TRA and
adequately protected under standard protective orders.

The Consumer Advocate argued that, in issuing the Supplemental Protective Order, the TRA

would be creating an exception to the Public Records Act. The Hearing Officer pointed out that the

7 The Hearing Officer noted that the Highly Confidential Information involves information, which if provided to the
public or to persons not a part of this lawsuit, could result in violations of and perhaps prosecution under federal
law.

8 Tenn. Code Ann. § 4-5-301 ef seq.

? Tenn. Comp. R. & Regs. 1120-1-2-.11



General Assembly expressly provided for exceptions to the requirement of producing records under
the Public Records Act.'” Specifically, the Tennessee Rules of Civil Procedure qualify as a statutory
exception to the Public Records Act, and protective orders, entered pursuant to the Tennessee Rules
of Civil Procedure, are recognized as valid and proper exceptions to the Public Records Act.
Inasmuch as the Tennessee Rules of Civil Procedure apply to the TRA through the Tennessee
Administrative Procedures Act, and the proceedings in this docket are governed by the Tennessee
Administrative Procedures Act, the protective orders entered in this docket pursuant to Tenn. Code
Ann. § 4-5-311 constitute a valid exception to the Public Records Act.

The Consumer Advocate also expressed a concern that under the Supplemental Protective
Order the Attorney General would be required to execute and be subject to the terms of a
nondisclosure agreement. The parties discussed at length the role of the Attorney General when the
Consumer Advocate appears as a party before the Tennessee Regulatory Authority. Counsel for the
Consumer Advocate pointed out that the investigative role of the Attorney General, which exists
apart from the Consumer Advocate and Protection Division, may be hampered if the Attorney
General and certain members of that office are required to execute a nondisclosure agreement.

Based upon the statements made by the Consumer Advocate, the Hearing Officer determined
that language would be inserted into the Supplemental Protective Order that would distinguish the
roles of the Attorney General and would not require the Attorney General or persons in the Attorney
General’s Office, outside of the Consumer Advocate and Protection Division, to execute the
Nondisclosure Statement. Nevertheless, any member of the Attorney General’s Office would remain
subject to the terms of the Protective Order that was entered initially on January 19, 2007. The
Hearing Officer also modified the Supplemental Protective Order to include additional language

addressing TAWC’s concern regarding public records requests directed to the Attorney General’s

10 Tenn. Code Ann. § 10-7-503(a).



Office. The Hearing Officer did not find merit in the Consumer Advocate’s argument that the
Supplemental Protective Order requires members of the Attorney General’s Office to enter into a
confidentiality agreement in contradiction to the Public Records Act. Tenn. Code Ann. § 65-4-
118(d) specifically permits the Consumer Advocate to enter into agreements that would protect
confidential information and trade secrets."'

The Hearing Officer also determined that language should be inserted into the Supplemental
Protective Order to address the issue regarding whether or not immunity for state officers and
employees under Tenn. Code Ann. § 9-8-307(h) would be jeopardized. The revised language
provided that common law and statutory defenses available to state officers and employees would
remain intact and would not be affected by the Supplemental Protective Order.

Based on the foregoing determinations, the Hearing Officer denied the Consumer Advocate’s
request that the Supplemental Protective Order be vacated but modified certain portions of the
Supplemental Protective Order to provide clarifying language and define the scope of the
Nondisclosure Statement. Because of the modifications, the Hearing Officer also denied the
Consumer Advocate’s request for an interlocutory review of the Supplemental Protective Order.

Based on the denial of the Consumer Advocate’s request to vacate the Supplemental
Protective Order and finding no new grounds upon which to reconsider the decision that the [PO
information was relevant to discovery, the Hearing Officer denied TAWC’s Motion to Reconsider
Order Compelling Discovery. The Hearing Officer also determined that because the protections
under the Supplemental Protective Order would remain in place, TAWC’s Motion to Stay Order
Compelling Discovery also should be denied. Based upon the rulings regarding the Consumer
Advocate’s motions regarding the Supplemental Protective Order, TAWC agreed at the March 27,

2007 Status Conference that its motion asking the Hearing Officer to stay any order that might be

" Tenn. Code Ann. § 65-4-118(d) provides: “The consumer advocate division may enter into agreements regarding
the nondisclosure of trade secrets or other confidential commercial information obtained by the division.”
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entered that would materially alter the terms of the Supplemental Protective Order had been rendered
moot. On March 31, 2007, the Hearing Officer entered an Amended Supplemental Protective Order
which acknowledged the need to afford enhanced protection to certain documentation and
information and which incorporated the modifications determined by the Hearing Officer.

C. Request to Hold Hearing on Merits in Chattancoga

On December 29, 2006, CMA filed a Request to hold the hearing on the merits of this rate
case in Chattanooga. CMA asserted in its Request that the Company’s proposed rate increase would

592 and

have an adverse effect on “citizens, residents and ratepayers throughout the Chattanooga area
that “[a] change of venue will enhance substantially any interested ratepayers’ opportunity to be
heard.”’®> TAWC issued a statement in opposition to CMA’s request on January 5, 2007, arguing
against the Request primarily on the basis of the inconvenience and cost of holding the hearing in a
location other than Nashville. TAWC maintained that Nashville would be the best location for the
hearing because,

(1) it is the location of the offices, staff, and resources of the TRA, (2) it is the

location of the attorneys for the Petitioner, (3) it is the location of the majority of the

attorneys for the Intervenors, (4) it is the most convenient location for the witnesses

of the Petitioner, and (5) it best serves the interests of justice.'®
CMA’s Request was addressed during the Status Conference held on January 8, 2007, when the
Hearing Officer heard oral arguments from the parties.

The Consumer Advocate stated during the January 8, 2007 Status Conference that it did not
oppose the Request to hold the hearing in Chattanooga. The City supported CMA’s Request, and on

January 10, 2007, the City filed its own Request to hold the hearing in Chattanooga."> In its Request,

filed on behalf of the Mayor of the City of Chattanooga, the City stated:

'2 Chattanooga Manufacturers Association’s Request that Contested Case Hearing be Conducted in Chattanooga,
Tennessee, p. 1 (December 29, 2006).

Y d at2.

“1d at3.

'* City of Chattanooga’s Request that Contested Case Hearing be Conducted in Chattanooga, Tennessee
(January 10, 2007).



. . . holding a hearing in this matter in Chattanooga presents an educational
opportunity for the TRA and the citizens of southeast Tennessee. . . . Although the
activities of the TRA that have a peculiar local impact may be reported in the local
paper, and, occasionally in other media outlets, it is reasonable to assume in that
holding a hearing in Chattanooga will provide a vehicle for educating the public
about the purpose and role of the TRA.'®

TAWC filed its Supplemental Statement in opposition to the requests of the City and CMA
on January 11, 2007."” In its Supplemental Statement, the Company favored a public input meeting
in Chattanooga as opposed to holding the entire hearing on the merits in Chattanooga which,
according to the Company, would “. . . cause a costly, unnecessary, and unjustified burden on
Chattanooga ratepayers and state taxpayers.”'®

The Hearing Officer ruled on the Requests, finding that the TRA is not restricted by statute or
rule in setting the location of meetings and hearings. Tenn. Code Ann. § 65-1-103(a) permits the
Authority to hold sessions

. . at such times and places as may be necessary for the proper discharge of their

duties, or as the convenience of the parties, in the judgment of the Tennessee

regulatory authority, may require.

TRA Rule 1220-1-1-.06 further expressly permits the Authority to conduct public hearings at
locations other than Nashville, Tennessee, upon the Authority’s own motion or upon the motion of a
party, as the Authority may deem appropriate.

In granting the Requests of CMA and the City, the Hearing Officer determined that

A Chattanooga location would afford ratepayers of the Company a ready opportunity

to observe the hearing and become better educated concerning the ratemaking

process. Ratepayers could actually participate in the process by offering public

comments during the hearing. It is reasonable to assume that the costs associated

with travel to and lodging, if necessary, in Nashville would prevent many ratepayers
from attending and participating in a public hearing in Nashville."

“1d. at1.

'7 Supplemental Statement of Tennessee American Water Company in Opposition to Chattanooga Manufacturers
Association’s and City of Chattanooga’s Request that Contested Case Hearing be Conducted in Chattanooga,
Tennessee (January 11, 2007).

“1d atl.

' Order Setting Hearing on the Merits in Chattanooga, Tennessee, p. 6 (March 9, 2007).
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The Hearing Officer concluded that conducting the hearing in Chattanooga would be in the public
interest and that the costs involved “must be weighed against the benefits of holding the hearing in a
location where interested members of the public, particularly ratepayers, have an opportunity to
participate in the process.”” In addition, the Hearing Officer cited the City’s participation in this
docket and its express request to hold the hearing in Chattanooga as significant factors in determining
the location of the hearing.

D. Pre-Hearing Motions

1. TAWC’s Motion to Strike Supplemental Testimony of Terry Buckner

The Company filed its Direct Testimony with the Petition on November 22, 2006. The
Intervenors filed Direct Testimony on March 5, 2007. On April 9, 2007, the Company filed its
Rebuttal Testimony. After the close discovery, the Consumer Advocate filed Supplemental Revised
Direct Testimony of Michael D. Chrysler and Supplemental Direct Testimony of Terry Buckner on
April 3, 2007. The Consumer Advocate also filed Supplemental Direct Testimony of Steve Brown on
April 9, 2007.

A portion of Mr. Buckner’s supplemental testimony raised for the first time in the proceeding
an issue regarding TAWC’s Enterprise Customer Information System (“E-CIS”) asserting that it
would be improper to include the E-CIS costs in the rate base. Mr. Buckner relied upon a 2004
decision by the Indiana Utility Regulatory Commission (“IURC”) in testifying that the Authority
should remove the E-CIS costs from TAWC’s rate base.”’ The Company filed a Motion to Strike
from the Record and/or to Exclude as Evidence the Supplemental Direct Testimony of Terry Buckner
Related to the Tennessee American Water Company’s Customer Information System (“Motion to
Strike™) on April 5, 2007. The Consumer Advocate filed its response to the Motion to Strike on

April 11, 2007.

20

Id. at 6.
' In his supplemental testimony, Mr. Buckner relied upon his own interpretation of decisions of the Indiana Utility
Regulatory Commission and the Indiana Court of Appeals in testifying that TAWC’s rate base for E-CIS should be
reduced by over one million dollars. Supplemental Direct Testimony of Terry Buckner, pp. 3-4 (April 3, 2007).
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In its Motion to Strike, TAWC asserted that there was no justifiable reason for the Consumer
Advocate to file Mr. Buckner’s supplemental testimony one month after the pre-filed testimony of
the Intervenors was required to be filed in accordance with the Procedural Schedule. According to
TAWC, the Consumer Advocate was aware of the E-CIS costs and of the IURC decision regarding
E-CIS for over two years and, in fact, had agreed with TAWC’s rate base calculation in an earlier
TAWC rate case, Docket No. 04-00288, which had included costs related to the E-CIS. TAWC
argued that it had been prejudiced by the late insertion of the E-CIS issue in the proceeding and
asked the Hearing Officer to strike and exclude as evidence only those portions of Mr. Buckner’s
supplemental testimony which raised the E-CIS cost issue and which provided changes to the
Consumer Advocate’s Rate Base and Depreciation Expense calculations.

The Consumer Advocate asserted in its response to the Motion to Strike that the significance
of the IURC’s E-CIS decision was not discovered by Mr. Buckner until after his direct testimony was
filed on March 5, 2007. The Consumer Advocate asserted further that because the Company actually
responded to the E-CIS issue in Michael Miller’s rebuttal testimony filed on April 9, 2007, TAWC
had sufficient time to present its position on the issue.

The Company and the Consumer Advocate presented oral argument on the Motion to Strike
at the Pre-Hearing Conference held on April 12, 2007. There was no motion or request to strike or
exclude the supplemental pre-filed testimony of Michael Chrysler or Dr. Steve Brown or those
portions of Terry Buckner’s supplemental testimony which did not relate to the E-CIS costs. The
Hearing Officer took the Motion to Strike under advisement. Following the Pre-Hearing Conference,
the Consumer Advocate’s Motion to Allow Supplemental Testimony (“Motion”) was filed on April
13, 2007. On April 16, 2007, the Company filed Tennessee American Water Company’s Response to
Consumer Advocate’s Motion to Allow Supplemental Testimony. The Consumer Advocate’s Motion,
as well as the Motion to Strike were addressed by the Hearing Officer at the commencement of

Hearing on April 17, 2007.
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2. TAWC’s Motions in Limine to Exclude as Evidence Highly Confidential Materials

On April 11, 2007, TAWC filed two motions in limine which sought to exclude or limit the
introduction into evidence certain documentation classified as Highly Confidential Information.
Those motions were: Tennessee American Water Company’s Motion in Limine to Exclude as
Inadmissible Evidence Related to the Initial Public Offering of American Water Works Company
(“Motion to Exclude IPO Documents’) and Tennessee American Water Company’s Motion in Limine
to Exclude as Inadmissible All Highly Confidential RWE Presidium and Supervisory Board Minutes
(“Motion to Exclude RWE Minutes™), (collectively, “TAWC’s Motions in Limine”).

In its Motion to Exclude IPO Documents, TAWC argued that materials related to the [PO of
AWWC were not relevant to the rate case and that admission of such materials would cause
confusion and result in unfair prejudice to TAWC. The Company asserted in the Motion to Exclude
RWE Minutes that the minutes were irrelevant to this rate case, highly confusing and prejudicial, and
constituted inadmissible hearsay. In addition to these grounds, TAWC argued that the Intervenors
should not be permitted to use Highly Confidential materials at the time of the Hearing because they
had failed to designate such materials in accordance with the Amended Supplemental Protective
Order.

Oral argument on TAWC’s Motions in Limine was heard during the Pre-Hearing Conference
on April 12, 2007. Nevertheless, because of the filing of those motions so close in time to the
convening of the Pre-Hearing Conference, the Hearing Officer permitted the Intervenors to file
written responses after the Pre-Hearing Conference. On April 16, 2007, the following filings were
made in response to TAWC’s Motions in Limine. Consumer Advocate’s Response to Tennessee
American Water Company’s Motion in Limine to Exclude as Inadmissible Evidence Related to the
Initial Public Offering of American Water Works; Chattanooga Manufacturers Association’s Reply
to Petitioner’s Response Concerning Notice as to Materials Designated by Petitioner as Highly

Confidential Information and CMA’s Response to Petitioner’s Motion in Limine Seeking to Exclude
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All But the Materials Designated as Highly Confidential That Petitioner Deems to be Relevant for
This Hearing;, and City of Chattanooga’s Response to TAWC'’s Motions Relating to Identification and
Use of Documents Designated by TAWC as “Highly Confidential Information.”

In their filings, the Intervenors asserted that because the [PO would have an effect on the
ability of AWWC to invest in TAWC and because the amount of equity that may flow from the IPO
is a variable unknown and based on market conditions, the IPO would be relevant to this matter and
information related to the IPO should be available to the TRA in considering the rate increase request
of TAWC. In addition, the Intervenors argued that the IPO documents should be admitted for use in
an analysis of the Company’s capital structure and for the purpose of impeaching TAWC’s expert
witnesses.

The Intervenors also argued that the designation procedure in the Amended Supplemental
Protective Order should not interfere with or violate the parties’ due process rights in terms of
impeding their ability to conduct effective cross-examination of TAWC’s witnesses. The Intervenors
asserted that requiring them to identify with specificity before the Hearing those Highly Confidential
materials which they may use to cross-examine and impeach a witness would intrude upon their
attorney work product privilege and impair the presentation of their cases by forcing them to reveal
their case strategy. The Intervenors proposed that objections as to the admissibility of documents
could be resolved during the Hearing at the time such documents are proffered without the necessity
of disclosing the mental impressions or case strategy of the Intervenors’ attorneys. In light of the
written responses of the Intervenors being filed on April 16, 2007, additional oral argument on
TAWC’s Motions in Limine was held at the commencement of the Hearing on April 17, 2007.

II. THE HEARING AND POST-HEARING FILINGS

The Hearing in this matter was held in Chattanooga, Tennessee, before the voting panel on

April 17 through 20, 2007. The Hearing concluded in Nashville on April 26, 2007. Participating in

the Hearing were the following parties and their respective counsel:
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Tennessee American Water Company — R. Dale Grimes, Esq. and Ross 1.
Booher, Esq., Bass, Berry & Sims, PLC, 315 Deaderick Street, Suite 2700,
Nashville, TN 37238-3001.

Consumer Advocate and Protection Division - Vance Broemel, Esq. and Stephen
R. Butler, Esq., Office of the Attorney General, 425 5™ Ave. N, John Sevier
Building, P.O. Box 20207, Nashville, TN 37202.

City of Chattanooga, Tennessee -- Michael A. McMahan, Esq., Office of the City
Attorney, 801 Broad Street, Suite 400, Chattanooga, TN 37402.; and Frederick L.
Hitchcock, Esq., Chambliss, Bahner & Stophel, P.C., 1000 Tallan Building, Two
Union Square, Chattanooga, TN 37402.

Chattanooga Manufacturers Association (CMA) — Henry M. Walker, Esq.,
Boult, Cummings, Conners & Berry, PLC, 1600 Division Street, Suite 700, P.O. Box
340025, Nashville, TN 37203; and David C. Higney, Esq., Grant, Konvalinka &
Harrison, P.C., 9" Floor, Republic Centre, 633 Chestnut Street, Chattanooga, TN
37450-0900.
The Hearing convened on April 17, 2007, at which time members of the public presented comments
pertaining to the quality of water service provided by TAWC and TAWC’s request for a rate

: 22
ncreasc.

A. Hearing Officer’s Rulings on Motion to Strike and Motions in Limine

Following the presentation of public comments, the Hearing Officer heard from the parties
additional oral argument regarding TAWC’s Motion to Strike and Motions in Limine and the
Intervenors’ responses to those motions. The Hearing Officer also heard argument on the Consumer
Advocate’s motion to permit it to file the supplemental testimony of Terry Buckner. Thereafter, the
Hearing Officer ruled on the pending motions in the following manner.

The Hearing Officer pointed out that the Consumer Advocate filed its Motion to Allow
Supplemental Testimony on April 13, 2007, after the April 12 Pre-Hearing Conference during which
the parties argued TAWC’s Motion to Strike. Procedurally, the Hearing Officer found that the
Consumer Advocate’s Motion, was untimely filed because the supplemental testimony of Mr.
Buckner had already been filed ten days earlier and argument on TAWC’s Motion to Strike had

already commenced.

* Transcript of Public Hearing, pp. 8-30 (April 17, 2007).
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As to TAWC’s Motion to Strike, the Hearing Officer noted that the Company requested that
the Hearing Officer strike only a portion of Mr. Buckner’s supplemental testimony. The
supplemental testimony of Mr. Buckner was filed significantly outside the time frame provided for in
the procedural schedule, as was the supplemental testimony of Mike Chrysler and Dr. Steven Brown.
Nevertheless, there was no motion to strike the supplemental testimony of either of those witnesses.
Thus, it appeared that TAWC’s claim of unfairness caused by the untimely filing of Mr. Buckner’s
supplemental testimony was linked to TAWC’s argument of prejudice or harm resulting from the
Consumer Advocate’s delay in raising the E-CIS cost issue.

The Hearing Officer found that the Company’s objections to Mr. Buckner’s supplemental
testimony boiled down to two major points. First, Mr. Buckner’s testimony belatedly injected a new
issue into the proceeding, thereby preventing TAWC from being able to adequately address the issue
or rebut the testimony. Second, Mr. Buckner’s interpretation of the IURC’s decision was incorrect
and misleading.

Mr. Buckner stated, at page 3 of his supplemental testimony, “In Cause Number 42520, the
Indiana Utility Regulatory Commission, [URC, found the E-CIS to be ‘an imprudent decision.”**
From a review of the IURC’s decision, the Hearing Officer concluded that Mr. Buckner’s
interpretation and testimony regarding the ITURC decision was incorrect.”* Because it was clear to the
Hearing Officer that the IURC did not find the inclusion of E-CIS to be “an imprudent decision,” the
Hearing Officer struck that portion of Mr. Buckner’s testimony relating to the IURC decision. Mr.
Buckner was permitted to testify regarding E-CIS, but he could not rely upon the [URC decision for
his conclusions. The Hearing Officer determined that Mr. Buckner’s conclusions regarding the E-

CIS costs would have to be based on his own analysis and assessment, and if there was no

2 Supplemental Direct Testimony of Terry Buckner, p. 3 (April 3, 2007).

?* In addition, the Hearing Officer determined that the [IURC decision should not have been raised in this proceeding
through Mr. Buckner’s testimony. Instead, it is the role of an attorney to argue the interpretation of the case law and
its applicability to the facts of a particular case.
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independent basis, such would go to the weight of his testimony. As to the remaining portions of Mr.
Buckner’s testimony, the Hearing Officer allowed that testimony to stand.

The Hearing Officer stated that the late discovery of the issue and failure to raise the issue
earlier in the proceeding could be bases for discrediting the testimony of Mr. Buckner on cross
examination. The Hearing Officer further determined that, because of the lateness of the Consumer
Advocate’s filing which raised the new issue, TAWC would be permitted to address the E-CIS issue
either in its direct case or after cross examination of Mr. Buckner. TAWC was permitted to rebut
Mr. Buckner’s testimony through testimony of its own witnesses during the Hearing. Those portions
of Mr. Buckner’s testimony not related to the E-CIS issues were not stricken because they were not
included in TAWC’s Motion to Strike.

The Hearing Officer found two major issues were raised by TAWC’s Motions in Limine.
First, there was the substantive issue of the relevancy of the Highly Confidential documents sought to
be used. Second, there was a procedural issue regarding whether the Intervenors should be
prohibited from using certain documents because of a failure to identify with specificity in advance
of the Hearing the documents the Intervenors intended to use during the Hearing.

TAWC’s Motions in Limine were based in part on the Company’s argument that the
documentation and information in question were not relevant to the issues in this case. The
Authority may exclude irrelevant and immaterial evidence. Nevertheless, Tenn. Code Ann. § 4-5-
313 provides,

In contested cases: (1) the agency shall admit and give probative effect to evidence

admissible in a court, and when necessary to ascertain facts not reasonably

susceptible to proof under the rules of court, evidence not admissible thereunder may

be admitted if it is of a type commonly relied upon by reasonably prudent men in the

conduct of their affairs. The agency shall give effect to the rules of privilege

recognized by law and to agency statutes protecting the confidentiality of certain

records, and shall exclude evidence which in its judgment is irrelevant, immaterial or
unduly repetitious|.]
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The Hearing Officer concluded that the Tennessee Rules of Evidence can be applied to
contested cases before the Authority and that under the Rules of Evidence, in order for evidence to be
relevant, the evidence must satisfy two criteria. First, the evidence must have the “tendency to make
the existence of any fact . . . more probable or less probable than it would be without the evidence,”
and second, evidence must be material, that is, the fact sought to be proven must be “of consequence

to the determination of the action.””

“Evidence offered in a cause, or a question propounded, is
material when it is relevant and goes to the substantial matters in dispute, or has a legitimate and
effective influence or bearing on the decision of the case.”®® The Hearing Officer found that the
Highly Confidential Information was relevant to the issues to be decided in this rate case and denied
TAWC’s Motions in Limine on the grounds that it appeared that the subject matter of the certain
documents was relevant to the issues in this case and would be admissible in the proceeding, in the
least for use as impeachment materials during cross examination of witnesses.

The procedural issue raised by TAWC involved whether the Intervenors could be required to
specify Highly Confidential Information or documents which they intended to rely upon during the
Hearing. The Hearing Officer did not find that the parties were in error in failing to specify a
particular document or particular documents that they intended to rely upon in their cross
examination of the witnesses. To require the Intervenors to reveal, in advance of the cross
examination of a witness, those specific documents that would be used in the cross-examination
would be encroaching upon the mental impressions of the attorney in the preparation of the case.”’

The Hearing Officer proceeded to rule that the Intervenors could use Highly Confidential

Information in their cross examination of the witnesses. Nevertheless, because of the situation

 Tennessee Rules of Evidence 401.

% Black’s Law Dictionary, Third Edition (1933), p. 1168, “Material” citing Connecticut Fire Ins. Co. of Hartford,
Conn. v. George, S2 Okl. 432, 153 pp. 116, 119,

" Tenn. R. Civ. P. 26 provides that “. . . the court shall protect against disclosure the mental impressions,
conclusions, opinions, or legal theories of any attorney or other representative of a party concerning the litigation.”
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existing during the Hearing, where certain persons would be either attending or participating in some
fashion in the Hearing who have not executed nondisclosure statements, the Hearing Officer
determined that persons who had not executed nondisclosure statements must not be present during
testimony involving the Highly Confidential Information.

B. Post-Hearing Testimony and Filings

During the Hearing, the panel heard further argument from the parties as to the extent, if any,
that Mr. Buckner should be permitted to testify regarding the E-CIS costs. These arguments were
raised in the course of objections to specific questions presented to witnesses and in the context of
TAWC’s appeal to the panel of the Hearing Officer’s ruling striking a part of Mr. Buckner’s
supplemental testimony. The panel determined that the scope of the questions regarding the E-CIS
costs would be determined as objections to specific questions were raised. In addition, in upholding
the Hearing Officer’s ruling and permitting Mr. Buckner to testify regarding any independent basis
for his conclusions regarding E-CIS, the panel determined that the Company could submit additional
testimony on the E-CIS. Because TAWC’s additional testimony would be submitted after the
conclusion of the Hearing, the Intervenors were permitted to take the depositions of the Company’s
witnesses on the E-CIS issue. Thereafter, the parties would submit briefs to the panel on the question
of whether TAWC’s costs related to the E-CIS were recoverable in this rate case.

TAWC filed the testimony of A. Joseph Van Den Berg and John S. Watson on April 26, 2007
to present the Company’s position on inclusion of the E-CIS costs. The Intervenors took the
depositions of Mr. Van Den Berg and Mr. Watson on May 4, 2007.

The parties filed briefs addressing the E-CIS cost issue on May 9, 2007. With the filing of
additional testimony, the taking of depositions and the submission of post-hearing briefs, the panel
proceeded to deliberate this case at a regularly scheduled Authority Conference held on May 15,

2007.
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l. CRITERIA FOR ESTABLISHING JUST AND REASONABLE RATES

The Authority is obligated to balance the interests of the utilities subject to its jurisdiction
with the interests of Tennessee consumers, i.e., it is obligated to fix just and reasonable rates.”® The
Authority must also approve rates that provide regulated utilities the opportunity to earn a just and
reasonable return on their investments.>’

The Authority considers petitions for a rate increase, filed pursuant to Tenn. Code Ann. § 65-

5-203, in light of the following criteria:

1. The investment or rate base upon which the utility should be permitted to earn a fair
rate of return;

2. The proper level of revenues for the utility;

3. The proper level of expenses for the utility; and

4. The rate of return the utility should earn.

Applying these criteria, and upon consideration of the entire record, including all exhibits and the
testimony of the witnesses, the panel made the following findings and conclusions.

Iv. TEST PERIOD AND ATTRITION PERIOD

In a rate case the Authority must, as a preliminary determination, decide which test period is
appropriate. The purpose in the selection of a test period is to provide an indication of the rate of
return that is likely to be produced under the existing rate structure in the reasonably foresecable
future. The test period takes into consideration the estimated effect of reasonably expected revenues,
expenses and investments.

The Company selected a historical test period of the twelve months ended June 30, 2006 and
an attrition period of the twelve months ending February 29, 2008. The Company made normalizing

adjustments to the test period as well as additional adjustments to forecast attrition period results.*®

** Tenn. Code Ann. § 65-5-201 (Supp. 2002).

¥ See Bluefield Water Works and Improvement Company v. Public Service Commission of the State of West
Virginia, 262 U.S. 679, 43 S.Ct. 675 (1923).

30 Sheila A. Miller, Pre-filed Direct Testimony, p. 4 (November 22, 2006).
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The CAPD used a test period of the twelve months ended December 31, 2006 for Revenues.”!
The CAPD used a test period of the twelve months ended October 31, 2006 for the majority of
Operations and Maintenance Expenses.’” For labor related expenses, the CAPD adopted the
Company’s actual employee level as of January 31, 2007.%* The CAPD forecast for Plant in Service
and Accumulated Depreciation was based on actual balances at December 31, 2006 plus monthly
additions and retirements as provided by the Company. The attendant depreciation expense was
calculated upon the resulting balances.>* Like the Company, the CAPD used an attrition period of
the twelve months ending February 29, 2008.%

The panel rejected the multiple test periods utilized by the CAPD to forecast Revenues and
Expenses and accepted the Company’s uniform test period of the twelve months ended June 30, 2006
for Revenues and Expenses, except in the instance of Insurance Other Than Group where abnormal
monthly bookings were noted. Further, the panel voted to accept the test period of the twelve months
ended June 30, 2006 for Rate Base components to which the Company and the CAPD agree in their
projections. For Rate Base components to which there was dispute among the Parties, the panel
adopted the actual average thirteen month ending balances at December 31, 2006. Finally, the panel
voted to adopt the forward looking attrition period of the twelve months ending February 29, 2008.

V. CONTESTED ISSUES

The position of the parties and the determinations of the voting panel are set out below for
each of the following contested issues: Section V(a) - Revenues, Section V(b) - Expenses, Section
V(c) — Taxes and Fees, Section V(d) - Net Operating Income, Section V(e) — Rate Base, Section
V(f) — Revenue Conversion Factor, Section V(g) — Rate of Return, Section V(h) — Revenue

Deficiency, and Section V(i) — Rate Design.

3! Michael D. Chrysler, Pre-filed Supplemental Revised Direct Testimony, un-numbered p. 1 (April 3, 2007).
*2 Terry Buckner, Pre-filed Direct Testimony, p. 12 (March 5, 2007).

* Terry Buckner, Pre-filed Direct Testimony, p. 6 (March 5, 2007).

3 Terry Buckner, Pre-filed Direct Testimony, p. 15 (March 5, 2007).

35 Terry Buckner, Pre-filed Direct Testimony, pp. 2-3 (March 5, 2007).
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V(a). REVENUES

The Company projects attrition period Revenues at current rates of $33,432,287. The
Company used a bill analysis reflecting the actual billing determinants for the test year, twelve
months ended June, 30, 2006, and made normalizing adjustments and added revenue for the
estimated number of new customers to be added during the attrition year.*

In its pre-filed Direct Testimony, the CAPD accepted the Company’s attrition period revenue
forecast at current rates of $33,432,287.* In its Supplemental Revised Direct Testimony, the CAPD
increased its projection of attrition period Revenues at current rates to $33,711,956.°® The CAPD
calculated a growth factor for each class of customer and applied this to the test period to arrive at its
attrition period Revenues.

The panel accepted the Company’s attrition period Revenue forecast at current rates of
$33,432,287 as it determined that the Company had properly taken into account normalizing
adjustments for nonrecurring usage and properly matched the test period utilized by the Company.

V(b). EXPENSES

V(b)1. GROWTH FACTOR

The Company used the Value Line Forecast for the US Economy Consumer Price Index to
develop its Inflation Factor. The Company used 10/12th of the 2007 rate of 2.4% and 2/12th of the
2008 rate of 2.2% to arrive at the 2.367% annual Inflation Factor.>® For expenses that the Company
grows using its Inflation Factor, it first normalizes the twelve months ended June 30, 2006, then
applies its annual Inflation Factor to compute projected amounts for the twelve months ending

February 29, 2008.

* Sheila A. Miller, Pre-filed Direct Testimony, Exhibit 2, Schedule 1 (November 22, 2006).

7 Sheila A. Miller, Pre-filed Direct Testimony, Exhibit 2, Schedule 1 (November 22, 2006); Terry Buckner, Pre-
filed Direct Testimony, Exhibit CAPD-RTB, Schedule 3 (March 5, 2007).

* Michael D. Chrysler, Pre-filed Supplemental Direct Testimony, un-numbered p. 1 (April 3, 2007).

%9 Sheila A. Miller, Pre-filed Direct Testimony, p. 11 (November 22, 2006).
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For twelve of the expense categories, the CAPD primarily adopted the Company’s booked
amounts for the twelve months ended October 31, 2006 and grew each amount for customer growth
and inflation growth. The CAPD included in its Growth Factor % of the annual growth in customer
counts, which equates to .655%, and the average Gross Domestic Product Deflator for the twelve
months ending September 2006, which is 3.09%, to compute its annual Growth Factor of 3.745%.
Next, the CAPD compounded its Growth Factor to apply to actual twelve months ended October 31,
2006 booked expense amounts to produce projected amounts for the attrition period ending February
29, 2008. In performing the compounding computation, the CAPD divided its annual Growth Factor
of 3.745% by 12 resulting in a monthly factor that was then compounded to reflect 14 months
growth. The CAPD used a combined growth rate from October 31, 2006 through February 29, 2008
of approximately 4.4%.*°

The panel concluded that an appropriately normalized test period of the twelve months ended
June 30, 2006 should be used as a base to grow expenses that are forecasted to the attrition period by
the application of a factor. The panel excluded Insurance Other Than Group from this determination
because the test year for that particular expense contained abnormal monthly activity. Further, based
on its findings that the Consumer Advocate included customer growth in its projection and that the
Authority had used a similar growth factor in Docket No. 05-00258,*' the panel adopted the annual
growth and inflation factor of 3.745% as projected by the CAPD to be used to develop a proper

compounded growth rate of 6.2417%.%

* Terry Buckner, Pre-filed Direct Testimony, p. 4 (March 5, 2007).

*1 In re: Petition of the Consumer Advocate to Open an Investigation to Determine Whether Atmos Energy Corp.
Should be Required by the Tennessee Regulatory Authority to Appear and Show Cause that Atmos Energy Corp. is
not Overearning in Violation of Tennessee Law and that It is Charging Rates that are Just and Reasonable, Docket
No. 05-00258 (September 16, 2006).

2 (.0309+.00655)/12%20.
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V(b)2. SALARIES AND WAGES

The Company projects Salaries and Wages Expense of $4,702,966. The Company’s
forecasted attrition period Salaries and Wages Expense is based on a projected employee count of
111 employees. The Company increased wages for all employees by 3% to arrive at wage rates for
the attrition period.

The CAPD projects Salaries and Wages Expense of $4,397,377.* The CAPD’s forecasted
attrition period Salaries and Wages Expense is based on the actual January 31, 2007 employee count
of 105 employees. The CAPD increased wages for union employees by 3% in November and
increased salaries and wages for all non-union employees by 3% in April. In his Supplemental
Direct Testimony, CAPD made minor corrections that increased the CAPD Salaries and Wages
projection from $4,397,377 to $4,405,253.%

A majority of the panel found that the Company’s forecast of $4,702,966, which included the
Company’s projected employee level and overtime, should be reduced by the CAPD’s $29,390
adjustment to incentive payroll solely attributed to the meeting of financial goals. The majority
found this to be consistent with the Authority’s decisions in recent cases. Therefore, a majority of
the panel concluded that the Salaries and Wages Expense for the attrition period is $4,673,576.%°

V(b)3. PURCHASED WATER

The Company forecast for Purchased Water is $52,331. This amount represents the actual
twelve months ended June 30, 2006 expense without adjustment.*’ The CAPD forecasts $49,660 for
Purchased Water. This amount represents the actual twelve months ended October 31, 2006 expense

grown by the CAPD growth/inflation factor.*®

# Sheila A. Miller, Pre-filed Direct Testimony, Exhibit 2, Schedule 3 (November 22, 2006).

* Terry Buckner, Pre-filed Direct Testimony, Exhibit CAPD-RTB, Schedule 5 (March 5, 2007).

*5 Terry Buckner, Pre-filed Supplemental Direct Testimony, p. 5 (April 3, 2007).

“® Director Jones dissented from the majority decision and filed a separate opinion explaining his position.
" Sheila A. Miller, Pre-filed Direct Testimony, Exhibit 2, Schedule 3 (November 22, 2006).

“ Terry Buckner, Pre-filed Direct Testimony, Exhibit CAPD-RTB, Schedule 5 (March 5, 2007).
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After its review of the record, the panel adopted the Company’s attrition period forecast of
$52,331 for Purchased Water Expense because it is based on the June 30, 2006 test period.

V(b)4. FUEL AND POWER

The CAPD accepted the Company’s attrition period forecast for Fuel and Power Expense of
$1,734,958.*° The panel accepted the agreed upon attrition period forecast for Fuel and Power
Expense of $1,734,958.

V(b)5. CHEMICALS

The CAPD accepted the Company’s attrition period forecast for Chemicals Expense of
$952,795.° The panel accepted the agreed upon attrition period forecast for Chemicals Expense of
$952,795.

V(b)6. WASTE DISPOSAL

The Company forecast of $174,265 for Waste Disposal is based upon the 2007 budget for the
cost from the City of Chattanooga Sanitary Board to treat the water plant residuals’' and includes a
16.5% increase in sewer rates approved by the City of Chattanooga in September 2006.> The CAPD
forecast of $153,521 for Waste Disposal is based upon the Company booked amounts for the twelve
months ended October 31, 2006 grown by the CAPD annual growth/inflation factor compounded to
14 months to compute projected amounts for the twelve months ending February 29, 2008.%° After
review of the record, the panel adopted Waste Disposal Expenses of $174,265 for the attrition period

as that figure reflects the Company’s 16.5% increase in rates from the City of Chattanooga.

4 Sheila A. Miller, Pre-filed Direct Testimony, Exhibit 2, Schedule 3, (November 22, 2006); Terry Buckner, Pre-
filed Direct Testimony, Exhibit CAPD-RTB, Schedule 5 (March 3, 2007).

50 Terry Buckner, Pre-filed Direct Testimony, Exhibit CAPD-RTB, Schedule 5 (March 5, 2007).

3! Sheila A. Miller, Pre-filed Direct Testimony, p. 11 (November 22, 2006).

52 John S. Watson, Pre-filed Direct Testimony, p. 17 (November 22, 2006).

> Terry Buckner, Pre-filed Direct Testimony, Workpaper E-WD-1 (March 5, 2007).
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V(b)7. MANAGEMENT FEES*

The Company’s filing includes management fees of $4,064,421.%> The Company started with
the historical test-year expenses of $4,006,278 and eliminated non-recurring expenses of $260,268
for the STEP project, the STAR project, the Business Change project, the Divestiture, and
implementation costs related to Sarbanes-Oxley compliance. AWWC has undertaken these
initiatives to improve service and growth opportunities for its operating companies; however, there
are expenses that will not be recurring during the attrition year for this case. To that adjusted
historical test-year base period (twelve months ended June, 2006), the Company used an inflation
factor of 5% per year to reflect the expected management fee cost for the attrition year.*®

The CAPD used the 2005 forecasted Management Fee in TRA Docket 04-00288 of
$3,062,940 as its base. The 2005 forecasted Management Fee was then grown at an annual
inflation/growth rate of 3.75% and adjusted the result for non-recurring costs which the Company
identified for the twelve months ended June 30, 2006 and 30% of allocated incentive pay, as
discussed in the Salaries and Wages section above, to calculate its forecasted amount of $3,021,111
for the attrition period.”’

After review of the record, the panel concluded that the Management Fee for the attrition
period should be $3,979,825. The amount is based upon the actual Management Fee booked for the
twelve months ended June 30, 2006, as adjusted for: (1) non-recurring items and (2) the annual
growth/inflation factor proposed by the CAPD of 3.745% compounded for 20 months. Additionally,
the panel concluded that TAWC should have a management audit performed in compliance with

Sarbanes-Oxley requirements and submit the results to the Authority in one year or, if the audit is not

** Management fees are the charges from American Water Works Service Company for services provided under the
1989 Service Company contract. Those services consist of services related to accounting, administration,
communication, corporate secretarial, engineering, finance, human resources, information systems, operations, rates
and revenue, risk management, water quality and other services as agreed to by the Company. These services are
billed at cost to Tennessee American.

%% Data Response, Item 13, TN-TRA-01-Q013-Management Fees, p. 1 of 2 (December 28, 2006).

% Michael A. Miller, Pre-filed Direct Testimony, p. 11 (November 22, 2006).

*7 Terry Buckner, Pre-filed Direct Testimony, Workpaper E-EMANAGEMENT FEES (March 5, 2007).
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complete in one year, submit a status report on the audit in one year. This audit should determine
whether all costs allocated to TAWC were incurred as a result of prudent or imprudent management
decisions by TAWC’s parent and should address the reasonableness of the methodology used to
allocate costs to TAWC.

V(b)8. GROUP INSURANCE

The Company projects Group Insurance Expense of $1,513,667.® The Company’s
forecasted attrition period Group Insurance Expense is made up of two components, Group Insurance
and Post Employee Benefits Other Than Pensions (OPEBs). The Company applied the group
insurance rates in effect at June 30, 2006 to the pro-forma insurance coverages based upon its
projected employee count and salary and wage information for the attrition period. The Company
calculated attrition year Group Insurance to be $1,006,020. The Company prorated the 2007 and
2008 costs to calculate an attrition year OPEB expense of $507,647.

The CAPD projects Group Insurance Expense of $1,386,168.°° The CAPD’s forecasted
attrition period Group Insurance Expense is made up of two components, Group Insurance and
OPEBs. The CAPD took the Company’s actual expense for Group Insurance for the 12 months
ended October 31, 2006 and applied its growth factor to calculate attrition year Group Insurance of
$804,744. The CAPD took the Company’s actual OPEB expense for the 12 months ended October
31, 2006 and applied its growth factor and then reduced the amount by the Company’s attrition
period adjustment to calculate attrition year OPEB expense of $581,424.

After review of the record, the panel adopted the Company’s projection for Group Insurance

Expense of $1,513,667 based upon the Company’s projected employee level.

%8 Sheila A. Miller, Pre-filed Direct Testimony, Exhibit 2, Schedule 3 (November 22, 2006).
5 Terry Buckner, Pre-filed Direct Testimony, Exhibit CAPD-RTB, Schedule 5 (March 5, 2007).
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V(b)9. PENSION EXPENSE

The Company is requesting pension cost of $595,798 for the ERISA contribution related to
the defined benefit portion of the American Water Pension Plan expected during the attrition year.
The Company determined the attrition year expense by prorating the 2007 and 2008 cost to
determine the attrition period amount.*’

The CAPD adopted the Pension funding amount as prescribed in the latest actuarial report
filed by the Company.®' The CAPD further states that based on the latest level of contribution, the
Company’s portion of funded Pension Expense net of capitalization is $12,662.

A majority of the panel concluded that the Pension Expense for the attrition period should be
$0 based upon the latest Actuarial Report from Towers Perrin dated August 2006%% showing that the
minimum required employer contribution is $0.°> The majority noted that this determination is
consistent with the Authority’s past treatment of Pension Expense.

V(b)10. REGULATORY EXPENSE

The Company projects Regulatory Expense of $269,298. The Company estimates the cost of
the preparation and presentation of the current filing to be $400,000. The Company proposes to
amortize these costs over a three year period resulting in an annual cost of $133,333. Also, included
in the attrition year cost is the Cost of Service Study Expense in the amount of $40,000 which the
Company proposes to amortize over five years resulting in an annual cost of $8,000. Total attrition
year expense is $141,333 plus the balance of $127,965 resulting from the 2004 rate case that is
currently being amortized.

The CAPD forecast of $191,333 for Regulatory Expense is based upon the Company booked

amounts for the twelve months ended October 31, 2006 grown by the CAPD annual growth/inflation

% Michael A. Miller, Pre-filed Direct Testimony, p. 13 (November 22, 2006).

°" Data Response, Item 36 (December 28, 2006).

52 Hearing Exhibit 25.

% Director Jones dissented from the majority decision and filed a separate opinion explaining his position.
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factor compounded to 14 months to compute projected amounts for the twelve months ending
February 29, 2008.%* Afier review of the record, the panel adopted the actual price out of Regulatory
Expense of $269,298 as proposed by the Company.

V(b)11. INSURANCE OTHER THAN GROUP

The Company’s proposed level for Insurance Other Than Group Expense® for the attrition
year is $523,940 and is based on the Company’s 2007 budget.®® The CAPD forecast of $462,968 for
Insurance Other Than Group Expense is based upon the Company booked amounts for the twelve
months ended October 31, 2006 grown by the CAPD annual growth/inflation factor compounded to
14 months to compute projected amounts for the twelve months ending February 29, 2008.%”

After review of the record, the panel concluded that neither the Company nor CAPD
projections were acceptable due to the abnormal bookings to account # 557000 in both parties’ test
periods and the failure by both Parties to normalize expenses in this account. The panel determined
that the appropriate amount for Insurance Other Than Group Expense for the attrition period is
$517,911 based upon current monthly expense levels at October 31, 2006 and application of the
CAPD growth/inflation factor properly compounded to 16 months.

V(b)12. CUSTOMER ACCOUNTING

The Company projects Customer Accounting Expense of $606,702.°® Customer Accounting
Expense for the historical test year was $585,288. The Company applied the inflation factor of
2.367% to these expenses, excluding uncollectibles and postage to arrive at an increase of $7,017.
The net effect of the Customer Accounting Expense for the attrition year is an increase of $21,414.%

The CAPD forecast of $719,633 for Customer Accounting Expense is based upon the Company

% Terry Buckner, Pre-filed Direct Testimony, Workpaper E-REG1 (March 5, 2007).

% This expense category includes costs for general liability, workers compensation, and property insurance.
% Sheila A. Miller, Pre-filed Direct Testimony, p. 12 (November 22, 2006).

®" Terry Buckner, Pre-filed Direct Testimony, Workpapers E-OI-0 — E-OI-4 (March 5, 2007).

% Sheila A. Miller, Pre-filed Direct Testimony, Exhibit 2, Schedule 3 (November 22, 2006).

% Sheila A. Miller, Pre-filed Direct Testimony, p. 12 (November 22, 2006).
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booked amounts for the twelve months ended October 31, 2006 grown by the CAPD annual
growth/inflation factor compounded to 14 months to compute projected amounts for the twelve
months ending February 29, 2008."°

After a review of the record, the panel concluded that the Customer Accounting Expense for
the attrition period should be $631,581. The panel based its conclusion upon acceptance of the actual
twelve months ended June 30, 2006 expense of $585,288; acceptance of the Wireless Service First
normalizing adjustment of $1,361; rejection of the Company proposed postage normalization
adjustment of $13,036; inclusion of a proper postage normalization adjustment of $7,826; and
adoption of the annual growth/inflation factor developed by the CAPD compounded to 20 months,
which equates to 6.2417%.

V(b)13. UNCOLLECTIBLE EXPENSE

The Company uncollectible percentage of 1.277% was derived by taking a three year average
of the net charge offs, less recoveries, as a percentage of total revenues. That percentage was applied
to the proposed revenue increase of $6,379,887 to arrive at the attrition year adjustment to
Uncollectible Expense of $81,478.”" The Company projects Uncollectible Expense of $702,743 for
the attrition period by adding the $81,478 adjustment for proposed rates to the $621,265 attrition
period at current rates amount.”> The CAPD forecast of $558,836 for Uncollectible Expense is based
upon the Company booked amount of $535,392 for the twelve months ended October 31, 2006
grown by the CAPD annual growth/inflation factor compounded to 14 months to compute projected
amounts for the twelve months ending February 29, 2008.”

After a review of the record, the panel adopted an Uncollectible Expense at current rates of

$618,452, which is based upon the Company booked amount for the twelve months ended June 30,

70 Terry Buckner, Pre-filed Direct Testimony, Workpapers E-CA-0 — E-CA-13 (March 5, 2007).
7! Sheila A. Miller, Pre-filed Direct Testimony, p. 12 (November 22, 2006).

2 Sheila A. Miller, Pre-filed Direct Testimony, Exhibit 2, Schedule 3 (November 22, 2006).

7 Terry Buckner, Pre-filed Direct Testimony, Workpapers E-UNC-1 (March 5, 2007).
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2006 and a normalizing adjustment. The panel further noted that any incremental increase in
Uncollectible Expense will be accounted for by the application of the Revenue Conversion Factor.

V(b)14. RENT

The Company projects attrition period Rent Expense’* of $38,011. The Company adjusts the
actual twelve months ended June 30, 2006 Rent Expense of $38,043 to eliminate the extra quarterly
payment for the easement of the Brainard Road Tank and to include 12 months expense for wireless
service.”” The CAPD projects attrition period Rent Expense of $39,896 based upon actual booked
expense for the twelve months ended October 31, 2006 of $38,222 grown by its annual
inflation/growth factor of 3.745% compounded for 14 months.”® The panel adopted the Company’s
forecast of Rent Expense of $38,011 since it is based upon actual results which have been properly
normalized.

V(b)15. GENERAL OFFICE EXPENSE

The Company projects General Office Expense’’ of $194,066™ for the attrition period. The
Company projection was based upon the twelve months ended June 30, 2006 actual expense of
$575,179 adjusted for non-recurring items.” An inflation factor of 2.367% was applied to the
remaining expenses (excluding postage) to arrive at an attrition year expense of $194,066.

The CAPD projects attrition period General Office Expense of $221,848. The CAPD
projection is based upon actual booked expense for the twelve months ended October 31, 2006 of

$212,541 after removing non-recurring expenses for the STEP Project and Miscellaneous Charges

™ Rent Expense includes the costs associated with the renting of mobile radios, postage equipment, copiers, and
land.

> Sheila A. Miller, Pre-filed Direct Testimony, pp. 12 - 13 (November 22, 2006).

’® Terry Buckner, Pre-filed Direct Testimony, Workpapers E-RENTO — E-RENT3 (March 5, 2007).

7 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.
’® Data Response, Item 13, TN-TRA-01-Q013-MISC EXPENSES, p.4 of 8 (December 28, 2006).

7 Normalizing adjustments were made to eliminate relocation expenses, the write-off of the STEP Project, and
severance pay.
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that are included in the Company’s test period. The adjusted test year expense was then grown by
the CAPD annual inflation/growth factor of 3.745% compounded for 14 months.®

After review of the record, the panel concluded that the General Office Expense for the
attrition period is $201,342. The panel based this amount on the Company’s methodology using the
actual General Office Expense booked for the twelve months ended June 30, 2006 adjusted for non-
recurring items and application of the annual growth/inflation factor proposed by the CAPD of
3.745% compounded for 20 months.

V(b)16. MISCELLANEOUS

The Company projects Miscellaneous Expense of $1,792,405' for the attrition period. The
Company projection was based upon the twelve months ended June 30, 2006 actual expense of
$1,798,639 adjusted for normalizing items.** The Company did not apply the inflation factor to the
401K expense, Defined Contribution expense, or the Retiree Medical Reimbursement Plan. Next, the
Company applies its annual inflation factor adjustment of 2.367% resulting in an increase of $37,357.
The test period amounts for the 40iK expense, Defined Contribution expense, and the Retiree
Medical Reimbursement Plan are then added back followed by the projected attrition year increases
totaling $88,951 for these items resulting in the forecasted attrition period amount.®

The CAPD projects attrition period Miscellaneous Expense of $1,710,268. The CAPD
projection is based upon actual booked expense for the twelve months ended October 31, 2006 of
$1,638,520. The test year expense was grown by the CAPD annual inflation/growth factor of

3.745% compounded for 14 months.**

¥ Terry Buckner, Pre-filed Direct Testimony, Workpapers E-GO-0 — E-GO-23 (March 5, 2007).

#! Company response to TRA Minimum Filing Guidelines, Item 13, TN-TRA-01-Q013-MISC EXPENSES, p. 5 of 8.
%2 The Company makes five normalizing adjustments: (1) adds an additional $24,000 expense for airtime of cello
units, (2) adjusts the negative $8,375 account balance for EIP Contribution Expense, (3) adjust the negative $182
account balance for Directors Expense, (4) eliminates the amortization of security costs of $107,407 which ended
July 2006, and (5) eliminates Penalties of $57,693 which are not an expense includable for rate making purposes.

8 Sheila A. Miller, Pre-filed Direct Testimony, pp. 13-14 (November 22, 2006); Company response to TRA
Minimum Filing Guidelines, Item 13, TN-TRA-01-Q13-MISC EXPENSES, p. 5 of 8.

8 Terry Buckner, Pre-filed Direct Testimony, Workpapers E-MISCO — E-MISC48 (March 5, 2007).
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After a review of the record, the panel concluded that the Miscellaneous Expense for the
attrition period is $1,853,556. The panel based its conclusion on the Company’s methodology using
the actual Miscellaneous Expense booked for the twelve months ended June 30, 2006 adjusted in the
manner proposed by the Company and application of the annual growth/inflation factor proposed by
the CAPD of 3.745% compounded for 20 months.

V(b)17. MAINTENANCE EXPENSE

The Company projects Maintenance Expense®® of $749,879% for the attrition period. The
Company projection was based upon the twelve months ended June 30, 2006 actual expense of

$1,110,461 adjusted for one normalizing item.%’

The annual inflation factor was applied to the
remaining balance to arrive at the attrition period projection.

The CAPD projects attrition period Maintenance Expense of $747,665. The CAPD
projection is based upon actual booked expense for the twelve months ended October 31, 2006 of
$716,299. The test year expense was grown by the CAPD annual inflation/growth factor of 3.745%
compounded for 14 months.®

After review of the record, the panel determined that the Maintenance Expense for the
attrition period is $778,265. The panel based its determination upon the Company’s methodology
using the actual Maintenance Expense booked for the twelve months ended June 30, 2006 adjusted
for the one normalizing item proposed by the Company and application of the annual
growth/inflation factor proposed by the CAPD of 3.745% compounded for 20 months.

V(b)18. DEPRECIATION EXPENSE

Although in initial testimony the parties held different positions regarding the correct amount

for this expense, at the Hearing the Company provided revised financial exhibits that changed the

% 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.

% Data Response, Item 13, TN-TRA-01-Q013-MISC EXPENSES, p.8 of 8 (December 28, 2006).

87 The Company makes one normalizing adjustment to eliminate the net negative salvage expense of $377,919.

# Terry Buckner, Pre-filed Direct Testimony, Workpapers E-MAINO- — E-MAIN2- (March 5, 2007).
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Depreciation Expense to $4,936,937,% which is in agreement with the Consumer Advocate’s
projection prior to the exclusion of the E-CIS Plant. The panel adopted the figure of $4,936,937 for
Depreciation Expense. This amount is based upon more recent actual balances at December 31,
2006, includes forecasted additions and retirements provided by the Company through the attrition
period, and includes depreciation associated with the E-CIS investment.

V(c). TAXES AND FEES

V(c)1. GRosS RECEIPTS TAX

The Company projects Gross Receipts Tax for the attrition period of $384,576.° The
Company states that Gross Receipts Tax was based on projected jurisdictional revenues for TAWC
including Other Operating revenues. The revenues for the 12 month period from September 2006 to
August 2007, as adjusted for the Franchise Tax, Excise Tax and the $5,000 exemption, were
multiplied by the current 3% tax rate to arrive at the attrition year level.”’

The CAPD projects Gross Receipts Tax for the attrition period of $326,853.”> The CAPD
forecasted amount is based on one-third of the actual Gross Receipts Tax return as filed with the
Tennessee Department of Revenue for the tax period July 1, 2006 through June 30, 2007. The
remaining two-thirds of the Gross Receipts Tax were based on twelve months to date revenue as of
November 30, 2006.”

1’* concluded that the Gross Receipts Tax

After review of the record, a majority of the pane
associated with the attrition period Revenue at current rates is $396,741. This amount is based upon

gross revenues and uncollectible revenues for the attrition period at current rates, the Tennessee

percentage of Entire Company Revenue of 95% and the effective Gross Receipts Tax rate for the

89 Hearing Exhibit 38, Exhibit 1, Schedule 2, p. 1 of 3.

% Data Response, Item 13, TN-TRA-01-Q013-GENERAL TAXES, p. 23 of 130 (December 28, 2006).

°! Sheila A. Miller, Pre-filed Direct Testimony, p. 14 (November 22, 2006).

%2 Terry Buckner, Pre-filed Direct Testimony, Workpaper T-OTAX7 (March 5, 2007).

% Terry Buckner, Pre-filed Direct Testimony, p. 14 (March 5, 2007).

% Director Jones dissented from the majority’s calculation of the dollar amount, but agrees with the methodology
used to perform the calculation.
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2005 reporting period. Additionally, a majority of the panel determined that an additional Gross
Receipts Tax of $51,464 be allowed on the difference between the jurisdictional attrition period
Revenue at new rates and the attrition period Revenue at current rates.

V(c)2. TRA INSPECTION FEES

The Company projects TRA Inspection Fees for the attrition period of $64,957.”> The TRA
Inspection Fee was based on projected 2006 jurisdictional revenues. This was reduced by
uncollectibles and a $5,000 exemption to arrive at taxable revenues. The result was multiplied by the
Tennessee statutory rates that were taken from the 2006 return.”® The CAPD projects TRA Inspection
Fees for the attrition period of $64,706.%

A majority of the panel®

determined that the TRA Inspection Fee associated with the
attrition period Revenue at current rates is $63,336. This amount is based upon gross revenues and
uncollectible revenues for the attrition period at current rates, the Tennessee percentage of Entire
Company Revenue of 95% and the current exemption and tax rates. The majority further determined
that an additional TRA Inspection Fee of $8,087 should be allowed on the difference between the
jurisdictional attrition period Revenue at new rates and the attrition period Revenue at current rates.

V(c)3. PROPERTY TAXES

The Company projects Property Taxes for the attrition period of $2,635,280.” Property
Taxes for the test year were $2,368,800. This amount was under-accrued during the historical test
year necessitating a normalized adjustment of $77,915. An effective Property Tax Rate based on the
latest Property Tax returns was applied to the mid-point of the attrition year Rate Base to arrive at the

attrition year adjustment of $188,565.'®

% Data Response, Item 13, TN-TRA-01-Q013-GENERAL TAXES, p. 1 of 130 (December 28, 2006).

% Sheila A. Miller, Pre-filed Direct Testimony, p. 14 - 15 (November 22, 2006).

%7 Terry Buckner, Pre-filed Direct Testimony, Workpaper T-OTAX2 (March 5, 2007).

% Director Jones dissented from the majority’s calculation of the dollar amount, but agrees with the methodology to
erform the calculation.

° Sheila A. Miller, Pre-filed Direct Testimony, Exhibit 2, Schedule 5 (November 22, 2006)

1% Sheila A. Miller, Pre-filed Direct Testimony, p. 14 (November 22, 2006).
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The CAPD projects Property Taxes for 2007 of $2,552,758.1) CAPD Exhibit T-OTAX-1
provides a historical summary of Property Taxes paid by the Company, gross assessment values,
composite tax rate, and reported Rate Base amounts. The schedule reflects taxes due by TAWC for
2005 and 2006.

After review of the record, the panel concluded that Property Taxes for the attrition period
are $2,732,213 based on an attrition period average Rate Base of $104,282,949 and application of the
effective tax rate calculated by the Company of 2.62%.

V(c)4. FRANCHISE TAXES

The Company projects Franchise Taxes of $303,980. The Company utilized the balances as
of June 30, 2006 as a basis for the tax, applied the Schedule F ratio factor from the latest actual
amended return, made an adjustment for Rentals from Schedule G from the latest actual amended
return and multiplied the result by the statutory rate of $.25 per $100. '

The CAPD projects Franchise Taxes for 2007 of $352,833.'"> The CAPD calculated
Franchise Tax using actual plant in service and accumulated depreciation net of forecasted plant
additions and retirements.'**

After a review of the record, the panel determined that Franchise Taxes for the attrition
period are $341,840. This amount is based on the attrition period average Rate Base of $104,282,949
and application of the ratio of 2005 actual Franchise Taxes paid to the average 2005 Rate Base.

Y(¢)5. FICA Tax

The Company projects FICA Tax of $352,445.'" The Company forecasted its attrition

period FICA Tax by applying the current tax rates to its attrition period Salaries and Wages.

"% Terry Buckner, Pre-filed Direct Testimony, Workpaper T-OTAX1 (March 5, 2007).

12 Data Response, Item 13, TN-TRA-01-Q013-GENERAL TAXES, p. 4 of 130 (December 28, 2006).
19 Terry Buckner, Pre-filed Direct Testimony, Workpaper T-OTAX8 (March 5, 2007).

1% Terry Buckner, Pre-filed Direct Testimony, p. 14 (March 5, 2007).

1% Sheila A. Miller, Pre-filed Direct Testimony, Exhibit 2, Schedule 5 (November 22, 2006).
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The Consumer Advocate projects FICA Tax of $342,649.'% The CAPD forecasted its
attrition period FICA Tax by applying the current tax rates to its attrition period Salaries and Wages.
In its revised Exhibits provided at the Hearing, the CAPD revised its forecast to $331,426.

After review of the record, a majority of the panel'”’ determined that the FICA Tax for the
attrition period is $350,242. This amount is based on the Company forecasted FICA Tax of
$352,445 adjusted for the .625% reduction for incentive payroll solely attributed to the meeting of
financial goals as proposed by the CAPD.

V(¢)6. UNEMPLOYMENT TAX

The Company projects Unemployment Tax of $7,346.'® The Company forecasted its
attrition period Unemployment Tax by applying the current tax rates to its attrition period Salaries
and Wages.

The CAPD projects Unemployment Tax of $7,167.'” The CAPD forecasted its attrition
period Unemployment Tax by applying the current tax rates to its attrition period Salaries and
Wages. In its revised Exhibits provided at the Hearing, the CAPD revised its forecast to $6,968.

1'"° determined that Unemployment Tax

After a review of the record, a majority of the pane
for the attrition period is $7,300. This amount is based on the Company forecasted Unemployment
Tax of $7,346 adjusted for the .625% reduction for incentive payroll solely attributed to the meeting

of financial goals as proposed by the CAPD.

'% Terry Buckner, Pre-filed Direct Testimony, Exhibit CAPD-RTB, Schedule 8 (March 5, 2007).

"7 Director Jones dissented from the majority’s calculation of the dollar amount because it includes an adjustment
for the financial portion of the AIP, an adjustment he rejected for salaries and wages.

198 Sheila A. Miller, Pre-filed Direct Testimony, Exhibit 2, Schedule 5 (November 22, 2006).

1% Terry Buckner, Pre-filed Direct Testimony, Exhibit CAPD-RTB, Schedule 8 (March 5, 2007).

"% Director Jones dissented from the majority’s calculation of the dollar amount because it includes an adjustment
for the financial portion of the AIP, an adjustment he rejected for salaries and wages.
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V(c)7. STATE EXCISE TAX

A majority of the panel''' concluded that Excise Tax for the attrition period is $172,194.
This amount is based upon forecasted results from operations at current rates for the attrition period
determined in this case, adjusted for interest expense and permanent differences and application of
the statutory tax rate of 6.5%.

V(c)8. FEDERAL INCOME TAX

A majority of the panel'!?

concluded that Federal Income Tax for the attrition period is
$790,562. This amount is based upon forecasted results from operations at current rates for the
attrition period determined in this case, adjusted for interest expense, permanent differences, excise
tax and [TC amortization and application of the statutory tax rate of 35%.

V(c)9. ALLOWANCE FOR FUNDS USED DURING CONSTRUCTION (AFUDC)

The Company projects AFUDC for the attrition period of $83,747 based upon the 2007/2008
budget. The CAPD projects AFUDC for the attrition period of $150,312 based upon the actual 12
months-to-date amount reported on the November 2006 Monthly Surveillance Report filed with the
TRA.' After review of the record, the panel concluded that the proper AFUDC is $123,261 based
upon the actual 12 months-to-date amount reported on the December 2006 TRA Monthly 3.06

Surveillance Report.

V(d). NET OPERATING INCOME

A majority of the panel'" found that based upon the preceding determinations Net Operating

Income is $5,774,350 for the attrition period based upon current rates.

" Director Jones dissented from the majority’s calculation of the dollar amount, but agrees with the methodology
used to perform the calculation.

"2 Director Jones dissented from the majority’s calculation of the dollar amount, but agrees with the methodology
used to perform the calculation.

' Terry Buckner, Pre-filed Direct Testimony, Workpaper E-REC-1 (March 5, 2007).

"4 Director Jones dissented from the majority’s calculation of the dollar amount, but agrees with the methodology
used to perform the calculation.
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V(e). RATE BASE

V(e)l. UTILITY PLANT IN SERVICE

In Direct Testimony the Company projects an average attrition period balance for Utility
Plant in Service of $185,005,497.'"> This projection is based upon the balance per books at June 30,
2006 and increased for the net effect of budgeted additions and retirements through August 31, 2007
to arrive at the Utility Plant in Service balance at the midpoint of the attrition period.

In Direct Testimony, the CAPD projects an average attrition period balance for Utility Plant
in Service of $189,828.,780.''® This projection is based on the thirteen month average of the attrition
period Utility Plant in Service. The CAPD began with the balance per books at December 31, 2006
and increased it for the net effect of budgeted additions and retirements through February 29, 2008.
The CAPD forecast includes Capital Leases, which the Company shows as a separate line item.

In Supplemental Revised Direct Testimony, the CAPD argues for the exclusion of the
Company’s E-CIS actual cost in excess of its original estimated cost. The CAPD reduced its Rate
Base projection relating to the E-CIS from $1,490,980 to $147,682, which is TAWC’s share of the
original E-CIS estimated cost.'"’

In Rebuttal Testimony, the Company states that it agrees with the CAPD methodology using
the 13-month average because that method is the correct method to calculate Rate Base. The
Company strongly disagrees with the E-CIS Rate Base deduction proposed by the CAPD.

At the Hearing the Company provided revised financial exhibits which changed the Utility
Plant in Service to $188,238,289.'"® This amount is only $9 more than the CAPD’s original Utility

Plant in Service projection.

"% Sheila A. Miller, Pre-filed Direct Testimony, Exhibit 1, Schedule 2 (November 22, 2006).

1e Terry Buckner, Pre-filed Direct Testimony, Exhibit CAPD-RTB, Schedule 2 (March 5, 2007).
" Terry Buckner, Pre-filed Supplemental Revised Direct, pp. 3-4 (April 3, 2007).

''¥ Hearing Exhibit 38, Exhibit 1, Schedule 2, p. 1 of 3.
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The panel rejected the CAPD exclusion of the E-CIS investment from Rate Base on the
grounds that E-CIS provides benefit to TAWC customers. As a customer service tool, E-CIS was
implemented at a reasonable cost. Inclusion of E-CIS costs is reasonable and consistent with costs
incurred for such customer information systems. The panel adopted the CAPD’s attrition period
forecast for average Utility Plant in Service of $189,828,780 as originally filed in Direct Testimony
since it is based on the most current information available.

V(e)2. CONSTRUCTION WORK IN PROGRESS (“CWIP”)

The CAPD accepted the Company’s attrition period forecast for CWIP of $2,608,585 in its
original Direct Testimony.'" In Supplemental Revised Direct Testimony the CAPD updated the
CWIP to the December 31, 2006 amount of $1,580,421 to mirror the starting point for the CAPD
Plant in Service.'”” The Company agrees with the CAPD methodology using the 13-month average
balance to calculate Plant in Service.'*'

The panel accepted the CAPD’s use of the December 31, 2006 Construction Work in
Progress (“CWIP”) of $1,580,421 balance since it mirrors the starting point used by the CAPD to
project Plant in Service.

V(e)3. UTILITY PLANT CAPITAL LEASE

The Company projects an average attrition period balance for Utility Plant Capital Lease of
$1,590,500. This projection is based upon the balance per books at June 30, 2006 held constant.'**
The CAPD included Ultility Plant Capital Lease of $1,590,500, as projected by the Company in its

Utility Plant in Service average attrition period balance.'?

The panel adopted the Company’s
attrition period forecast for Utility Plant Capital Lease of $1,590,500, which the CAPD included in

Utility Plant in Service rather than as a separate Rate Base line item.

' Sheila A. Miller, Pre-filed Direct Testimony, Exhibit 1, Schedule 2 (November 22, 2006); Terry Buckner, Pre-
filed Direct Testimony, Exhibit CAPD-RTB, Schedule 2 (March 5, 2007).

12 Terry Buckner, Pre-filed Revised Supplemental Direct Testimony, p. 4 (April 3, 2007).

2l Michael A. Miller, Pre-filed Rebuttal Testimony, p. 34 (April 9, 2007).

122 Sheila A. Miller, Pre-filed Direct Testimony, Exhibit 1, Schedule 2 (November 22, 2006).

123 Terry Buckner, Pre-filed Direct Testimony, Exhibit CAPD-RTB, Schedule 2 (March 5, 2007).
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V(e)d. NET LIMITED-TERM UTILITY PLANT

The CAPD accepted the Company’s attrition period forecast for Net Limited-Term Utility
Plant of $(20,953).'* The panel accepted the agreed upon attrition period forecast for Net Limited-
Term Utility Plant of $(20,953).

V(e)5. WORKING CAPITAL

The CAPD accepted the Company’s attrition period forecast for Working Capital of
$962,583.' At the Hearing, the Company provided revised financial exhibits that changed Working
Capital to $964,794."*® This amount is $2,211 more than the original projection. The Company
provided no basis for the increase. The panel accepted the original agreed upon attrition period
forecast for Working Capital of $962,583 since the Company’s late filed revisions were unsupported.

V(e)6. ACCUMULATED DEPRECIATION

The Company projects Accumulated Depreciation for the attrition period of $56,170,309."%’
The Company began with the actual June 30, 2006 balance adjusted for negative salixage and added
projected Deprecation Expense.'?®

The CAPD projects Accumulated Depreciation for the attrition period of $54,713,939.'%
The CAPD forecast of Accumulated Depreciation was calculated based on the actual balances as of
December 31, 2006 plus the additions and retirements provided by the Company and calculated the
Depreciation Expense through the attrition period."*® In Supplemental Revised Direct Testimony, the

CAPD reduces its projected Accumulated Depreciation for the attrition period from $54,713,939 to

$52,502,858 due to the exclusion of the E-CIS investment.

124 Sheila A. Miller, Pre-filed Direct Testimony, Exhibit 1, Schedule 2 (November 22, 2006); Terry Buckner, Pre-
fﬂsed Direct Testimony, Exhibit CAPD-RTB, Schedule 2 (March 5, 2007).
B
12 Hearing Exhibit 38, Exhibit 1, Schedule 2, p. 1 of 3.
127 Sheila A. Miller, Pre-filed Direct Testimony, Exhibit 1, Schedule 2 (November 22, 2006).
128 Data Response, TN-TRA-01-Q013-RATE BASE BACK-UP, p. 1 of 14 (December 28, 2006).
12 Terry Buckner, Pre-filed Direct Testimony, Exhibit CAPD-RTB, Schedule 2 (March 5, 2007).
1% Terry Buckner, Pre-filed Direct Testimony, p. 15 (March 5, 2007).
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The panel adopted the CAPD’s attrition period forecast for average Accumulated
Depreciation of $54,713,939 as originally filed in CAPD’s Direct Testimony since it is based on the
most current information available and it includes the Accumulated Depreciation associated with the
E-CIS investment.

V(e)7. ACCUMULATED AMORTIZATION OF UTILITY CAPITAL LEASE

The CAPD accepted the Company’s attrition period forecast for Accumulated Amortization
of Utility Capital Lease of $980,808.'' The panel accepted the agreed upon attrition period forecast
for Accumulated Amortization of Utility Capital Lease of $980,808.

V(e)8. ACCUMULATED DEFERRED INCOME TAXES

The CAPD accepted the Company’s attrition period forecast for Accumulated Deferred
Income Taxes of $18,833,369."** The panel accepted the agreed upon attrition period forecast for
Accumulated Deferred Income Taxes of $18,833,369.

V{(e)9. CUSTOMER ADVANCES FOR CONSTRUCTION

The CAPD accepted the Company’s attrition period forecast for Customer Advances for
Construction of $5,593,604."> The panel accepted the agreed upon attrition period forecast for
Customer Advances for Construction of $5,593,604.

V(e)10. CONTRIBUTIONS IN AID OF CONSTRUCTION (“CIAC”)

The CAPD accepted the Company’s attrition period forecast for CIAC of $7,946,162."** The
panel accepted the agreed upon attrition period forecast for Contributions in Aid of Construction

(“CIAC”) 0f $7,946,162.

13 Sheila A. Miller, Pre-filed Direct Testimony, Exhibit 1, Schedule 2 (November 22, 2006) and Terry Buckner,
Pre-filed Direct Testimony, Exhibit CAPD-RTB, Schedule 2 (March 5, 2007).

32 14,

13 1d.

13 1d.
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V(e)11. UNAMORTIZED INVESTMENT TAX CREDIT (“UITC”)

The Company projects an average attrition period balance for UITC of $38,767. The
Company calculation is based upon the UITC balance in account 255101 at June 30, 2006, less
monthly amortization through the mid-point of the attrition period.'**

The CAPD projects an average attrition period balance for UITC of $1,141,720."® The
CAPD notes that the Company only included the UITC balance in account 255101, yet the
Company’s amortization of ITC for federal income tax purposes includes accounts 255101, 255102
and 255103."" The panel adopted an average attrition period balance of $0 for UITC since the
Company reduces its Federal Income Tax Expense by the total amount of the ITC amortization.

V(f). REVENUE CONVERSION FACTOR

The Company proposes a Gross Revenue Conversion Factor of 1.71513466."*® The
Company included the Uncollectible Factor, the effective tax rate for Gross Receipts Tax, State
Excise Tax and FIT in its calculation of the Revenue Conversion Factor. Additionally, the Company
applied factors for Forfeited Discounts, Uncollectibles, Gross Receipts Tax, State Excise Tax and
FIT to the amount of the determined Revenue Deficiency based on Revenues at current rates.

The CAPD proposes a Revenue Conversion Factor of 1.642301."*° This factor is based upon
a Forfeited Discount Factor of 0.0113, an Uncollectible Ratio of 0.0093, which appears to be the
factor used in Docket 04-00288, a State Excise Tax Factor of 0.065, and a Federal Income Tax
Factor of 0.35.

The panel adopted the methodology used by the CAPD to calculate the Revenue Conversion
Factor, as well as the Forfeited Discount Factor of 0.0113, a State Excise Tax Factor of 0.065, and a

Federal Income Tax Factor of 0.35 as proposed by the CAPD. The panel adopted the Uncollectible

135 Data Response, TN-TRA-01-Q013-RATE BASE BACK-UP, p. 9 of 14 (December 28, 2006).
13 Terry Buckner, Pre-filed Direct Testimony, Workpaper RTB-ITC (March 5, 2007).

13 Terry Buckner, Pre-filed Direct Testimony, pp. 16 and 17 (March 5, 2007).

1% Sheila A. Miller, Pre-filed Direct Testimony, Exhibit 1, Schedule 1 (November 22, 2006).

139 Terry Buckner, Pre-filed Direct Testimony, Exhibit CAPD-RTB, Schedule 8 (March 5, 2007).
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Factor proposed by the Company of 0.01277. Based on these determinations, the panel concluded
that the Revenue Conversion Factor is 1.648074.

The panel also adopted the Company’s position regarding the application of the Gross
Receipts Tax Factor, State Excise Tax rate and FIT rate to the amount of the calculated Revenue
Deficiency based on Revenues at current rates. The panel also included the TRA Inspection Fee
incremental rate of .2% in its calculation of the Revenue Increase since this fee would also be paid on
the amount of the Revenue Increase.

V(g). RATE OF RETURN

There are three steps to establishing the fair rate of return: (1) determine an appropriate
capital structure; (2) determine the cost rates of each component of the capital structure: (i) short-
term debt, (i) long-term debt, (iii) preferred equity, and (iv) common equity; and (3) compute the
overall cost of capital using a weighted average of the component rates to account for the proportion
of each component.

There is no objective measure of the fair rate of return. Therefore, the TRA must exercise its
judgment in making the appropriate determination. The Authority, however, is not without guidance
in exercising its judgment. The principle factors that should be used in establishing a rate were set
forth by the U.S. Supreme Court in Bluefield Water Works & Improvement Company v. Public
Service Commission:

A public utility is entitled to such rates as will permit it to earn a return on the value

of the property which it employs for the convenience of the public equal to that

generally being made at the same time and in the same general part of the country on

investments in other business undertakings which are attended by corresponding risks

and uncertainties; but it has no constitutional right to profits such as are realized or

anticipated in highly profitable enterprises or speculative ventures. The return should

be reasonably sufficient to assure confidence in the financial soundness of the utility

and should be adequate, under efficient and economical management, to maintain and

support its credit and enable it to raise the money necessary for the proper discharge
of its public duties.'*

10 Bluefield, 262 U.S. at 692-93; See also Duquesne Light Company v. Barasch, 488 U.S. 299, 310 (1989).
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In Federal Power Commission v. Hope Natural Gas Company, the U.S. Supreme Court

»141

determined that regulated firms are entitled to a return that is “just and reasonable. The rate a

firm is permitted to charge should enable it “to operate successfully, to maintain its financial
integrity, to attract capital, and to compensate investors for the risks assumed.”'*?

According to the Court in Hope, the general standards to be considered in establishing the
fair rate of return for a public utility are financial integrity, capital attraction and setting a return on
equity that is commensurate with returns investors could achieve by investing in other enterprises of
corresponding risk. The utility’s fair rate of return is the minimum return investors expect, or
require, in order to make an investment in the utility. The proper level of return on the company’s
capital, including equity capital, must be commensurate with returns on investment in other
enterprises having corresponding risk.

Thus, pursuant to the Hope and Bluefield decisions, the general standards to be considered in
establishing a fair rate of return for a public utility are financial integrity, capital attraction and
setting a return on equity that is commensurate with returns investors could achieve by investing in
other enterprises of corresponding risk. The utility’s fair rate of return is the minimum return
investors expect, or require, in order to make an investment in the utility.

TAWC requests an overall rate of return of 8.1%.'*® The Company’s overall rate of return is
based upon a capital structure derived from data for TAWC. The company proposes a capital
structure for TAWC comprised of: 53.07% long-term debt; 3.76% short-term debt; 1.32% preferred
equity; 23.84% common equity comprised of common stock; and 18.02% common equity in the

form of retained earnings.'** The Company states that, as part of settlement agreements in divesture

1" Hope, 320 U.S. at 605.

142 ¥/ d

143 Michael Miller, Pre-filed Rebuttal Testimony, p. 11 (April 9, 2007).

144 Michael Miller, Pre-filed Rebuttal Testimony, Rebuttal Exhibit MAM-6 (April 9, 2007).
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proceedings in other states, its parent company, AWWC, is required to have at least 45% common
equity at the time of the IPO.'*

TAWC proposes a short-term debt cost of 5.4% based upon market forecasts for 2007.'4°
The Company proposes the cost of long-term debt at 6.08%.'*” In deriving its recommended cost of
capital of 8.1%, TAWC claims that its return on equity should be set at 11%."*® The Company’s cost
of capital methodology involves adjusting the required equity return to account for the influence of
both taxation and capital structure.'*’

The CAPD employs a double-leveraging methodology to determine the capital structure for
TAWC. CAPD suggests a cautious approach to the capital structure of TAWC’s parent, due to the
pending IPO and the parent’s history of operating at low equity ratio. As a result, CAPD proposes a
capital structure for the parent comprised of 30% equity and 70% debt."*® Based upon the posited
parent company capital structure and TAWC’s capital structure, the CAPD proposes a final capital
structure for TAWC comprised of 59.7% long-term debt and 25.6% equity supplied by the parent,
and 14.7% long-term debt held by TAWC.'*' The CAPD asserts that the current long-term debt cost
within the AWWC system is 5.3%'* and calculates the cost of TAWC’s debt held outside the
AWWC system as 7.6%'>

The CAPD states that the appropriate equity return is 7.5% based upon an implementation of
the DCF model using historical dividend growth."** The CAPD projects an equity return estimate of

6.3% by implementing the CAPM. The CAPD uses a long-term debt cost of 5.0% for the risk free

'3 Michael Miller, Pre-filed Rebuttal Testimony, pp. 23-25 (April 9, 2007).

"¢ Michael Miller, Pre-filed Direct Testimony, p. 5 and Exhibit MAM-3 (November 22, 2006).
'*7 Michael Miller, Pre-filed Rebuttal Testimony, Rebuttal Exhibit MAM-6 (April 9, 2007).

"% Michael Miller, Pre-filed Direct Testimony, pp. 8-9 (November 22, 2006).

9 Dr. Michael Vilbert, Pre-filed Direct Testimony, pp. 2-3 (November 22, 2006).

150 Dr, Steve Brown, Pre-filed Direct Testimony, p. 13 (March 2, 2007).

5! Dr. Steve Brown, Pre-filed Direct Testimony, Revised Schedule 8 (March 2, 2007).

152 Dr. Steve Brown, Pre-filed Direct Testimony, p. 16 (March 2, 2007).

133 Dr. Steve Brown, Pre-filed Direct Testimony, Revised Schedule 8 (March 2, 2007).

13 Dr. Steve Brown, Pre-filed Direct Testimony, pp. 29-30 (March 2, 2007).
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return component of the CAPM.'>> Based on an estimated market return of 8.5% and a current yield
on U.S. securities of 5%, the CAPD states that the market risk premium is 3.5%. The CAPD uses a
BETA measure of 0.37 derived from data taken from the NASDAQ internet site to complete the
CAPM calculation of a 6.3% equity return.'>® In sum, the CAPD recommends an overall cost of
capital of 6.2%.">” The 6.2% overall return is based upon a double leveraged capital structure, the
debt costs described above and a 7.5% equity return.

After review of the record, the panel concluded that the Company’s rate of return should be
set using a double leveraged capital structure. To implement the double leverage methodology, the
panel set the portion of the Company’s capitalization held by parties outside the AWWC system at
14.787% and costing 7.6%. For AWWC, the panel adopted a capital structure comprised of 45%
equity with a return of 10.2% and 55% debt with debt costing 6.1% resulting in an overall rate of
return of 7.89% for the Company.

Due to the extensive discussion regarding the pending IPO of AWWC and to monitor
compliance with the representations made concerning the AWWC’s capital structure, the panel,
consistent with agreements made in other states, requires the Company to promptly notify the TRA if
AWWC’s equity ratio falls below 45% and, in any event, to file a report six months after the IPO
indicating the current Capital Structure.

V(h). REVENUE DEFICIENCY

A majority of the panel'”® determined that based upon the preceding determinations the

Revenue Deficiency is $4,079,865 for the attrition period.

'35 Dr. Steve Brown, Pre-filed Direct Testimony, p. 57 (March 2, 2007).

1% Dr. Steve Brown, Pre-filed Direct Testimony, p. 57 (March 2, 2007).

157 Dr. Steve Brown, Pre-filed Direct Testimony, Revised Schedule 8, (March 2, 2007).

138 Director Jones dissented from the majority’s calculation of the dollar amount, but agrees with the methodology
used to perform the calculation.
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V(i). RATE DESIGN

The Company filed a Cost of Service Allocation Study as of June 30, 2006.'* The Study
shows that under proposed rates Residential and Other Water Utilities (Wholesale Water Sales) are
being subsidized by Commercial, Industrial, Other Public Authority and Private Fire Protection.'®
The Company supports a rate design based upon an across-the-board uniform increase.'®’

CMA states that each class of customers should pay its fair share for actual water usage,
based upon what it costs to actually provide service to the customer. CMA also contends that any
customer class should not subsidize another customer class.'®

Second, CMA asserts that the Company’s own comparison of the allocated cost of service to
each class and the revenues generated by the equal percent increase shows that the Commercial,
Industrial, Public Authority and Private Fire Protection classes are providing significant subsidies to
the Residential and Wholesale customers of TAWC. CMA recommends that TAWC begin to phase
out these subsidies in this rate case stating that the elimination of inter-class subsidies will promote
equity, efficiency (cost-minimization), conservation and stability.'®®

For illustrative purposes only, CMA uses TAWC’s revenue proposal to show the impacts on
each customer class and CMA’s proposed adjusted cost of service study results. Based upon the
overall requested increase and in order to reach full cost of service in one step, the Residential
increase would be 42.36% while Commercial revenues would be increased by only 2.46%. The
Industrial and Public Authority classes would get percent increases less than the system average
increase, while Wholesale water customers would get an increase of 27.69%. CMA recommends
that interclass subsidies be phased out gradually, over the next three rate cases. Based upon a

19.61% overall increase in revenue and reduction of subsidies by 33%, Residential customers would

'*9 paul R. Herbert, Pre-filed Direct Testimony, Exhibit No. PRH-1 (November 22, 2006).

' paul R. Herbert, Pre-filed Direct Testimony, Exhibit No. PRH-1, Schedule A (November 22, 2006).
'l paul R. Herbert, Pre-filed Direct Testimony, p. 11 (November 22, 2006).

12 Dan Nuckolls, Pre-filed Direct Testimony, p. 6 (March 5, 2007).

193 Michael Gorman, Pre-filed Direct Testimony, p- 2 (March 5, 2007).
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receive a 27.13% increase; Commercial customers would receive a 12.33% increase; Industrial
customers would receive a 16.39% increase; Other Public Authority customers would receive a
16.15% increase; Other Water Utility customers would receive a 21.69% increase; and Private Fire
Protection customers would receive an 11.42% increase.'®*

After review of the record, the panel adopted a rate design based upon across-the-board
uniform increases to base rates and volumetric rates for all customer classes to address the revenue
deficiency stated above. The panel denied the Company’s proposed tariff and required the Company
to file a new tariff within thirty (30) days with new rates sufficient to produce the incremental
revenues in the amount of the revenue deficiency cited above. The tariff filing must be accompanied
by a detailed price out demonstrating that the new rates, based upon attrition year billing
determinates, produce incremental revenues in the amount of the revenue deficiency determined
above when compared to attrition year billing determinates at current rates. The panel further held
that uncollectible revenues, forfeited discounts and taxes have been accounted for in its adopted

revenue deficiency.

1% Michael Gorman, Pre-filed Direct Testimony, pp. 8 - 9 (March 5, 2007).
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IT IS THEREFORE ORDERED THAT:

1. The rates filed by Tennessee American Water Company on November 22, 2006 are
denied.

2. For purposes of the rates herein, the test period shall be as follows:

(a) for Revenues and Expenses, except in the instance of Insurance Other Than Group,

the test period shall be the uniform test period of the twelve months ended June 30, 2006;

(b) for Rate Base components to which the Company and the Consumer Advocate and

Protection Division of the Office of the Attorney General agree in their projections, the test

period shall be the twelve months ended June 30, 2006;

(c) for Rate Base components to which there was dispute among the parties, the test
period shall be the actual average thirteen month ending balances at December 31, 2006; and
(d) the forward looking attrition period shall be the twelve months ending February 29,

2008.

3. For purposes of the rates herein, the rate base is $104,282,949, and the net operating
income is $5,774,350 at current rates.

4, Capitalization held by parties outside the American Water Works Company system is
set at 14.787% with a cost of 7.6%.

5. A capital structure comprised of 45% equity and 55% debt with debt costing 6.1% and
an equity return of 10.2% is set for American Water Works Company, Tennessee American Water
Company’s parent.

6. For purposes of the rates herein, the capital structure and cost rates indicated above
produce a fair rate of return of 7.89%.

7. For purposes of the rates herein, the Revenue Conversion Factor is 1.648074, resulting
in a Revenue Deficiency of $4,079,865, the amount needed for the Company to earn a fair return on its

investment during the attrition year.
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8. The Revenue Deficiency shall be addressed by uniform increases to base rates and
volumetric rates for all customer classes.

9. The Company is directed to promptly notify the Authority if American Water Works
Company’s equity ratio falls below 45% and, in any event, to file a report six months after the IPO
indicating the current Capital Structure.

10. Tennessee American Water Company shall have a management audit performed in
compliance with Sarbanes-Oxley requirements and submit the results to the Authority in one year or, if
the audit is not complete in one year, submit a status report on the audit in one year.

11. Tennessee American Water Company is directed to file tariffs with the Authority that
are designed to produce an increase of $4,079,865 in incremental revenues for service rendered and
any tariffs necessary to be consistent with this Order.

12. The tariffs shall be filed within thirty days.

13. Any party aggrieved by the Authority’s decision in this matter may file a Petition for
Reconsideration with the Authority within fifteen days from the date of this Order.

14. Any party aggrieved by the Authority’s decision in this matter has the right to judicial
review by filing a Petition for Review in the Tennessee Court of Appeals, Middle Section, within sixty

days from the date of this Order.

¢ Sara Kyle, Chai

OM 1-30-07

Pat Miller, Director
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I. INTRODUCTION

In accordance with the Pennsylvania Public Utility Commission’s (PUC or
Commission) program to identify improvements in the management and
operations of fixed utilities under its jurisdiction, it was determined that a focused
management and operations audit should be conducted of Pennsylvania-American
Water Company (PAWC or Company). Management and operational reviews,
which are required of certain utility companies pursuant to 66 PA C.5. § 516(a),
come under the Commission’s general administrative power and authority to
supervise and regulate all public utilities in the Commonwealth, 66 PA C.S. §
501(b). More specifically, the Commission can investigate and examine the
condition and management of any public utility, 66 PA C.S. § 331(a).

This report represents the written product of the focused management and
operations audit and contains the resultant findings and recommendations for
improvement in the management and operations of PAWC. The findings
presented in the report identify certain areas and aspects where weaknesses or
deficiencies exist. In all cases, recommendations have been offered to improve,
correct, or eliminate these conditions. The final and most important step in the
management audit process is to initiate actions toward implementation of the

recomiendations.

A.  OBJECTIVES AND SCOPE

The objectives of this focused management and operations audit were
threefold:

s To provide the Commission, PAWC, and the public with an assessment
of the economy, efficiency, and effectiveness of the Company’s
operations, management methods, organization, practices, and
procedures.

e To identify opportunities for improvement and develop
recommendations to address those opportunities.

¢ To provide an information base for future regulatory and other inquiries
into the management and operations of PAWC.

The scope of this audit was limited to certain areas of the Company as
explained in Section B, the Audit Approach, below.

Exhibit  (MJM-3)
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B. AUDIT APPROACH

The audit process began with a pre-field work analysis as outlined below:

e A five-year internal trend and ratio analysis was completed using
financial and operational data obtained from the Company,
Commission, and other available sources. This analysis, which focused
on the period 1994-1998, was supplemented by comparisons to a panel
of other water companies for the years 1995-1998.

o Input was solicited from Commission Bureaus and Offices, certain
external parties, and the Company regarding any concerns or issues they
would like to have addressed during the course of our review.

Information from the above steps was used to initially focus the Audit
Staff’s work efforts in the field. Some areas or functions of the Company were
selected for in-depth analysis, other areas were selected for further diagnostic
assessment during early stages of the field work, and still others were dropped
from further consideration.

The actual field work began on August 18, 1999 and continued through
November 9, 1999. The principal components of the fact gathering process
included:

¢ Interviews with Company personnel.
e On-site analysis of records, documents, and reports of a financial and

operational nature. This analysis focused primarily on the period 1994-
1999, as available.

C. DIAGNOSTIC ASSESSMENTS

Based on our diagnostic assessment efforts, both before and during the
field work, we excluded a number of Company functions or areas from this
focused report. Our diagnostic assessment of these functions or areas revealed
that minimum management controls were in place, critical operating factors
appeared to be satisfactory, and/or performance of additional work could not be
justified from a cost/benefit perspective. These excluded functions or areas are:
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Executive Management and Organization
Finance

Budgeting

Management Information Systems
Human Resources

Compensation

Facilities Management

Purchasing

Materials Management

A diagnostic assessment should not be construed as a comprehensive
evaluation of management or operations in the affected functional areas. Had we
conducted a thorough review of these areas, other weaknesses or deficiencies may
have come to our attention that were not identified in the limited review.

D. FUNCTIONAL RATINGS

In those functions or areas of the Company where a diagnostic assessment
indicated that basic management controls and/or critical operating factors could be
improved, the audit staftf expanded the scope of the review and was able to rate
each function or area’s actual operating performance level relative to its expected
performance level at the time of the audit. This expected performance level is the
state at which each functional area should be operating given the resources,
requirements, constraints, and general operating environment.  Expected
performance is not some “cutting edge” operating condition. Rather, it is the
management of a function such that it produces reasonably expected operating

results.

Presented below are the categories utilized to rate each function or area’s
actual operating performance level relative to its expected performance level:

e MEETS EXPECTED PERFORMANCE LEVEL

« MINOR IMPROVEMENT NEEDED

e MODERATE IMPROVEMENT NEEDED

e SIGNIFICANT IMPROVEMENT NEEDED

¢ MAJOR IMPROVEMENT NEEDED
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Our functional rafings for the Company can be found in ExhibitI D-1.

E. RECOMMENDATION SUMMARY

Chapters 1l  through XI provide findings, conclusions, and
recommendations for each function or area reviewed in-depth during this focused
audit. Exhibit I E-1 summarizes the recommendations with the following priority
assessments for implementation:

HIGH PRIORITY - implementation of the recommendation would
result in significant cost savings, major service improvements, or
substanfial improvements in management practices and performance.
These recommendations should be implemented as soon as practical.

MEDIUM PRIORITY - implementation of the recommendation would
result in important cost savings, service improvements, or meaningful
improvements in  management practices and  performance.
Implementation of these recommendations should begin within 12
months.

LOW PRIORITY - implementation of the recommendation could

potentially enhance cost controls, service improvements, or
management practices and performances. Implementation of these
recommendations should begin within 18 months.

These priorities were assigned based on the audit staff’s assessment of the
potential impact of the recommendations and the Company’s available resources.

Exhibit__ (MJM-3)
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IT. BACKGROUND

Pennsylvania-American Water Company (PAWC or Company), a wholly-
owned subsidiary of American Water Works Company, Inc (AWWC), is one of
the largest regulated public water utilities in the United States. As shown in
Exhibit II-1, PAWC is one of 23 utility subsidiaries operating in 21 states.
American Water Works Service Company (AWWSC), an affiliate, provides
certain management services (i.e., administration, data processing, engineering,
etc.) to PAWC and other operating companies in the American Water Works
System on an at-cost basis in accordance with management and service
agreements. PAWC also has agreements with another affiliate, American
Commonwealth Management Service Company, Inc. (ACMS), for the lease of
granular activated carbon at one of its purification plants, and for the purchase of
carbon at several others. The lease and purchase agreements provide for ACMS to
regenerate the spent carbon and return it to the plant where it originated.

PAWC provided water service to approximately 543,000 customers and
wastewater service to approximately 4,800 customers as of December 31, 1999,
These customers live in 291 municipalities in 31 of Pennsylvania’s 67 counties.
As of July 1999, the Company employed approximately 1,068 employees having
expertise in all areas of water utility operations including engineering, water
quality, treatment plant operation and maintenance, distribution system operation
and maintenance, materials management, risk management, human resources,
legal, finance, and accounting. The Company’s organization chart is shown in

Exhibit JI-2.

The Company, headquartered in Hershey, is divided into four
geographically diverse operating areas or regions (Eastern, Northeastern, Wesiern,
and Pittsburgh). The Eastern Operating Region, with its office located in
Mechanicsburg, provides service to customers in central and castern Pennsylvania
with some of the larger customers including Hershey Foods, American Home
Foods, and the Norristown State Hospital. The Northeastern Operating Region
with its office located in Wilkes-Barre provides service to customers that include
Harris Semiconductor and Quaker Oats Company. The Western Operating
Region, with its office located in McMurray, provides service to customers in
western Pennsylvania with its larger customers that include U.S. Steel,
Washington Steel, United Refinery, Armco Steel, and Koppel Steel. The
Pittsburgh Operating Region with its office located in Mt. Lebanon, a suburb of
Pittsburgh, serves Allegheny County and is the second-largest contiguous
distribution system in the American Water System.
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The Company’s water supply is provided principally from surface supplies
such as rivers, streams, and reservoirs. Water is also supplied from wells and
through purchase contracts via interconnections with other water suppliers, In
1998, the total amount of water delivered to the system averaged approximately
190 million gallons per day (MGD) of which surface water accounted for
approximately 94%, wells approximately 4%, and purchased water approximately
2%.

Currently, the Company’s strategic plan is growth through acquisition.
During 1998, the Company acquired eight systems (Clarion Township General
Authority, Green Valley Water Company, National Utilities, Inc. — Pocono
Division, Franklin Manor Utilities Ltd.,, Evansburg Water Company, Taylor
Township, Fairview Water Company, and Pocono Mountain Industrial Park
Authority) serving populations in six counties. Through November 1999, the
Company had acquired four additional systems including Applewood Borough
(March 1999), Cedar Grove Water Association (July 1999), Independence
Township Municipal Authority (July 1999), and Koppel Borough (November
1999). Additionally, in October 1999 AWWC announced the acquisition of
Citizens Utilities Companies’ water and wastewater assets. This increased the
number of customers served in Pennsylvania by 38,000.
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Background

FLEET OPERATIONS

Exhibit___.
Page 17 of 124

As of September 1999, PAWC maintained a fleet of 609 vehicles, with all
but three vehicles leased. By December of 1999, the Company projects its fleet
size (as per its 1999 rate filing) to be 591 vchicles after salvaging its three
remaining Company-owned vehicles and returning 12 vehicles with expiring lease
terms to its lessor. As shown in Table III-1, the Company’s employee to vehicle
ratio has been maintained at a relatively stable range from 1997 to 1999 (using the

projected 1999 year-end data).

Table 1H-1
Fleet Profile

Year Leased Owned Total Employees per
Vehicles Vehicles Vehicles Vehicle
1997 517 83 600 1.82
1998 581 45 626 1.73
Sept-1999 606 3 609 1.75
Projected 1999 year-end 591 0 591 1.81
% change 14.3% -100% -1.5% -0.5%

Source: VM-1, VM-9, auditor analysis

Prior to the 1997 expiration of its five-year lease contract, the Company
reviewed its vehicle acquisition practices by performing a vehicle lease versus buy
study. This study indicated that leasing was the most cost-effective method for
acquiring vehicles. Additionally, the Company performed a life-cycle analysis,
which compared different lease terms for passenger vehicles. The Company
concluded that 36-month terms were more economically favorable than its
previous practice of leasing for 50-month terms. As a result of the lease versus
buy study and life-cycle analysis, competitive bids were obtained for providing
vehicle leasing services on a 36-month term basis for cars, vans, four-wheel drive
vehicles, and light/medium pick-up trucks while maintaining 50-month lease terms
for heavy utility trucks. In Januvary 1998 the Company entered into a five-year
agreement with General Electric Capital Fleet Services (GECFS) for vehicle
leasing services.

PAWC also renewed its maintenance management services agreement with
GECFS for a five-year period in January 1998, This agreement includes
preparation of monthly vehicle operating and expense reports grouped by district,

7
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region, and Company-wide categories. Other maintenance management benefits
include receipt of a 15% discount by utilizing the GE maintenance vendor network
with additional GE year-end cash rebates provided upon attaining certain vendor
utilization thresholds. Additionally, a fuel card purchasing program provides
management with a tracking mechanism to monitor timely information regarding
individual vehicle fuel consumption performance and expense trends.

Findings and Conclusions

Our examination of the fleet operations included a review of the assigned
roles and responsibilities; vehicle maintenance and acquisition practices; policies
and procedures; fleet size and utilization; and the vehicle management information
system. We found these areas to be satisfactory except as follows:

1. The Company’s vehicle management reporting system is not being
fully utilized to monitor and control fleet operating expenses and to enforce
compliance with fleet operating standards.

As previously mentioned, GECFS has been under contract since 1992 to
provide vehicle maintenance management services to PAWC with the most recent
contract renewal completed in 1998 for a five-year period. Management reports
generated by GECFS include the electronic fuel program transaction report,
executive vehicle expense summary report, fleet expense overview report, vehicle
expense summary report, and the vehicle expense exception summary report.
Apart from expense information, the vehicle management reports provide data
regarding compliance with operating standards (c.g., fuel usage type, utilization of
approved GE maintenance and fuel vendors, etc.)

Of particular importance is the exception summary report, which is
generated on a quarterly basis and details four exception categories including cost
per mile for unscheduled maintenance service, cost per mile for preventative
maintenance, cost per mile for tires, and miles per gallon for fuel. Exception
reporting is intended to readily identify vehicles operating outside of normal
parameters including non-compliance with established policies and procedures,
high operating costs or unusually low utilization. However, the existing exception
reports are inadequate, outdated and rarely used. The Company’s fleet manager
feels that the exception reports are of limited value because the original exception
parameters provided by GECFS in 1992 to serve as initial guidelines have never
been modified, and are not tailored to the composition of the Company’s existing
fleet. For example, costs and utilization of heavy duty vehicles are not measured
on a per hour basis. As a result, the original exception parameters (based
primarily on passenger sedans) are being applied to all vehicle classes resulting in
a high percentage of exceptions. For example, the June 1999 exception summary
report showed a 75% exception rate.
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The consequences of failing to monitor and modify the exception
parameters continuously for all vehicle classes are: unnecessary expenses incurred
by the Company as a result of an inability to identify underutilized and poor
performing vehicles; low utilization of the GE approved maintenance vendor
network as well as the loss of associated discounts for using approved vendors;
additional invoice processing costs for using non-GE approved vendors; and
potential lost rebate savings for not achieving vendor utilization thresholds.

While it is hard to quantify the savings from an improved vechicle
management reporting system, there is one area where this is possible.
Specifically, the Company could achieve annual savings of approximately $44,400
(based on 1998 operating data) by increasing its vendor network utilization rate
from 32% to 72%. This percentage represents utilization levels previously
achieved in the Pittsburgh Service Area as well as a level achieved by a
comparative fleet provided by GECFS’ database.

2, The Company has not conducted extensive fleet cost activity and
operating practice benchmarking studies.

Currently, GEFCS provides PAWC with comparative fleet benchmark data on
an annual basis. This benchmark data is limited, but does include a comparison
between PAWC and two or three comparative fleets from GECFS’ database. As
shown in Table 1II-2, the expense and operating parameters compared include
operating cost per mile, operating cost per unit per month, and average miles per
month per vehicle.

Exhibit__ (MJM-3)
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Table I11-2
Fleet Comparative Benchmark Data
Year Category PAWC | FleetA | FleetB | FleetC
1998 | Operating cost/mile $.0715 | 3.0291 $.0271 | $.0293
Operating cost/unit/month $56.79 | $71.95 | $64.33 | $68.09
Average miles/mo./vehicle 794 2,472 2,369 2,424
1997 | Operating cost/mile $.0564 | $.0395 | $.0319 n/a
Operating cost/unit/month $80.87 | $79.38 | $87.11 n/a
Average miles/mo./vehicle 1,433 2,008 2,737 n/a

Source: 1999 & 1998 GECFS Annual Maintenance Management Review
n/a — not available

However, there are a couple of problems with this benchmark comparison.
First, according to GECFS, the fleets of the comparative companies are not similar
in size and composition. This appears to account for some of the wide differences
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in operating cost per mile, etc. Secondly, there is no benchmark data for heavy
duty vehicles such as operating costs per hour.

Apart from the benchmark data provided by GECES, PAWC does not
benchmark fleet operating practices regarding fleet maintenance (i.e., in-house vs.
external), vehicle parts procurement (i.e., tires, etc.), maintenance management
functions, etc. Moreover, although the Company contends that informal surveys
have been conducted with other companies to help assess the Company’s current
fleet size, those efforts have not been documented. The Company’s ratio of
employees to vehicles decreased from 2.18 in 1983 to 1.73 in 1998, or by
approximately 20%.

The Company currently feels that the vehicle acquisition bidding process
and lease versus buy studies as well as the maintenance management services
provided by GECFS have resulted in reasonable expense levels and adequate
operating practices. Nevertheless, more extensive benchmarking would provide
for a better comparison of the Company’s fleet performance, processes, and
activities with the best performers in the industry.

3. The Vehicle Management Operating Policies and Procedures
Manual is outdated.

PAWC’s current vehicle policy and procedure manual dates back to 1981
with partial revisions made in 1985 and 1986. The manual consists primarily of
an AWWC corporate policy that outlines the vehicle assignment and
administrative responsibilities for the American System Operating Companies in
very general and broad terms. While the contents of the manual specify the
minimum record-keeping requirements for fleet operations, these requirements are
more relevant to a smaller fleet operation then PAWC’s and one performed with
manual record-keeping. Also, the vehicle manual includes references to vehicle
operating reports no longer utilized by PAWC drivers, and lacks specific
procedures retevant to PAWC’s fleet operations.

An updated vehicle policies and procedures manual should be developed
with detailed procedures specific to PAWC’s operation. At a minimum, the
manual should address vehicle assignment criteria, minimum annual vehicle
utilization level goals, vehicle safety guidelines, vehicle operating practices, etc.

The Company acknowledges that the policies and procedures manual is
outdated and that little priority has been given to updating the manual in a timely
manner. Policies and procedures serve as administrative controls and provide
guidance to operating personnel in support of Company and department
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objectives. Without updated policies and procedures, operating practices may
produce results that vary significantly from those objectives.

Recommendations

1. Customize the vehicle exception parameters based on the Company’s
fleet profile. Management should periodically review and update the parameters
on a timely basis to properly identify vehicles operating inefficiently and to
enforce fleet operating standards.

2. Conduct and document fleet cost activity and operating practice
benchmarking studies on a periodic basis.

3. Update the vehicle management operating policies and procedures
manual and periodically review and revise as necessary.

Exhibit  (MJM-3)
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IV, ENERGY PROCUREMENT

Background

Subsequent to restructuring of the electric utility industry and the start of
electric competition in Pennsylvania, the Company devised energy procurement
strategies, which have yielded significant savings to date. Initiation of the Electric
Choice Program resulted in the Company issuing a request for proposal (RFP) in
November 1998 to six Pennsylvania-based Electric Generation Suppliers (EGSs)
to provide electric service for approximately 66% of its system-wide load (387 of
its 600 accounts). The low-cost provider selected from among the bidders enabled
the Company to achieve first-year savings of approximately $256,000.
Additionally, prior to the open enrollment period for the Electric Choice Program,
the Company negotiated a five-year contract with Allegheny Power for its Aldrich
Water Treatment Plant (in the western part of the state) resulting in additional
annual savings of $84,000. Furthermore, as part of the electric industry
restructuring agreement by the electric companies serving PAWC, the Company
realized T&D rate reduction savings of approximately $243,000. Overall, first-
year savings from these initiatives totaled $583,000, representing a reduction in
energy costs of approximately 6%. Other efforts included installation of demand
metering equipment at 29 of its largest electric consumption facilities in order to
develop electric use profiles that will allow the Company to effectively negotiate
future electric procurement contracts.

The Company has also indicated that, with the materialization of electric
competition throughout different parts of the United States, American Water
Works Company foresees future procurement of electricity on an aggregated basis
for American Systems in six states (i.e., Pennsylvania, New Jersey, lllinois,
California, New York, and Massachusetts) to achieve greater cost savings. In line
with that vision, AWWC issued a RFP on October 28, 1999 to numerous EGSs on
behalf of both PAWC and New Jersey-American Water Company to procure
100% of their aggregated load. It was anticipated that a contract would be
executed by December 31, 1999.

Finding and Conclusion

Qur examination of energy procurement included a review of the
Company’s procurement strategies, energy/electric consumption dollars by
operating facility, electric choice program initiatives, internal energy management
analyses, etc. We found these areas to be satisfactory except as follows:

12
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1. The Company should conduct detailed energy audits for its 29
demand metered accounts as a follow-up to AWWSC’s 1995 Energy
Management Opportunities Study.

In 1995, American Water Works Service Company (AWWSC) issued a
report entitled “Energy Management Opportunities in the American Water
System™ which evaluated a variety of strategies for reducing energy costs.
Preliminary surveys were first conducted in order to collect information on annual
water production, annual energy use, an inventory of equipment, and type of
available monitoring and control systems to identify energy saving opportunities
in the American Water Works System (AWWS). Based on the analysis of the
survey results, detailed energy audits were then conducted at three AWWS
(including the Pittsburgh and White Deer Systems in Pennsylvania) sites to
identify applicable energy conservation measures (ECMs). The potential energy
savings and implementation costs were estimated for each ECM. Based on the
surveyed information and the results of the detailed energy audits, potential energy
savings and implementation costs were extrapolated for the entire AWS.

The Pennsylvania sites selected for the study were at the Hays Mine
Treatment Plant located in the Pittsburgh district and the Milton Water Treatment
Plant located in the White Deer district. Cost-effective ECMs were defined as
those meeting the financial feasibility criteria of a payback period of 5.9 years or
less. The cost-effective ECMs identified for the Hays Mine audit consist of
improving the efficiency of high service pumps, use of distributed control systems
to control tank levels and installation of energy efficient lighting. These ECMs
would result in a potential annual energy demand reduction of 743 kW and usage
reduction of 1.9 million kWh were identified with an estimated annual cost
savings of $209,000. Based on an implementation cost of $367,000, the estimated
simple payback period would be 1.8 years. Additional ECMs requiring
implementation costs of $970,000 with annual savings of $109,000 were identified
but did not meet the minimum payback period criteria.

The Milton water treatment plant is one of two treatment plants that serve
the White Deer district in Pennsylvania. The cost-effective ECMs identified
include base loading the White Deer Creck treatment plant (i.e., designate the
lower cost production facility as the primary supply to meet system demands while
supplementing any additional demands with the higher cost production facility),
installation of variable frequency drives and energy efficient motors for selected
pumps, and operational changes to manage demand and installation of energy
efficient lighting. These ECMs represent a potential annual energy demand
reduction of 97 kW and usage reduction of 397,500 kWh with an estimated annual
cost saving of $38,200. Based on an implementation cost of $17,600, the
estimated simple payback period would be 0.46 years. Additional ECMs requiring
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implementation costs of $353,700 with annual savings of $25,000 were identified
but did not meet the minimum payback period criteria.

The detailed energy audits for these two Pennsylvania sites identified cost-
effective ECMs for a combined savings of $247,200, at a cost of $384,600,
representing a payback period of 1.5 years. Although estimated annual savings of
$801,650 and costs of $3,257,400 have been extrapolated for the remaining
Pennsylvania properties, which represents a payback period of 4.1 years, the
Company has only performed a limited follow-up to the 1995 study. Specifically
PAWC engineers have conducted energy cost saving analyses for its Montrose
high service pumps and Brook Street pumps, and have partially completed an
analysis for its North Abington and Wilson Street booster pumps.

As the majority of energy (typically 80%-90%) consumed in a water supply
system is associated with the pumping of water, potential reductions in peak
demand and total energy usage due to an efficient pumping program can result in
significant energy savings. A common method of achieving an efficient pumping
program is to conduct energy audits at pumping facilities in order to identify
energy patterns and to evaluate strategies to reduce energy usage. A detailed
energy audit consists of a complete inventory of equipment, an estimate of the
distribution of demand and energy in the water system, and the identification of
ECMs. The costs tor the ECMs should be estimated and compared with the
estimated energy savings to develop an implementation strategy. A follow-up
program should then be conducted as an essential step of the audit in order to
compare actual savings with the estimated savings.

The Company acknowledges that follow-up audits have not been conducted
in a timely manner for its remaining facilities, However, as mentioned in the
background section, continuous efforts (i.e., installation of demand meter
equipment) are being made to monitor and analyze electric usage patterns that will
enable the Company to alter operating procedures accordingly to achieve demand
and usage rate reductions.

As a result of the detailed energy audits to date, the Company has already
implemented some of the identified cost-effective ECMs for Hays Mine and the
Milton Water Treatment plants, yielding annual savings of approximately
$122,000 of a possible $247,000. Subsequent analyses conducted since the
original study have identified additional annual savings of approximately $27,000.
Because energy charges (after employee expenses) represent the second highest
operation and maintenance cost in the American Water Works System,
management should aggressively pursue opportunities to further reduce energy
expenses by completing the outstanding ECMs and conducting the detailed energy
audits in a timely manner,

Recommendation
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1. Conduct a current preliminary energy survey for its 29 demand metered
accounts in order to identify potential energy audit candidate sites. Prioritize,
schedule, and conduct energy audits for these sites in a timely manner based on
the cost-effective energy conservation measures.
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V. UNACCOUNTED-FOR-WATER

Background

The Company’s unaccounted-for-water (UFW) program, formally
developed in 1987, is modeled afier the American Water Works Association’s
(AWWA) water audit loss program. This program is designed to identify,
quantify, and verify water and revenue losses as well as prioritize the allocation of
funds and manpower on an annual basis. As part of its UFW program, the
Company maintains a group of eight employees dedicated full-time to leak
detection efforts. These employees, referred to as leak detection specialists,
survey approximately three miles of main on a daily basis as well as pinpoint
known leaks. Over the past three years (1996-1998), the number of miles of main
surveyed has gradually increased from 4,081 miles in 1996 to 4,783 miles in 1998.
This 1998 survey level reflects approximately 63% of the total system mileage.

Supporting the Company’s UFW program is an active main replacement
program. Management personnel in their respective service districts review data
continuously regarding the number of main breaks, the type pipe installed, age of
the mains, waier quality complaints, number of service disruptions, and liability
claims in order to identify and prioritize main replacement candidates. Recent
main replacement expenditures have ranged from $14,951,000 in 1996 o
$20,400,000 in 1998 with budgeted expenditures of $22,500,000 for the year
2000. These main replacement expenditures equate to approximately 36 to 47
miles of main replaced annually from 1996 through 1998, or an approximate 0.6%
annual replacement of the miles of main in-service.

Table V-1 indicates that the Company reduced system-wide UFW
percentages from a high of 27.1% in 1996 to a low 0f 20.7% in 1998. Through the
twelve-month period ending July 1999, the Company further reduced
unaccounted-for-water to 18.6%. Table V-1 shows that the greatest reduction
occurred in the Northeast Region, or in the former Pennsylvania Gas and Water
Company territory that PAWC acquired in 1996 (see Chapter X). The Company
has established a future system-wide UFW goal of 15%, to be achieved by holding
management employees accountable in their annuval performance appraisals for
achieving their respective Operating and District goals.

Page 26 of 124



Exhibit__ (MJM-3)
Page 27 of 124

Table V-1
UFW percentages by Operation Region

Region 1996 1997 1998 1999 % variance
Pittsburgh 26.5% 24.6% 23.4% 23.5% -3.0%
West 17.3% 15.7% 12.7% 11.0% -6.3%
East 13.5% 13.1% 13.6% 9.4% -4.1%
Northeast 45.3% 36.1% 26.6% 22.5% -22.8%
Total 27.4% 23.3% 20.7% 18.6% -8.8%

*Twelve months ended July 31, 1999
Source: data request UFW-2

Findings and Conclusions

Our examination of unaccounted-for-water included a review of the
Company’s UFW trends, policies and procedures, water audit loss program, main
replacement program, annual goals and objectives, etc. We found these areas to
be satisfactory except as follows:

1. A system-wide leak survey and repair database has not been developed.

Currently, monthly leak detection summary reports are generated on a
operating region basis detailing the number of leaks located and repaired on
mains, hydrants, services, valves, and meters. Additionally, daily leak location
reports are generated by district which provide more specific data including
locations surveyed, municipality/distribution map coordinates, pipe size and type,
type of service area, sounding access points, sound recorded, and location of leak
detected as well as any associated leak repair data including size of leak (gallons
per minute), date repaired, type of leak, and estimated repair cost. Daily Ieak
sounding reports by district also provide data regarding the number of valves,
hydrants, curb stops, and street location as well as noise and/or leaks detected. As
mentioned previously, the district operating personnel review this data on an
annual basis in order to identify and prioritize main replacement candidates.
However, the reports being reviewed are generated manually with no systematic
means available for compiling and analyzing system-wide leak survey and repair
data.

An electronic leak survey and repair database should be developed on a
common platform in order to compile and analyze data on a district and system-
wide basis. Network terminals residing in the district offices could then be
utilized to input weekly data on a real-time basis. The data fields (i.e., number of
leaks, number of breaks, water quality complaints, main size, cost of repairs, etc.)
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could then be quickly compiled and utilized as input into the recommended main
replacement prioritization model (see Finding and Conclusion No. V-2) to
effectively identify main replacement candidates.

Company Management belicves that maintaining the leak survey and repair
data on a decentralized basis only is the appropriate procedure as it allows the
local district personnel to identify and prioritize their main replacement
candidates. However, the Audit Staff believes that compiling a Company-wide
electronic database will provide for more efficient and standardized reporting of
data and allow more effective statewide main replacement decision-making to be
performed.

2. A formal main replacement prioritization procedure needs to be
developed,

Main replacement expenditures have increased from $14.9 million in 1996
to a projected $22.5 million by year-end 2000, or at an annual compound growth
rate of 10.8%. As shown in Table V-2, this main replacement expenditure trend
represents a 30% increase in the number of miles of main replaced from 1996 to

1998,

Table V-2
Main Replacement Statistics

1996 1997 1998 % change

System Miles of Main 7,345 74651 7,589 33%

Annual Miles Retired/Replaced 36 42 47 30.0%

% of System Miles Retired Annually 0.49% 0.56% | 0.62% 0.13%

Source: data request UFW-9

Expressed as a percent of miles retired/replaced to total system miles in-
service, the Company has increased its replacement efforts from 0.49% to 0.62%.
PAWC’s retired/replaced percentages compare favorably to a water utility
industry 1995 regional average of 0.5%, and are in-line with a water utility
industry 1995 national average of 0.6%.

Although local district personnel consider factors such as number of leaks,
age of mains, type of main material, water quality complaints, number of service
disruptions, liability claims, and the timing of municipality street repaving
programs in order to identify main replacement candidates, PAWC lacks a
uniform and standardized documented approach to incorporating these factors into
the decision-making process. The Company should develop a formal state-wide
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main replacement prioritization procedure that incorporates the evaluation of main
replacement candidates based on a weighted factor formula. Each factor should
be assigned a weighted point value and aggregated in order to identify and
effectively prioritize main replacement candidates. The factors to be considered
should include, but not be limited to, the following elements: water quality, repair
history, number of leaks and breaks, number of customers affected, age of the
main, type of main material, customer complaints, etc.

The Company’s position is that its existing informal main replacement
selection process adequately considers the necessary factors to identify main
replacement candidates. Additionally, the Company is concerned that a formula-
based approach may continually direct main replacement funds to specific
districts, thereby creating a negative perception of the Company in its districts
receiving reduced investment.

However, the Audit Staff believes that implementation of a formal state-
wide main replacement prioritization procedure would enhance the Company’s
ability to systematically and effectively identify mains in the most need of
repair/replacement. Additionally, the implementation of a more formal state-wide
main replacement prioritization procedure may reverse the current negative main
break trend as shown in Table V-3.
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Table V-3
Main Break Statistics
1996 1997 1998 July-1999 % Change
No. of Main Breaks 2,450 2,801 3,0151 1,954 (3,349)* 37.0%
Miles of System Main 7,345 7,465 7,589 7,589%* 3.3%
# Miles per Main Break 2.99 2.66 2.51 2.26 -24.4%
*annualized

**year-ending/mid-year 1999 data was not available
Source: data request UFW-10

The number of miles per main break performance ratio, as indicated in Table V-3,
has decreased by 24.4% from 1996 to 1999 (as projected). This ratio compares
unfavorably to the latest available (1995) regional average of 3.25 miles per main
break as well as to the trend of another major Pennsylvania water utility that
achieved improving ratios of 3.11, 3.08, and 4.54 during 1996, 1997, 1998,

respectively.
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3. The Company has not conducted a cost/benefit study to determine
the appropriate mix of contractor and in-house crews to be used to perform
annual leak surveys,

The Company currently conducts its annual leak survey program utilizing
only in-house personnel. Eight Leak Detection Specialists are dedicated full-time
to performing leak surveys covering 32 service districts and 7,589 miles of main
system-wide. Each Leak Detection Specialist is assigned a specially equipped van
that contains more than 365,000 of equipment such as correlators, sonic
equipment, and aqua log sensors (which are unmanned nighttime sensors deployed
on valve boxes in the middle of the night in order to gather data in normally high
traffic areas). Over the past three years (1996-1998), the number of miles of main
surveyed has gradually increased resulting in approximately 63% of the total
system being surveyed annually. Annual company-wide leak detection operating
activity goals include sounding 100 percent of all hydrants, 20 percent of system
valves, and 33 percent of all service linc control valves. Additionally, meter
readers and servicemen as part of normal operating duties supplement the leak
detection specialists in their leak surveying work.

While current leak detection activities have resulted in lower UFW levels,
management has not conducted a cost/benefit study to support its current operating
practices. A study should be conducted periodically to compare the costs and
benefits of using contractors versus Company personnel to perform this work
throughout the year. The study should also examine the potential benefits of using
contractors seascnally to supplement or reduce the existing internal staffing,
Factors to consider in the cost/benefit study would include, but not be limited to,
the following factors: labor costs, equipment and associated maintenance/repair
costs, vehicle and associated maintenance/repair costs, supervision costs, training
costs, overhead costs, insurance and liability costs, and fuel costs necessary to
conduct annual leak surveys.

PAWC expressed a belief that the use of contractors to perform leak
surveys would be more costly than the current use of Company personnel.
However, as contractors have not been used by PAWC for many years, the
Company was unable to provide any support for its contention. By performing
periodic studies regarding the appropriate extent of the annual leak surveying and
the costs and benefits of using contractors rather than Company personnel to
perform all or portions of this work, management would ensure that it is operating
in the most cost-effective and efficient manner.
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Recommendations

1. Develop an automated company-wide leak survey and repair database to
be utilized with the recommended main replacement prioritization procedure.

2. Develop a formalized main replacement procedure based on weighted
factors in order to systematically prioritize main replacement candidates on a

state~-wide basis.

3. Conduct a cost/benefit study on a periodic basis to determine the
appropriate mix of contractors and in-house personnel to perform annual leak

survey work.
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VI. DROUGHT CONTINGENCY PLANNING

Background

On July 20, 1999, the Governor of Pennsylvania declared a drought
emergency in 55 Pennsylvania counties. This declaration imposed certain non-
essential water use restrictions on the residents and businesses in the drought
affected areas. The proclamation of a drought emergency implements the state’s
drought emergency plan whereby each water supplier in a drought emergency
county must review their existing drought contingency plans (DCPs), develop
plans if none exist, and submit the plans to the Department of Environmental
Protection. The DCPs should also contain the adoption of local water rationing
plans where considered necessary to meet local conditions.

DCPs had been previously developed for each of the Company’s 32
operating districts; however, pursuant to the Governor’s Drought Emergency
Proclamation the Company forwarded updated DCPs to the Department of
Environmental Protection in August 1999 for review and approval. Each plan
includes elements relating to drought vulnerability assessments at each of the
district systems, defined drought trigger points for each of the district sources of
supply, defined drought stages based on river flow rates, pumping rates, pumping
levels, precipitation levels, etc. Drought scenario planning is also conducted as
part of the Company’s comprehensive planning studies, which include assessing
system performance for one-in 50 year drought conditions.

The Company’s water supply is provided principally from surface supplies
such as rivers, streams, and reservoirs, which account for approximately 96% of
its statewide source of supply. This supply mix enabled the Company to maintain
adequate supply levels even during the summer of 1999 drought declaration.
Source of supply development planning is an on-going activity at PAWC with any
projected capacity deficits integrated into its comprehensive planning studies in
order to ensure reliability.

Finding and Conclusion

Our examination of the drought contingency planning function included a
review of the Company’s most recently filed drought contingency plans,
comprehensive planning studies, water rationing plans, water purchase
agreements, consumer education and awareness programs, etc, We found these
areas to be satisfactory except as follows:
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1. Internal management planning documents have not been
developed to support the Company’s staged supply extension and demand
reduction measures outlined in its Drought Contingency Plans.

A review of the Company’s August 1999 Drought Contingency Plans
(DCPs) revealed operational measures to be taken by the Company during each
drought stage. These operational measures consist of supply extension and
demand reduction measures, which are both designed to extend existing water
supplies, develop additional supplies, and reduce demands. Supply extension
measures include the purchase of water from adjacent water suppliers via
interconnection; increasing the efficiency of the existing distribution system
through accelerated leakage and loss reduction programs; the development and
utilization of emergency sources of supply including commercial and industrial
customers utilizing their own emergency sources of supply; and approved
reduction of conservation releases. Demand reduction measures include a call for
voluntary conservation; installation of household water conservation devices;
accelerated public education programs; water reuse and greywater recycling;
mandatory nonessential water use bans; water rationing; the possible shedding of
customers; and prioritizing competing uses.

Although the supply extension and demand reduction measures include the
elements discussed above, some of the measures are stated in a generic manner
with no corresponding detail on the how to implement the measures. For example,
one particular supply extension measure simply states “intensification of leak
detection efforts during each progressive drought stage”. No documentation is
available within the DCP or internally within the Company to suppott the
incremental actions to be taken to meet this objective. Similar circumstances
apply to additional supply extension measures including operational curtailment
(i.e., hydrant flushing, blow-offs, etc.) and system surveillance of unauthorized
usage with no specificity regarding the defined tasks required to effectively
accomplish these objectives. Demand reduction measures that are not sufficiently
addressed on a consistent basis include the identification of customers to be shed
and the prioritization of competing uses within the districts.

Planning documents are management tools that should be developed in
order to organize, direct, and control activities to accomplish specific objectives in
an efficient and effective manner. Although the vast majority of the Company’s
raw water supply is derived from surface supplies with adequate capacity reported
even during the 1999 drought declaration, the Company should assess those
operating districts historically susceptible to drought conditions. Subsequent to
this risk assessment, management action plans should be developed for each of
those districts. The action plans should provide supporting detail to accomplish
specific supply extension and demand reduction measures indigenous to each of
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the high risk operating districts to ensure that the resources are available to
achieve the desired results.

The Company delegated responsibility to develop and execute the subject
DCPs to each Operating District Manager utilizing the PA Department of
Environmental Protection’s model plan as a guideline. This practice resulted in
the preparation of numerous plans with varying levels of detail, many of which
only meet the minimum language requirements of the DEP model plan. Prudent
management practices would dictate that the plans include detailed provisions for
executing critical elements of the plans in order to maximize the effectiveness of
the their implementation.

Recommendation

i. Develop internal management action plans to support the staged supply
extension and demand reductions measures for those districts evaluated for
drought vulnerability on a risk assessment basis.
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VII. CUSTOMER CALL CENTER CONSOLIDATION

Background

PAWC’s September 1, 1999 organization chart (see Exhibit VII-1) for
Customer Service included a total of 113 full-time support personnel assigned to
one of three regional call centers (West, East, and Northeast), plus a Director and
one administrative support Secretary. The Director of the Customer Relations
(whose office was relocated to Hershey, PA in September 1999) reports to the
Vice President and Treasurer. The Director has three Superintendents reporting to
him. Reporting to the Superintendents are the field support personnel, who
perform customer billing, compliance, inquiry, and collection activities.

The support personnel in the call centers generally work staggered shifts
from 8:00 a.m. to 6:30 p.m. In the Northeast Region only, emergency phone calls
received from 6:30 p.m. through 12:00 p.m. are handled by a Company employee,
but emergency calls from midnight to 8:00 am. are received by a contract
answering service. For all other locations and/or regions, after-hours emergency
phone calls (afier 6:30 p.m.) are handled solely by outside contractor answering

services,

At the time of the last PAWC management audit, which was completed for
the Commission by Davies Associates, Inc. in 1992, the Company had seven
customer service call centers. Davies recommended that the Company consolidate
all of its customer service functions at the Hershey, PA headquarters. The current
three call center structure has resulted from PAWC’s acquisition of numerous
Pennsylvania water companies over the intervening years. PAWC has
incorporated their operations while at the same time slowly centralizing the
customer service activities.

In anticipation of the expiration of the lease on its existing facilities in
November 2000, PAWC acquired an office building on June 30, 1999, in Wilkes-
Barre for $900,000. The Company had anticipated renovating it for use as office
space for its Northeast operations and existing call center. However, the Company
has since abandoned these plans and decided to sell the building.

Findings and Conclusions

Our examination of Customer Call Center Consolidation included a review
of the roles and responsibilities of employees; customer service call center
policies, practices, and procedures; management initiatives; customer service
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productivity measures; etc. We found these areas to be satisfactory except as
following:

1. While the Company continues to take steps towards the
consolidation of its call centers, management currently has no documented
plan or cost/benefit analysis to support a particular consolidation strategy.

PAWC has continued to move forward with its efforts to consolidate the
three remaining customer service call centers. Specifically, PAWC’'s senior
management has visited other utility companies’ call centers and attended
seminars/conferences to better understand the efforts necessary to centralize to a
single large call center. Management indicated that the knowledge gained from
the experiences of others and a broad understanding of the capabilities of today’s
computerized technology will be of great value to the Company’s consolidation
efforts.

Although PAWC itself has no documented plans or analyses for
consolidating the call centers, the Company informed the Audit Staff that a study
was being prepared by American Water Works Company to cvaluate the
costs/benefits of a single, or several regional, call center(s) for the entire American
Water System. Study results are anticipated in the third or fourth quarter of 2000.

Management is pursuing the consolidation of its call centers more
vigorously than in the past due to a desire to stay competitive with other utilities
and recognizing the economy and efficiency advantages which result. The
Company indicated that it must maintain a strong customer service presence with
its water and wastewater customers, and the best way to do so is to centralize its
dispatching and call center operations. Management recognizes that all
stakeholders will benefit from PAWC’s efforts to develop a premier, cost-
effective, highly productive customer service call center or centers that take
advantage of a centralized workforce.

Consolidation of the call centers should enable PAWC to take advantage of
at least tive key technologies and/or capabilities:

* An Automatic Call Distribution (ACD) system with advanced
capabilities, including skill-based routing which routes calls to
the appropriate service representative based on the customer’s
response to recorded prompts.

e An automated forecasting/scheduling tool, to provide both real-
time and historical data pertaining to worker productivity.
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e (Computer Telephony Integration (CTI), the marrying of the
phone switch with the computer system, to enable a number of
sophisticated applications such as intelligent routing and data
mining.

e A quality monitoring device to record calls for performance
review, and, in more advanced applications, measurc callers’
success at navigating their way through the Interactive Voice
Response (IVR) menu selections, and

e Internet access through a web site that offers customers the
option of taking care of utility business without making a phone
call to the call center; i.e., reducing call center volumes through
electronic (e)-commerce.

It appears that the overall result of consolidation to one call center, or
several regional centers, would be more effective operations with efficiency gains
and attendant cost savings.

Recommendations

. Continue efforts to consolidate the existing customer service call
centers. Management should complete and document detailed plans and
cost/benefit analyses in support of the consolidation strategy chosen. Also,
PAWC should formally track actual implementation costs and realized benefits
from the consolidation, and retain these results for regulatory review,
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VIII. METER READING

Background

PAWC has water customers in 31 Pennsylvania counties which are grouped
into four regional service areas. The four service areas are Western, Pittsburgh,
Eastern, and Northeast. There are 35 districts within these service areas which
have field support personnel classified as Meter Readers, who perform meter
reading functions on a full-time basis, and Utility Persons, who perform meter
reading on a part-time basis and meter service and distribution duties the
remainder of the time.

The full-time Meter Readers and other ficld personnel from the Pittsburgh
and Northeast regional service areas, as well as a portion of the Western regional
service area (McMurray only), are assigned to the Customer Service Department.
These ficld personnel are from the more densely populated districts of PAWC’s
service territory. The Utility Persons are assigned to the Operations Department,
and perform meter reading duties on a part-time basis in the Eastern regional
service area and the remaining districts within the Western regional service area.
These service areas contain PAWC’s less densely populated or rural districts.
Because such a large portion of PAWC’s service territory encompasses rural
communities throughout Pennsylvania, the Utility Persons report directly to an
Operations Department Supervisor, This allows for more direct control and
supervision of the employee’s daily work and better use of the Operations
Department workforce.

PAWC’s number of full-time meter readers (see Table VIII-1) has been
declining Company-wide as follows:
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Pennsylvania American Water Company
Number of Full-Time Meter Readers
Table VIII-1

1995 19%6 1997 1998 1999 %
(through Decrease
September)

PAWC 60 60 60 58 57 5.0%
PG&W
acquisition -- *18 17 16 15 *16.6%
Other
acquisitions -- -- -- -- -- -~
Total PAWC 60 78 77 74 72 7.7%

* Because PG&W was purchased by PAWC in February 1996, the percent decrease
reflects only a change from February 1996 through September 1999.
Note: Data does not include part-time readers and ficld support personnel performing
activities such as meter repairs, replacements, and service orders.
Source: Company Data (DR MR-8).

As calculated in Chapter X, Table X-1, page 1 of 2, the Company’s total
average cost per employee is approximately $57,000. Therefore, as a result of a
reduction of six meter readers from 1996 through September 1999, PAWC
realized annual cost savings of about $342,000.

The decrease in meter reading personnel is attributable to increased
productivity. PAWC has improved meter reading productivity by reducing the
number of meter reading routes and the associated man-hours devoted fo reading
those routes. Since 1990, PAWC has installed remote mechanical encoder
meters making meter readers more efficient and able to average a higher number
of daily reads. In 1993, the Company began instailing these in meter pits. This
program was expanded into the Northeast service areas since PAWC’s
acquisition of PG&W in February of 1996 (see Chapter X). PAWC has also
rerouted meter routes. For example, the Company eliminated almost 50% of the
commercial routes in its Pittsburgh District by using pit and wall pads (which
makes the reads readily accessible) and rerouting these accounts into the regular
residential reading routes. As a result, the Pittsburgh District was able eliminate
the need to have a second Meter Reader read within the same routc. These
efforts have helped the Company reduce the number of full-time man-hours
devoted to reading meters shown below:
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Number of Full-Time Man-Hours Devoted to Reading Meters

Pennsylvania American Water Company

Table VHI-2

1997 1998 1999
(through September)
Total PAWC 184,586 165,566 117,245

Note: Data for 1995 was not available. Data for 1996 was only partially available
because PG&W was purchased by PAWC in February 1996 resulting in two
independent payroll systems in use at that time.
Source: Company Data (DR MR-9).

While this downward trend is not totally conclusive, the information
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available through September 1999 does indicate that man-hours for 1999 should
be equal to, and probably less than those in 1998,

Rerouting in the Pittsburgh and McMurray service areas is continuing but
on a much smaller scale, since routes in these areas have been reviewed many
times in the past several years. Rerouting in the East and Northeast is ongoing,
with significant progress made, especially in the old PG&W service territory. To
assist management in these efforts, the Company uses ORCOM and EDIS
software system packages to make the appropriate single account/premise
modifications. As a result of PAWC’s rerouting efforts, the Company has reduced
the number of meter reading routes (see Table VIII-3) on a system-wide basis as

follows:
Pennsylvania American Water Company
Number of Meter Reading Routes
Table VIII-3
1995 1996 1997 1998 1959 %o
{through Decrease
September)

PAWC 1,359 1,222 1,152 1,140 1,139 16.2%
PG&W
acquisition -- *536 503 423 363 *¥32.3%
Other
acquisitions 13 52 56 46 47 /a
Total PAWC 1,372 1,810 1,711 1,609 1,549 n/a

* Because PG&W was purchased by PAWC in February 1996 the percent
decrease reflects only a change from February 1996 through September 1999.

Not applicable — n/a.
Source: Company Data (DR MR-8).
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The above table shows that the largest recent impact has occurred in the
service territories recently acquired by PAWC, especially in the arcas added as a
result of PAWC’s purchase of PG&W in February 1996.

Findings and Conclusions

QOur examination of Meter Reading was focused primarily on operations in
the more densely populated districts and included a review of the roles and
responsibilities of employees; meter reading policies, practices, and procedures;
automatic meter reading (AMR) initiatives; etc. We found these areas to be
satisfactory except as follows:

1. Further enhancements to meter reading productivity are still
possible given the innovative automatic meter read (AMR) technologies
available from outside vendors.

Since our management efficiency review in 1995, the Company has
continued its AMR pilot programs by testing and employing new equipment and
tools, evaluating emerging technology systems, and reviewing other practices
currently used by the Company and other utilities to enhance the efficiency and
effectiveness of the meter reading function. The results of these latest efforts and
can be summarized as follows:

e The hand-held readers tested were too bulky for meter readers to
hold with one hand; they processed data very slowly with the
data itself frequently having to be entered manually because the
probes did not properly connect to the outside receptacle; or the
hand-held reader’s software was not compatible with PAWC’s
customer service data base. Ag¢ a result, PAWC is considering
partial conversion to some form of wireless technology currently
available on the market, Additionally AWWSC and PAWC are
evaluating a written proposal to contract with a western
Pennsylvania electric company and a meter network technology
company to jointly read water and electric meters in the
Pittsburgh area.

e The automatic telephone meter reading system was not year-
2000 compatible (Y2K), and the manufacturer is no longer in
business to upgrade the software. As a result, PAWC had to
convert this pilot meter program to another, more user-friendly,
system to achieve Y2K compliance.
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e PAWC has achieved one of the lowest percentages of estimated
bills of any AWWC operating subsidiary in the country, with
such bills averaging only 1.3% of the monthly total water bills
issued.

PAWC’s management has been reluctant to adopt a system-wide AMR
system until its state-of-the-art customer service software system is fully installed
and tested. While the software was installed (October 1998) and functionally
tested (through April 1999), some system software problems still exist, hindering
efforts to make a decision on a fixed-network AMR system. Major AMR vendors
continue to show a strong interest in meeting the PAWC’s objectives by
recalibrating their own equipment and software to become compatible with
ORCOM. In fact, the new customer service software now operational at PAWC
has become the standard, preferred software of choice for AWWSC and by other
AWWC affiliated water and wastewater subsidiary companies.

In August, 1998, AWWSC established a five-member Ad-hoc Committee
(PAWC’s membership included the Director of Customer Service Department and
a Operation’s Superintendent from the Pittsburgh service area) to evaluate and
report on the following:

¢ deployment of AMR technologies,
expanding/improving customer service through AMR,
development of financial models to allocate cost recovery if the
cost of the system is borne entirely or partially by the local water
company,

e identifying purchasing/contracting options which may facilitate
installation of the equipment, and

e marketing options to other entities with the same service area;
e.g., eclectric/gas utilities and home/office/business security
sysiems.

The Ad-hoc Committee’s Report, entitled Advanced Meter Reading Report,
had been scheduled for submission to AWWSC’s corporate executives by
September 30, 1999; however, the Comunitiee Chairman experienced delays in
finalizing the report. The Committee was able to provide the Audit Staff with a
confidential advance draft copy of this report in October 1999, The draft
Advanced Meter Reading Report is an attempt at setting out a cost/benefit method
and criteria for AWWC’s water subsidiaries to evaluate the deployment of fixed-
network AMR systems. The proposed cost/benefit evaluation process would
provide PAWC and other AWWC subsidiaries with a means to systematically
determine which routes can be cost effectively converted to an AMR system. In
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addition, it would assist management {0 more accurately estimate the AMR
installation and operating costs, and the anticipated short and long-term benefits.

The draft report indicates that appropriate AMR implementation could
result in a significant reduction in the number of meter reading man-hours per year
and ultimately, a reduction in the total number of Meter Readers. However, the
report does not address labor, overhead, and fixed-system installation costs or
implementation benefits. Nonetheless, the Audit Staff concurs with PAWC’s
stated intent to use the Advanced Meter Reading Report as the standard method for
evaluating and comparing costs and benefits for deployment of the new
technology within specific service area districts.

Recommendation

1. Perform, and document, a cost/benefit analysis for full and/or partial
deployment of an automatic fixed-network meter rcading (AMR) system;
include an analysis of operating and capital expenses which reflect productivity
improvements and staffing reductions that could be realized.
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IX. COST ALLOCATIONS

Background

This chapter presents the results of the Audit Staff’s review of the nature
and extent of transactions between PAWC and its affiliates. As summarized in
Chapter 1I — Background and shown on Exhibit 1I-2, PAWC is a subsidiary of
American Water Works Company, Inc. (AWWC) and is an affiliate of American
Water Works Service Company (AWWSC) which provides certain services to
PAWC and 28 other AWWC subsidiaries. As AWWC’s principal business is the
ownership of the common stock of its subsidiary companies, its operating costs are
fully absorbed directly by its sharcholders with no charges billed to PAWC or any
other subsidiary.  However, American Water Works Service Company
(AWWSC), AWWC’s service subsidiary, does charge its operating companies,
including PAWC, for the cost of the services it provides.

AWWSC’s costs are assigned or allocated in accordance with the terms of
uniform contracts the service subsidiary has with AWWC operating companies,
including PAWC. The contracts provide that costs are to be directly assigned to
specific operating companies to the extent possible, and costs not capable of direct
assignment are to be allocated by applying a formula based on the relative number
of water and/or wastewater customers served at the end of the previous fiscal year.
The dollar amounts are electronically tracked using specific reference, account,
and department numbers and accounting expense codes.

PAWC’s current affiliated interest agreement, which defines the customer-
based allocation process was filed with the Commission under the affiliated
interest provisions of the Public Utility Code, and was approved by the
Commission pursuant to an Order dated January 12, 1989, at Docket No.
(G-880131. The expenses resulting from this allocation formula are claimed by
PAWC for general ratemaking purposes with the Commission.

The services provided by AWWSC to PAWC include: accounting,
adminmistrative, communication, corporate secretarial, engineering, financial,
human resources, information systems, operations, rates and revenue, risk
management, and water quality. These services are provided at actual cost and
affords the affiliated companies professional and technical talent that may not
otherwise be available from outside vendors more economically or on a timely
basis. From 1995 through 1998, the total AWWSC expenses billed to Affiliates
(including PAWC) grew by an annual compound rate of 0.9%. During this period
of customer growth for PAWC, its share of AWWSC charges increased at an
annual compound growth rate of 1.7%, and its percentage of AWWSC expenses at
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a rate of 0.8%. AWWSC’s expenses and PAWC’s share of those expenses from
1995 through September 1999 are further summarized on Exhibit IX-1.

One of AWWSC’s data centers leases a portion of the first floor of
PAWC’s Hershey headquarters building. This data center provides customer
billing and envelope stuffing for PAWC and four other AWWC water utility
subsidiaries. PAWC charges AWWSC for the related leasing of office space and
computer equipment (see bottom of Exhibit IX-1).

AWWSC’s Internal Audit (IA) Department has a staff of seven auditors
who perform financial reviews of AWWSC and AWWC’s water and wastewater
operating subsidiaries. IA performs a review of the AWWSC'’s cost allocation and
direct billing charges on a three-year cycle. The last audit report was issued
February 18, 1998.

To supplement [A’s three-year audit cycle, the PAWC Vice President and
Comptroller personally reviews each month’s AWWSC invoice billed to PAWC.
According to the Vice President and Comptroller, any anomalies are brought to
AWWSC’s attention and corrected the next month. The Vice President indicated
that the anomalies, if any, are usually minor (less than $500).

Findings and Conclusions

Our examination of Cost Allocations was focused primarily on a review
of cost allocation methodology; adherence to cost allocation policies, practices,
and procedures; and intercompany billings. To beiter understand the billing
process, the PUC Audit Staff performed a limited review of AWWSC’s July 1999
invoice that was submitted to PAWC. This invoice, which summatized the
month’s $488,996 of direct and allocated charges to PAWC, consisted of a
detailed two-page computer generated document and was supported by 24 pages
of cost details. To test that the charges were correct, the Audit Staff sampled
vouchers and the allocation formulas, and traced the information back to the
original source documentation. The Audit Staff found no discrepancies in the
dollar charges or the formulas used to allocate the overhead costs. While our
review was much more limited than the audit steps included in IA’s audit program
(see Finding and Conclusion No. IX-1), the Audit Staff found the allocation
process was reasonable and that the resulting transactions reasonably reflected
costs to PAWC. Overall we believe that PAWC’s customer-based allocation
system is reasonable given the volume of applicable transactions and the various
allocation combinations.
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Exhibit [X-1

Pennsylvania American Water Company
Statement of Expenses and Billed Charges To and From PAWC
For The Years Ended December 31, 1995 — 1998
And For 9-Months Ending September 30, 1999

Compound 9-Months

Growth Ending
Description 1995 1996 1997 1998 1995-1998  Sept. 30, 1999
Total AWWSC
Expenses
Corporate $10,352,793 310,065,316 318,858,357 $21,020,834 26.6% $13.413.489
Executive Office 2,466,567 2,053,624 172,550 - -100.0% -
Regional Office 4,394 332 4,351,063 340,947 - -100.0% 3,582,348
New Jersey 933,386 - - - -100.0% -
Indiana 842,884 - - - -100.0% -
Ilinois 810,056 - . - -100.0% -
West Virginia 845,682 - - - -100.0% -
Pennsylvania 970,898 * - - -100.0% -
New England 1,078,221 1,015,251 916,698 717,133 -12.7% 587,440
California (Western} 3,567,495 3,724,140 4,284,006 4,581,748 8.7% 3,404,256
Laboratory (Belleville) 2,928,122 31,617,358 3,965,792 4,285,049 13.5% 3,621,143
Richmond Data Center 1,645,526 1,792,185 1,896,210 1,976,589 6.3% 1,260,493
Hershey Data Center 2,350,317 1,819,844 1,567,642 1,519,908 -13.5% 1,005,519
Total AWWSC
Expenses Billed to All
Affiliates, Including
PAWC $33,186,279  $28,438,781 $32,002,202 $34,110,261 0.9% $26,874,688
PAWC(C’s Share of
AWWSC Expenses
PAWC's Share of
Capital Construction $1,391,517 $1,148,574  $1,351,294 §1,391,332 0.0% $016,637
PAWC's Share of
Operation/
Maintenance Expenses 4,704,238 4,215,771 4,841,192 5,023,148 2.2% 3,649 499
Total PAWC's Share of
AWWSC Expenscs $6,095,755 $5,364,345 $6,192,486  $6,414,480 1.7% 54,566,136
Total PAWC's % of
AWWSC Expenses 18.37% 18.86% 19.35% 18.81% 0.8% 16.99%
PAWC Charges to
AWWSC
Total PAWC Expenses
Billed to AWWSC for
Office Space and
Computer Equipment $411,065 $314,925 $300,171 $ 336,473 -6.5% § 200,869
* Key PA Executives were switched on [2731/95 from AWWSC employee status to FAWC employee status. DR

Source: Company Supplied Financial and Operating Data (DR CA-4 and CA-8).
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We also reviewed the roles and responsibilities of employees (including
those of the Internal Audit Department) and the independent auditors with regard
to cost allocations. We found these areas to be satisfactory except as follows:

1. Although the Internal Awudit Department performs a periodic
review of cost allocations and direct billing charges to/from AWWSC and
PAWC, the audit report is not made readily available to PAWC and the other
AWWC operating companies.

AWWSC’s Internal Audit (IA) Department routinely performs financial
audits on a three-year cycle. The basic components of IA’s audit program to
review cost allocation and billing issues include the following:

e Review the total billed charges for a test month and trace the
billed charges to AWWSC’s general fedger, the computer-
generated billing and supporting cost details, and the operating
companies’ bills.

¢ Recalculate the basic overhead for the general, office, and
equipment cost ratios; foot the payroll to the support totals; and
then recalculate the ratios and trace them to the employee
distribution report.

e Verify the formula percentages based upon the formula service
atlocation sheets.

e Test the operating companies and individual employee charges,
and foot with monthly payroll amounts; then recalculate the
totals and verify all hours and office expenses reported.

o Utilizing the same sample of tested individual employee charges
and companies, verify the accuracy of expense statements, that
the distributions to the companies were done correctly, and that
the work orders were correctly stated.

¢ Foot the voucher/journal reports and compare with the detailed
invoices for the month(s) sampled; and then test the voucher
package, the amount distributed, the voucher register, and the
journal entries from the register.

While the audit scope, work steps, and audit frequency appear reasonable,
the current process for reporting and distributing the results could be improved.
The latest audit report dated February 18, 1998 is brief (less than one page) and
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not useful to operating company management as a business tool to assist in
making operational decisions. Specifically, the audit report does not include a
descriptive list of the transactions tested and reviewed, the accuracy of the
recorded transactions, and whether they are consistent with management’s
authorization. The report simply lacks the detail necessary to adequately inform
management of the audit scope and results, Morcover, while the 1998 audit report
was submitted to senior executives of AWWSC, members of the management
team at PAWC did not have a copy of it or even remember when the last audit was

performed.

As AWWC and PAWC continue to acquire more water and wastewater
companies, the IA audit program designed to review cost allocation and direct
charge billings to/from AWWSC becomes more important to verify the accuracy
and timing of changes to the allocation rates. As new customers are added to the
AWWC system, the AWWSC costs are spread out over a larger customer base,
thereby affecting the cost allocation formula percentages of all operating
companies. PAWC’s allocated costs are directly linked to the total number of

AWWC customers.

For cxample, on July I, 1999, PAWC’s non-wastewater allocation
percentage charge from AWWSC was reduced from 27.69% to 21.97% as a result
of AWWC’s merger with National Enterprises, Inc. (NEI). The merger added
another 505,512 water customers fo AWWC’s existing customer base of
1,941,860. However, with PAWC’s total customer base remaining relatively
stable (537,662 non-wastewater customers), its share of the AWWSC cost
allocation was reduced.

In addition to the recent purchase of NEI, AWWC has announced pending
mergers with Citizens Utilities Company and SJW Corporation. The acquisition
of Citizens would add 305,000 customers to the national customer base and 38,000
customers to PAWC’s base, while the SJW acquisition and its subsidiary, San Jose
Water Company of California, would add another 216,000 customers to the
national customer base. Given these mergers the Audit Staff estimates that the
impact to PAWC will be an additional allocation ratio decrease from 21.97% to

approximately 19.39%.

Recommendations

1. Develop a more detailed internal audit report that clearly defines the
audit scope and results, as well as any corrective actions recommended, for the
periodic cost allocation and direct billing charge review. A copy of the audit
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report should be routinely provided to PAWC and the other AWWC operating
companies,
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X. PG&W ACQUISITION

Background

PAWC purchased Pennsylvania Gas and Water Company’s (PG& W) water
operation on February 16, 1996, for $409.4 million. This Northeast Pennsylvania
acquisition increased PAWC’s operating revenues by approximately 4.1% (37.4
million) and added approximately 4.6% (1.8 billion gallons) of water sales volume
in 1996 as compared to 1995. PAWC accounted for the PG&W acquisition as a
purchase, with the purchase paid by $262.5 million in cash and the assumption of
$146.9 million in liabilities. The cash was obtained through issuance of short-term
debt that was subsequently repaid with a portion of the proceeds from PAWC’s
offering of $150.0 miltion of 30-year, 7.8% General Mortgage Bonds issued in
1996 and an equity infusion from American Water Works Company in that same

year.

The water operations acquired from PG&W included 133,489 customers,
294 employees, 10 treatment plants, and 36 reservoirs. The tariff rates in the
acquired territory were generally higher than PAWC’s statewide tariff. The
PAWC’s most recent rate case submitted April 30,1999, at R-00994638, proposed
leveling the rates by converting its Northeast Pennsylvania customers from a
multi-tiered tariff to a single tariff. PAWC has essentially operated the PG&W
service area with former PG&W employees, except for two PAWC management
employees who were transferred to the Northeast Region. While some general
administrative and support fanctions were centralized in Hershey with PAWC’s
existing operations (i.e., general accounting, customer billing, financing, computer
support, human resources, engineering, legal, etc.), other more basic field
operation functions (i.e., meter reading, line maintenance and construction,
customer inquiries and service calls, purchasing, etc.) remained in the Northeast
Region. Qverall, the Audit Staff found that this assimilation has gone smoothly.

Since the acquisition, the unaccounted-for-water percentages in the former
PG&W service territory have decreased from 45.3% in 1996 to 22.5% for the first
6 months of 1999 (see Chapter V and Table V-1). This has, in part, resulted from
PAWC honoring PG&W’s requirement to annually invest $4.9 million into
distribution system improvements that resulted from a Commission order of
August 1993, at Docket No. R-00922482. PAWC has proposed the elimination of
this specific investment requirement in its most recent rate case filing, at R-
00994638. The Company has established a $16.6 million capital project to replace
the Hillside Water Treatment Facility by the end of 1999, and also has established
a five-year, $14.02 million remote metering replacement program (see Chapter
VIIT) with completion scheduled by the end of the year 2000.
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The addition of 133,489 customers from the acquisition has reduced the
average cost per PAWC customer both for the allocation of costs from AWWSC
the corporate service organization (see Chapter 1X), and for PAWC executive
management and other overhead activities. The acquisition has increased
PAWC’s customer base to over 525,000 active accounts.

Findings and Conclusions

Our examination of the PG&W Acquisition (water operations) was limited
to a review of the operational impacts and the net savings and/or benefits
achieved. This included the areas of: staffing levels, operations and maintenance
payroll expenses, rate case expenses, financing costs, inventory management, fleet
operations, unaccounted-for-water, and meter reading. Generally, we found that
the acquisition has lowered PAWC’s overall cost per customer and has had no
negative impact on PAWC’s original operations or those in the former PG&W
service territory. In fact, the Audit Staff was able to identify improvements which
have reduced the annual costs of the combined water operations by approximately
$7.6 million and inventory costs by $253,805. The more significant savings are
summatized in Exhibit X-1.
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Page T of 2
Pennsylvania American Water Company
Impact of the PG&W Acquisition on Operations and
Maintenance Expenses for the Combined Companies
Dollar
Function Activity Savings
Staffing About one and one-half months before closing at December 31, See O&M
Levels 1995, PAWC had 827 employees and PG&W had 420 employees Payroll
allocated {o its water operations, or a total of 1,247 employees Expenses
serving about 530,000 customers. PAWC’s pro forma expense Below
claim for the 1997 rate case {R-00973944) was based upon a
workforce of 1,118, reflecting a reduction in the combined
workforces of 129 employees, or 10.3%.
O&M PAWC’s total payroll claim (capitalized and expensed) in the 1997 | $6,390,000
Payroll rate case was $48,639,557. The average annual salary per annual
Expenses | employee was $43,506, plus another 31% for benefit costs per
employee (group insurance, 401(k), post-retirement benefits,
paytoll taxes, etc.), for a total average cost per employee of aboul
$57,000. Eliminating the need for 129 employees, as discussed in
Staffing Levels above, has produced annual cost savings of
approximately $7.35 million which has been passed on to the
ratepayers. Since about 13% of total payroll costs are capitalized,
the immediate impact of this workforce reduction on annual
operating and maintenance expenses is about $6.39 million.
T Hate Case | PG&W maintained two primary rate tariffs and spent about S | $500,000
Expenses | million to process rate cases for the two. PG&W’s financial plans annual
indicated a need to process one rate case each year, alternating for
each rate zone. Therefore, annual rate case expense savings were
approximately $500,000.
Financing | During the 1990s, PG&W issued $129 million of first mortgage $250,000
Costs bonds and realized net proceeds of approximately $123.4 million; annual

financing costs consumed nearly $5.6 million, or 4.3% of the
nominal amount issued. PAWC issued $412.9 million of long-
term debt during that same period, and its financing costs were
approximately $4.47 million, or 1.1% of the gross issues.
Assuming a $10 million annual debt issuance, a 2.5% issuance cost
decrease would result in an annual savings of $250,000.

Source: Company Data (DR AQ-1 and AQ-4).
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Exhibit X-1

Page2of 2
Pennsylvania American Water Company
Impact of the PG&W Acquisition on Operations and
Maintenance Expenses for the Combined Companies
Dollar
Function Activity Savings
Inventory | PAWC reduced PG&W's inventory level from $1,038,115 (as of | 326,954
Management | 2/96) to an average of $783,310 (10/99) or by $253,805. At a annual
10.62% cost to carry the inventory, anpual savings would be
$26,954. PAWC indicated that additional improvements are still a | $253,805
possibility. one-lime
Fleet PAWC purchased 153 vehicles from PG&W on February 16, 1996, | $162,090
Operations | but eliminated 20 of them on June 28, 1996. Because PAWC is annual
now leasing only 133 vehicles in PG&W’s service territory, the
annual lease savings is approximately $151,388, plus an additional
$34,922 in annual variable operating savings. However, since 13%
is capitalized (see O&M function), annual O&M savings equate to
$162,090 ($186,310 x 87%).
Unaccounle | PAWC's leak detection efforts within the former PG&W service | $132,744
d- territory resulted in a reduction in unaccounted-for-water from 45% annual
For-Water | in February 1996 to 22% by July 1999. Because of aggressive leak
(Chapter V) | detection efforts and the ability to take advantage of bulk chemical
purchasing/delivery, the Company, through 1998, was able to
annually reduce its chemical costs by $120,000 and carrying costs
by $12,744, for a total of $132,744 in savings.

Meter Additional man-hours and expenses were initially needed to set up { $171,000
Reading PG&W’s meter rerouting schedules. However, since then, the annual
(Chapter rerouting efforts have decreased the number of routes from 536

VI {(1996) to 363 (September 1999), and the number of meter readers

has decreased from 18 to 15. Using the fully loaded rate of $57,000

per reader (see O&M function), the annual savings are $171,000.
TOTAL ANNUAL $7,632,788
SAVINGS ONE-TIME $253,805

Source: Company Data (DR AQ-1 and AQ-4).
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XI. DIVERSITY

Background

PAWC’s President serves as the Equal Employment Opportunity (EEO)
Officer while the Vice-President of Human Resources serves as the Company’s
EEQO Coordinator and oversees the day to day implementation and monitoring of
the Affirmative Action Plan (AAP). PAWC has been complying with the
Commission’s Diversity filing requirements last issued on May 23, 1994, at M-
00940558 and updated in March 1997. The Company is submitting annual
employee utilization statistics, annual AAPs, and annual procurement data related
to use of Minority, Women and Persons with Disability Business Enterprise
(MWDBE) vendors, The Company’s AAP is updated annuaily to reflect changing
diversity goals and objectives.

The latest Office of Federal Contract Compliance Program (OFCCP) audit
report on PAWC's EEO program activities was issued on July 24, 1997. This
audit, which focused on the Company’s Pittsburgh operations, found no apparent
deficiencies or violations of Federal Exccutive Order 11246. During our field
work, the Company’s Pittsburgh operations were undergoing another OFCCP

audit.

PAWC’s workforce statistics by EEO employment category, gender, and
race for the years 1995 through 1998 are presented in Exhibit XI-1. The statistics
show the impact of the 1996 PG& W acquisition on PAWC’s female and minority
employment levels in total, and as a percentage of the total workforce. From 1995
to 1998, the total number of PAWC employees increased from 824 to 1,085 or by
31.7%. The number of minority and non-minority employees increased from 56 to
57 or 1.8% and from 768 to 1028 or 33.9%, respectively, while the number of
male and female employees increased 34% and 25%, respectively. As a
percentage of the total workforce, female and minority employment levels both

dropped.

Findings and Conclusions

Our examination of Diversity included a review of staffing trends; labor
market comparisons; the procurement bidding process and purchasing trends; the
Affirmative Action Plan; the latest diversity filings with the PUC; goals; policies
and procedures; communication methods; management philosophy; and
accountability. We found these areas to be satisfactory except as follows:
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Exhibit XI -1

Page 1 of 3
PENNSYLVANIA - AMERICAN WATER COMPANY
Number of Employces By EEO Category, Gender, and Race
For the Years 1995 - 1968
Total Company
% of 1998 % of
Total Net Change

EEQ Joh Categeries 1995 1996 1997 1998 Company Increase 1995-1998
Officials and Managers 153 178 167 172 15.9% 19 12.4%
Professionals 20 37 27 29 2.7% 9 45.0%
Technicians It 17 29 28 2.6% 17 154.5%
Sales Workers 0 0 0 0 ¢.0% 0 0.0%
Office and Cierical 196 262 259 245 22.6% 49 25.0%
Skilled 420 393 570 569 52.4% 149 15.5%
Semi-Skilled 21 23 38 40 3.7% 19 90.5%
Unskilled 3 3 2 2 0.2% -1 -13 3%
Service Workers 0 )] 0 0 0.0% 0 0.0%
Totals 824 1113 1092 1085 100.0% 261 31.7%

Source: Employer information Reports (EEG - 1}



EEQ Job Categories

Officials and Managers
Professionals
Technicians

Sales Workers

Office and Clerical
Skitled

Semi-Skilled
Unskilled

Service Workers

Totals

Totals as a Percent
of Total Company

EEQ Job Categories

Officials and Managers
Professionals
Technicians

Sales Workers

Office and Clerical
Skilled

Semi-Skilled
Linskilled

Service Workers

Totals

Tolals as a Percent

Exh

Exhibit XI -1

Page 2 of 3
PENNSYLVANIA - AMERICAN WATER COMPANY
Number of Employees By EEQ Category, Gender, and Race
For the Years 1995 - 1998
¥hite Males
% of 1998 % of
Total Net Change
1995 1996 1997 1998 Company Increase 1995-1998
128 151 146 146 84.9% 18 14.1%
14 24 19 20 69.0% 6 42.9%,
6 i I3 12 42.9% 6 100.0%
(¢} 0 0 0 0.0% o 0.0%
44 65 64 58 23.7% 12 26.1%
359 525 499 503 88.4% 144 40.1%
21 23 a8 40 100.0% 19 90.5%
2 2 2 2 100.0% 0 0.0%
0 0 0 0 0.0% 0 0.0%
576 297 781 781 72.0% 208 35.6%
69.9% 7L.6% T1.5% 72.0% 2.1%
White Females
Y% of 1998 % of
Total Net Change
1995 1296 1997 1998 Company Increase 1995.1998
20 21 16 23 13.4% 3 15.0%
5 9 3 4 13.8% -1 -20.0%
5 10 16 16 57.1% 11 220.0%
0 0 it 0 0.0% 0 0.0%
125 175 171 166 67.8% 41 32.8%
16 40 43 38 6.7% 2 5.6%
0 0 0 0 0.0% 0 0.0%
1 I t] 1] 0.0% -1 -100.0%
4] 0 0 0 0.0% 0 0.0%
192 256 249 247 22.8% 55 28.6%
23.3% 23.0% 22.8% 22.8% -0.5%

of Total Company

Source: Employer Information Reports (EEO - 1)
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PENNSYLVANIA - AMERICAN WATER COMPANY
Number of Employees By EEO Category, Gender, and Race

EEQ Job Categories

Officials and Managers
Professionals
Technictans

Sales Workers

Office and Clericat
Skilled

Semi-Skilled

Unskilled

Service Workers

Totals

Totals as a Percent
of Total Company

EEQ Job Categories

Officials and Managers
Professionals
Technicians

Sales Workers

Office and Clerical
Skilled

Semi-Skilled
Unskilled

Service Workers

Totals

Totals as a Percent
of Totat Company

1995

o O O o= W

2

[=)

o oo

32

3.9%

2.9%

For the Years 1995 - 1998

Mingrity Males

1996 1997 1998
4 4 3

3 3 3

0 0 0

0 0 0

4 5 4

23 23 23

0 0 0

0 0 0

0 0 0

34 35 3
3.1% 3.2% 31.0%

Minority Females

1996 1997 1998
2 | 0

1 2 2

0 H 0

0 t] 0

18 19 17

5 5 5

0 0 0

0 0 0

0 0 0

26 21 24
2.3% 2.5% 2.2%

Source: Employer [nformation Reports (EEO - 1)

Page 3 of 3

% af 1998 % of

Total Net Change
Company Increase 1995-1998
1.7% 0 0.0%
10.3% 2 200.0%
0.0% 0 0.0%
0.0% 0 0.0%
1.6% -4 -50.0%
4.0% 3 15.0%
0.0% ) 0.0%
0.0% 0 0.0%
0.0% 0 0.0%
3.0% 1 3.1%
-0.9%

% of 1998 % of
Total Net Change
Company Increase 1995-1998
0.0% -2 -100.0%

7.4% 2
0.0% 0 (.0%
0.0% 0 0.0%
6.6% ¢ 0.0%
0.9% 0 0.0%
0.06% 0 0.0%
0.0% 0 0.0%
0.0% 0 0.0%
2,2% 0 0.0%
-0.7%
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1. PAWC’s utilization of females and minorities remains below the
availability levels in some of the local labor markets from which the Company
hires its workforce.

The Audit Staff compared PAWC’s 1998 female and minority employment
percentages with those of the labor force in eight Pennsylvania Primary
Metropolitan Statistical Areas (PMSA) from which the Company hires a majority
of its workforce. The latest available U.S. Census information from 1990 showed
that, on average, females comprised 19% and minorities 3.0% of the eight PMSA
labor force markets. While the Company’s total female and minority utilization
percentages, 25.0% and 5.3%, respectively, are slightly above the overall relevant
PMSA’s labor force availability percentages, PAWC’s utilization of females and
minorities remains below the availability levels in some of the local labor markets
from which the Company hires its workforce (see Exhibit X1-2). Specifically, this
exhibit reveals that PAWC’s female employee levels are below thosc of the
relevant labor market for six of the eight PMSA locations; and that the minority
employece levels are below the labor market for two of the eight PMSA locations.

PAWC should be striving to bring female and minority employment levels
more in line with the availability of those groups in its local labor markets.
Currently, however, PAWC’s recruiting initiatives do not specifically target
females or minorities.  Furthermore, while the Company claims there is
accountability at the management levels it is informal at best. Also, at the time of
our fieldwork, there were no formal initiatives to encourage female and minority
employment in skilled positions. Without specific documented goals, plans, and
management accountability, PAWC will have a difficult time improving its female
and minority employment levels within the various geographic PMSA locations.

2. The Company has not established annual MWDBE procurement
goals,

As shown in Exhibit XI-3, there are positive trends in total MWDBE
procurement amounts, From 1994 through 1998, overall Minority Business
Enterprise (MBE) purchases increased from $18,936 to $612,479, or at an annual
compound rate of 139%. Overall Women Business Enterprise (WBE) purchases
during that period increased from $290,164 to $3,836,277, or at an annual
compound rate of 91%, while Disability Business Enterprises (DBE) purchases
have remained virtually non-existent. Total MWDBE purchases over the time
period increased from $309,100 to $4,448,981, or at an annual compound growth
rate of 95%.
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Exhibit X1 -2

PENNSYLVANIA - AMERICAN WATER COMPANY
Comparison of 1998 Female and Minority
Employment Percentages with the
Relevant PMSA Labor Force

Females
Relevant PMSA PAWC Utilization as a

Geographic PAWC Labor Force % of PMSA Labor Farce
Headquarters Location
Pittsburgh 14.9% 22.4% 67%
McMurray 39.1% 22.2% 176%
New Castle 20.5% 26.9% 76%
Indiana 14.8% 18.3% §1%
Nofristown 23.1% 30.7% 75%
Mechanicsburg 33.1% 16.6% 199%
Wilkes-Barre/Scranton 17.9% 19.5% 92%
Hershey-Corporate 36.1% 43.3% 83%

Weighted Average * 25.0% 19.0% 132%

Minorities
Relevant PVISA PAWC Utilization as a

Geographic PAWC Labor Force % of PMSA Labor Force
Headguarters Location
Pittsburgh 10.5% 7.3% 144%
MecMurray 7.7% 2.3% 335%
New Castie 6.8% 0.7% 971%
Indiana 1.9% 1.4% 136%
Norristown 5.8% 4.9% 118%
Mechanicsburg 5.5% 4.7% 117%
Wilkes-Barre/Scranton 1.0% 1.9% 53%
Hershey-Comorate 4.5% 6.2% 73%

Weighted Average * 5.3% 3.0% 1717%

* Weighted average was calculated by PAWC using OTCCP guidelines.
Source: PAWC Report on Diversity to the PAPUC - April 1999
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Despite the positive trends in total MWDBE procurement dollars, MWDBE
purchases as a percentage of total Company purchases have remained relatively
flat since the 1996 acquisition of PG&W. From 1996 to 1998, total MWBDE
purchases as a percentage of total purchases increased from 4.1% to 4.7%, or by
only 0.6%. Furthermore, MBE purchases as a percentage of total purchases
increased modestly from 0.2% in 1995 to 0.6% in 1998, while WBE purchases as
a percentage of total purchases remained relatively flat at 4%.

The Audit Staff found that the EEO Officer and Coordinator currently set
the MWBDE policy and the Regional Operating Managers retain control over the
procurement process in each of their respective regions. However, these personnel
do not collectively establish procurement goals in order to measure the success of
the program. Instead, the success of the program has been primarily measured
with respect to increases in overall MWDBE dollar purchases and success in
distributing the procurement dollars among as many vendors as possible.

Annual diversity procurement goals should be set for the Company as a
whole and for each region with accountability established for each of the four
Regional Operating Managers. The goals should be based on ratios such as
MWBDE dollars as a percentage of overall purchases rather than on total
MWBDE dollars alone. These goals would provide the stimulus to improve the
diversity procurement levels relative to total purchases.

3. The Company’s minority vendor listing is outdated and lacks
integration with the purchasing process.

Subsequent to the Commission’s Diversity Order in 1992, the Company
retained a consultant in 1994 to identify MWDBE vendors., This work resulted in
an initial MWBDE vendor list. The list, comprised of approximately 40-50
MWBDE vendors, is maintained in a database on the Company’s purchasing
system. However it has not been integrated into the purchasing process.
Currently, the Company relies upon the Regional Operating Managers’ discretion
to manually peruse the minority vendor list and to incorporate these vendors into
the bidding process.

In April 1998, PAWC, as a participant of the PUC’s Utility Diversity
Action Committee (UDAC), contributed to the development of a comprehensive
list of MWDBE vendors used by every utility (i.e., gas, water, electric, and
telephone) in Pennsylvania. This UDAC list reflects approximately 1,700
MWDBE vendors utilized by the four major utility groups in Pennsylvania. To
date, PAWC has not reviewed and updated the UDAC list to reduce the number of
vendors to an effective working list for its needs.

The Company should update its minority vendor list by identifying the
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UDAC vendors applicable to its operations and integrate the updated list into the
purchasing process in order for the Regional Operating Managers to accomplish
the annual MWBDE procurement goals as per Recommendation No.2 below. To
integrate the list with the purchasing process, MWDBE vendors should be
automatically identified by service or commodity and incorporated into the
bidding process as a means to elevate the diversity procurement levels.

The Company stated that it has not updated its minority vendor list due to
the recent development of the UDAC list. Also, the Company was inifially unsure
if the MWDBE vendor list could be integrated into its purchasing system. Upon
inquiry with its purchasing system vendor, the Company was informed that
custom source code modifications could be made to accomplish the integration.
However, the Company indicated that further research was necessary to determine
the costs involved to perform the modifications.

By periodically updating the MWDBE vendor list and integrating it into the
purchasing software, the Company should be able to increase the overall diversity
procurement levels and potentially achieve procurement levels closer to those of
two similar Pennsylvania water utilities. The most recent data available for those
water utilities indicates overall MWDBE procurement levels of approximately 8%,
or roughly 58% higher than PAWC’s levels.

Recommendations

1. Set goals with timetables for increasing the Company’s female and
minority employment percentages, especially for the Pittsburgh, Wilkes-
Barre/Scranton, and Hershey-Corporate geographic locations.

2. Develop annual MWBDE procurement goals with accountability
established at the Regional Operating Manager level.

3. Update the Company’s MWDBE vendor list and integrate it into the

purchasing process, and establish a process to ensure that the MWDBE vendor list
remains current in the future.
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X1, ACKNOWLEDGEMENTS

We wish to express our appreciation for the cooperation and assistance
given to us during the course of this Focused Management Audit by the officers
and staff of the Pennsylvania American Water Company.

This audit was conducted by staff of the Bureau of Audits. Participants in
the audit process were John Clista and J. Alan Gardocky.
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Xill. APPENDIX

ITEM

PAWC Internal Trending Data

Staternent of Income

Balance Sheet Data

Utility Plant Data

Total Water Operating Expenses

Customer Related Data by Classification

Company Comparison Panel Data

Income Statement
Balance Sheet Data

Operating Data and Ratios

46

APPENDIX NUMBER

I
I

IV

VI
VIl

VHI

Exhibit__ (MJM-3)
Page 65 of 124



(MJM-3)

Page 66 of 124

Exhibi

INd Vd YL 0L Moddy [enuny “gpg DNd W0 TDO0T SINpIuss [Da1n0g

AR CLECHD LIS TT6926'0815 FETOTYOLIS BER'LT1°968 Sov 106'683 FWODINI HNILVEFJO
%539 TLR'1TS 901 929'5ES 90 863129501 78501 H8 £O8P59'Z8 sasuadxy SunesedQ aem 2101
Yl)'9 LIObLI0E LIS L0V PE PO’ CT6'sE LBV TO9'6T 969" L69°8T [RJ2UDT) PUB UONEASIULWPY
%001 £96" €001 FOT LY L] LOT'611°91 RZODOF'TH vosPIE LI Fui192]10) puB SURUR0DDY SWoISN))
Yol L LOEF990T 10§ 1T1L 78869681 6% TP Fi £6L'9PE°51 UOBAGLISICE PUE LOISSHILSURI Y,
%'§1 S06'510°0T BSI88L81 299°LHY L1 OFS B ] 0§t LT HOTROYLING
%8| PEFPLEDI HZOLTT I 1TLLrG SLE'TIF'G $TC189's Jurdiing pue Jomdg
%9°%1- T 688°T 0£8'97T'¢ 999°96'S [P9T6HL9 SESTGHS'Y Addng 1o amnog
SASNIIXT ONLLVYIJO HALvM
%6'Z L81°L19°08T SFCTOPLST TEITOTTPT OTHREP 081 848765511 $SAUIAIY IR [BIO ),
%Lt 008'85€°E QLT 188'S TITLITE CrO'RLET BLEEEY'T SOORURY|I0S! N
%IT $6T061°T §9LL9T'T CeLITT 83T EV'T 869'F10'T SO 191E A, 10
%011 RS L'900°T LPLYSL6 89<°911°6 $98'pIT'Y 0TO'1Z6'L SIBLOYINY J[{gN4 IO
%t g1 SO0'880° [ TOR'LH601 963 9L8°6 091'516'S I+2'989'S UOLIMN0L] HiL]
%S €1 0Z8'76%°1T 108'651'61 PrETOI6! 651°0L8'€t TEO0GIEL [ransnpuj
CARY $LYE'656'ES LR YSH 8 OPEEreSy 186°58E°CE 1L6'GHE 1€ [eaUFuIWO?)
%9 T PEO'SSIOLE 8 | SSTWLETOL  § | 6ITZOUEST  §| FIVOZEPIL S| LpSEop's01 & Jeliuapsay
SAONIATY HILVM
YImoas) 8661 L661 9661 5661 r661 Ar0dner
punodueny

8661 - +661 ‘1€ YEFAWIDTA AIANT SUVIA THL 04
Vivd INTFWILYLS ZWOONI

1 xipuaddy ANVIWOD dALV A NVIIHANWV-VINYTASNNIJ



(MJM-3)

Page 67 of 124

Exhibi

IMid Vd 2L 0L U0ddY [MRULY “pEZ DNd W04 “G00T 00T SAINPAYAS @ounog

EANA| BV REE TEOIS | 66T 06 TS 1S RTLOSIAEY IS LS LA 1G6% ECH L1 L RS SR JOHYI) PUE S1DSSY [EIO L

Yol 9 1SE°6L0°TET TOL966°LTI 85 EVO'6TI FLO'6T6°10] SLORTO PO SHG2Q paaldjo] [B10 ]
%ot L9L788LCTE CISZOT'61 LRLLGTRTI 999° L5000 1 [SS°TLOTON SHGA painyd 110
%S Y PE506E'S 0S6'E6L'8 SHE'TSL] BOLTLS'L [ RS ssuadxy pue wnoasty 1gaqg paziuoweur
SLIFAd dF9y34aa

%L'S1 $10°685°08 6LT0OC LY 6Z0'v08 1§ £60°T61'0¢ PG ECT8T SI9SSY POrUDDY put JudLnT) [RIO L
%'l R99°L09°C 10F#6CE 9L0°681"¢ 0Z6"186C PTLPOF'T 1285y PAMUIDDY 79 WUBLNT) SO
%8 1116L9°] QLECRL™] 8SC'PEHL 668 19| SPEOvE | sawAedory
%91T CTORT yo8°C197 SRFELYE CILTILETE LOTHRTL satddng puz sjeisaren
%89 PO BILLL 196'¢86°S 1 1ZE1v'S| £HE051'G bFSRET 6 SORUDADY AU{N[] PanIdDY
%t O GLE't por'6 6LT 938°CI 68T 99 SRIUEdIOT) POICT|L Y LUOL) J[GRAISNIY
%3l 168'0¢¢"9T 8P EY1ET PO1ITIRCT LSG6'089'CH 008K L] ARAIAIY SUnOmIY
- - - u_n_ﬂ,;.govm_ SN
oIt sjusuNsaALf gse 7y Aresodws ||
Y088 Qgce onT'p SE6'R Cos vt 8TEN spuny Bunpom
%L1 7L SLO'E6T OPE161 08811 006°¢L susoda(y readg
0 0 OPO'CTT'S 0 1] YseD
S1ASSY QANADDV ANV INTHHND

8L~ 19F' L 16 P59°896 £80°696 BOE SO $08'792°1 SHMOMDY PUN,] PUB JUILISIAU] 210 |,
B - - spun, Jupuig
SIUALISIALY YN0
sAUBWOD) PatBILLY W SRIBULSIAU]
YoR'L- 191'C16 $$5°896 £30°596 SOCPEO'T 208'697"1 Ruadosy eatsAug Joyp0

SLNNMODDV GNNA ANV INFINLSTAN
%S 81 BEXOCT'QSH 1 $ | 1S OPCR0C T § | #E0FLY LLT | $ | 8LLP6YLIR B0O'FLO0FLE LNV T >H5_.,_...P
moary 8661 L661 9661 G661 ro6l A1o38azeny
punoduro-)
B66T - ¥661 "I€ HAAWIDAA GAANT SAVIA AHL HOA
7Jo | a8ey VLvd IATHS ADNVIVE

11 xipuaddy

ANVAINOD HELV A NYOITETWV-VINYATASNN A




(MJM-3)

Page 68 of 124

Exhibi

DNd Vo B4 o] Leday ERUUY TpET 3N Weed THOZ ANPILRS 1A0Imog

Yol Li OF RETTEY’ 8706 TS ] RTLORIGSHE | CC1LD' (86 S ILIUELR SUPALD SO PUE SHR[IQEIT] [€10],
Yol £ 68Y 6L GES L95°607 8T PolRLE00E AL ITLYIN (3$€'T89"801 snpdang (mo|,
%S R SECTLIUPI 9Lir6TY RT! EOETIR L 018°89T°LON STTOLT 10N sniding pawey
%S LT1 vE6'H05 06 [4F'DRE 661 1E8'5967ER1 9TEISHL STETSTL snping [endesy
SV TdANE
%'t FIEC1I9R FLYOO 1Py 918 REP'ER FRYTFC | (o' 156°CE UORITISUO Ty J0 Py Ul SIORRIIUED
NOLIINYLSNOD A0 AV NI SNOLLAZSIE LNOD
%L 1T 1L0E98°60T 1E6'E06'6L1 CREOF1651 COEGRI'CT [ GLE'ISH S SDAIDEOY [TIO,
%8 LI B8y FTYIET 1€€°¢1T 06£'08{ TEU18E SIUNOASY I{QUIITOIUN IO DAIDSIY
%171 £81e9T 6827677 TORTIC TO6'60E LhOPLT AuddoL ] JOYICY JO HoWY 5 dagy 1oy 5oy
%R 1E 0097156802 SYSTITReLL SPrLLTEE! 186"RETLI POV O00'S6 e ANN jo uokealog J0) DALY
SIAYIASTA
%er'y 968 TEF" 19T TEI'SBE'PTT £58'086'Y0T QSEYLLLo! £11°E60°RR 1 SUPDIT) PONRERG |20,
%tr'T- 9L0'CHEG STTLLE0 0TR0ING TIF' TR0l FOIrRLE0I NPT X, Eogm?n_t
bt QLY IT LIIQIY L 9§57 0LE 8 £E6'661°91 068 LeLL) SUpRLD paiiaza() [0
%l'y £65°501M18 9EF IEC'RY STORENSY 9LO'6THEY LOP LR T UOLINIFUCT) X SBOURAPY SIOULKNSND)
Y%6'L 168°856°05 1 1£€°99F 9P | TTYPricl BLO'TRE'OTI TIF'TOTRI | SAXR [, SWI0dU] paLag
SLIATHD gIIHAI3a
Yol i 901°8£1'98 FLETPE'CY 008'0£8°FS 1Z1°S1L°%9 TOLRS LS SANIIQREYT PANUSDY PUE JuaLIn)) |B10 |
WISl 166"Lv8'6 96+ 8CL D1 STLR6T'L 8TTOPTS SE0T10Y'S SOLL|IGRI'| PSAIDYY PUR TUDLNTY 34
WSEl 6RE 00T S0 E48" 1 1 165005711 L86'P90'L SRY9ET L poruony 1o
%9 ¢t £E06" 9P SER'R0C'Y FIE 807 GEC’LUL QEHTTHNY PanISOY SOXE ],
LA E201 144! 1717t £L1%1 L1 susodag sautolsn;y
Yt - OTL'BEE FAN NN [ 33988 4 [UEE:443 SBLPSE PUBIONT SPUSPLALT]
%685 6LT 6T LIF'ER LITHR £90" | #£ £6°YE soUEdWoy PRI Y 01 2|qRitg
%l R1 006" 6re S T61°TT8G ZEFETETI 999'9647L 9ES9ZLL alqeAr SIUNODDY!
%651 000'000°8 CH0TPERY SOLRIg6L Q000LE 01 000°G19'91 Wop ULA-Bu0r] JO uoIuog uaLny)
%Ll CrL'CTE0E 0I'TLEl - 06 360 6LZ T8 21qzARg $10N
SHLLITEVIT AIMAI0V ANY LNTHAND
%002 COR'CCE 165 TEECRTHOS 181°TZHOLS 000'018°66Z 000028 $8T Spuog]
Ld3a WA L-DONON
St 669 ShE LTL SOTFLHSTT | 66T SET'9T] 66" 9LY'9TL GOSROLI & NDOLS TVLdVD
Yimarny 8661 LoG1 9661 <661 FO6GE Aaogae)y
punoduzo))
8661 - F66T 1€ YAAWADHEA AAGNT SHVAA THL YOI
7 J0 7 9ded YLVA LAFHS ADNVIVE

1 x1pusddy

ANVAIROD ALY A NVITIINVY-YINVATASNNAL



(MJIM-3)

Page 69 of 124

Exhibi

RV ) o) teday

w1 TOS"D0V00E HINGEL T DSETNY6" DAL TUSLOEIL DILAIIG ML JURLY 120 [DOL,

YL L ORELIT I SHIGEL 850" | 55 PO HRG BTG T 089 1TT000 kg GG |, [TUOIIpPY (10
SEYTLIFY PeE'SILY SEYTLLY HUYREL'T LOR'ATST sududinbyy Snodu RasIY
TYHIS'T SIE8IYL LOYLE Rl 0T Les wudinbi UonEIBRIWY)
€87 80 L 159°9 STONYP'Y TIWLEY BLYLEOY noudingy waom, pies sjoo ),
. - . . . wawdimb) doyy;
RLOTCTT $8TIET BHEEET mardinbsy 1015
Yol b1, FI6906 Tersie’t SoUCiE'T bl NG wawdinky uonvnwdsun )
g5 1 GRUSLLT [IEARUSR GRS HE1'S 1 RE1 RPN 960590 T1 TSGR PUR 3EMHLIN § 5910
i Sl JANNC T BLY90LET TITOSH LiTrO8'EI SIAPAY P
L LS TETESY RLSTHDS [F3R AN [HA TR SN2
Uy 0T YOS5V Y SOSTIENPS L T1en'rr] LEG OGS COL96E L SMARS
Wl L1 PHGYSTITY 16T Lo 156 Gl Cort 196 EYR'LHT B HOL'605™0EE SRUNSIYY PUT SUIT
%t $65 LYE £5L0IL0 109'§8T ROTSI0L L66'PLL'| luduid b Asoiesaqer)
Wl el LLL9ETILL Q05"L00 K9t LTYULUES] $YCYRE0I1 Tt SN URISAS uoNRIYLINg
na p66'61 P66 2] SSR'T AW (Aby LOHINPOLY BMOG ()
cu T65'¢C 265°Y - - wawdinky Budwing o1 RepAL|
L L90'06¢ 069'652 HIR'01€ N0TE weawdinby Furdwing auidng 1oy
H65GLERE AN S ETE LEUTR08T 0LIEETT wawdintry) Buiduing amoary
1R Tl L¥6M10E" YL EEL e 8T 960°'L5T WRuklinby OnINMeLJ 2mog LK)
g 2B (o lppy

b €T Y0R'650°S¢E LEI'EL6'05E LrITIETET praai 085°586'601 SRIBWSAOIL] PUT SR 1110 |
30T STrGr Chi'doL PUGCLT FLYST TLYCTH S0WaAcKlu] pun amianag SRODUR| [ LA
[T Re 6YS'65T"¢ FROTLETL sEuipjing B3em) pur “doys sasetg
e TOISEN 1L I L1 SrECOU'E LENGLATL sBppng 30
Yo' 8 | B Tate 6TELT08 MOV THE Ly SRO"%oL'9T FOT'L06'SE DU PUL SIOAKRY UOANGUIKT
S LOLEE YL ENG¥R0601 SLE SR NG STHIrLLY SRL060'0F SEUIPIING UOTALLING
e TE0'LO8'LE HLE LT SYTOHLEL WHTION sruonny Budwng put Amog
T Q1 TOWHL0"] PR Y0b ORE OO Lriory QET'EOL SINIDMIIG S2IN0Y =0 40 SUIO)
%t LTUGYS'T EIErdsard SUT' 86T 1665 10T 08Y'6TS'T sBuLdg pue S|P
Yoty CF QLY EPSY] LUYSNI9N B8RS00y 9N LTA'S LR'SY6E SIALIL IO PUE ATy ‘oNE]
"l §r 0L LBOLT DSLLROLT 0608597 BTUL0F L TTO LSS Kieaasay Hutpunodu] pue Bupsanie])
TRIUDLIZACIALL] PUE YR INEINAS

YS'L OIS HETIsal TOR'SEe L 296’788 9L 908 FIERY PUT) PUE pUET |LI0,),
T YEG'56Y S LHY'LEY EH6'ETY put afftred pur ‘doyg sasolg
%T'TL 015°050°T 1706T1 10621 110671 TLETE6T! pUrT 23530
Yol T L3507 9EY) 11519 128190 FI6ER QL0 pur] adidputis pur IIDAIEAY UCUNGUISIC)
%8T 198 ERL'E YEY RO 010 IKE'T SH'e0s'e SE616EE Aep Jo sty pue puer) ¢y L
o/ LETYSS' LYl Y56°LS1'T vl G0N0 pur uonEsyUny
g STI'ETH 1¥8268 pLTFLS puery Jusdiung pur same,
R #RELSL ) IEr MNE5Tr 1700 pue| Aiddrg 1o 25mog oyig
Fid SKL'sER SIFINT SIFI0E P 20ARIY
L N Isr BLT 16T WLF 16T SWZry e
INVT 3 HIDNYL

Yol 45 BSPLIE'E +14°T98'E DISTEs'L ITY'EEI'L wrjd 2| qeRuey
YWBLTL 180°€18 ) SLO'198°] 13508 | 051677 | SOOI
%S 3T FrS'LLL LA SLHiLr SHISHUG T PARE SIS
Y%E'§ ro eI 3| s60't8T % | S607TEL S | LY602 § | L86°0%E S usnmruLg))
LNV TTHIINY LK
UGl ] 8661 L6l 9661 3661 P661 Loddm)y
punedine)
8661 - #661 "1 HAAWADAT QIANT STVIAA THL Y04
VIV LNV ALIIEN
iH xipuaddy ANVEWOD HALY A NYIIHSWY-VINVATASNNDG

d MERO0T T OUY SANPSE Inineg




(MJIM-3)

Page 70 of 124

Exhibi

DNd ¥ AL 0L Boday [BNLUY “ppT J(1d W0y Q7R [RPIYDS DIUN0G

%<9 TL8' 175901 879'$5'901 06" 1L9°S01 78S 01E R £65PSYTH sosuodxqg Bunesad(y aazem [EYOL

Yok¥Y LIOPLIOE BI8L0P'pe PO9'ETE'SE LBP TV 6T 969" L6TRT [RIGE,
I[RIDUDLy % UOUBISIUIUDY

- - - - B0 ),
UOHOWLY 59[BS

%)’ 01 £96'CF'Y | CHTFLG LY L6T61108 BTO00T1 POSEITII LA
PEOTLL T Este
%0°LT 0657665T OTLTrIE SYSOTLE RPRECT) GEFRG6 SIUNDXOY AQUOA|(J0dUN
%90 0L 1E0°T LESNEH'E 61°L89°¢ LEET1SET [1€°986"1 SNOIUR|[IDSI|Y
%C8 900'S96°T £86'LE1'E 861°019°C TLCOEE'T Bununoooy pug Juifrg SIoWOSNY)
%0701 CRPPRLL IPOTIL 9B SIP'L LTSTPE Funosiiod
%56 GHEOST'E 069°861°C 1947009 FECTLFT 3urpeay
%60 LOET'9TH'} 9TI108°1 [ ra-al FIELRE| SIBPIC) PUR SLIBHUOT) SIDWOISNT
%S 6l LTRPLIN 91L'161%1 8l16°LLR LOTIEY uosiatadng
Bunso|ju) ® Jununodoy SIDWOIEN)

%l L LOEF99°0L S LIZ LT £8R'696'81 268 EF9° T SHLOPE S 0L
%0001~ - L19°FST 0L9°8Ek 7161 OFL'EET SROVUR([IOSLIA
%S RECILOET HIR191°CL 68801 L] £TSLO0'8 0T LFS DOUBUSIUTE N
Y%t t GI0°E6S L §90°Sa8"L 1ZETTrL CTI'¢RL9 058'Tr99 uonesado
UONNQINSI(] PUB UOISSILUSURI | |

%R S g06'CiN 0T G6SI'R8L°R] §O9'LEO"L] ) OSEiyLELL JCANAN
%965 [ $6T'L0 A1£708 8101 LEOFT SRODUR| [AOS] ]y
%ETT LY 6L 606'VLLT LERFOET 0£9'8E9"] ThEEIST] FOURUIRIIE
AR 9Z1' 37991 966'SPO'S TOPTEF Sl SLLOGLG 150'019°6 uoneiadoy
‘uonedyLIng

YR PEPPLEOL STOLLT 1L TTL PO LI RLETIT 6 SCE169'G [eo],
%E’S PEVELEDI 286'218'6 186076 CRUPOTS 8LL718¢€'8 SNOAUB][DISLY
%l’9 LET'819 £LT'699 oY v9s LT&'LIS AoUBUAUR Y
%8 208164 891°¢LE 9RE P69 9TV ISL vonrd0
Burdunyg pue Jomoy

%981 OYT'683'T 0€8'97T°¢ 999'€96'S L79°76L9 £€5'965'9 [0
%P €T PEOTELO'T 197 [v9°T TE8'SHTC 961'6LT"9 3SI'010'9 SOOOUE] |DISL
Yal'81 LLSTETE LrEioLT 797097 6L [FAR AUBUBLIE
%T'y SEO'poP S| TTe'rIg $ 1 TSSLOF YPPLCHE £ 9000z vonred()
A1ddng 3o 221n0g
YImoiD) 8661 LG6T 92661 G661 1038 K103

punoduwo)

B66T - ¥661 'TE YIFWAIIA AFANT SUVHA JHL ¥O4
SASNAIXT ONILYHIALO d3ALY A TVLOL

Al xipuaddy ANVAIWOD ALY M NVIIHAWY-VINVATASNNG



(MJM-3)

Page 71 of 124

Exhibi

IN1d ¥t 29, 0, voday [envuy HHE 1d W0 752y ANPOYDS 1nog

Yot € ies Y4 SOt 0i% 86t LR
Yl't FEL'SL $98°0L LI6Y fe8ee 656'TY Y 100 a4, 1200 OF SB|TF
L' 179°¢ 0Ly 0sTF [ (FA SOTLIOUITY 3M|GN4 01 SHTS Y10
%Y it 961°0¢C Lol IRE7LT $59'G[ URTDN0IG ML MYN
gLl 6191 069 Fop1 IR6 $86 UONINN0LE M1 MeALL
%L'§ 96’0 68lTe FESTC s £86°1T lesnpu]
%98 86£71 58T izl 981" FTlI'L {RdILO T
6T LS¢ gge 5| nce S LTt S8t g fenusp1say
HAWMEN T 13, Snuaany

YO Tl LBULIY'CRT 8FSLOFLET TEI'THTTHE 0TY SEro8( §88'656TI el
%ty 008'g5E'E 9T Isse TLTLITE EPO'SLY'T GLPEERL SATUIABY I, SDODUR||AOSTY
L'l S6T961°T §9L°L9CT pLTT RETEPOT 869'v10°T STONIN IS AL 0450 01 S2[RG
%01 RECHO0'TH LEL'PSL'S 89L°91 16 S98°PIIy 0Z0' 1T’ SANLANY NG 01 SITS DR,
%Lyl SPOTELO'Y |TLY9R' BO6'6HCD CoPLEE'Y LEG'960'F UONA0L 21 AN
Yol'LT 090601t POy ARO'RRS'E L95°LISY FOETRESTL HOLIAALG 24l AlRAlld
%S '€l 02YisyIT 10846561 FeE'TOI6I 691°0L5°E) TE6'061 't [esnpu|
Yot vl CLE'BSH'ES TLEOSY R Ore'Eys sy 186°682°¢E 126'S61' 1€ JELSIOWLLOT
YL PEOTSEIYLY SSTPLO'TSL S| OITEIEST  §vIP0ZeEIl S| ipSTeor'sli  § [BRUODISY
SANUIASY Fugead(y

B9 160" 15608 09ISE18 SEFIEI bp D0SL00'6E SOCREI'6E 210l
9Ll 6LEPLS BLIBLL 19%'99¢ L69'vLL PEFLPT ] SANMNT 22084, 220 0L 3RS
¥l 916" 186T SES6P6'T LO6'668'T Z08'169'T TEH'SILT SAILOLINY 11N 01 SHES 20
ALQE - - - - UONMHN0LY 241 DG
i0/AICR - - - - ONANOLJ D41, ANeALld
%L 9ETI8T L $EOTIOL GL e FSOTERT'S LLE'BLE'S [eLsnpu]
L'l RS PLET LTF 1LY TL SESEVPR'LL £19°197°6 0LEROT [Eiamwey
%L PLB'89L'LT ¥I1¥'00Z'8T ZTLGLE9T 0£$°566'0 [AT RS {ENUIpIEDY
((suof|eny pursnoy ] ) plog IMmEA

nE'e 9918 LSB'OES 86541ZS L19°CRE Rip'0LC oy
Yot T- 6L 43 42 a3 (23 S RILA IO 0] $I[EG
W'y yel'T 998 sviT L8981 6281 sonuoyIny Nqngd o1 Sa1eg »HUIQ
YoR'L e 0rt Lye 3% 9T LOLIA0L] 201 D1lang
%6'TI 8E8T pEr T [§4 2 9P| £95'1 UORAFOL] D114 MBALY
el 118 LLY 0S8 19 119 [eRISTpu|
%E'8 019°8¢ 665°8% S16°LE 91’8 6Z0'8T [l ESEUTTT )
%P6 TCHY 6T 98Y SS0'8Lr erL'se 91FE [FRUOpISIY
SINUOISND O oN ABEBAY
PMoIDy B66T L661 9661 5661 P661 Lodnen

punotwoy

A Xipuaddy

8661 - 661 ‘1€ YALWADAA TAANT SYVAA THL HOL

NOLLYOIIISSVID A9 VLVA ALY T3 HAWGLESD

ANVIIWOD HALVAA NVOIIRINV-VINVATASNNEG




(MJM-3)

Page 72 of 124

Exhibi

rieg BuneiadQ pus (eroueutd ‘seurdiug)) JMem JO HONRIDOSSY [RUOHRN 1a%Meg

IMJFNLRAN 0N = AN
Mog suejeny puesnol ] = OW

%0'8p 600 SIETIRY 820 9SRESH T §4°0 BEEEIOL 1£70 8E9'T99"LT "0 RNEA UEDUATY RIUTA|ASUUSY
%6l £ 0LL'6L8E XAl BOF'8S6'E | 50 SPSRYR'TI PE0 086'L99°01 F3RIAY [purg
%50 L5 1£6'129'92 199 RRELSLLT £9°0 761'€€5°$T 950 OrgSELST 00 4900, WEOLOWY ABSIA MAN
%170~ 0z’ SECTISES 610 SOLCLEG 070 R0S"61F'6 0T 0 SPE'SPS's ©D e A Aluno) sme 38
Y%L'8 50 0S1'0S0°L1 #$'0 0EH' 69791 870 £86°CHS'y! R4t L98'C6E S '07) JOIRA ABSIDL MON PRIV

%1'gEr %00 DLFELT 270 608°9£0"[ £Z0 102971 €70 £56°201°1 “00) IaTRA BILBAASULRY SIAWMSUOT)
%908 g0 31 | 9997861 60 S| [wrestest gf Jero S| JopgLostl S iwl0 S [688°196€ 9 ) deay teqingng eiydispr(iyg

qImoas) D rod 8661 D +ad L6sl OW sad %661 oW wd 661 asmadxy wonanpold

punodws)
%1°0 £57¢ HIZ6S0'THT £u's §SRTISRST $6F S08'ZIEEPT ¥9'F LZ6'LE6 081 "0 JRIEM URILISUY BLUBA|ASUUD]
YL'¥ F8'E 0DE'TO0S T 6%'¢ 655'865°81 1 19°¢ £1ELTr 60l §¢°¢ Z8T'SH0'S01 A G
2%5'9 96" 8O ET 68t SEP069°1TT 88y T51'GET'66! Li'p vt LE6' P81 0D 12 URDUDULY ADSIIL MON
%9y e THT9%9°001 e 79L'TL8'86 681 9SE 6t 16 SRl Z8E'1£6'88 00 4t ANNOT SN0 1S
%0'T S0y 10Z°L08°¢T) W0 L98'L29'1T1 $6°C SR LS TRC €1LtE8611 ‘0D Jamm Aasaar man parun]

%101 857 LEG'LOR61 96'¢ P68 19181 ZL'E 0L1°9T6°L} £p¢ iS9'TEr 0l 00 JATR M BIUEA|ASULDG SI2WNSUOT)

%S'T sy &b riswritirl lzy gt |sewceszer | bpev S| PEOTEce0ul S [ vty S |990€L8'SI1 § 0 Wiem vegIngng edippeliyd
YH40.LD) DA sd 8661 L661 OW ad 9661 oW +od 661 sanugady Junesadg
punedwo))
L1 Jo | ddeg 8661 - 5661 "1€ YAGWADAG QIANT SYVHA JHL HOd

IA XIGN3IddY

YIVGE TANYA JALLVHVAANOD INFWILVLS AWOONI
ANVIINOD HALVAA NVOIIAAY VINVYATTASNNAL



(MJM-3)

Page 73 of 124

Exhibi

%' | TLLT 799°056'0T 1F8'T 0s 11T 1T PosT £88°696°81 L9 83L P97 '07) JAIR Ay UEDLIOIY BIIBA|ASUUDG
%TS" £86'C 889 PTE'S LEO'E 08T'606'8 ¥00'< 18£°985°8 H5'¢ 6559560 a8eIaAY |duB
%3S 5TH'E £66°L68°C! 06L'T TU6'TSFT 98L'T PO IPS T LSS'T LEQPLE L 00 JNE A, URDLALLY ADSID[ MIN
YT 1§7°¢ HO'PLO 95p°¢ vLTBI8'E 366°¢ TTSILEYI #90"¢ LLEYOTTL 07} JoTEAL AIUNOD) K007 I
%, 1 618°E RTLGTR'L €95y 709'86T'6 £96'¢ 1241118 ZE9't TSOOEFL "0 JDYE AL AOSID[ MON PONUR
%08 FOr'T 6T0'98r' 1 651'C §59"10E! L90°T STHOpT £56°1 096'FZ1'1 "0 JOIE A, BIURA|ASULD] SIDWNSUOY)
Yot 9L~ vz St lozivese sl i S bawewioer S| | v § tetzee'e $]jeiss g fozcoiel § 00 BB A URQINgRG BIYdiape| g
PIMoITy WeW O 2661 wep Jo L661 WEW O 9661 wEen Jo S661 25uddX7 BOHNQLISI(] 77 UOISSILUSUBL]
punodwo)) ] aad g aad apn Aod ap sad
%t £ T 550 165'660'8T LEQ 651°882'81 5¢0 BOO'L¥YLL 620 oS gTr 11 "07) J0ME |, UESLIAWY BURAJASULDY
%E'p 6T £16'50F'6 LTO TPLOTL'S RT0 $L891SE 9z TrI3E08 admudAY [augg
%L9 vy 0 916'29L'0T 140 061°L99'81 £v'0 £86°00L' L1 LEO 990'891'9 1 "0 I0IE A UBOLIOWY ADSIDf MAN
Y%t ¥ 120 TITLEDOL 610 £08°OPT6 0To L5006b'6 gL0 §SL'O8L'S 00 IBM, AUNOD) SINOT 15
%L 1" FT0 196'70€'L gT0) vLOTES L 520 £8Y 185, £T0 1ZTT5LL "07) JOIBAY ADSIDf MmN PN
%L61 Y 690'L06' L 670 LES'OPEY HED 0P 05¥ ! 970 LI LT 00 1M BIUBAJASUUDY SIOWINSUC)
%71 oo %) |ezvesTe st lzzo 51 {csiv0oge $] st g {vuconey s 120 g 105c956C § "0 IaE M Ueqingng E1ydjape|iyg
Y105 DN +ed 8661 DI sod L661 oW sod 9661 O 22d S661 asuadxy uonEYLINg
punoduwo)
L1 Jo 7 2864 2661 - 661 1€ YAIWIADAQ AAGNT SUVAA THL HOd

1A XIONAddV

YLVA VANV FALLVEVINOD INFWILYLS AWODINI
ANYAIWOD HALVAL NYOITHAWY VINVATASNNIL




(MJIM-3)

Page 74 of 124

Exhibi

T 89 LESTLPTOL 59 L1 LQF FE LE $IVETH'TE LL FTRFBS 6T "0 B UBOUIDWY RIURAIASULS
Yl L) 9TE1LE P 09 LO8TITEL ¥9 ELRELI'RI 0L £05°1P1°51 dBI0AY JouEy
%8 L £9 00" 19L°0T 09 BETSEE 6! [ T9L'E56'EL 0% H6E'6H0 ST "0 IR, UBSLIWY ABSIDT MAN
%L 4 ZTO'8PS b Ly £T6'5TT Y1 9 0I+'SCO'F1 2 190°201°¢ | 07y JMEp AUno7) SI007] 18
%9 18 PR PPOFI 6L CELO0T L 6L SL1'E10'p1 £6 £EE0LY 9! 07 1A AISIDL MmN PAIUN
Y0’ ¥3 LEY L' SL F96°560°¢C oL 61L'RET'C LL STTIEQ'E “07) JTBAY BIURA|ASULDJ SIDRINSUCD
Yot 19 3 6LIDLE'EI § 6 5 611'06%°L1 § 19 g 667°859'91 § 0L g 006'8E6°L1 § ‘00 e Umaingng Biydjapeing
YIMoLe) A3U0IST ) 8661 2IUIOISTY 1661 13W0)SN) 5661 1WOISNT) S661 asuadx ) (BN PUE NOILHSIIUPY
puaoduoyy Jad aad aod and
Ye& 1+ 13 S69° 80T 51 £t SO LY LI SE R6T'611'91 43 Q0L LOV T "D A URILSIY BILRATASULRJ
%' 1T 0L L0y i §66'050 0Z TLY'E0S'F 0T ISR sHRIDAY |aung
.Kum”.n 9 moo.._vnc.w £ [1E€°¥C9L ¥C RIT'PESL 1z 086'0¥9°G 0D JMEM, UEILIIWY AISID] MIN
%3°C 4 £69'08L°E 4 EOPTLLC Tl FOL1TS'C 11 0TH'LIF'E ‘0 Jage, Aunoy sino 11§
.x.o. z 67 SOO'EETS 5T 188'€50'C 67 991'LT1'S LT £60'C18'Y "07) JG1ZAN AGRID[ MON PRIIUY
.x;.o. 9z 0L1'L0L ST SITREQ'] 0¢ £21°0T 9z S990F0° "0 JATB N, BUUBAASUUS SUSIUNSUC)
Yol 's- Ll 3 LT6'ENES § 4 § L91'06L'6 § &1 $ 060'8CIC § 1T by Z59°10€°¢ § ‘0D 91e M WRGINgNS 2iydidpeinyg
U1MO0I0) 1WOSNY) 8661 2OWOIEN D 1661 A2WOISNY) 9661 12wosnyy S661 asuadxy Bupsope)) pue Jununosdy S13uI0ISNY)
punodwo) xad aad xd sod

L1130 § sy
A XIANAddY

8661 - 5661 “TE HAGWADAQ GHANT SHVIA FHL HOS
Y.LVQA TANVd SALLVYIVANQD INFWALVLS FIWODNI
ANVEINOD HALY M NVIINBIWY VINVATASNNAL




(MJIM-3)

Page 75 of 124

Exhibi

94971 [ 151°198'L€ 8¢ DITHZO1E 09 C10°69L LT 05 85V°'9T0 6| "0 JOIA UBILID WY BIUBA[ASUUA
%'} 65 PI6PEYE 5 0TF P IPTL 15 15678 L1 9 6£17000°01 afesony jouey
%388 of OLE'CEO'YT 1L TOE T I0'ET 9 10€°94F0T 8¢ 0L0° 12841 “07) JOIE A, UEOLIULY ASSID[ mON
%351 Ly TSTRLI L I 90S'L5S°TL 8¢ 088°L0¢ 1] o€ LOGSE0'G "0 oJe Ny AJUNOT) $1007 I
%L ¥ €9 £E0°TOE 1 65 SHP'O1S 01 9§ £F0'PE3'6 v LOYLOD'6 "0 IRIB AL ARSIB[ MON POl
%E 91 9 Zy8'8£9'T bF S0T010'E 9y 6$6'£98°1 1y T9r819'l 00 4me  PIUBAIASUUS] SOWINSUOT
Y%5'E 0§ S fS900TISL S| | 8F S| {ovooreci §| 1Ly $ CLS'888TI S| | ¥¥ $11088LIv'1L S "0 1NN, ueqnqng eiydiapeilyd

Y1047y Lawosn) 8661 Jwoepsn) L66T J2w0Isn) 9661 A3UL01SRD) S661 uonEZIGIWY pUE uoneaadaq
punodioy aad sod Jad ad
%g'L- 661 ZOR'1T5'901 10T 879'5£5°901 LTL 106°1L9°561 052 L6YBSL'SH "0} J21B Ay URDUDWY PAIBAJASUUO]
%00 178 665'SYL 1S 81T 6T 806 61 61T L00'629'8F 122 Or6 IR0 'S dTesday [uRg
%P0 [7A4 CEL°L69'06 e $96°9£8'58 89T 709'797°68 (LT RLTRI6' ] "07) J918 p URDLIOWY ADSIOf mal
%0°T £91 £58° L1608 91 1L579L1'08 291 [97°€84°06 L51 WCTYTO'LY 07 9% AIUNOY) SIN0T 15
%90 §87 LTLOSO'TS 76T OPEILETS L7 1£5°6LE'6F £82 L95°58% 61 07y TR AISIR[ MEN PALUN
%91 007 §8CPLL'S 061 OES ELLL £07 8067878 161 BI1°Z8L "07) 4918 A, BIUBAJASULS{ SIDWIRSUOY
%6'T- 081 §| [eic'zer'ps §t [om1 g | geczsoccs | bosi §] | pElccror Sl L Lot $1 | 1is'6L805 8 0D e p, ueqingng eydapeiyg
HIM01N) 13mosnTy 8661 I2Wosn) L66T JDWOIEND) 9661 43057 S661 sasuddxq urely 7 sunesadg o],
punodwo’y aad aad a3d 1
L1 Jo ¢ 38eg 8661 - S661 “If WIGWIDAA AHANT SAVIA THL WOd
IA X1AN3dd VY VLVA TANVA JAILVEVINOD LNAWI LV LS IWODNI

ANVAROD ALV NVIIHANY VINVATASNNG




(MJM-3)

Page 76 of 124

Exhibi

900" g5t DES T ESU61 52y £TR'6IYLLI 19¢ 487 L0891 99¢ SELLOPOF! 00 JOIRAN UZDUDILY BILBAIASUUA]
Yt boL EFTIV LS 3¢ BY9TLILY 698 £DLPO0ER L9E £I6E0L'6L aduray ppued
%Lt 908 LBL8TE 91 SBp ETOTY LSS Loy 8¥8' 1pL 8| 09t LPS 0TS brl 00 J9TE M, UEIUDWY AISIDF MON
Y%l't £9T ZTR'RELDE L5C vLTO98'LL 5¥T 09€'296°EL 6zl 9508589 00 JOIE A AWDO)) SO IS
%60 8cs 161811 66 £Es T6R'859°S6 40§ 090'601 06 S¢S 95 PEL06 8 “00) 19y, AOsIap mIN DINUN
%l1'§ LSt 650609 %1 178 £6L7111'¢} [44) 8EG'BEIEL 40t BFLTET'EL 00 JOJE, BIUBA|ASULI G SIAWDSUOTY
%60 6T€  $1 L LOPLPO001 & 1€ 8 LT0€0916 S8 180 81 |60€1LEwE 0ZE 51 |289°T05'C8 S 00 J01E, weqingng elydppeiiyg
Yrmoln) JIWCIEN ) 8661 13WOISN)y L661 JWwWo3sn;)y 9661 JIW0IENTY 5661 sasuadx g SunedQ ero])
punoduwo’) aad and sad 1d
8’8 98 LOS'SY ['9F SL §86°TLOOF tL §L5'909 L L9 P81T89'ST 07 INEAL UESLIWY BIURBALASULDG
%8y Sli 6E1°TEY' ST 601 666'6¥8'HE 004 SrL0SEEE Q01 FEO'FEDIZ adriany [aued
%9 i1y BLYCHL TS 051 £86'08L 8F SEl SP6TEU'EY 431 661182 1 "0 JoJE A, UBDLIAWY A3SISF MON
%¥'s &% LEL'BEOS] oF L6I'9ZR'Y! 6t 6IT LIS TE r 161'0Z6°C1 ‘07 e Aneg sma g
%10 $L1 1EF'560°2E £81 LOT'TLL'EE pLt 98F'SL8°0€ LLl T8 L6T1E "0 INEM A9RE0[ MON PRI
%8 LG ZERSGL'E B 850'87C°C EL 1L$'886°C €L £0L'148'T 0D JBlEM BIURAJASUUD] SIBUWINSUO))
%08 56 S lelooe0ne § £8 3| L TSoErsvT § 03 £ 1} T09'sH0TT 8L §) toezcoTor § "0 1oje, weqIngng miydjepenyg
o1 J3W01SN Ty B66H AUONSN ]y LoGE AU0I5N1 7y 9661 AIWOISRTY 5661 sasuadxy BunetddQ PRO/INEY,
punodwo)) Jod xd aad Jad
L1 g aded $661 - 5661 ‘1€ AFWIDAQ AIANT SHVAA THL 5O
IA XIAONAddY YLYQ TNV JALLVAVAWOD INTIWILVLS IWOONT

ANVANOD JHLVA NYITIEWY VINVATASNNAd




(MJIM-3)

Page 77 of 124

Exhibi

%l) §E - 0 C1g'6k 0 619'69 0 0£0°65 0 [Tl “07) 0I A\ UBDLIALLY BIUBAJASUUI4
%' §- ¢ THFOSL € LEQ'EED (03 {OppT1) 4 55SR18 23vIaAY [OUE
%L EET z 9L8'8ES ¢ 1282011 ] LA 0 6sL €l "0 JAYE M URDLIDWY AJSIO] MAN
%l 02 ] FT0¥LE 0 561'6F Q Li6'9V] 4 YT LEL 07 1918 4, AJUN0D SN0 1
Vb £1- £1 000D0ET 01 000008’} - - pg y05°0Ts'E '07) JATR AL ABS10[ MAN PRNUN
Y%l L€ 01 L01Lop o) S06"16€ 4 §5L0LY 4 630°EL1 "07) LN, BILRAJASUUG SLBULINSUO]
% R0 - 0 1 lioz'zel gl HD g | [eTes) S| Ko ] [zirers)y  $] D §1 [(66T0SE) & '07) 1518 ¢ URQINGRS eiyd [2pe|itd
;9.59.0 LoEoumﬁu 2661 1SN LG6T .—quﬁm:Q 0861 ._oEoww_pU S661 WU 12410
punedwe)y Aad and Jad Jad
046" 1Ll 6EY' LTS 49 TEO'ERY0R 201 H1ES9TSE 901 LRLORY O "0 SR A URDLIAWY RIURA|ASULOY
%L el SPY6REEE g€l 1145 1€ £T! 019°79E LT L1 DLETPE ST sdelany [oueg
%y bl £61 199'9§8'£Y LH1 8149059 8S1 YL COF0S 6¢l L¥R'OLY O "0 518 My UBDUAULY ADSIS[ M
%10 Ly OTP L150T 69 R8Y'TIONET LS 960'TET LI L9 9TT160'0C 07 JolEm KGN0 SINOT IS
%60 991 D10°650°0% Cvl €L6°896'5T 095 CTS'BEE QT 791 1§8TES'ST 00 191E M ADSIAL MaN PRAUN
%S¢ 8zl 844 '85T'C Yol 101°050°5 L1 TETLELY 601 605 12¢'y "0]) 19lep, EIUTAJASUUL S19WASUOD
Y'Y $¢1 ) teogteotib Sl bovl 3! | BOSOEO' P S| L EEL  § | [ ¥68196'SE §1 | 6Ll $1 | 60¥'0LEEE & ‘07 JoTem, uegEngng eiydidpeyg
IMoan RELIL D g B66 T AJUSOISR) 1661 208N 9661 13moIsny) 5661 2wodu] sunedd Anmn
punodwo?) sad Jad Jad 1ad
L1309 3dcy 8661 - S661 1€ YIIWIDAA AAANT SHVIA FHL 40J
IA XION3ddY VLVA TINVA FALLVIVAWOD INFWALVLS FWOINI

ANVAINOD 3LV NYITITIAY VINVATASNNEd




(MJIM-3)

Page 78 of 124

Exhibi

%P8 L8 1LO'SSLOP &8 9LV LENSH 6L FOS0FS 0 69 B1S'EEE'9T 0 101E M UEDLIMWY BINBA|ASUUD]
%6 0 8¢ Do¥ 89L°C 1 LS £09°SE0'E L 09 SS6'vTECI 68 TLELERT] a3esany juEd
Yol £ (i) SHTHRC0L 68 198°178'8C g8 OFi'Ta1'LE 4 £20°6L8'ST 07 SOIR Ay, UEDLIZLY ADSIDL MON
%9 b 0 LTYE00'6 43 FL91L9'6 £E RETEES6 ¥E 9519101 "0y 15teAL AUNOY) $IN07 IS
%181~ 9¢ TOY'E95 8t 0TLERE9 89 SE0°100°71 99 0ST'959'11 "0 JBIE M ARSIAf MIN PANUN
%1T 09 0TS v9F'T 16 96 E8F'T 19 098°£05°2 LG 605 PETT "00) 1L A PIUBAASUUS4 SI9UMSUO]
%L’ 1Y § | | Lo¥oTr'8] § &6 $1 E9L881ELL § 56 5 160°TL0E1 § 9 3 0ZE'POV'bE § 0] e M UBGINGDS TIYdiapefiyd
YIMOID) 1DWoIsnD) 2661 dwesny) 1661 IIWI0ISND) 9661 23MOISHY <661 192 w2 ] -FuoTy uo 15212 0]
punodmo;) sod aad Jad 12d
%t L] 141 TSF LLE O [4q 18975608 794 68EPTESL 901 OrE 0Ly 0 00 JAIT M, UEILIDWY PIUBAJASUUS]
%69 Lyl AT OV ¥E Orl LP6' S0 TE LZl 0LI'08E'LT 0zl 6¢T091°9C adeloay [auEg
Wi'¥l F61 LEG'SEE YO 10¢ ISSPLI'SY 651 SHE'LS9°0S 4 9SS Iy oY "00) JOIR M WEILDWY ADSIOF man
%5°0- 69 e’ 16807 69 L8 190° 1T g5 C1O'BLE LT 0L 85Y'88.°0T ‘0D Lorea Auno) sine 1§
%5'0- OL1 019'65¢°2€ g5l SLO'BILLT 091 $TS'BEETRT Z8l 19€°€L0°TE 0] e ASSIa[ maN patun
%L9 3¢l 6.8'699°¢ LEl 900°ThF S 71 LBE'LS6Y pit R6SvEY' Y "0} 191R A\ BIURAJASUUS SIGWNSUC))
%89 95| §1 |9.56Lv iy § 6Ll S| lL15ipvsor S5 (621§ T8LLLIPSE § 8¢l QL1020'EE § 0D WA uBgIngng erydiapeyd
MOy JIUIOISTETY 8661 J3WOISNT) L661 JOWOISTY) 9661 DWW <661 JWOIU §5015)
punodwo’) xnd xad aad aad
L1Jo L 38y 2661 - 5661 “I£ HAFTWIAIAG GIANT SHVIAA IHL Y04
1A XIANAddY Y1vd TANVd FALLVIVAINOD INFIWILVLS HIWOINI

ANVIWOD HILV M NVIIHIINY VINVATASNNI




(MJM-3)

Page 79 of 124

Exhibi

%9 9 68 6TY TS LY 88 91 F6L 9y Lo 1S PTGt £L O0L'L91'8T "0 JIEA UEILAWY BHURA[LSUUDY
%G ) v LoY'Fiv Yl 9 HEU6TL P 79 SSULLY] P9 0P 198°EY adeany |autd
Yol'T 6O 121°00L7EE 86 9L 658 1€ ¥6 639" 160°0¢ 16 919°988'8C 0D JOIE A UTILIDWLY AISI3f MON
b v 6C Bp1°886'8 [£ ZER'S0S'6 |33 PS6'696°6 bl 1£0'29T°01 0D JEM AWNCD) SN0 18
%6°CE- it £1£'R8C°8 04 BTO'SEL'S 1L 1LFZ65TL FL FETHIIE] 00 2R AOSID[ MAN DOLIUN
%0'T L b LE8'T 69 9£5008'T L9 £01LELE L9 BEEDEY'T "0D) 191B 4 BIURAIASULS SISWASUOTY
Y%0'T €9 $ SEH' 86831 § 09 3 OC1ERLL] § 96 § BOS'PLEST § LS g 718869y § “07) Jarep UBQIngng m_.sm_uﬁm:@
YImoLn a2moIsny) 8661 ADWOISRTY 1661 I2Wo)SN 9661 JPWOISAT S661 SUGHINPI(] YWY [TI0 ],
punodwon) stod aad Jad aad
N T 859°008 £ 00409471 81 LFY'E8Y'S $ ZRISIR'L "07) 19}B A, UBILIDWY BIURA|ASUUS
AN s L00°9%0' | 5 SEFE60'] v 007°9%8 ¢ £E8C00'L 3TeIony [PUEg
St L L QLESIET 6 006°L50°F b L5668 T 6 £66'95L°T "00) IOE A UBDHISULY ASSIB[ MBN
%6 E51- ) (gLpsL) (1) (Trgsol) ] Q1L 0 1896 07 Jney AlUno) $1007 1§
N 1l 1Z8'%20°C 01 202°758°1 £ EET' 165 PLETLY] "0 2012 Ay, ASSIR[ MO PATIUN
WN H 9ZR'TEY 3 065'91LE g £4LCTT 01 GTR'CHE ‘07 IR, BIURA[ASULG] SIFWNSUOD
%801 [4 $ 636° LY § [ $ QIeozy  § l 3 L9010 § i $ 4 AL TR "07) 101E 4 Ueqingng e1ydiope|iyd
IM0Iry 3WoIsNT) 2661 L0 1661 13U0)SRD) 956§ S2W03sN7) $661 SUOIONPA WU Y
punodwaory Jad Jad and nd
L1Jo g 9deqd 8661 - S661 ‘1€ YATWADAA QFANT SUVIA FHL HOd
1A XIONAddV VLV( TINVd FALLVIVINOD INFWALY LS ANOONI

ANVAWOD HALY M NVOTIEINY VINVATASNNAL



)4
PN
-
M...I
Wo
(O
©
0}
o))
= ©
=0
e
<
L

Y566 98 Y6 OV0' Sy 1L 886°678 LE L £65'TRT EL ¢ 20T 7oLV a7y 1938y UBDLIDWY BIUTA|ASUUDY
%G'L 16 TRLLSOIT {38 YOP GO ! L9 EPS P68yl 174 8kL'608°C1 S8RIOAY [DUE4
%b'S 901 H5L912'¢E L0 SO6"8TR T 98 SERPLT LT 63 RE6090°3T "0 INEM UBDLDWY ADSIRf MAN
%G b A3 346'L99°T1 0r €05 10121 9z 91F0SL L 9% SLO'B9L 01 "0 e AUna) sino 1§
%8 g€l PLRLEGFT 0Ll L89'SEL61 €6 Z1S 19l 801 §50°811°61 07 B ADSIAf MON POMUN
%0°L 8L 0667181 69 L0T'1087 99 SPY669°C 79 TLi99Y'T 0] J0IE A BruBA|fSULRg SIAWNSUC)
%001 o6 £ |ostmseier §] Jos 8| |erceeoce S [ v 81 | 66YOTEOT §| jTL $ ! ]i05cE9'sl "0 10T m uBGIngRS Riyd|speliyd
Ym0z J9WoIsA7) 8661 1wosny L661 oSN}y 9661 A2WmoIsR) 5661 awmoau] AN
punoeduwo) aad 13d Jod aad
2%E°9¢ Z8 £IR b0 bE 9 SIS 81 FE £9 BET00L0E 43 0F9"Z9¥ T 0D AR URISWY BIUBA[ASUUA]
%S Pl 58 TOLSTL 61 8L 606'676°L1 65 SUEYANY LS FZ8ROT T aderaay Jolry
%68 OF 96 91F' 659" € €01 16L' P EE 9 958'695°07 4 OLE'LER'T L 07y TR A UBDLIBWY AJSIIf MON
Y8 GE 96TE06"1 8T 5S8R S6C ! 144 650'60%"L 53 LSV 9TS'OL 00 A AUMOYY SINOT IS
%0'L €1 LE9DLLET 901 AP0 EEQ'S] 68 PSOOPLG ) LEL b6 81 "0D) 0le M A9sIBf AN PANUN
YL TI 8% ELYBOLT £9 QLE 19T gg ¥88'0£T'T Ly 09T #9811 0 JME BILLA|ASULDG SIBWNSUOT)
Y%L 6 44 & OTE1E5°8T § 8L 5 13€°P01EC § EL $ YTTEP6'61 § [L $ 86 1ZE 8t ‘07 Jare M, urqnqng riydppeiyy
qIMoar) AJWOISRTY 2661 DWeEn) L661 13WOISN) 0661 JuLoisny 661 S “AIXY JI0JOF IWOIUY N
punodwoy) Jad Jad aad Jad
LI J0 6 24nd 8661 - S661 “1£ ¥AGWADAA GHANA SHVIA AHL 9OS
A XJONAddY ¥1Va TINVd FALLVUVdINOD LNAWALY LS AWOINI

ANVAINOD ALVA NVIOTHZINY VINVATASNNAJ




(MJM-3)

Page 81 of 124

Exhibit

%L 91 %6001 %E'L %l'L %E'Y *07) IATE N, UBDLIZLUY BIUEA[ASUUOY
%%t 0" %YL bl %8 L Ll'L aSmIanY |aUzsg
%0 %06 %P8 %ob'8 %68 "0 SSTR A UBDLISINY ADSIDf MAN]
%L 0 %0 01 %P6 %01 %66 "0y Iatepy, AJUNOD) SIe g
Yol %8S %Y %9 %S9 00 JOIB M ASSI9[ MIN pauufy
Y8 8 %96 %v'L %18 %S'L "Q7) 19BN BIUBAJASUUS ] SIDWINSUOT)
%L 1~ %0'% AR %E'S Y%l'S 07 1018 A Ureqingng erydiapeqiyd

Mol 8661 L66I1 2661 S661 FNU2AIYASUAXF UOITRIYLING

punodwo’)

%616~ Yol %S 0L 2L 61 "0 JRTB A UBDLISULY BTUBAJASUURD]
%0t Yl LI %8l Y%Ll ST 01 a3e19AYy [ouRq
I %SG 11 %S Tl %8'T1 YL ¢l "07) I A UBOLIRWY ADSIDL MON
Yol %F'6 %56 2%¥'01 %801 "0y IOt AJUNOD) SIMOT 1§
TS %9 £l %P el Y%rCl St "07) 1a1e Ay ASSIDf MIN PRHU(Y

%0 14 %t YeL'G Sut'9 o%L'9 "0 19BN BIURALASUUS ] S49MTSUO))
%6 OF %801 %G 11 %L 11 Y%L 07 191B p uBqIngng elydiopeyiyd

YIumoiD 8661 L661 9661 5661 ANUBAIYASUFd X UOIINPOL

punodwo)
LY JO o1 38eg 8661 - S661 ‘1€ YAFINADAA JIANT SYVIX THL 904
TA XIANHFddV VIVa TINVd FALLVIVAIWOD INTALLY LS TNOINK

ANVAAOD AALVYM NVITIIINY VINVATASNNHEL




(MJM-3)

Page 82 of 124

Exhibit

9L & %8¢ %89 %99 %69 "07) JAB AN UBOLIDWY BIUBAASUMD
%l I~ %8 Yob € %I1'Y %D'¥ o8eloAy [UB]
Yot SLl'€ Yot € %8t %9°t "07) IDTR AN UBDUIUIY AdSIaf MmN
460" %8’ %8 & Wbt %6t "00) Jde QUROD SINOT 1§
%61~ Y%l ¥ %lt %Lt %0 "0 191 AN, ADSIDL MAN PRIU[
Yel'§- %b'S %l'€ A %E9 "07) J21e A ENIEA]ASULBJ SIAUINSUC))
Yol L” %9'E %ty 2%t ¥ %05 ¥ 07 Jare Ay wegangng wydispeliyg
Ypa0sD) 8661 L661 9661 S661 adysdxg oD 3 29V 519015
punodwo)
Ye8'Z- WL %l 8 %08, %18 07 I21B AN UBOLIGWY RIURAASUUSJ
Yob 6" Yel'l %S'L %L %E'6 28eiony |auUR]
%8 0" %03 9§ %8¢ %9 "07) JAIB A UBOUSWY ADSIOf MON
%l %0t %011 %L 61 %L'El "0 JNeA, AUMOD $INGT IS
%9 %T9 %9 "L %89 %L 9 00y 12YR AN AFSIS[ MBN PIIUN)
Nl 5L %L %69 %89 "07) JRTE AN BIUBA[ASUUD ] SIDWNSUOY)
%L 6T %e’S %8G Yo' %51 073 Ja1e A urqIngng erydapeiiyd
uoad 8661 Loo1 9661 €661 anuaady/esuddxy 9 L
punodwio)y

LT )0 (1 23eg
JA XIANAddV

8661 - 5661 ‘1€ WRAGIWIDACG GAANT SHVIA AHL HO4
VIVA TANVd AALLVAVANOD INAWELV.LS HINOONI
ANVINOD HALVA NYDOTIFINY VINVATASNNA




(MJM-3)

Page 83 of 124

Exhibit

%9701~ %8 Lt Wl 1v bty LAY 07} JRIBAL UBILISWLY BIUBAJASULD]
%5 " Wity % l'Th Yot ¥ %L SY afe1aAy |ouBd
%L " %Z 6E %l B %8L¥ Yb ST "0 JA1B AN UBDLIBWY ADSIDE MAN]
%91 %908 %1 1€ Y%L 6E %I1'ES 00 Jare, Auno?) SinoT 15
Yat O~ wE v Sl Ey Yl 1t %8 1¥ 00 J9tE A ADSIa[ MAN PRIUN
%5t %Iy %8 TV %l 9F %8'5F ‘07 IDIB AL BIUBA[ASUUAJ SISWMEUOD)
%t S~ YELE %0 0F Yol 1¥ 066" CP "0n) Jore A tegingng aydepe[iyd

YINoID) 8661 L661 9661 $661 anuaady/dxg SunesdQ [Br0]

punodwo))
Yol L™ %6T] %Lt Y8 ¥1 ¥ ot "07) JAB AN UBOLIDWIY BIUBAJASULDG
%e L %S 11 %G1 Y0El Y%tb'rl admpA Y [PUBR]
%6'T1- %06 %L'8 %S 11 %9't! *07) JDIB AN UBDLIDWY ADSIOf MON
%60- Y& bl b ¥l %b ¢l %6PL 07y Ja1e A, AUN0Y) SINOT 18
%L (- Yol 11 8L 11 %811 %REl "0 J2TE AN ASSIS[ MAN PRUNUN
%' Yotil %891 %181 %%F 81 "07) IBTEM BIUEA]ASUUDJ SIQUUNSUOD
%89 %Sl %C £ %8't1 SAG ST 00y I3t g uequngns egdiepe|iyd
YPIM0LH 8661 L661 9661 5661 anuaAdygEsuadigy H P Y
punodwoy)
L1071 38eg 8661 - 661 ‘1€ HAAWIDIAA AAANE SYVIA FHI 404
IA XIGNIddY VLVA TANVA JALLYVEVANOD INFIWALVLS JINOONI

ANVANOD ALY M NVIRIAINY VINVATASNNAL




(MJM-3)

Page 84 of 124

Exhibit

%8S %E9T S8 ¥1 Yol L1 %l C1 00 IATEAY UBDLISWY BIUBA|ASUUD ]
%8t %891 LS Y9 1 %11 a8e1ony [ouRy
%10 %T €1 Yl 'S1 %L ¢l b "07) JOTBAN UBILSWY ADSI[ MaN]
% | %91 %Ll %S Yel'T1 00 1B AUNOY) SINOTY IS
%L 61 %661 T 91 %btl %091 "07) JRIBAY ARSID) MON POLIUN
%CE %091 %P <l %151 %07¢1 "07) 101BAY BIUBAJASUUD ] SIFWTSUOTY
%E L %6'61 %8'L1 %691 %191 07 191E M uBgIngRg BiydiapEiiyg
YImoED 8661 L661 9661 S661 IMUIAIY/FWOIUY JON
punodwoy)
% el Yob' T8 %1t Yo 0F Vb TT ‘07) JNIEM, UBOLIALIY BIUEA|ASUUR]
%S %492 %S9 %0'¢T PN 98umsny |pued
%08 45 LT %06 8T Yt 6T %6 1L 'Oy 191R AL UBDLISUIY ADSUD[ MON
NebE- Yb 0T Y%t %681 %9 CT 00y I a AlUnoD) Sinoy g
%10 0T % 1T Y6'ET %6'€T 0D Jatepy AIsISf MaN panln
%L 0 %&'9T %B'LT %l'9T %L 9T 00y IME M BIUBA|ASUUDJ SIDWNSUOD)
Yol'E %b'TE %6 0¢ %667 %3887 "07) J9leA, Uequnqng wgdiapejiyd
ImoxsD) 8661 LB6T 9661 Co61 anuardypuf dQ A
puncdwony

LEL Yo €] ddey
LA XIONTddVY

8661 - S661 ‘1€ YATWIADFA ATANT STVEA THL 404
VIVQ TINV FAILVEVANOD INAWALVLS HIWQODNI
ANVIWOD JALVA NVIIHIINY VINVATASNNIL




(MJM-3)

Page 85 of 124

Exhibit

% 1°0T 081 8¢°1 851 P "07) 19T UBSLIAY BIURA|ASULDY
%¢'8 £0°L 860 06'0 180 aFrisny [AUEJ
%' &1 LE'l Il ¥ 1 060 “07) J31E Ay UEDUDWY ASSIO[ MAN]
%01 £7'0 £v'0 9¢0 r0 "07) Istean ARuUnoD) SIno 1§
EA L60 980 v6'0 1670 "07) IS1e AN ASSER[ MAN POUN
%E01 1T°1 011 66°0 060 07y 1018 A4 BIUBATASUUS SISWINSUOD
%9 £t 0¢'1 ¢ 0¢'1 611 "0 JMep, ueAINgng enjdPpeiyg
IM0L0) 8661 L661 9661 £661 suoyfes) puesnoy jou) HAQ 10
punoduwio)
g s 60T LOT §1°C SHT -0} J21E AN UEDLIDUIY BIUBAJASUUDJ
%0'1 851 §6'1 09l £51 a8eieAy [aued
Yl 1 ¥6'l 68’1 &0’ 681 07 131B AN UBDLIRUY ARSI MON]
%6'C LO'L €01 01 850 -00y 1Me A, AUNOT SINOTT 1§
%l ] 8971 gLl §9'1 09°t -0y JaTe ) AS1af map] pauun
%L 9 881 GL'1 [ LET "07) ISIE AN BIUBAJASUUDJ SUIIUIASUO.Y
%0'¢- 991 691 1 1640 Z8'1 -0y Je1e Ay uRgIngng BYdSPE[1U]
LEL L) 866% L661 9661 S66% suofrD) pussnoy /dxg 1do el
puncdwo))
LiJo 1236 8661 - 5661 ‘1€ YAAWADAA GHANY SYVIA THL H04
JA XIANIddY VIVA TANVA FALLVEVJAOD INFIWHLV.LS ANOINI

ANVIKOD WALV M NVIIIWY VINVATASNNAL




(MJIM-3)

Page 86 of 124

Exhibit

%E'6 000'166°08 000'ZSE 18 000°ZE1'6Y 000°800°6€ "00) JOIE, UBOLIDWY BIUBA]ASUND
%T'l 009928 TE Q0P E91L°TE 000'0FE 08 00F08C'1E 28wany [oued
%Z'1 000'9TL'9Y D00'TLE'SE 000" EZ8 0F 000°9T0'SY "07) JONE Ay UBDLIBWY ADSI0[ MIN
Y%E'0 Q00'06Y LY 000'ST1 6p 000" 15E8Y 000 LP8 LY 07 Jsle Ay AUNoD SIney 1§
%E'0- (00 P96°0¢ 000"957°0¢ 000°L10°0¢ Q0PI 07} TR AIRISL MON PAU[]
%l £- 00Q'THE'Y 00T8EY GO0 PIS'Y 000°CHL Y "07) 131 44 BIUBAJASULDJ S13WINSUCT)
Yol'S QOO T IEE 000'Z8H 1€ 000'$69°LT 000TZC'8T "0 1978 4, UBQINgng e1ydiape|iyd
YImods 8661 L661T 9661 661 SUOffer) PUESNOY] - PIOS 1NEA
punodwo?)y
Y%l 060 £L'0 890 90 07y JAR A, UBDLIDWIY BIUBA[ASUUSS
%L'8 $9°9 850 6¥ 0 05°0 I8y [PuR
%S9 SL’0 LL'0 L9°0 79'0 "07) IBIEAN UROLISWY A3S1af MIN
%8S LTO £To 91°0 £C0 ‘07 JME Ay A3UNOY) SINOT 1G
YE 1T 1870 £9°0 £6'o 190 "07) J9JBA, ADSIDf MAN PALIUN
Y& Tl £L°0 190 9¢°0 1870 07y JTE AN BIUBAJASUNA SISWNSUCT)
%001 280 gL'0 $ £L°0 L9°0 -7y Jate p wequngng eyd[apejyd
ymoad 8661 L661 56561 S661 SUGY[ED) PUESTION [ /AWIOIUT }IN
punodwo)y

L1 jo §1 3dey

1A XIANAddV

8661 - S661 ‘L SFFWAIIA CAANT SHVIAA JHL 3O

VIV TANVE IAILVIVAWOD INFWALY.LS ANOONI
ANVAROD T LVA NVOIIAINY VINVATASNNAL




(MJIM-3)

Page 87 of 124

Exhibit

LT 088FLS LER0LS Sr1Sot L19°¢8E '07) INBAL URdLOWY BlURAASUUD
%t £8C7ET 79%'87T 18+°7TC 55¢°L1T 38e1OAY [DURd
%81 1658 1€€ 189°+7L 109°81¢ 998°CI¢ "07) 1318 WedLISUY ASSID[ MmN
%90 LOL'POE 76108 98£°10% 890662 07y JNEM ATUNOT) SINOT 1§
%l 559081 Zig'6Lt QOTLLY STHOLY "07) J91B A, ABSIA] MAN PRIUNY
%1 £S6'0F 9LS O 80T g&d'6e 07 JOVE A TIUBAJASUUS,] SISWNSUOD
Yal' & 65740¢ 680'F62 89CYLT LEG'LST ‘0D I A, urqingng enydiepejiyd

10D 8661 Lo61 2661 5661 SIJWOISNY) JO JAQUINN] ITRIIAY
punoduwo)

%5 01 096°L 99%"L 86CL 965°C 00 1912 A UEDLIWY BIUBA|ASUUR]
%e T 866C Pi6'T 8¢8°C (A4 44 s8e1oay JouEy)
AN €65y £9%'t 1Ty Wy "0 10Ye A\ URDLIDWLY ASSI[ AN
949°0 120 866°C 6L6'E 166°¢ ‘00 W1k, Qune) so 1§
%00 050 8€0'C LS0'T £60°T "0y IDTRAN ASSUSE MSN PINUN,
%91 09 €09 009 0LS 07y IMBA BIUBA]ASULD] SIOWINSUOD
%S¢ £76°€ TSTAY LEY'E 031°¢ 00y Jorey uBqUngnS Bd]ape|I g

01D 8661 L661 9661 co6l UTETA] JO SIA]

punoduro’)
LY J0 91 38eg 8661 - $661 "1 YETAADAA CAANT SIVIA FHL YOI
IA XIANAJILY VIV TANYd AALLVIVAINOD INTFIWHL VLS JINOINI

ANVAINOD ¥IALVA NVORANY VINVATASNNAL




(MJM-3)

Page 88 of 124

Exhibit

Yol 't LETTE § LLOT $ 69°¢2 3 SLLT $ "07) J31E A, URDLIDWY BIUBAJASUUAY
LR £9'1¢€ $ | | pTec 5 £6'9C $ 1 yTie $ a8RIRAY [3UE]
%14 SLLT g 89°LT g 68¥T $] | EFIE by "07) JOIEM UBOLISWY AQRIDf MIN
%6 Tl SL'GL 3 tr oC § 00’ 1¢% $ 9L g "00) 9180 AJUNoY) S0 115
%S St 8T $ Q0'LT $ ¥6'ST g 9L'5T $ "00) JDIB M, ASSII[ MIN PAUN)
%0 el TELE 3 05'8¢ $ Li'Lt $1 | $8'ST 3 -0} Jo1E M BIUBAJASUUDJ SHOWNSUOD)
Yol'l- LE¥T b 85°9C § QL5T $ F6' ST $ 07y 1018 4 UBqingng eiydiape|iyd
(5.6008) 1ueld BN
IN0ID) 8661 L66Y 9661 5661 /dx® vonezplowy puonensday
punodwo))
%L T €6 L6 901 0! 07y IMBA, UZOLISWY BIUBA[ASULDG
%1 Ll 8¢l S<l (44! a3rlany [SUB])
%9°0- 134! 01 81 £l 07y IOIE M UBOLIDULY ASSIS[ MON]
%50 951 91 091 091 "0y e A, Auno) s 1§
Yol 1- 1L1 691 651 LL] "07) JBIE AN, ABSISL MBN PAtUfy
Yot v~ 901 41! 811 121 00 IS1B A BIUBAJASUUSJ SIOWITSUOD)
%1°0 601 L1 {01 601 o7y Jare s, uequngng ergdepeliud
YianoaH 8661 L661 9661 S661 1310)SN)/SUO{ED PUEsnoy §,
punoduwo’y
L130 L] 236 8661 - 5661 ‘1€ HAYNADIA CIANT SYVIA FHL 9404
IA XIONAdddV VIVA TINVd JAILVIVAINOD INTWILV LS JNOINI

ANVAINOD JALV A NVIIITINY VINVATASNNEJ




(MJIM-3)

Page 89 of 124

Exhibi

Rt Bunriad(y pue (RIDUBUL “S3IURALLO.) JBIEAL JO UOTIRIOUSSY [BUONBN 100100

Iy 3ursaly 10N = WN
Pl SUO|[RD presnol] = DI

%4 8" 6ZL'€5Y 918 ThL £0L5SL 9FL'LES "0 ITRAL URDMOWY BIURA|ASULDY
Yt - QSE'86t' Y C6E0LYY S6LSE1E LSS aselany jaued
%8 6T 0T0'0LL £66°T18"! 6Ty €80'77CT "0 TR URDLIDILY ADSIDL MAN
%) 81T'LS BITLS 119°9¢ 64098 07 Ijep ATUNOD SN0 118
%00 B0€ 69907 ROE699°0T 80E°699°0Z 80€°699°0Z "07 01z APSIDL MBN POL(
Yl 1 LPLS0S SERO9Y £01'$Z8 8L6'1€6 03 J0Te BIURA|ASULD SIAWINSUOY)
98 6E- L5506r 3 B19'SbE g T99°b6S g SOL9FLT  § "0 JRIEA, URGINGRS BIYABPRIILG
Pmolsy 2661 L661 9661 s661 SIUMOIDY PURY PUE JUdWIISIAU]
puncdwoy
%66 ¥ TI9T0L0T £C 666'059'251"1 7z 6ZTLTS3030' 81 L39°PTLIS69 "0 00 URILIDWY RIBAJASUUDG
%LUl 4! 0T6'ELE'SOF £l &9V TRETEY ¥l 618668 LT & TOS' P65 T8 aBridAY jduRg
TARA 6 0STOIT 868 g1 LOT'62 1E] 0T 051°95€°128 £1 962 1£6'¢8S 0 TR A URILIDWY AQSID] MAN
%L € 3 £01'799°95¢ L 6LL TN PHE 8 SPELEL99E L Prs 0T LZE "0 19184, AlUno) s110] 1§
%0T €1 ObLLI'86E £l 092°595°68¢ £l 68068 6L 4 €60'618°845 "07) JoTeM ADSIRf MBN pauely
%L 91 £L0°L0L°0L 5| L1E' 1500 ¥l 89€°6£L°89 £l £87°€79'TY "00) oMk RIUBAIASUUS4 $10UINSLOD)
%S 81 g ] Jeestiirso9 ] | Lt 5] }e69v06'525 S| | 81 t ] [ syesszooss| fol $1 | 68€TITOVYF § ‘0 Jokep ueqingng elydippepiyg
Pmoan O +od 8661 W 2ad L661 O 10d 9661 O 1d $661 uEld AN 39N
punodwo’)
Tl jo 1 adey 8661 - S66T ‘1€ HAGWADAA AFANT SHVAA FHL YOA
A XIONIddY VIVA TANVd JALLVUVAWOD LIFHS IONVIVE

ANYIWOD HILV M NVOTIIAY VINVATASNNT




(MJM-3)

Page 90 of 124

Exhibi

Yl'9 8 AR aTs Ty 6LLEOETT 0 90L'EETER of £51'86T°6 1 ‘0D JBIBAN UROLIDUIY RIURAJASUUN]
%60 14 §6T 1850 8¢ £8'7E9'8 8t L£5°ELE'8 it 7386916 eflesony joueyg
Y560 Is $99'0£8°91 3 0T8'6TLs1 £F LIG0TLE 4 £51796£'91 "0 IA1E A URDLIOW Y ADSIOf MON
Y%y'g 81 0iCTRE'S 9 F0S°LTE'Y gl 6T8'€9P' Y 91 950'TT6'Y ‘00 IRIBM AIUNOY MO 1§
%l § 19 RILPED 1L £ LOPE6ELI 0L PHE'RTY'T L 09T058°Z1 0D BN AISIO] mAN pATIUN
%69~ 44 SLT°L08'1 4 QEHERL" Eia 096'98L"1 59 QE5°E91T "0 JAIB A BHIBAIASULS SIDWASUOT)
%'t it §1 | €05 HOLEL § a3 £ 1oso0EEe 5 19¢ S| [L8596%6 S| | i 3| |eeriore § ‘00 e uegingng eidppryg
YImoan Jsnoysn) R661 J2woIsn))y L66} AWOISH) 9661 JOULO)SR Ty 5661 IATALIIIY SIUN0IAY I\
punodwo)) Jad Jad Jad aad
%TLT SE8'6T £5E°Chl TLO'PIE'S 905 ¥1 0D MR URDLIBWY BumalASuung
%58 OLE'HZRY 08L°L¥8'E TOO'GS1 SHER01L aRIony [DUR]
%6'9% 0257591 PSE6L BEL'6T ¥TTES 0D IMBA URILIDIWY ADSID] MAN
Yol B~ LLY'L6S $80°TIS b1 STEB09'T FISTIEE'Y 0 L8 Auno)) Inot 115
%E 197 £95'100'CE 6OUPT6'E §SLISH'T GIFTLY ‘00 I, A2SI0f MON palUN
%0°6€ 9SE°T6L SETOFI ThL 65T 85L'¥v62 0D PIEA BIUBAIASUUS SIBWNSUODY
%L Y] 0L 'v95 Y 31£'¢58 § 1068%F & TIE09¢  § ‘07 1018 M, UBqINGNS Brd[ape|Lyd
Ypmoan L8661 1661 9661 $661 SlRUNsAAN] 4se) "dwa |, puk ysey
punoduwo))

T1J0 7 2384
[EA XIONAddV

8661 - 5661 "1£ ATANADAA JAANT SHYIA FHL 404
VLVJ TANVA JALLVYVIWOD LITHS ADNVIVE
ANVAIWOD 3LV A NVITIINY VINVATASNNID




(MJIM-3)

Page 91 of 124

Exhibi

%5y TUTGES' Y LED'186'C STISTLS QLT Y “07) I0TEAy UBDLIOWY BLUBAJASEU]
%L bl €1$°$E0'T 9E1'LLOT OSYTELS 900'+76'E aSurony [aueyg
%LF LET06EY 951'985'9 CLLGSOL LEO'ERP'S 07y JIRM, UBDLISWY ADSID{ MAN
AL 15576081 £09°56T" L ELL'TESG 00F L0T°T '0D 19184 AJUNOY) SN0 1§
Y%L 89 160°192°1 $L9°THF 1 £86°087'T1 $9C' 6988 07 IR ADSIO[ MR PN
PARS 966018 CPLOLY LE6'L6E 665 ST "07) STeAN BIBA[ASUUDG SIZWNSEOD
%8'6E- GTLE0S % 10S0PS  § S9'sye § 1EYPIE'T § 07) foje, uRqungng erydiapeiiy]
PA0IDy 8661 L66E 9661 5661 $1388Y JUILIND 13RO
punoduro))
%E0! 43 P61 141 0f ZRY'ER6'SH £ TIPS ¥T £9L'9s1'6 0] JTRA, URSLIBWY BIUBA[ASUUY
%TT ar 919'CEE' of 0p6'600'6 6€ T0%'5L8'8 8¢ QE0°0RE"S dFesONY [Sugy
YLl 67 9pT' 2696 62 €i5795'6 [ty LI6'POF'6 ¥ 680°LrY L '07) 4B URIUSWY ADSIS[ MAN
%97 8t {HE'E99' [ | 0 VECTEYOT 9¢ 120720601 5t FLE9850I 0D Jate N, ATUNOD) SINGTY 1S
%L ¥ £86'STLG 59 £12'795 ¥ CE0'065°G £ 886°88C°6 a0 JOTR M ARSIR[ maN PANUN
%] 0f 00F' 1971 8% CER'EPI] 3 L06'90T1 67 00°EE1"| "07) JOLE A RIUBAASTUD SIDUWINSUK)
%8 0" L ${ eresreri 8| | v 3| liogavecr 5] lev S| Jssuvocttt 5] [ s g | L ETLerr Tl $ 07 IR A, UBQRGNS RIYdape|igd
—_u_so._.r.v UE 1ad 8661 9N Aad L6GT [ 4Y Jad 9661 AIWQISA Y S661 SIRUIADY JIIE AN PONLIIDY
punodiwo;) Aod
Zi jo € aded 8661 - 5661 ‘1€ WIEWADIA AAANG SEVIA THL ¥0J
LA XIAN3ddY VLVA TINVd FALLVIVAINOD LIFHS IDNYIVE

ANYAINOD HILY A NVDIIHAAY VINVATASNNAL




(MJIM-3)

Page 92 of 124

Exhibit

%101 QS RET LT LECLIRENT $09'5¢9°611 HET 6TT6 00y JO1RM UBDLIBUIY BIUEBAJASULR]
Y%l ¥ 6LE'CLE'SE S8T866'FY 0CESLETY Zv0' €16 6t ABRIDAY [SUB]
%91 LEBFL6'CS 98L°€LE']S SLT0SH'09 £00°609°5E 00 JOIB M, UBDLIDLIY AFS4ar Mo
%€ $E9'668'CE OLHO80'8E 9L1'06t'68 656°86¥ OF 07y 1ol AJuno)) $Ino g
%<1 B80S LL8°LO 896°79¢€'79 998°168'TS 9ECTHTO ‘0D Ioyem A3s13f moN ponup)
%6'1- 1€5°L6¢ PrSILEY L 090977 L 159°9LL°L 00 JNIRAY BIUBAJASUUD SISWINSUOD)
%E'E LEET0OTS6S £60'1€6°LS PLTSEE S TLOEBLES "0 Jaiem wequngng eiydiapeiyg
ImoanH 8661 L661 9661 $661 §1288Y JIIQ W $IBIBYD poisasa(
punodwo))

Yol 81 00L"0%2 08 CCO'LEL Ly 00L°06T'18 SOL TP0'0E '07) ISIT M URDLIBWYY BIURA|ASUUR
%E'g LTG0L9°0€ LTLTELST LS8 09T PLLELIVT s¥erday [pueq
%9'¢ 1EF6IF'SE 805 TTYbE TO0'LELEE 8L6°LYE 1€ ‘00 191R M UBDLIDUIY ASKED[ MIN
%€ LY9'1¥1'LT 8T9'CLTPE 9966 0L LTS 6LS YT 0D IR, QU0 Sino g

Y%L 07 F1S'8SL'SS TYR0TLLT FOL'69T 8L 85H'8S6°TL "0D) WOl ADSIDf MIN panLN)
%ET FP1°500°C 661'076'¢C 995190y LP18LO'F 00 INBA BIIBALASULS] SIGWNSUOY)
A% §80°870°0¢ LEY'612°9T LITTLLYT 108°667'9T 0D ot wequnqng erydiaperiy

Ir0ar) 8661 L661 9661 S661 $IPSFY JUIINY) [BI10 Y,
punodwon)

T1i0 ¢ adeq 8661 - 5661 ‘1€ HAGIWADAQ AFANT SAVIAA THL H0d
IEA XIONAdSY VIVA TANVE JALLVEVINOD LIAHS DINVIVI

ANVIWOD ALV M NVIOIFEIY VINVATASNNAEL




(MJIM-3)

Page 93 of 124

Exhibi

%80 LSOEFL Oy L89'1LT 68 L89'ZES 6L L8TELLBE 00 JAIEA UBDLIAUY BIUBALASUUD
%0 6LE99PLE GLLBRY'LE 667 LLE9F 6FE LILCE 28uiaNYy [outg
%l'L 00T EN 68 00L'§56°T8 008'506°LL 00L° LTy 1L 0O7) 1917 Ay UBDLIOWY ADSIA[ MAN]
%00 000°006°1€ 000°006° I £ 000°006' L 0000061 € 02 Ja1e 4 Aumod s1no g
%1'0- 0£L°SrE'SE 0EL'S0Y'SY QEL78ITSY 0ELSTS §p 07y e Aosia) mon paar)
05E] LOB'TLEE LO6TLSE LOB'TLE JAVAIE" XY 07 INIB AL RIUBA[ASUTDJ SIOWNSUOY)
%R 01" 00U'00YLL & 00S'¥19°1T S O'EP0'EE_§ H00°CHS YT § 0D JIRm URGIngng edapeyigy
qImoasy 8661 L661 9661 $661 MI0IS PAIBIL B UCUIWOTy [E10 ],
punoduwio)
%0'T Ll €OSTFEOSTY Y | | 91 TOR'SIFSSEL | |81 0L1'8£9°0627) | 191 LLTSHTRIR “00) JA1E A UBDLIBWY BluBA|ASUUD]
%6t Ll PS0°LP5 9SS 91 EF9CLLSIS 9] ORO'6ES°00S gl FSLLLD'SOY aeray [aurg
%0°S 44 0Z1'854'800'} 1z OF9' 18P°096 £ TYTTS1'0L6 61 616°50K'6E8 0D 191 URLINWY ADSIB[ mON
%E'L 6 PO LETY 5 PI0'S8L 61 g ¥69°919'60y § 185'805'F6¢ e e e L IR
%u6'C 8l B0 6P9'¢CS Ll S1'801°608 Ll DEL'9EL'LOS 91 LTOQET Loy 0D KB KOSIBT AN POLIL(
%L L] £Z £69'000°001 61 678 120'L8 il ZIFS68'E] tl POL'SET 6L '0]) JoIBA BLUBAJASUUS] SISWTISUG))
%Sy tz $)lebesizesos)| oz silsiciaviios] 1z §1 1106'v05 188 S| [ 81§ |099°LeS7 115 8 0D RIRM YRQNGRS Biudiapeyd
imoasy O 4od 8661 D sad L661 DA e 966! DI 1ed §661 S1ISSY [E)OL
penodwo))
7140 § aseg 8661 - S661 ‘1€ YAIWIDAA AIAGNT SUVIA AHL ¥OA
1A XIONIddV VLVA TANVS FALLVYVINOD LEFHS AONVTVE

ANVAWOD HALY A NVORIIWY VINVATASNNIL




(MJM-3)

Page 94 of 124

Exhibit

% 1T CPLETE9T TO1'CLY] - Y96°860° L "07) VLAY UBOLIDULY BIUBA[ASUUD]
%5 ¢T- T LEGL TOURIF 01 CLTCSL1T 6YP1GL L] aTeIeAy [AUB
EEN 000 SPS ¥ 000" FSS 0T Q00'TILOL 000°TTO'LY 07y 1R UBOLIBWY ADSLE[ MIN

%40°0 - - - - 07y IR AIINOD) SInot 1g

%00 000°005 61 000000 ST 000" 000 TT 00000601 00y Jmep ASSIST MaN Pty
%0l 000°061°¢1 000" 01EY 000" 0PF € 000°59¢" 1 "07) JaYe ) BIUBAJASUUS ] SIPWNSHOY)
%6t LIT'TSY'T 3 TISLLY'T 3 €98'£5ST] P 0L8'EL "7 181 URgIngn Blydiapeiyy
YIM0ED 8661 L5661 9661 661 IjqeARJ $ION

punedwo))

%9 vZ CO8CCL 668 18Y°221°€09 OLEOP6 68S 000°0ZS 60€ "0y 118 AN UROLIDW Y EIURA[ASULA]

%88 LOV' TETSIT 056659851 GIETSL L8 61L°0E9°0L] aderony [Pued
%P 11 000000 PoF 000"000° vy 000000 18¢ 000°000°9¢¢ 0D 1e A, UROUOWY AJSIS[ MON
Yot 1- 000'8T11°RE1 000 F1EPEL 000°895°LE1 000°€9S5 ¢ET "0y 121E ) AUNOY) $IN0T 15

%86 000°090°50T 000°000°0LT 000°000°0L1 000°000°6LT "00) Iaep A9SID[ MAN PaliL()
Y%l'1- £66°751'T¢ 165 FIFTE 086'CL9T¢ 8GLC61°EE 07 INBA, BIURAJASULD SISWUNSUOD
Yt ¥l P97 197§ 09T TLFEET & TLELISLIT LE8'PBESLY "0y 331 A URQINGNS erydjopelyd
YIMO0AN) 8661 L66T 9661 S661 1Ga() W ] -3uo oy,

punodwo)
710 9adeq 8661 - 661 1€ YAFWADAG AAANT SYVIA AHL HO 4
ITA XIANAddV VIVA TANVd BALLVAVdINOD LEIHS ADNYIVE

ANVINOD dALVM NVOTITINY VINVATASNNI




(MJIM-3)

Page 95 of 124

Exhibit

.v\cm.m_ mOo..@.w@fv. mmm.wcmrﬂ 1 mnwm_.v.m DMN.._“‘O“ .oU .uo.:w.%, :ﬁu_._uﬂc/x Ecmz\nmacom
%8t L99°€89'¢ G81°095°¢ 680°50L°E £8C718¢°9 o8miany jPuBg
%E'8 SROT19T HSE9LT $65'TIT 6053019 "0]) 121 A UBDLIDWY ADSIA[ MON
YL O £6%°668 196°¢€L8 RLE¥SH ST639L "0y 1AL, AQUT0D) SINGT 18
%0 0T CLYB8T 0T F09°6TL LT LPEER0'YI 635 vFR° 1T '00) INBAN ADSIS{ MO PO
%871 001°¢I¢ £60°661 819 11% Fop 128 0D IR RIURA|ASULR SIDWNSUCD
Yol GE £86'799'9 LICTBOF % LOS'ESEE STHPOO'T 00 Iep, tegngng eiydjapeliyd
Yrmolo 8661 L661 9661 S661 Aqeieg saxe ] moduf
punodwo.)
Yol ST BL169E'G1 £98°196'6 09T R0Y'T1 STLLES L "07) 3B AY, URDUBUIY RIUBA|ASULD
YL 0 LBL'RLE'G LSP LEY L STHF Y'Y OPIPEL'6 d3eIdaY (U
%3 8Z- 085°L80°L 785'556°T1 10¢'368°Y SLT'LES6T 0D Ie AN UBDLIDUNY ADSIDf MIN
%l T SPE ST 01 CL6°LS6'6 610°T0E°6 H96°725'6 0D Jnep Aunog SIno g
%581 SETO80°11 r09°es1'y 170°688L SLEOPI L "0y 1918 AN, AOSIS[ MAN PalU()
%l Lt 0% pSE'T 01£°013 £TL10L G91°9Z8 "07) ISIB AL BIIBATASUUSY SIDWRSUOD
%761 8.7°0¥5 91 $68'69T°01  § 6T0°9LF6 BFELLL'G 07y 1Y ueqIngng eiydieperiyg
2010 8661 L661 9661 S661 Aqudeg sHUNeIdY
punodwio)y
ZI140 L adeyq 8661 - S661 ‘1€ HAFWADZA FAANT SUVIAX AHL HOA
1A XIANFddV VLvA 1ANVS AAILVIVINGD LITHS AINVIVE

ANVAINOD JILVA NVOTFIINY VINVATASNNAL




(MJIM-3)

Page 96 of 124

Exhibit

%571 LO1'SEL'8L SLFLOT'6E LOYTSO'SE CTT'COLPS "02) I UBDLISWY BIURAJASUUD]
%98 €89'906°1 € CLUTBLEE 197" 90% 1t FLLISL Y admiaay [2ueg
S0 E EIF9LE6T STR6IF'IS TRECTL'TH 2L0°6Z0OLOT "07) 1012 A UBDLIBULY ADSIS) MON]
%l ¥ 8£5°960°61 £1£778¢°81 671065791 686'1E5°91 00 Jare ) AuUno)) sine'T 1
%80 1$L°20°T8 £96°€51°09 088°0LL'TS $65'9TH'TH ")) 1918, ABSI9) Mo panuf)
%L'E9 PELOLS LI 8LOBLL'D 0%6°€£8°S Z8E P00y "0 J2IB A EIUBA[ASUUSJ SI2WNSUOD
%ol) T 066°98" 1+ FROCLE T E 94690165 § 1170168 § "0 1214 URgINgng 21ydispeiiyd
IM0ID) 8661 L661 9661 5661 SMUHGRLT IUALIR) [BI0 ]
punoduio
VAR £79°658°17 TYOTI9TT 8P 00881 68C°TIETL "07) INBM, UBOURIIY BlUBA[ASULS]
%&' | 011°L69°8 16869701 TRL'ILY'S 165°L1E'8 aderony [puRg
08 1~ SrL TRV LI F1E'97L°0T S8¥' 09891 9CE LRT 8T "7y ISVEA, UBOLISWY A3%1af MIN
%58 009°596°L LET1S0'8 TELOPE9 $0L6ETD 0D IMea AlunoD) sIn0T I8
%119 168'28¢"1 §6L0ETY TP 86L°8 1£0°6$6°C "0 1918 ADSID[ MAN PRILU(
%1'T- 8TT'ELI’l 8015t ZEP'OLTT 7857811 0D IRNEA BIUBAASUUS SISWNSUOC)
%8 L £21°165°61 SLT'6Z0'CT LOT'ERSEl § 0LLEFT] & "07) B A UeqIngag elydiope)iyg
3maLn 8661 L66T 9661 5661 SR LRI JUALIND 130
punodwoy
7130 g ey 8661 - 661 ‘1€ AFWADIAQ CHANY SYVIAA THL ¥04
TIA XIANAJAV VIVQA TINVd JALLVIVANOD LIHHS ADNYIVE

ANVAIWOD HALY A NVIITIAY VINVATASNNAL




(MJIM-3)

Page 97 of 124

Exhibit

Yol € FICEI9t FLYGOL TP 9i8'8SY ey FEOTEE Iy 00 I0IEAY UBDLIDW Y BIUBA[ASUUA]
%L6 TIITELst TG1UvLLET 9TO'8TLIT 686700961 a3RIaAY [aued
%¢8 605 1¥H°9€ ELP'TIOSE §99°6y1°EE POY T89'8T 00 B M UBOLDWY AISIOf MON
%€l 19'208°¢S 991°0% 1LY 616 1y P16'169°9€ 0D JaleA Aunog) simo g
%56 6FE 3569 666'S19°9 CER'908'S 116'610°C 0 S1eM A3SI3( MAN PANUN
%6 EF0TIES OPEIYT'S 098°838't QE6°S50Y 00 JIIBA BIUBA[ASUUD SIOWINSUOTD)
%0'F 600°966°9T  § L78°SS8'YT  § 9T1°668'€C_ § LTLP6IET 0D Jate uegngng eydiapetyd
UImoas 8661 £661 9661 5661 UOLIINIISUOD) JO PIY U SUOLIM{LiUOD)
punodwony
Y%l'6 89%'95E° 181 P2 L9991 £o6LiLoyl 6087055 LEl 0 [9lBAy UBOLIDWY BHUBAIASULIG
%Iy EITSPLSL £00°6£8°¢L SELLYLEL TP EET L adeIaAY [aued
%66 0T906'86 LIF8ET 01 3TSBLLYE 908 6¥Y'vL 00 11BN UBOHAWY AIRIS[ MaN
%87 O6L'LIE'LS L86'810°09 GISERL 19 01£'800°€5 00 JEM AUNoD SInoT g
%1°0- £9° 9L I 0977599101 TOF9LS Il 855" L0°L01 "0 J01By A3SID[ MAN PIUU[Y
%8¢ LESTLSO'TT 918°986°01 T9E96F'01 1790866 0D RIEA RIUBAJASUND SIRWINSUOY)
%0, SYO'E8y66 LES'S89'I6 § £08°cri'ss ¢ PE6'ESE T8 ‘0 Ielem ueqingng eiyd|apeqiyg
Ymoa0 8661 L661 9661 S661 SANHQEIT JAIO 7§ SUPALD PR
punodwo)
7130 ¢ 90egd 2661 - S66T1 ‘1£ HIFWIDHEA QAANT SHVIEX FHL 40
1IA XIANAddY VLV TANVY JALLVEVANOD LAAHS ADNVIVH

ANVAAIOD 931V NVOIRATNY VINVATASNNAL




(MJM-3)

Page 98 of 124

Exhibit

%E 6 §CSTLIOR] SLO'6TY'STI £9CTI'LE 018'897°401 "0 I3l UROLIDWY BIUBAASULDG
YT 11 18£°9L8'LL $21°888'0L QTLILY'TY 9p6'609'95 a8ridny [oueq
% 11 £09°680'16 £99°120'28 $F6T1LS'TL £87°788°69 ‘0D IR UBSLISWY ASIOf mON

%8 1£°501°68 £56°066'6L 0SHbPiTL SESSITLY 0] 1M AUnoy) SN0 (18
%S 11 SHEISHoT 188'185°6€ 0LO'DSELE 808'6L6°9€ 00 JABA, ADSIDf MON PANUY
%601 690'05L €1 59T 0ESTI EYT'LLEDL 80T°€60°01 10D Q1B A PIUBA[ASUUD] SIOLUINSUOT)
AR LSEPBE TSl § 9L8°CO7°0FE  § S68FI1E0TT_§ P68°8L8°T01 ‘0D Jarey uequngng erydiepelyd

o) 8661 Lo6E 9661 $661 SBUILIBY pauTE)ay
punodwmea’y

%6 b 9ES 667987 £01°€82°98T EPP89T°69C 8E6TSIHG 00 INEA UEOLIGWY RIUBAJASULD]

%6'8 b06'0E£E' 69 TLE'TTE 19 £60'S17°85 €68'C1L€S aBarany oued
%TT] £28'5¥9'LL1 £T1026'8SY £20°L80'p1 £75'789°STT 0] J3te UBDLIAWY ASSID] MAN

%00 91LP9L'E 1L YOLT SILPOL'T GILPILT ‘00 Jaep Aunoy sinoy g

%0 9pL'988 18 9rL'988°18 8¥6 08118 8p6°081°18 07 IAVBA ADSIS[ MON PANIUSY

%S ¥ $8L°LYT'S] T S8LLYT W1 $8TOLLECI 00 J912 A BIUBA[ASUUD SIDWNSUO))
%6 V71 B¥9°601°6%  § T66'Y6L'8r  § T66POL8Y  § T66'PLESY  § 0D 13tem ueqingng eydiepeiig

PA0LD 8661 LG6Y 9661 S661 fendel) up-pleg [uomppy
puncdwo)

Z1Jo 0y adeg
1A XIGNIddV

8661 - $661 "1€ YAAIWHDAA TACGNT SHVAA AHL HOA
V1VAd TANVd JALLVEVANOD LIFHS IONVIVE

ANVANOD HAIVAA NVIORIAINY VINVATASNNI




(MJM-3)

Page 99 of 124

Exhibit

%8 61 COS PTG CTr' T68'8I8°5SC 0L1'BES 06T LLT'SPTRTS "0 JOIBAY UEDLIDWY BIRIBAJASULD
%19 SO LEE 95S CHPELL8IS 080°6£5°005 ELLLY COF o¥r12AY |2uBg
%£'0 0ZF'85L°800' OF9 185096 T97T51°0L6 616°S0F 658 "07) ISBA UBDLIDWY ASKIf M3
%I'T 119 111zey r10°C8L°61F ¥69°919°60% 1§V BLETEE "00) WBIRA, AUn0D) SN0 1§
%t b 008 $¥9°£56 C1F'801°608 0£1°9TLLOS LTGOET'LEY "00 IDIE M ADSIDL SN P[]
%18 £69"000°00} 628°0Z0'LY SIH'Co8'e8 FOLGET 6L 00 JDIBAL RIURAJASULD SIOWNSL0D
9501 TELRITREY & SICILFLIO 106'F0E 185 0S9'LESTLIS *00) IS1eA, veqIngng eydjepe|igd
{Is010) 8661 L661 9661 5661 YO AN JIN PUE SINEIQEL] 8101
punodwio’y
%691 RCE'BLE LbY SOG G IFYET £69°L8¢ 0% $EO0EL'TT "0 4918 AN, UEDLIDWY BIIBA|ASUUD
%%6'8 9L9'8TI6L] 1SF°658°791 $83°615°051 LLSETOBE L 25eI0AY [PuBd
%601 9TF 60L SEE 98Y°169°17¢ 99L° 161 76T 901205097 "07) J91E M UBDLIBY ABSISf MON]
265§ LPT0LL 611 699595 711 991'608'901 1SZ°088° 101 "0 INBA, AIUNOD SINOT IS
%8¢ 126'Fr1'6H1 LSEPLT TR 8P 9L 6€1 98" 006" 8E 1 "07) 19YR N ARSIDf MON pOliufY
%89 GLOFTSTE SLYPOE ST €68 ISLLT 890'558°'5T 07y B AN BIUBAASUUD SIDWINSUOT)
%0'E] SO0'PEY' 65T S $98°09¥90T L88°605'981 9L6'ESRSYT "07) 3Te A, UBQUNONS BlYdISpRI
YIMoasy 8661 LBGE 9661 S661 Apnby uowwo) w10y,
punoduso?)

7130 11 3deq
IIA XIONAddV

8661 - 5661 ‘1€ YFIWIDFA AHIANT SAVEA THL 304

YIVA TANVd JAILVEVANOD LIFHS dONVIVE
ANVINOD ALY A NVOTHINY VINVATASNNIL




(MJIM-3)

Page 100 of 124

Exhibit

YoF'8 05£°881 6657181 8Ll L00°8¥ [ 0D 4518 UBILIDUIY RIUBAJASULD |
Sl'v LET'E 910'8L1 FTUSLI 6L8 0T adriary foued
%S 0£9°61T 01TsIE S¥18IT S1.°881 "0 JOIE A UBDLIDIY ADSIA[ MAN
%91 LLO D1 666'¥01 SP6TOL 696°66 0D R Awnoy sine g
%'y 1L0°0LT 808'6VT RZ89TT LE1TYT 0D 131ep Aosiof maN petun
%v'9 FOS'SG1 SlEbyl OTR'GE] 796°LE] ‘0D 3TBM BIUEAIASUUDJ SIDWUNSUOT)
%89 681°861 3 LGS LL] 1£1°691 S 8PLTI] ‘0 JRIBA, UBGINGNS BRYd|apEY]
YIMOID) 8661 L661 9661 661 UIBIAL JO AA/SIISSY [B10],
punodwo’
Yt L 99’ ¥56°C SLLT 651°T 07 191, UBSLIDINY BIUBAJASUUD]
08¢ S6L'T 1LT°T 05T'T e ITRIAY [DUE]
%ty Pr0'E 856°C 8387 vL9'T 100 Jole M UBDUDWY AISISF MAN
%91 SBCI $BET 65¢°1 17¢°1 ‘0] e AUNe) SNt 1§
%b'€ S90°€ 9E87 598 818¢ 00 1038/ £9sidf MON paNUN
%389 ' 621 PSO'T 900°z "0 JR1B A BIUBA|ASULAG SIIUNSUOTY
%9'F $6T°T $ 001°Z &11°T $ 900°C "0 doem ueqingng erydfopeiyg
YINoaD 8661 Lo6!I 9661 G661 J3WOISN7)/51988Y [E10 ],
punodme’)

7130 21 28eg
1A XIANTdV

8661 - 5661 1€ AATIWIIAG AIANT SUVIAA HHL 04

VIVQE TINVE JALLVEIVIINGD LATHS HONVIVH
ANVAINGD HALVM NVITHHINY VINVATASNNAd




(MJIM-3)

Page 101 of 124

Exhibit

zieq] Suneiad() pUB [RIDUBUL ] "SAIUBGIUOTY JNBAY JO UDHIRIDONS Y [BUOIIEN] 1PN0T

%L1 Lor LBV s5lr 9 "07) JOTEAN UBDLIAWY BIUBA[ASUUD
%5 9z¢ §1§ 86F LY S3riony [Pued
Yy € 9L¢ 65§ £5¢ LZE "07) JME A, URDLIDUWNY ADSID[ MON
%91~ 96 618 LIS 12¢ "0y JIE A AIUNOY) SIN0TY IS
%Sl 08% 1314 99% 11t 07 IMNEB M ARSIS[ MIN PIMUN
Sv9 908 [ 554 oy 07} 01BN BEUBA[ASUUDJ SIOWNSUOD)
ST & [LS £95 LYS 06% "00) 1otep elydjapR|Iyd YBqINGnS
Y3MOI5) 8661 L66T 9661 S661 saakojdurg/s1owoIsn)y
punoduwo’)
%51 %8 '9C % 6L %8'TL %9°5T "07) 1B URDLIDWY BRIUBA[ASUUD]
%l Yl 81 %L 81 %%t 61 %I Ll 28eiaay [PUB]
YoL'EL %011 %L 6 %O EL %9 ¥ ‘07 Jalep, veoLaLLy ADSIaf MEN]
Y% 1- %961 %151 Yot 1 %191 07y IDIBAL AUNCD) $INCTT 1§
%9'T- %0'81 %L T 7961 %L 61 07 I AL ADSIOf MBN PANUQNY
Yl O %87 %6 LT Yol 1€ %L 8T 07 ISIB AL BIUBAJASUUD T SISUINSUCT)
501" %991 b 01 %l 61 %1 LY ‘07) 39 A, UBQIRGNS BIYA[SPR{IY ]
IMOLT) 8661 L661 9661 5661 12)8 A7 20} PAIUNOIIEU[)
punoduie))
o [ 3384 8661 - 5661 ‘1€ YATWIADHA CAANE SUVIA AHL HOA
HIA XIONIILY SOLLVA ONV VIVA ONLLVHALO JATLVIVAAOD

ANVIWOD YIEVA NVIRIANY VINVATASNNAL



(MJM-3)

Page 102 of 124

Exhibit

%9°8 T96'65C 9RE"LET 014812 $99°027 00y I91B A UEDLIBW Y BlURA}ASUUD]
Yal'L 194 P8T 8T9°69T 89T 9¥T HE9'LET oBerany |ued
%16 798 T0v LLS18E P68 CHE RT0IL "0 IolR AN UBDLISIUY AQSIA( MAN]
%0'T 616°E91 C0L'6%1 £TFo81 1 pEl "0 1A, AUNOD) SINOT 1S
e 96L'EEE LE69TY FOLTIE SLI'BLE 07y IMBA ASSISf MSN PONUN)
%6 | T8T'SHT CI17'91Z POL'06 $TO'SLE "07) JoIB A\ BIUBAJASUUDJ $IDWUNSUOD)
YL rEr' LT 280°+¢$T 919°97¢ $ 162°02C ‘07 tane A, eiydiape|iyd usgIngng
1IN0y 8661 L661 9661 5661 $3A01d W F /SoNUIAIY 55010
punodwoy)
%86 T50°50¢° 1 0782’1 QTLEITE L50'986 "0 JoT AL UBDLIBWY 2IURA[ASUND]
%901 8ET00E°E 868°CiT’! 620'8€10Y 1£0°096 PEEIGAY [FUB]
%391 060°9L8' 1640041 TTO'199'1 STE9LT "07) INE A, UBJLIDUIY ASSIAf MON
%9T 9T86LL Fe178LL 169°SvL 688°TTL 00y IR Ay ALURDLY SINOT 'S
Y3 YIS wLE' ] £L66EE' 0TISsT SO1°680'1 "0y 191EM, ASSIOf MAN PAIUN
%S0l LE9'FRO' 606820 06L°¢88 978'C08 “07) 101e py BIUBAjASUUS] SISWNSUOD)
%E 1 150°98¢€'1 FI9CET QTEPFTT § 115°800°1 "0 191E 4, wequngng ewydiope|iyd
J1M0I5) 8661 L66T 966¢ S661 sashopduwy JUB|] $5019)
punodwo?)
G jo 7 a8eg 8661 - S661 ‘1€ WAIWIDHTA TIANT SEVIA AHL A0
A XIANAddY SOLLYY ANV V1VQ INLLVEEA0 JALLVAVAINOD

ANVIINOD dALVM NVOINAWY VINVATASNNAD




(MJM-3)

Page 103 of 124

Exhibit

%8'% LE LTS LG9O8y 60 LTS G ILY "00) JNEBA, URILISWIY BINRA[ASULAG
S8 E [L'8tS 9L 91¢ SLvov EERS afesoay |ouLy
Yb'& 607660 18T89 Y59 07685 "00) JRlBy UBDLIDWY AJSIS[ MIN
L€ 0¢£08¢ §1'97¢ B$T0E 9¢'96% ‘07 d9tep, AIUNOD) SINOT 1§
%%0'T LL 769 SELLY ry 899 T¥9L9 07y 40ep, ASSIOL MmN pauuf
%S E168Y 1% a4 8Ly ¥< 91y -00) IGIB AN RIUBA[ASULDJ SISWASUOD)
%5 T LT VBY £ 00'15% 85'8Lr £ 6br "07 191 Brydiape g ueqmgng
YIMoID) 8661 L661 9661 S661 $JIWOISH)/SINUIAFY 55045
punodwo’)
Vel L LT 178 £99°T 201'T "07) JONE Ay UBOLIBWIY BIUEA[ASULID]
%T'9 TSH'T STET LLTT 890°T aferany [pued
%t € 98T'¢ £P0'E £00'€ yTT "07) JDIB A LBILISWY A0SIaf MaN
%I ¥ A 6641 el LBE'L "0 JaTeAy AIUNOD) SINOT 1§
%l'E 1987 69L°C 769'C 8¥9°T "0 1218 M ASSIOf MON PAIIUN
%6 € SP1T (A PEO'T £16°1 "07) INEA BIUBA[ASUUS SIOWNSUOT)
%ol.'S 8T § £61°T S1TT LSO'Z 00 191E A Ueqingng eryd[epeiyd
J1a017) $661 L661 9661 5661 SLOUIOISN )/ JUBLG S5045)
punoduo)
S Jo ¢ adrg 8661 - 5661 ‘1€ ¥AFWNADITA GAANT SHUVIA THL 404
MIA XIANAIIY SOILVY (INV VILVU ONILVHIJO AALLYVEVAINOD

ANVAAOD YRLYM NVIRIANWY VINVATASNNAD




(MJIM-3)

Page 104 of 124

Exhibit

%6'¢ 0% 81°¢ 606 Lty "07) 1B AL UBDUISWY BIUBA[ASUUS
us1'T 65'F 9g'v 9% e afeRAy ourd
Yl 'L 899’y 9v'y 08’y 6L°¢ "07) JJBAN URDLIAUIY ASSI3f MON
%90 9L'¥ No'F L'y 89t 07y Istepy AJUNOY) SINOTY IS
%11 4% 60t iy 6'¢ 07y 19BN ADSIS[ MON] PARIUN
%t 1- [444 SL'F 9t 65Y “00) 13184 BILBA[ASUUD $I2UINSUOD)
Yl € 10°S 08'% SO0's 35 "00) 1B AL BIUG|IPR[IU4 urRqIngns
Mo 8661 L66T 9661 S661 SINUIAIY/IUE| $5010)
punodwo))
AN ST661 69°00¢ 81°LIT Q61T ‘07 J21B A UBDLIQUIY BIUBA]JASUUD]
%t 0 6L 1T LYB1T £66IT L96IT afwaay |pued
%% 0 TLELT £ F9T T9'L9T 95 QLT ‘00 101 A UBDUSWY ASSI3[ MAN
%0’ 80°L91 167991 05891 FT LS 00 DA AUNoD) SIne g
%L ¥1'88T L 16T L98LT 00287 "0 1018 ), AaSuof MON PANU[)
%91 09661 L1061 9LT0T LS061 "07) I3 A, BIUBATASULID SISWINSUCT)
%6'T" 197081 057081 51081 9T L61 "07) 199R A, uBgqINQNg BIYd{PpRiyg
Ymoan) 8661 L661 9661 5661 spwoysn) sasuddxy W B O
punodmoy
G 10 ¢ 2deyg 8661 - S66T ‘1€ YIIWADIA GEANT SYVIA FHL 404
1A XIANAdAY SOLLVY ANV VLVA ONLLVYIJO FALLVIVAINOD

ANVANOD HALVA NVIOTHINVY VINVATASNNAL




(MJM-3)

Page 105 of 124

Exhibit

%Lt 4y sty ia $3°¢ "07y 4918 A\ UBDLIOWY BIUBAJASUUS
%Il §5°¢ 29°¢ 08¢ i8¢ 38eI9AY [PUR]
%T L 88°€ SL'E [4%4 sh'g ‘07 19TR AN UBDLIGUIY ADSIO[ MAN
%t 1 $5'E 6F'€ 69°¢ 69°¢ 00 19E M, AUno)) SINoT 1§
%5 0- 81°¢ 0Tt 17t LT'E 07y 12)ep A2819f maN pailuN
T T oc¢ 88'¢ €R°¢ 08¢ "07) Jovem BIUBARASUUDJ SIWNSUOD)
%9'T 11y L6'E 91’y 08¢ $ "07) J9IE A UBQUARS Bryd{ope|iyd
YIMoID) 8661 L66Y G661 S661 $INUIANY/IUTL] 1IN
punoduion)
g Jo g adey 8661 - S661 1€ YATWIADTA JAANT SAVIA FHL 404
ITIA X1AN3ddY SOILYYE UNV VLVA ONILVAEL0 FALLVAVINOD

ANVIWOD ALV NVITTHINY VINVATTASNNIC




Exhibit__ (MJM-3)
Page 106 of 124

Dennsylvania~American
. WVater Company

. : ®
Our commutment is crystal clear

UG Focused
Management/

Operations Audit

(Implementation Plan)

October 2000



Exhibit__ (MJM-3)
Page 107 of 124

Summary



(MJM-3)

Page 108 of 124

Exhibit

ﬁ uoned( 0
SJUDPISDL] AN

"SISBq JUILSSISSE YSL B U0 AljIqeIaunA WYInoip 10g

19{oug

UOPISAI 1007 31290120 | ssaIfold uj pa1daody | palen|ead SIOLNSIP 3SOY) 10j SAANSEIU! UOTIONPAI PUBLISP PUE UOISUXD I
Ajddns pade)s sy} woddns 03 suejd uonse uawafeuew fewaiur dojaaacy
Suiuuely Louadunuor) JySno(
uonesd( JO
SIUSPISALJ DDIA “}I0M A3AINS NeI] [ENUTUR
“UBDISIE] ooz judy | ssaxdoid uj paidanay wrogiad 03 [9UU0sIad 9SNOY-UI PUR $1010B1U0S JO X1t Meudoidde £
A1 UITLIALAP 0} $1seq dtpouad B uo Apnis 11Jouq/1sod & Jonpuor)
uonead( 10
SIUAPISDL ] St A "S1SBQ 3PIM-2]BIS B U0
“UdpIsaIg (007 1990120 $S21301J U] paidosoy | solepipues juswade(dos utew sznuod A{[esnewsisAs 01 Japio ut S10108) Z
padem uo paseq aunpasord Juswaoedas utew pazi{euno; e dojeaacy
uonessd() JO
SJUDPISIL DDA "2anpasoud
“uapisal | 100Z J2qoin | ssatdord uj padaooy uolezZNLIoNd WdWa0R[doT UIEW POPUSIUUWODL DY) M PIZIJIN oq 1
01 aseqelep Jieda: pue Aaatns yes| spim-Auedwos porewoine ue dojaaa(g
IIE AN 10)J-PIIUNOIDBU(
Juuraourfuy]
30 UapISHL] A0IA
uonersdey jo "SSINSEIW UONRAIISUOD ATISUD DANDIJI-1SOI AY) U0 POSEq Jouuewr
SIUIPISII] FNA 100 100100y | ssarforg u] pa1dandy | Ajaullt B U] SOUS 9S3Y1 10 SUPTE ATIDUS 10MPUOD PUe ‘3[nPoyos dZIIUCU i
UAPISAL ] "So1i§ 91epIpURD Npne AZ1ous (enustod AJuap: 01 19pio Ul S1UNCooE
Pa1a1aul puBWap 67 S11 10y Aoains AZzoua Areurwirjald jueLing e jonpuos)
JuaurInIoLy AUy
JoInseal] ¥ "Jd'A
TUOPISIL] 1O0T 1290120 §$2a8014 Uj paidanoy "KIBSS300U SB 9SIA2) PUE MIIADI Ajjestpouad pue {enuew ¢
sainpadoid pue saronod Sunesado jusweSeuew 210140A 31 21epdny
Iamsead] W d'A
JUADISDL ] 100T 13qo1w0 | ssa1folq uj paidacoy "s1seq o1porad e uo sarpnis Jupjrewyousq z
eouoetd Sunesado pue Aranoe 1509 193|) UBURIOP puE Npue)
Iansedl] ¥ d'A "SpIepuess Funesedo 193] 2010jUd 01 pue AuUaIoLJaul
quapIsal] 1007 dy | ssasforg uy paidonoy Funelado sopypa Anuapt Apedord o) siseq Aot e uo siepweied I
a1y dlepdn pue ma1ad1 A[jed1porsad pinoys JusaBeuRy a[yosd 199y
s, Auedwo ay) uo peseq srapuwiered uondsoxo o1y a1 SZIWOISNY
saonexdd() 1221
aqisuodsay e snielg ueydoooy UONBPUIUIUIONDY "ON
[BUU0sIa] uoneuttejdury oY




)4
PN
-
M...I
Wo
(9
o
A v
o
-
= o
28
<
L

& A WIS 1007 489010 | ssa18oag uj pa1daooy | FEMIN 24 1Byl a1nsus 01 ssazo:d e ysiqelso pue ‘ssa001d urseyoind €
Y] O1UL 31 21e2TDIUL pUB 1ST] JOpU2A JIAM W S Auedwon a1 owepdn
Jpondwo) o
% A 1oz (idy | ssasBord uj poidanoy ‘[oae] oFeury Sunerad() feuoi3ay o) JB paYsIqeIse i
“uapIsas ] ANIGRIUN020E Glia [0 JuswaIndold JEamN enwue dofaasgg
$904N0SYY
wewngy jo ' A "suoeso] owdesfiosd ale10dio)-AaysIo}] PUB ‘UCIRIDG/ALIBG-SON[IAM
“quapIsald fopz pady | ssauSoxg ug paidoooy ‘YBmgsng syy Joy Aj[eroadss ‘sofejusorad juawiAopdue Ajoutw 1
pue afewa] s Auedwoy) ayl Surseardul 10y $3qeI9WN yim s[eod jog
AJsIdAI(
V/N VIN ViIN VIN SUON
uonisIboy M pod
OSMMY
‘SUpny Jeulsluy sopuedwos Juttesado DM MY
Jo 10303117 (31pne jxou) IDYI0 pue DMV d 01 papiaoctd Ajpunino aq pinoys podal ypae sy} Jo
pue {SMMY 1007 12qo1() | ssa1doa ] ug paidoody | Adod v "mdtads oSeyo Buljiq 10211p pue U0HEI0[[€ 1509 d1pouad ay) 10) 1
“1arjonduwo;) ‘PADURWIUIOSSI SUCHOE SANDRLI0D AU] SB []om Se ‘S)nsai pue adoos upne
7 1UIPISAL,[ DTIA Y1 $oUap A1eald jey; nodal NIpne [RWISiUL PAIEIdSp 210U & dOjoAd(]
SHONBOO[ Y 150D
‘pazijeal
181n$e31] % "' A 3Q p[no2 ey} suoljonpal uiyels pue siuatuaacaduwt Aanonpoid 197301
IUAPISDL | 1007 1290120 $$21501J U] padeooy yotym sasuadxa [endes pue Sunelado jo sTsA[eue ue apR[oUI ‘WBISAS I
(V) FUIpeal IDW NIOMISU-PaXI] MIBWOINE U JO JuswAojdop
[elLIed JO/pUE Jjn] 10] $ISA[RUR JJOUDG/ISO0 B JUSWNDOD PUER LU0
suIpeay I3
"MB1AD]
ALOJe{nEE 10§ $11NSAL ISAL|} URII PUB ‘LOTIZPLOSUOD 3Y} WOLJ Sitjouaq
amsel] @ d°A pazijeai pue $1500 uolEudWdidun [enjoe Xorn A[[BULIO} PINOYS DAV I
AP 1007 pady ssasforg ug padasoy | ‘ospy ‘uasoud ASotens uonepijosuos jo poddns ui saskjeur AU 1509
pue sue|d Pa[{lop WANO0P PuE 212[dI0d PINOYS JUBWATBURA ‘SIDUDD
[[22 221AI5S JoW0snD BullSiXa U] DJEPLOSUOD O $1L10]1d INUITUO))
UODEPHOSUOY) 12)Ju3)) J[¥)) JIWI0)sn))
arqisuodsay ARG sMIEIg souryrdasoy UOIBPUSUILIOOY "ON
[PUUOSID | uoneIUows|dwy 09y

paz=ltl B |




Exhibit__ (MJM-3)
Page 110 of 124

Detail



Exhibit__ (MJM-3)
Page 111 of 124

Pennsylvania-American Water Company
IMPLEMENTATION PLAN

FLEET OPERATIONS

Recommendation No. |

Customize the vehicle exception parameters based on the Company's fleet profile.
Management should periodically review and update the parameters on a timely
basis to properly identify vehicles operating inefficiently and to enforce fleet
operating standards.

The new parameters will be established by type of vehicle and customized to meet
PAWC’s requirements by April 30, 2001.

Company Acceptance

The Company accepts this recommendation.

Discussion

'The vchicle exception reports have been moved to the financial area of the
company to determine what parameters are to be established for the different
types of vehicles to monitor and distribute the exception reports. In conjunction
with our fleet management company, the parameters used to determine exception
reporting will be reviewed.

Implementation Date

The recommendation will be implemented by April 2001,

Personnel Responsible

President
Vice President & Treasurer



Pennsylvania-American Water Company
IMPLEMENTATION PLAN

FLEET OPERATIONS

Recommendation No. 2

Conduct and document fleet cost activity and operating practice benchmarking studies on
a periodic basis.

Company Acceptance

The Company accepts this recommendation.

Discussion

In conjunction with its fleet manager, PAWC will develop benchmarking studies
and annually conduct fleet cost activities.

Implementation Date

The recommendation will be implemented by October 2001.

Personnel Responsible

Prestdent
Vice President & Treasurer
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Pennsylvania-American Water Company
IMPLEMENTATION PLAN

FLEET OPERATIONS

Recommendation No. 3

Update the vehicle management operating policies and procedures manual and
periodically review and revise as necessary.

Company Acceptance

The Company accepts this recommendation.

Discussion

PAWC will review and update the vehicle management policy and procedures
which will contain vehicle use criteria, safety guidelines, operating practlces and
vehicle determination needs.

Implementation Date

The recommendation will be implemented by October 2001.

Personnel Resbonsible

President
Vice President & Treasurer
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Pennsylvania-American Water Company
IMPLEMENTATION PLAN

ENERGY PROCUREMENT

Recommendation No. |

Conduct a current preliminary energy survey for its 29 demand metered accounts
in order to identify potential energy audit candidate sites. Prioritize, schedule, and
conduct energy audits for these sites in a timely manner based on the ¢ost-
effective energy conservation measures,

Company Acceptance

The Company accepts this recommendation.
Discussion

Pennsylvamia-American  Water Company intends to  implement this
recommendation by conducting the preliminary energy survey for its 29 demand
metered locations. The objective of the survey will be to identify, prioritize and
schedule energy audits for selected locations in a timely manner.

The ultimate goal of the seclected energy audits wiil be to identify energy
consumption patterns, identify and quantify energy conservation measures

(ECMs) and to evaluate strategies to reduce energy usage.

The preliminary survey will be conducted by either internal expertise or a
combination of internal and external (consultant) expertise.

Implementation Date

The Company will implement this recommendation by October 2001.

Personnel Responsible

President
Vice Presidents of Operation
Vice President of Engineering
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Pennsylvania-American Water Company
IMPLEMENTATION PLAN

UNACCOUNTED-FOR WATER

Recommendation No. |

Develop an automated company-wide leak survey and repair database to be
utilized with the recommended main replacement prioritization procedure.

Company Acceptance

The Company accepts this recommendation.
Discussion

The Cormpany’s operating personnel maintain some form, i.e. paper (file folders),
leak cards, computer spreadsheets, etc., of main break records. The Company
will enhance a PC data-base program, already in use in one of the Company’s
operations, to develop a standardized data-base for use state-wide. Data currently
available in PAWC’s various operations will be reviewed to determine that the
most meaningful and value-added data is included in this program.

Once the standardized program is developed, the data-base must be constructed
going forward before it becomes a usefu! tool in planning capital main
replacement projects. The data-base will be capable of being queried to provide
information in a number of ways,

Implementation Date

The Company will develop the data-base program for state-wide use by October
2001.

Personnel Responsibie

President
Vice Presidents of Operation
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Pennsylvania-American Water Company
IMPLEMENTATION PLAN

UNACCOUNTED-FOR WATER

Recommendation No. 2

Develop an automated main replacement procedure based on weighted factors in
order to systematically prioritize main replacement candidates on a state-wide
basis.

Company Acceptance

The Company accepts this recommendation.

Discussion

The Company agrees to develop a uniform formula-based procedure to
objectively prioritize main replacement candidates across the state. The formula
will be developed based on input from operating personnel so as to include all
necessary factors in identifying potential main replacement projects.

The formula-based approach will be used as soon as a meaningful database
(unaccounted-for recommendation R-1) is constructed.

Implementation Date

The Company will develop the formula by October 2001.

Personnel Responsible

President
Vice Presidents of Operation



Exhibit__ (MJM-3)
Page 117 of 124

7

Pennsylvania-American Water Company
IMPLEMENTATION PLAN

UNACCOUNTED-FOR WATER

Recommendation No. 3

Conduct a cost/benefit study on a periodic basis to determine the appropriate mix
of contractors and in-house personnel to perform annual leak survey work,

Company Acceptance

The Company accepts this recommendation.
Discussion

The Company will periodically conduct cost/benefit analyses to determine the
benefits of external leak detection resources to supplement the Company’s
existing resources.

The cost of additional external resources and potential additional capital
expenditures or maintenance expense will be analyzed against expected cost
savings resulting from reduced unaccounted-for water, i.e., chemical, fuel and
power and waste disposal costs. :

Implementation Date

The Company will implement the recommendation by April 2002.

Personnel Responsible

President
Vice Presidents of Operation
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Pennsylvania-American Water Company
IMPLEMENTATION PLAN

DROUGHT CONTINGENCY PLANNING

Recommendation No. |

Develop internal management action plans to support the staged supply extension
and demand reduction measures for those districts evaluated for drought
vulnerability on a risk assessment basis.

Company Acceptance

The Company accepts this recommendation.
Discussion

The audit recommends development of internal management planning documents
to support the Company’s staged supply extension and demand reduction
measures outlined in its Drought Contingency Plans,

The Company intends to implement this recommendation by including additional
documentation as needed. PAWC will review each of its Drought Contingency
plans and incorporate additional strategies to dea! with high risk operations
normally first affected by drought conditions. Management plans will be reviewed
and additional language drafted as appropriate for each system. Support language
will be added, as needed, to each plan so that objectives are sound and well-
defined and action plans clearly documented,

Implementation Date

The Company will implement this recommendation by October 2001.

Personnel Responsible

President
Vice Presidents of Operation



Exhibit  (MJM-3)
Page 119 of 124
9

Pennsylvania-American Water Company
IMPLEMENTATION PLAN

CUSTOMER CALL CENTER CONSOLIDATION

Recommendation No. 1

Continue efforts to consolidate the existing customer service call centers.
Management should complete and document detailed plans and cost benefit
analyses is support of the consolidation strategy chosen. Also, PAWC should
formally track actual implementation costs and realized benefits from the
consolidation, and retain these results for regulatory revicw,

Company Acceptance

The Company accepts this recommendation.
Discussion

A preliminary customer call center consolidation study, encompassing the entire
American Water System has been completed. The study will be updated with
more specitic information once the site selection process is completed. It will
include a cost/benefit analysis evaluating potential service improvements and cost
savings as compared to the current decentralized system.

The consolidation study, as well as actual implementation costs and realized
benefits, will be documented and made available for Commission review.

Implementation Date

The detailed implementation plan is currently in development and expected to be
completed by year-end. It will begin merging the various companies’ call centers
in the first half of 2001, A final rollout schedule, including the order of merger, is
not known at this time. If a decision not to consolidate System-wide is made,
PAWC will resume its study to consolidate its three existing call centers into one
for the state.

Personnel Responsible

President
Vice President & Treasurer
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Pennsylvania-American Water Company
IMPLEMENTATION PLAN

METER READING

Recommendation No. 1

Perform and document a cost/benefit analysis for full and/or partial deployment of
an automatic fixed-network meter reading (AMR) system; include an analysis of
operating and capital expenses which reflect productivity improvements and
staffing reductions that could be realized.

Company Acceptance

The Company accepts this recommendation.
Discussion

The Company regards this reconmmendation as in progress. In conjunction with an
American Water System study, PAWC is studying the cost/benefits of a Ramar
radio frequency system as well as Itron and Schlumberger handheld systems,
PAWC received and analyzed proposals from Itron and Schlumberger to instal] an
AMR system in the Pittsburgh operation. The analyses indicated that, although
technologies continue to improve, the Company was not able to cost-justify an
AMR system.

PAWC will continue working with the various vendors to update/redo studies
when prudent and incorporate new technologies into the studies when available.
At the same time, the American Water Systern will continue to evaluate fixed
network AMR systems.

Iimplementation Date

The Company will complete this recommendation by October 2001.

Personnel Responsible

President
Vice President & Treasurer
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Pennsylvania-American Water Company
IMPLEMENTATION PLAN

COST ALLOCATIONS

Recommendatien No. 1

Develop a more detailed internal audit report that clearly defines the audit scope
and results, as well as the corrective actions recommended, for the periodic cost
allocation and direct billing charge review. A copy of the audit report should be
routinely provided to PAWC and other AWWC operating companies.

Company Acceptance

The Company accepts this recommendation.
Discussion

The Internal Audit Department of American Water Works Service Company, Inc,
will comply with the recommendation by including its audit program as part of
the audit report. The audit program will be paraphrased in the report to eliminate
specific references to report identification numbers, etc. that are usually included
in the audit program to make it easier for the staff auditors to follow.

The audit report will be distributed to all American System comptrollers. In the
past, the report was only issued upon request. The next Service Company billing

audit, scheduled for 2001, will incorporate the recommended changes.

Implementation Date

The Company will implement this recommendation by October 2001,

Personnel Responsible

Vice Presidents & Comptroller, AWWSC
Director of Internal Audits, AWWSC
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Pennsylvania-American Water Company
IMPLEMENTATION PLAN

DIVERSITY

Recommendation No. |

Set goals with timetables for increasing the Company’s female and minority
employment percentages, especially for the Pittsburgh, Wilkes-Barre/Scranton,
and Hershey Corporate geographic locations.

Company Acceptance

The Company accepts this recommendation.
Discussion

PAWC agreces that hiring goals with timetables be established for every operating
region in the state, with special oversight and emphasis in Pittsburgh, Wilkes-
Barre/Scranton, and Hershey Corporate. An updated statistical review will be
performed imimediately by the Human Resource Department to identify
underutilized job groups in all areas of the state.

As openings occur, Human Resource Managers, in conjunction with the -
appropriate department head, will take every step necessary in the hiring process
to achieve appropriate representation of females and minorities in the associate
population. The EEO Officer (President) and EEO Coordinator (Vice President
Human Resources) will review the results quarterly and discuss the progress at
scheduled managers’ meetings.

Implementation Date

The Company will implement this recommendation by April 2001,

Personnel Responsible

President
Vice President of Human Resources
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Pennsylvania-American Water Company
IMPLEMENTATION PLAN

DIVERSITY

Recommendation No. 2

Develop annual MWDBE procurement goals with accountability established at
the regional operating manager level.

Company Acceptance

The Company accepts this recommendation.

Discussion

PAWC agrees that procurement goals with accountability be established. Goals
will be established at the Company level with each manager held accountable for
his or her contribution to reaching these goals.

Each manager will be required to submit quarterly reports to the EEO coordinator
detailing procurement activity, inciuding dollars spent, new vendors and other
activity. The EEO coordinator will review the various reports and submit a
consolidated report to the EEO officer (president). During scheduled managers’
meetings, the EEO officer and coordinator will discuss the progress of the
Company’s MWBDE procurement program.

Implementation Date

The Company will implement this recommendation by April 2001,

Personnel Responsible

President
Vice President & Comptroller
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Pennsylvania-American Water Company
IMPLEMENTATION PLAN

DIVERSITY

Recommendation No. 3

Update the Company’s MWDRE vendor list and integrate it into the purchasing
process, and establish a process to ensure that the MWDBE vendor list remains
current in the future,

Company Acceptance

The Company accepts this recommendation.
Discussion

PAWC will update its vendor list by identifying minority vendors applicable to its
operations. This will be accomplished using four sources; the internet, UDAC,
affiliated Companies’ vendor lists and contacts made by local operations
personnel. The updated list will include existing and potential new vendors. New
vendors added will be provided to the EEQO coordinator and included in the
quarterly reports to the EEO officer.

The vendor list will be maintained on a company wide computerized network.
This will ensure that all individuals involved in the purchasing process have
access to the current list of minority vendors. In order to ensure that the list
contains current data, PAWC will contact each vendor annually to ascertain their
current status,

The Company’s financial software vendor does not provide or support
modifications to the purchasing software, PAWC will explore other options,
including custom modification to the software, to further integrate the vendor list
into the purchasing process.

Implementation Date

The Company will implement this recommendation by October 2001,

Perscinnel Responsible

President
Vice President & Controller
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