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BEFORE THE TENNESSEE REGULATORY AUTHORITY
NASHVILLE, TENNESSEE

IN RE:

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

Docket No. 08-00039

N S N S St vt '

SUPPLEMENTAL RESPONSES AND OBJECTIONS OF THE CONSUMER
ADVOCATE AND PROTECTION DIVISION TO THE SECOND DISCOVERY
REQUEST OF TENNESSEE AMERICAN WATER COMPANY

Robert E. Cooper, Jr., Attorney General and Reporter for the State of Tennessee, by and
through the Consumer Advocate and Protection Division of the Office of the Attorney General
(“Consumer Advocate”), hereby submits its responses and objections to the first discovery

request of Tennessee American Water Company (“TAWC” or “Company”).

GENERAL OBJECTIONS
1. The Consumer Advocate objects to the definitions and instructions contained in

the Company’s interrogatories to the extent that the definitions and instructions attempt to
impose on the Consumer Advocate a burden or obligation greater than that required by the

Tennessee Rules of Civil Procedure and applicable statutes and regulations governing contested

case hearings.
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2. The Consumer Advocate objects to the interrogatories to the extent they call for

information and the production of documents which are protected from disclosure by the
attorney-client privilege, the attorney work product doctrine or any other applicable privilege or
protection. The Consumer Advocate objects to the data requests to the extent that the Company
is attempting to impose on the Consumer Advocate obligations with regard to identification of
privileged documents beyond those required by the Tennessee Rules of Civil Procedure and
applicable statutes and regulations governing contested case hearings.

3. The Consumer Advocate objects to the Company’s interrogatories to the extent
they seek information not related to the subject matter involved in this litigation or to the extent
they are not reasonably calculated to lead to the discovery of admissible evidence. By providing
information in response to these requests, the Consumer Advocate does not concede that such
information is relevant, material or admissible in evidence. The Consumer Advocate reserves all
rights to object to the use of such information as evidence.

4. The Consumer Advocate objects to the Company’s interrogatories to the extent
that the Company 1s attempting to impose on the Consumer Advocate obligations to supplement
its responses beyond those required by the Tennessee Rules of Civil Procedure and applicable
statutes and regulations governing contested case hearings.

5. The Consumer Advocate objects to the Company’s interrogatories to the extent
that the Company 1s attempting to require the Consumer Advocate to provide information and
produce documents beyond those in its possession, custody or control as that phrase is used in
the Tennessee Rules of Civil Procedure and applicable statutes and regulations governing
contested case hearings.

6. The Consumer Advocate objects to the Company’s data requests to the extent

they seek information and documents that are readily available through public sources or are in



the Company’s own possession, custody or control. It is unduly burdensome and oppressive to
require the Consumer Advocate to respond or produce documents that are equally available to
the Company.

7. The Consumer Advocate’s objections and responses to these requests are based
on information now known to it. The Consumer Advocate reserves the right to amend, modify
or supplement its objections and responses if it learns of new information.

8. The Consumer Advocate’s responses to these requests are made without waiving
or intending to waive the right to object to the use of any information provided in response to any
subsequent proceeding or trial of this or any other action. The Consumer Advocate’s responses
to these requests are also not a waiver of any of the foregoing objections or any objections it has
made or may make with respect to any similar, related, or future data request, and the Consumer
Advocate specifically reserves the right to interpose any objection to further requests
notwithstanding any response or lack of objection made in this response.

9. The Consumer Advocate will supplement its responses in accordance with the
requirements of state law.

10. The Consumer Advocate expressly incorporates these general objections into its
responses set forth below.

Subject to and without waiving any objections stated above the Consumer Advocate

responds to the specific requests as follows:

DISCOVERY REQUEST NO. 9: Provide all source documents, notes of interviews, and any

other data supporting Mr. Buckner’s testimony, including but not limited to: any workpapers

supporting all adjustments made to the TAWC rate filing; any documents related to all



adjustments; data and calculations related to the test period ending November 30, 2007 (and for
any other periods used by CAPD including a 12 month period ending March 31, 2008).

RESPONSE:

Consistent with the General Objections restated above, as well as previous objections and
responses of the Consumer Advocate, the Consumer Advocate will not respond to the extent this
request seeks privileged information or information protected from disclosure by the Attorney
work product doctrine or other applicable law. Furthermore, the Consumer Advocate objects to
producing copies of such documents or things referenced by the Consumer Advocate if the
documents or things: (1) were previously provided to TAWC; (2) were produced by TAWC in
response to discovery requests or TRA staff data requests; (3) are in the public record or domain,;
or (4) are in the administrative record of the Authority; requiring the Consumer Advocate to
produce copies would be unduly burdensome and costly. Subject to and without waiving these
objections, the Consumer Advocate responds as follows: On July 31, 2008, the Consumer
Advocate inadvertently mislabeled responsive materials to this discovery request as responsive
material to Discovery Request 12. See enclosed documents. See also documents posted at

http://www state.tn.us/tra/dockets/0300118.htm

http://www.state.tn.us/tra/dockets/0400288.htm

http://www.state.tn.us/tra/orders/2007/0700105k.pdf T. Peterson exhibit page 24 of 61.

http://www.state.tn.us/tra/orders/2006/0600175g.pdf M. Morley testimony, Page 11 of

22.

The Consumer Advocate reserves the right to further supplement this response.



DISCOVERY REQUEST NO. 12: On Pages 28-31 of his direct testimony, Mr. Buckner

discusses operating revenues for the Sale for Resale classification. Provide all workpapers, notes
of interviews, e-mails and other documents that support or form the basis for each conclusion
asserted.

RESPONSE:

Consistent with the General Objections restated above, as well as previous objections and
responses of the Consumer Advocate, the Consumer Advocate will not respond to the extent this
request seeks privileged information or information protected from disclosure by the Attorney
work product doctrine or other applicable law. Furthermore, the Consumer Advocate objects to
producing copies of such documents or things referenced by the Consumer Advocate if the
documents or things: (1) were previously provided to TAWC; (2) were produced by TAWC 1n
response to discovery requests or TRA staff data requests; (3) are in the public record or domain;
or (4) are in the administrative record of the Authority; requiring the Consumer Advocate to
produce copies would be unduly burdensome and costly. Subject to and without waiving these
objections, the Consumer Advocate responds as follows: On July 31, 2008, the Consumer
Advocate inadvertently mislabeled responsive materials to this discovery request as responsive
material to Discovery Request 9. See enclosed documents. The Consumer Advocate reserves the
right to further supplement this response.

RESPECTEULLY SUBMITTED,

RYAN L. McGEHEE

Assistant Attorney General

Office of the Attorney General and Reporter
Consumer Advocate and Protection Division
P.O. Box 20207

Nashville, TN 37202-0207

Tel: (615) 532-5512

Dated:



CERTIFICATE OF SERVICE

I hereby certify that a true and correct copy of the foregoing 1s being served via U.S. Mail
and/or electronic mail upon:

R. Dale Grimes, Esq. Michael A. McMahan, Esq.
Ross lan Booher, Esq. Valerie L. Malueg, Esq.
Bass, Berry & Sims PLC Special Counsel

315 Deaderick Street, Suite 2700 City of Chattanooga
Nashville, TN 37238 801 Broad Street, Suite 400

Chattanooga, TN 37402

Frederick L. Hitchcock, Esq. David C. Higney, Esq.

Harold L. North, Ir., Esq. Grant, Konvalinka & Harrison, P.C.
Chambliss, Bahner & Stophel, P.C. Ninth Floor, Republic Centre

1000 Tallan Building 633 Chestnut Street

Two Union Square Chattanooga, TN 37450-0900

Chattanooga, TN 37402-2500

Henry M. Walker, Esq.

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

P LS

This the \5 day of

, 2008. 7
- f2?L/

RYAN L. McGEHEE
Assistant Attorney General

122069
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Chattanooga: Group makes waves over water
rate hike
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‘ By: Dave Flessner
(Contact)

A coalition of local government and business leaders brought their fight against a proposed rate increase by
Tennessee-American Water Co. to the utility’s source on Tuesday.

Standing on the north shore of the Tennessee River that supplies Chattanooga’s water, Mayor Ron Littlefield
described the utility’s request to raise water rates for the second year in a row as “excessive.” For consumers
already struggling with higher energy costs, the increase is “something we cannot accept,” he said.

Chattanooga and Hamilton County governments are joining with members of the Chattanooga Manufacturers

JoBs

HOW

Association and other citizens in a new group called “Fight the Hike.”

Tennessee-American was granted a 12.3 percent increase last year, and the company is asking the Tennessee
Regulatory Authority to boost rates another 20.58 percent this year.

The Tennessee Regulatory Authority is scheduled to
decide in September how much, if any, of a rate

Article: Chattanooga: Group makes waves over
water rate hike

Looking for trave

increase to allow Tennessee-American to implement

in October. PDF: Re: Filing

John Watson, general manager for Tennessee-
American, said the higher rates are needed to keep

PDF: Supplemental Response and Objections

Featured Propert

pace with soaring energy and chemical costs to pump
and treat water from the river.

Even if the Tennessee Regulatory Authority approves
all of the request, “water will still be the cheapest
utility” with monthly costs under $20 for most
Chattanooga households, Mr. Watson said.

“This rate increase would cost the average customer
only 12 cents a day,” he said. “That’s far less than the
increases we have seen in other utilities in recent
years.”

But utility critics said such comparisons are unfair,

http://www .timesfreepress.com/news/2008/jul/30/chattanooga-group-makes-waves-over-water-rate-hike/
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since the basic commodity sold by Tennessee-

American is derived for free from the Tennessee River. Chattanooga businessman Randy Baker, a North
Chattanooga resident who is heading the new “Fight the Hike” coalition — whose motto is “Fight the hike because
it’s our water” — said he cannot understand the justification for a combined 35.1 percent of rate increases in just
over a year.

“How can Tennessee-American justify an increase of this magnitude when the average family is struggling to
scrape together money to keep gas in their car, food on their table and mortgage payments current?” Mr. Baker
asked.

Since the start of last year, the average price of gasoline, natural gas, electricity and water all have risen by
double-digit amounts in Chattanooga, or more than double the average increase in worker’s paychecks during the
past vear and a half, according to utility and government figures.

Ray Childers, president of the Chattanooga Manufacturers Association, also complained about the frequency and
complexity of water company rate requests in recent years. Since filing its latest rate request in March,
Tennessee-American has filed more than 60,000 pages of legal documents with the Tennessee Regulatory
Authority in Nashville.

The utility also has asked for financial information about manufacturers who are objecting to the water rate
increase and details of how the city and Eastside Utility District negotiated water rates for the upcoming new

Volkswagen plant, Mr. Childers said.

“Thelr strategy seems to be to flood us with repeated rate requests,” he said. “Even when they only get some of
what they ask, they still end up with more money.”

Mr. Watson said Tennessee-American must justify all of its expenses and costs with state regulators and their
accountants.

“This is a very open and transparent process that other businesses don’t have to go through,” Mr. Watson said.
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Local government and business leaders announced today they are forming a coalition to “Fight the Hike” in water
rates proposed by the Tennessee-American Water Co.

The city of Chattanooga and Hamilton County governments along with members of the Chattanooga
Manufacturers Association will fund the campaign urging state regulators to cut the 20.4 percent increase in
water rates requested by the utility.

Mayor Ron Littlefield called the latest rate request
by Tennessee-American “excessive” following
another double-digit rate increase last year.

F

Chattanooga businessman Randy Baker, chair of Looking for gut

the “Fight the Hike” campaign, said if the latest rate
increase is adopted water costs will have jumped by
35.1 percent in just over a vear.

“How can Tennessee-American justify an increase
of this magnitude when the average family is

struggling to scrape together money to keep gas in

their car, food on their table and mortgage

payments current?” Mr. Baker asked during a news v 3'9”2

conference on the banks of the Tennessee River. g | (O i gnzc;lin
Staff Photo by Meghan Brown ~ : 3 Bea

But J‘_)hn Watson, general manager for Tennessee-  chattanooga mayor Ron Littlefield, left, speaks today Cick

American, said those rising costs for electricity, at a press conference to fight the water rate hike from ' more

natural gas and commodities are also pushing up Tennessee American Water Company. Also pictured is

costs for Tennessee-American to treat and pump Randy Baker, the chair of the Fight the Hike ; Chattanong

water throughout Chattanooga. campaign, at right, during the media event held at : Cimes Free Pr

The proposed increase, even if fully adopted by the Coolidge Park.

Tennessee Regulatory Authority, would still cost the typlcal Chattanooga household only $3 65 more a month
Mr. Watson said. That will still leave the cost of a gallon of water under a penny, he said.

Read more in tomorrow’s Times Free Press

http://www .timesfreepress.com/news/2008/jul/29/chattanooga-coalition-fight-water-rate-increase/ 7/30/2008
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+ By: Andy Sher
v

(Contact)
NASHVILLE — Tennessee-American Water Co. officials agreed Monday to delay implementing any of their
proposed 20.58 percent rate increase until Oct. 1 so that state officials adequately can hear and consider the case.

The move came as a result of a request by Tennessee Regulatory Authority directors, who also on Monday set the
rate proceeding to be heard in Chattanooga from Aug. 18 through Aug. 22.

“The directors asked us for the time to properly consider the merits of the case, and giving them this time is the
right thing to do,” Tennessee-American spokeswoman Kim Dalton later said.

Regulatory authority directors hope to decide the case by Sept. 22. But a provision in state law allows utilities to

proceed temporarily with an increase if the TRA has not acted within six months of the rate petition.

" Article: Chattancoga: Group makes waves over
water rate hike

In the Tennessee-American case that date would be
Sept. 15. The increase, however, is subject to being
fully or partially overturned and the money given
back to ratepayers depending on how TRA directors
ultimately rule.

PDF: Re: Filing

- PDF: Supplemental Response and Objections
The issue came up during TRA directors’ regular
meeting in Nashville on Monday. Directors agreed to
start the hotly contested rate case, which has drawn
flerce opposition from the state, city of Chattanooga
and Chattanooga Manufacturers Association, on Aug.
18 and hold the proceedings in the Scenic City.

Article: City, state want water rates set
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“I believe that holding the hearing in Chattanooga
scope of power

will provide the maximum opportunity for public

£agc 1 v 4

HOWM

F
Want a
Visit Aesi

participation,” said TRA Director Eddie Roberson,
who is from Chattanooga.

The proceedings will include a public period for
ordinary Chattanooga ratepayers to comment on the
increase, which Tennessee-American argues is
justified in terms of higher operating costs and the

http://www timesfreepress.com/news/2008/jul/29/tennessee-american-rate-hearing-set-aug-1 8-chattan/
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need to make ongoing infrastructure improvements.
The $7.6 million rate increase, which would average about $3.65 a month for an average residential user, comes LPNs 2nd shift
on top of a 12.3 percent increase approved by the TRA last vear. The state’s consumer advocate argues g:«;tEtg q%ol\?:, TN
Chattanoogans actually deserve a $1.6 million cut in the company’s existing rates. ASSISTED LIVIN
Among other things, the company in its filings seeks an 11.75 percent return on equity. Driver- N
. . : Chattanooga, TN
But complications arose over whether both s@es should present post-hearing arguments in the form of oral ADVERTISING
arguments or be allowed to present written briefs through Aug. 29.
installer ADT
State Consumer Advocate Tim Phillips, assistant city of Chattanooga attorney Mike McMahan and manufacturers AUTHORI
association attorney Henry Walker all expressed a preference to submit written briefs and asked for a week to do Chattanooga,
S0. Tennessee SWS,
As officials begin discussing the six-month deadline and how to shoehorn in post-hearing petitions, the TRA More jobs
staffs need to examine the case and TRA directors eventual ruling, TRA Chairman Tre’ Hargett sought
reassurances from the utility it would not unilaterally implement a rate increase.
“] want us to do this correctly and not quickly. I'd like for those to happen together,” Mr. Hargett said. “If we
need an extra week to make that happen, let’s by all means take a week.”
DIRECTOR

Noting he would have to speak with Tennessee-American officials, the company’s attorney, Dale Grime, said, “it
is a matter of significance to us when the rates go into effect. Based on the case as we have filed it, we believe that
it would cost us about a half million dollars a month for every month the rates don’t go up ... we're talking about a
two-week period there, we're talking about half of that roughly.”

BRIDAL | TRA)

But after a recess in which he consulted with Tennessee-American President John Watson by phone, Mr. Grimes
later told TRA directors that “in the spirit of continued cooperation, Tennessee-American in this case is willing to
have the proposed time frame go into effect.”

As a result, attorneys on all sides will have from Aug. 22 to Aug. 29 to prepare briefs. TRA directors would
deliberate, and no rate increases would go into effect until Oct. 1.

In the meantime, a group of elected officials, civic leaders and businessmen appear ready to go on a public-

relations offensive today with a 10 a.m. news conference at Coolidge Park where they are expected to denounce
the rate increase.

“The ones (local people) that I've talked to are a little bit upset about it,” said Randy Baker, a local real estate
developer who is chairman of a citizen’s group “fighting the hike.”

“I'think all we're going to ask for is some accountability,” Mr. Baker said, noting that if the latest increase is
granted, Tennessee-American’s revenues will have soared 35 percent since early May 2007.

Tennessee-American’s Ms. Dalton said officials “look forward to the hearings in Chattanooga for the chance to
demonstrate that our $3.65-per-month rate increase that we’ve asked for is reasonably based on the $21 million
investment that we've made into the system here, into the community.”

Comments

My comment is very simple....Don't be part of those that are deliberately crippling
the tax payers. Stop this rate increase. The way that they figure their bill is totally
wrong. I am an animal rescurer, and I Bave yet been able to teach my animals to
urinate in the toliet; therefore, the water that they drink is NOT going into the sewer

system. I have a small garden, and none of that water is going into the sewer system.
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I have a beautiful yard, w/lots of flowers & trees, and none of the water is going into
the sewer system. TAW company has found a way to make HUGH profits and cripple
the little people, and if you allow them this increase, you are as guilty as they are at
trying to destroy the taxpayers!!!!

0 of 0 people found this comment useful. Suggest removal
By: Anonymous Nanie | Username: kmdavis56 | On: July 29, 2008 at 3:29 p.m.
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Foes of water rate hike push for hearings in
Chattanooga

By: Andy Sher
(Contact)

NASHVILLE - A state agency could decide today whether to make it easier for Chattanoogans to weigh in on
Tennessee-American Water Co.’s proposed 20.58 percent rate increase.

Tennessee Regulatory Authority directors, who likely will hear the rate case later this summer, are expected to
discuss holding all or part of their hearings in Chattanooga as they did during Tennessee-American’s rate request
in 2007.

“They may make a decision,” said Kelly Grams, an Authority attorney. “They will at least be discussing it.”

The city of Chattanooga and Chattanooga Manufacturers Association, which have filed as intervenors in the rate
case, oppose Tennessee-American’s request this year, which follows a 10.3 percent increase granted to the
investor-owned water utility last year.

The Hamilton County Commission on April 10 adopted a resolution opposing the increase and officially asked
the regulatory authority to “hold public hearings within Hamilton County during its consideration.”

Tennessee-American justifies the increase, which amounts to $7.6 million annually, citing increased treatment,
fuel and other costs as well as infrastructure needs. But the state’s consumer advocate argues consumers deserve
a $1.6 million cut in the company’s existing rates.

Rick Hitcheock, who is part of the city’s legal team, said the city “would be very grateful” if the hearings were held
in Chattanooga.

“We realize there are administrative burdens associated with that, but I think everybody would be appreciative to
have at least part of the hearing in Chattanooga,” he said.

Spokeswoman Kim Dalton said Tennessee-American has no objection to holding all or part of the hearing in
Chattanooga.

“It’s an open and transparent process,” she said. “We’ll be ready to present our case wherever the hearing is
located.” ’

In a rare move, regulatory authority directors last year held the hearing in Chattanooga, allowing ordinary
citizens a chance to address officials about the increase.
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Among the three regulatory authority directors hearing the rate case is Eddie Roberson, formerly of Chattanooga.

Chattanooga Manufacturers Association President Ray Childers said he would like to make it easier for local
consumers to have their say.

“We'd like to have it here,” he said. “I think what’s more likely to happen, they could have a public hearing here
where they set aside half a day where they convene and hear comments from the public. That would be more
realistic.”

Both sides, meanwhile, continue to file requests for information from each other. One request filed Tuesday by
Tennessee-American’s law firm, Nashville-based Bass, Berry & Sims, dealt with Chattanooga’s newest business,
Volkswagen.

Volkswagen officials on July 15 announced they would locate the German automaker’s U.S. assembly plant at the
Enterprise South industrial park.

The Bass, Berry & Sims request asks for all documents, proposals or “other communications” in which city
officials or their representatives communicated with Volkswagen or affiliated companies “concerning water use
or wastewater requirements for the planned Volkswagen manufacturing facility in the Chattanooga area.”

Volkswagen is not getting its water from Tennessee-American but from the Eastside Utility District, which
operates its water filtration plant on the same former U.S. Army munitions plant site that the city and county
used to carve out Enterprise South. ’

Mr. Hitchcock appeared puzzled as to why Tennessee-American would be asking questions about Volkswagen.

“Idon’t know,” he said, but noted any response to the request would come through the regulatory authority
process.

Tennessee-American’s Ms. Dalton downplayed the request, noting the water company is “just gathering
information. It’s just regulatory process to gather the information related to any case.”
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Comments

Post a comment

Commenting requires registration.

Username:

Password: (Forgotten your password?)

Comment;

[‘ Previe;wcomment j

Posted comments do not represent the opinions of the Chattanooga Times Free Press. Profanities, slurs and libelous

http://www timesfreepress.com/news/2008/jul/28/ foes-water-rate-hike-push-hearings-chattanooga/

CUSTOMER
SERVICE Mon
Chattanooga, TN
JOSTENS

INSURANCE AC
Lead
Chattanooga, TN
SENIOR LIFE
INSURANCE
COMPANY

Crane America
Servic
Chattanooga, TN

CRANE AMERCIA
SERVICES

More jobs

DIRECTOR

BRIDAL | TRA!

7/30/2008



Chattanooga limes kree Press | Foes of water rate hike push tor hearings i Chattanooga

i
H
H

i
{

Page 3 of 3

remarks are prohibited. To view complete guidelines for submitting content, comments and feedback, clhick here.

Share and Enjoy...

These icons link to social bookmarking sites where readers can share and discover new web pages.

o

g .del.icio.us o.mments QMa.gnolia

;_«_t;SpurI Tfﬁ?{YahooMyWeb

5 <
‘BlinkList ~ fFNewsvine  Tiscutte  FRrark P Shadows

Subscribe Herve!
How to avoid heat stroke

Search: D % Site | 7y Archives | — Web

TimesFreePress.com: Latest News | Local/Region | Obituaries | Columnists | Editorial Cartoons | Business | Politics | Health | News Projects | Web Exclusives | Preps Sp
Life / Entertainment | Baby Boomers | Local Video | Podcasts | Multimedia Projects | Blogs | Photo Gallery | Slideshows

Community: News | Correspondents
Fyi: Web Exclusives | Top Picks | Music | Movies | Dining | Arts | MediaBytes | Qut&About | Today's Events | Event Search | Submit Events | Search FY{ Articles | Search |

Jobs: Create an Account | Log in | Post a Resume | Search Jobs | Related Job Articles | | Love My Job | What are you Worth? | Cost-of-living Calculator | Job Assessor | h
| Research Companies | Post Jobs Online | Post Jobs Online + Newpaper

Cars: Find a Vehicle | Sell Your Vehicle | Find a Dezaler | Recreational Vehicles | Research & Resources | Car Review | Cruisin Articies | Readers’ Rides Articles | View Cai
Homes: Search for Sale | Search for Rent | Articles, Tools & Resources | School Infomation | Community information | Homefinder | Agent Directory | Property Value Rese

Shop: Announcements | Apparel [ Appliances | Automotive & Boating [ Books & Magazines [ Camera & Photo [ Computers & Software [ Coupons | Education | Electronics
Gifts | Food & Beverage | Furniture | GaragefYard Sales | Health & Beauty | Home & Garden | Jeweiry & Watches | Merchandise | Movies & Music | Cffice Produs | Pets &
Games & Video Games | Travel & Luggage | Advertiser List | Coupons | Ask the Experts | Find A Business

Misc.: Spotted | Search Articies | Search Archive | Full Access | Subscribe | Contact Us | Advertise | Promotions | Submit Events | Feedback | Place an Ad

© Copyright, permissions and privacy policy Copyright ©2008, Chattanooga Publishing Company, inc. All rights reservi
This document may not be reprinted without the express written permission of Chattancoga Publishing Company, Inc.

http://www . timesfreepress.com/news/2008/jul/28/foes-water-rate-hike-push-hearings-chattanooga/ 7/30/2008



Lhatanooga lumes rree Press |l ennessee: dtate seeks water rate cut rage 1 o1 3

SITE MAP | MOBILE | EMAILS | SUBSCRIBE | ARCHIVES | CONTACT US | ADVERTISE | PROMOTIONS | SUBMIT EVENTS | FEEDE/

S

AP i
e 0, 000
LendingTree %oa; o

MY R ANKE EDWEE IR, vou ms 200, 000

*Terms =n

WEDNESDAY, JULY 30TH, 2008

timesfreepress.com

@hattanonga Times Free Hress

H&R BLOCK"

You gaa paspie”

rhidnel oon

ENTERTAINMENT MULTIMEDIA PHOTOS HOW

BLOGS

HOME NEWS SPORTS

Home » News » Local/Regional News

Friday, July 18, 2008 , 12:00 a.m. ARTICLE TOOLS

¥4 £-mail story
Comments

——

gy Printer friendly version
iPod friendly version
::Share and Enjoy

Q Text Size: A A A A

NASHVILLE — State Attorney General Robert Cooper’s office said Monday that instead of hiking water rates by
$7.6 million, Tennessee-American Water Co. should slash its charges to Chattanooga customers by $1.6 million.

Tennessee: State seeks water rate cut

By: Andy Sher
(Contact)

In a filing with the Tennessee Regulatory Authority, the state’s Advocate and Protection Division said the water
company “has overstated its need for more income in regulated revenue by more than $9.2 million, which means
that the water rates charged to TAWC (company) customers should actually be reduced by $1.6 million.”

The filing represents the consumer advocate division’s first specific objections to Tennessee-American’s proposed
20.58 percent rate increase.

advocate’s call for a rate reduction and approved a 12.3 percent increase.

“The filing will have to speak for itself,” said Sharon Curtis-Flair, a spokeswoman for the attorney general’s office. r
. . . : You have a

Tennessee-American spokeswoman Kim Dalton on Thursday evening downplayed the consumer advocate’s call :

for a rate reduction, noting that the office did so last year. TRA directors last year ignored the consumer Visit Ricl

“We believe the evidence submitted in this case will
fully support the request we’ve made to the TRA, and
this is really nothing unusual,” Ms. Dalton said in a
voice mail message.

Article: Chattanooga: Group makes waves over
water rate hike

PDF: Re: Filing

In asking for the increase, company officials have
cited higher costs of water treatment and gasoline as
well as critical infrastructure improvement needs.

PDF: Supplemental Response and Objections

Article: City, state want water rates set
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by $3.65 a month, officials have said. maore
y $365 PDF: Order from the Tennessee regulatory

The consumer advocate’s objections to the rate authority in Tennessee-American water rate case Chattanong:

increase are on pages 6 and 7 of a 17-page response
objecting to some of Tennessee-American’s discovery
requests in the rate case. The state, joined by-
Chattanooga and the Chattanooga Manufacturers
Association, officially has intervened in the rate case.

In the filing, Assistant Attorney General Ryan

Article: Tennessee Regulatory Authority limited in »

_ scope of power

Article: State, city won't use disputed consultant
in Tennessee-American rate case

Articie: Resume in water company case removed
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McGehee outlines six reasons why state officials
believe the requested increase is too much and that current rates should be cut.

For example, the state says one of its witnesses, economist Dr. Stephen N. Brown, will testify that the return on
investment the water company wants for shareholders “is too high” and has the “effect of unreasonably inflating”

the rate increase by $3.7 million.
The company is seeking an 11.75 percent return on equity.

Tennessee-American, the state argues, is asking for $9.2 million “more in customer rates than the company
actually needs to meet its expenses and provide a fair return to its shareholders while providing quality water
service to its customers.”

Accompanying testimony from state witnesses was placed at least temporarily under seal due to a special
protective order issued by Richard Collier, the regulatory agency’s general counsel, acting on demands by
Tennessee-American attorneys.

Directors from the regulatory authority are expected to hear the rate case later this summer.
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Though Tennessee-American Water Co. is proposing to raise its rates by 20 percent, the jurisdictions that buy
water from the utility won’t have to raise rates until their contracts expire, officials said.

Walden'’s Ridge Utility District and Signal Mountain buy water from Tennessee-American and resell it to their
local customers, according to Tennessee-American President John Watson.

The other utilities in the county get water elsewhere. Article: Chattanooga: Group makes waves over
There are seven other water utilities in the county. water rate hike

The county’s 10 water utilities serve about 137,000 PDF: Re: Filing

customers, according to a report by County Auditor .
Bill McGriff's office. PDF: Supplemental Response and Objections
Extra water costs from Tennessee American's rate Article: City, state want water rates set
increase, if approved by the Tennessee Regulatory ‘correctly,’ not quickly

Authority, could affect those water utilities once the :

contracts expire, Mr. Watson said. PDF: Order from the Tennessee regulatory

authority in Tennessee-American water rate case
Signal Mountain residents won’t see an increase until
next vear, said Vice Mayor Herschel Dick, who
previously oversaw the town’s water system. The
town’s contract with the Tennessee-American began
in July 2006 and lasts until July 2009, he said.

Article: Tennessee Regulatory Authority limited in
scope of power

Article: State, city won’t use disputed consultant
in Tennessee-American rate case

“We don’t know what 2009 1s going to bring us,” he

1 Article: Resume in water company case removed
saia.

from Web

The audit report shows that Signal Mountain’s Water s a:eio. sarmscc cmtn 1tlim coimea it S At des il b
is generally cheaper than the water Tennessee-American provides to its own residential customers.

For a residential customer buying 5,000 gallons of water from the Signal Mountain district, it costs $19.47 a
month as of mid-2007, the auditor’s report shows. For a Tennessee-American customer, it was $20.42 a month
at the end of 2006.
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The reduced cost comes from the fact that Signal Mountain foots the bill to pump its water to customers, Mr.'
Dick said. Signal Mountain also gets a reduced rate from Tennessee-American based on the volume of water it
buys, he said.

At the end of 2006, for residential customers who use 5,000 gallons, Tennessee-American had the sixth most-
expensive water out of the 10 water utilities in the county, according to the auditor’s report. But with the
company’s 12 percent increase in May of last year and its proposed 20 percent increase, it would become the
fourth most expensive.

For commercial customers, the company is about second most expensive, according to the auditor’s report, and
would stay in that spot after the increase.

Mr. Watson has argued that the rate increase is necessary to maintain and improve Tennessee-American
equipment such as pipes, meters and water-storage facilities.

It is “very difficult to compare rates of service” among water utilities, he said, because some utilities have tap fees
— charges for turning on water service — and other charges not included in the rate itself. He also noted that
geography and the location of the water source can greatly affect the cost of providing water.

Gene Hoffine, general manager of the Hixson Utility District, the cheapest water system in the county for
residential customers, agreed.

“We have an excellent water source,” Mr. Hoffine said, which keeps rates cheaper for its customers.
In Hixson, 5,000 gallons per month would cost $9.78, according to the auditor’s report.

Hixson's water comes from at “true groundwater source,” he said, which means it does not have to be treated
before it goes to the tap. Chlorine to kill bacteria and an additive to keep out phosphates are all that go in, he said.

Size matters, too, Mr. Huffine said. Hixson Utility District is the second-largest water provider in the county,
serving about 24,500 customers.

Conversely, Sale Creek Utility District, Hamilton County’s most-expensive and smallest water provider for
residential customers, serves just more than 700 customers, said Jim Reavley, chairman of the board for the
utility. A monthly bill for 5,000 gallons in Sale Creek is $40.87, according to the auditor’s report.

While small, Sale Creek has “the same expense as the larger companies,” he said, which contributes to higher
rates. Part of that debt comes from the widening several years ago of Dayton Pike, Mr. Reavley said.

“We had to move over 50 percent of our 10-inch mains,” he said. “We’re still paying on that.”
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The Chattanooga City Council on Tuesday night

voted unanimously to authorize the city to legally t im e S free pres S . : -,: w'“"

intervene in Tennessee-American Water Company’s
attempt to raise water rates more than 20 percent. Lhaﬁmwnga Tumes Free ﬂr}:ﬁs 4 : aUdiO

“If it’s something that you oppose, then you need to
be willing to get in the fray and say ‘you know, we

really do not support this,” Council Chairman Linda Dan Page N
Bennett said after the meeting. “It’s not something — E

that we have a lot of control over, so ... that’s one of . ¥ R

the things that we can do.” L i

e Chattanooga City Council -- April 15, - Download MP3. Looking fo
The council’s vote to authorize filing of a “petition to 2008 ‘ . cosmetol
intervene” came five days after the Hamilton County : visit Mil

Commission approved a measure opposing the water company’s proposal to the Tennessee Regulatory Authority.

The city’s resolution calls the 20.58-percent rate hike “exorbitant” and asserts that the increase negatively would
impact users on the heels of a 12.3-percent rate jump approved by the state regulatory authority last May.

“Such back-to-back increases will adversely effect all of the businesses and citizens of this community and may
make this community less competitive with respect to economic development opportunities,” the city resolution
states.

Tennessee-American officials have said the company needs new revenue to pay for infrastructure improvements,
operating and maintenance expenses and other costs.

Mike McMahan, with the city attorney’s office, said intervention is “like a trial” in which opponents of the rate

hike would argue against the water company’s reasons for the increase.
Chattunong

“The water company said ‘we need to increase our rates for a half dozen different réasons,” Mr. McMahan said . Cimes Free Pr
after Tuesday afternoon committee meetings. “We have to test their justification.”

He said the Chattanooga Manufacturers Association and the consumer advocate with the state attorney general’s
office are joining the city in litigation.
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Meanwhile, Councilman Dan Page asked that Hamilton County formally be invited to join in the petition.

Kim Dalton, spokeswoman for Tennessee-American, said after Tuesday’s committee meetings that the water
company is not surprised by the push for intervention.

“That's part of the process, and we understand it,” she said. “That’s the good thing about the process. It's an open
forum. As I said, we have to prove our case.”

Ms. Dalton said state regulators will make their decision in September.

In other business Tuesday, the City Council approved EPB using $5.4 million in federal loan funds from the U.S.
Department of Housing and Urban Development to provide “fiber-to-home” infrastructure to Alton Park, Clifton
Hills, Park City, Piney Woods and South Chattanooga.

The council also approved two appointments to the city’s new transportation board: Jill Veron, director of
planning with the Chattanooga Area Regional Transportation Authority, and Andrea Anderson, with Courtyard
By Marriott.

Ms. Veron fills an open seat on the nine-member panel, while Ms. Anderson fills the opening created by Bob
Doak’s resignation, said Dan Johnson, chief of staff to Mayor Ron Littlefield.

Mr. Doak, president and CEO of the Chattanooga Area Convention & Visitors Bureau, tendered his resignation
effective Tuesday. According to a letter addressed to Mayvor Ron Littlefield, Mr. Doak, who was chairman of the
panel, could not give the amount of time needed for board service.

Meanwhile, during committee time Tuesday afternoon, Mr. Johnson briefed the council on an upcoming city

software system that city officials said will increase efficiency and track things such as inventory and employee
payroll information.

The council next week is expected to consider a measure to increase the consulting contract for Duley Hopkins &
Associates on this consolidated system.
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By: Jason Reynolds

After stinging Tennessee-American Water Co.

officials with questions about the financial motives t i m e S free p res S (:

of its parent companies, the Hamilton County - - Coe
b4 1 : i T
Commission voted 7-0 Thursday to oppose the Ghat‘tmy@g& QIIIIBB jf n:p ﬂ?tﬁﬁ 4/ aUd]O
utility’s requested 20.58-percent rate increase. - o -
The rate increase would add about $3.65 per month Tenneéséé;&héfiéaﬁ ’W.ater‘ kC’/oﬁ.ﬂéfﬁciéls
to a residential customer’s bill. Mike Miller and John Watson discuss - Download. I
.. . i ’ i MPg -
“This is a great asset, but here recently y’all haven’t thelr company’s ratg prqposals with the F3 ~ F
4 ) . . Times Free Press editorial board.
one a very good job running that asset,” said : Looking for vinyl
Commissioner John Allen Brooks. “I think it’s an » o ;
asset that should be in control of the people.” A e s R AR e
Hamilton County Commission agenda - Download :
Mr. Brooks, as well as commissioners Jim Coppinger session - April 10,2008 MPs-

and Warren Mackey, suggested the water company
should be sold to the city of Chattanooga.

John Watson, president of Tennessee-American, said
his utility is not for sale. He said Tennessee-
American’s parent company, American Water Works
Co., is moving from private ownership to the New PDF: Re: Filing
York Stock Exchange.

Article: Chattanooga: Group makes waves over
water rate hike

PDF: Supplemental Response and Objections
Commissioners accused the water utility of trying to
increase its value leading up to the initial public Articte: City, state want water rates set
offering of American Water Works. They also accused ~ ‘correctly,” not quickly
the company of wanting to use the proposed rate
increase to pay off the debt of American Water
Works’ parent company, Germany-based RWE.

PDF: Order from the Tennessee regulatory ' Chattanany
authority in Tennessee-American water rate case ’ Times Free Pr .

Article: Tennessee Regulatory Authority limited in

“Are you telling me that this money that you
“ . scope of power

borrowed, that you didn’t pay back, did the tooth
fairy bring you money?” asked Commissioner Fred Article: State. citv won't use disputed consuitant
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Skillern. “Or did you get it from the rate of the
customers?”

RESPIRATORY
Before commissioners passed the resolution opposing the increase, County Mayor Claude Ramsey asked th.at it I:g'?A:l:'?T
be amended to ask the Tennessee Regulatory Authority to hold public hearings in Hamilton County on the issue. (RRT/CRT)

Chattanooga, TN

Three Chattanooga mayors in four decades have discussed trying to buy the water company, but those efforts

. Can You Dig It
failed because of lack of public support.

Chattanooga, TN

. . . GATEHOUSE MEI
Later, at a meeting with editors and reporters at the Chattanooga Times Free Press, Mike Miller, treasurer for INC./ NAT

Tennessee-American, denied the rate increase is tied to American Water’s IPO, which federal documents say
could generate up to $1.9 billion. v OPTOMETRIC
TECH / AS
“There is absolutely no correlation,” Mr. Miller said. “That is not the reason we're filing this rate case.” Chattanooga, TN
KAPPERMAN ANLC
If approved in full, the rate increase would generate an extra $7.6 million in revenue, Tennessee-American WHITE EYE
officials estimate, and help the utility recover $21.4 million in capital investments and higher operating costs.

More jobs
“We are not going to apologize for the rate increase because it is what we need to do to operate this business

responsibly,” Mr. Watson said.

The water company’s last rate increase, 12.3 percent, occurred in May 2007. That increase helped Tennessee- DIRECTOR
American spend $27 million on infrastructure, Mr. Watson said. Infrastructure includes such items as pipes,

S BRIDAL | TRAY
meters and water-storage facilities.

Mr. Miller said the rate increase is needed for a federally mandated $1.36 million contribution to the company’s
pension plan, for $2.4 million in capital improvements, which include $529,000 in property taxes, and $2.9

million in increased operating and maintenance costs.

The operating-cost increase includes an additional $627,000 in higher fuel prices and a rate increase by EPB and
the Tennessee Valley Authority, Mr. Miller said. Also, the cost of water treatment chemicals has risen, he said.

Aging infrastructure is an issue across the nation for municipal and private water providers, Mr. Miller and Mr.
Watson said.

“We are not serving customers if we put off capital costs in the long run,” Mr. Miller said.

A 2005 report by the U.S. Environmental Protection Agency showed Tennessee’s water infrastructure was
inadequate and needed an investment of more than $2.7 billion to meet federal standards, Mr. Watson said. The
study did not apply to Chattanooga because of Tennessee-American’s investments in the infrastructure, he said.

ABOUT TENNESSEE-AMERICAN

* Tennessee-American Water Co. is the largest investor-owned water utility in the state, providing water and/or
wastewater services to more than 391,000 people in Tennessee and North Georgia.

* The company has about 74,540 residential and business customers.
* Tennessee-American has 1,277 miles of water mains, about the distance from Chattanooga to Denver.
* The average residential customer pays $17.23 per month for 4,487 gallons.

Source: Tennessee-American Water Co.
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Tennessee-American to be spun off in IPO

By: Jason Reynolds
(Contact)

The parent of Tennessee-American Water Co. is

being spun off as a separate company in a stock sale ttm es free pres S S :

that’s expected to generate up to $1.9 billion for its .

German owner. Lhdiimmnua (-*Iml:‘ﬁ .FU.‘B }Jrrns 4 aUdJO

Germany-based RWE Group has filed documents to ’

make an initial public offering of shares in American

Water Works Co. Inc., the U.S. parent of Tennessee- Ray Childers
American. No date for stock offering has been set, T

according to Securities and Exchange Commission prospectus documents.

- Downlcad MP3 -

“We had speculated for some time that it was coming,” said Ray Childers, president of the Chattanooga
Manufacturers Association. “There were quite a few people who were convinced that the impending spinoff was
connected in some way to the rate increase.”

Tennessee-American three weeks ago filed a request with Tennessee regulators for a 20.58 percent rate increase.
The last increase was 12.3 percent in May 2007. The average residential customer pays $17.23 per month, and if
the increase is approved in full it would add $3.65 per month.

Kim Dalton, Tennessee-American spokeswoman, said the company had an IPO attempt last year that failed after
a missed deadline. She confirmed that American Water has filed a new IPO proposal, but declined further
comment, saying SEC regulations prevent comipany officials from discussing public offerings.

RWE decided in November 2007 to cancel the previous stock offering because “unfavorable conditions” in U.S.
capital markets meant the IPO could not generate enough money, according to the company’s Web site.

American Water expects individual shares to debut from $24 to $26, documents show, and 64 million shares will
be offered through the New York Stock Exchange under the symbol “AWK.” The underwriting banks have the
option of buying-an extra 9.6 million shares.

American Water serves 15.6 million customers in 32 states and Ontario, Canada, according to SEC filings.

A decade ago former Chattanooga Mayor Jon Kinsey failed in an attempt to seize Tennessee-American facilities
by eminent domain following a lawsuit and intense public relations campaign by the utility.

http://www timesfreepress.com/news/2008/apr/04/tennessee-american-be-spun-ipo/
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Water rate hike protest planned

By: Matt Wilson
(Contact)

PDF: Water Utility
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Hamilton County Mayor Claude Ramsey on
Wednesday said he wants city and county officials to
pass a joint resolution opposing a proposed
Tennessee-American Water Co. rate increase.

4

“There will be a process where I hope we could
intervene,” he said. “I know the manufacturers
association is very concerned about it, and a lot of our citizens are concerned about it.”

* Hamilton County Commission - Download MP3 -

At Wednesday’s Hamilton County Commission meeting, Mr. Ramsey asked County Attorney Rheubin Taylor to
meet with City Attorney Randy Nelson to draft the resolution. No commissioners voiced objections.

The water company is asking for its second rate increase in less than a year. The company has filed a request with
state regulators to increase rates by about 20 percent, or about 12 cents per day for the average residential
customer.

“We recognize the responsibility that Mayor Ramsey and the commission have in representing the interest of the
county residents,” John Watson, president of Tennessee-American Water, said in an e-mail statement. “We look
forward to presenting the details of the rate filing and to answering the commission’s questions before they
consider the resolution. We hope to do the same thing with the City Council.”

The added reveniie would go to infrastructure improvements in the system, company officials said.

Richard Beeland, a spokesman for Chattanooga Mayor Ron Littlefield, said city officials plan to contest the rate
increase.

“We welcome the county’s shared concern on this issue,” he said.

Commissioner Richard Casavant suggested that officials attach to the resolution a copy of a county auditor’s
analysis of water utilities throughout the county.

That analysis found that a Tennessee-American residential water bill for 10,000 gallons of usage was the sixth
most expensive out of the county’s 10 water utilities.

http://www.timesfreepress.com/news/2008/apr/03/water-rate-hike-protest-planned/
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County Commission Chairman Bill Hullander said the commission could vote on a resolution to oppose the
increase by its April 10 meeting.

Also on Wednesday, the commission unanimously passed a resolution to provide $54,400 to the Chattanooga-
Hamilton County Health Department for tuberculosis prevention.

Dr. Casavant asked department Administrator Becky Barnes how much of a problem tuberculosis has been in
Hamilton County.

“Any time there’s any TB in our community there’s a problem,” she said.

Ms. Barnes said the county records about 13 to 14 cases of the illness each year. She also noted that there have
been no instances of tuberculosis strains entirely resistant to drugs.

Last vear, a former employee at Chattanooga’s Pilgrim’s Pride chicken processing plant was diagnosed with
tuberculosis, causing the company and local health officials to warn employees about possible exposure. A
company nurse sent about 30 workers home after they received a warning letter.

Tests showed that there was no evidence of the illness spreading among workers.

WHAT HAPPENED

Tennessee-American Water last raised its rates in May 2007, when it instituted a 12.3 percent increase. The
utility then had asked the Tennessee Regulatory Authority for a 19.7 percent increase. The 20.6 percent increase
the utility now is requesting would be the largest in the company’s 138 years.
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City in rate race

Chattanooga has the highest average residential water rate among Tennessee’s major cities even without a
proposed increase.

The average customer of Tennessee-American Water Co. pays $17.23 a month, the company estimates. That’s
higher than Memphis, Nashville and Knoxville, figures show.

However, in July Memphis is slated to increase its rate 15 percent, thereby putting the average homeowner’s
water bill at $19.68, well ahead that of Chattanooga.

But Memphis’ being the price leader may not last long.

Tennessee-American, a privately owned utility in Chattanooga, has asked state regulators to approve a 20.58 Looking fo
percent raise, following a 12.3 percent hike last May. ;

' cosmetol
“We need this increase to continue to serve our customers and give them the quality of service they've come to visit Mil

expect,” said Tennessee-American spokeswoman Kim Dalton.

Memphis residents pay $17.11 per month and the
water provider there is increasing rates 15 percent in July, said Chris Stanley, spokesman for Memphis Light, Gas
and Water Division, a city utility.

Nashville’s water company, which is owned by city government, last changed its rates in 1999, which wasa 5
percent decrease, said Shannon Frye, customer service assistant manager for Metro Water Services. Prior to that, .
the last increase was 6 percent in 1992, she said. ;’g&f

. e . e s . . i 5274,
Knoxville Utilities Board, also a municipal utility, increased its rates in October 2007 by 10 percent, said 3 Bed
spokeswoman Jennifer Fern. Click

more
The average residential bill does not include sewer charges.
. . . . Chattanongy

One Tennessee-American customer Tuesday said he isn’t fazed by the company’s requested rate increase. Tumes Free P

“Water is cheaper than cable and electricity,” said downtown Chattanooga resident Steve Cantrell. “Water is
probably the most limited resource coming into your home.”

http://www timesfreepress.com/news/2008/apr/02/city-rate-race/ 7/30/2008
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Another
customer,
Duane Kapp,
estimates his
average water
bill is $40 per
month. While
the rate hike
wouldn’t
“mean a whole
lot” to his
monthly bill,
Mr. Kapp said,
heis
concerned
whether
another
increase is
needed after
last year’s
increase.

: o i s 5 i
He said he also Staff File Photo by John F}awlston Tennessee-
American Water Co. facilities near downtown

' Chattanooga appear in the center of this aerial photo.

is curious what

Tennessee- ; |
American In thg background arg T.C. Thompson Children’s
officials earn | Hospital and the Hamilton County H’ealytt? Deparlt‘ment:
and what type

of government oversight is involved.

The Tennessee Regulatory Authority, which oversees utilities, has until Sept. 14 to raise rates by the full amount,
approve a partial increase or deny the petition. The authority’s directors Monday will appoint an official to hear
the water company’s request for an increase, said Phil West, TRA spokesman.

Tennessee-American would use the extra funds to make $8.8 million in improvements to its Citico water
treatment plant as well as do maintenance on water mains and hydrants, Ms. Dalton said.

The company also has been hit by higher gasoline costs for its service vehicles. And, Tennessee-American’s
electricity bill last year was $2 million, Ms. Dalton said, and an electricity increase this month by the Tennessee
Valley Authority will likely tack on an additional $225,000 to Tennessee-American’s annual power bill.
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NASHVILLE — Tennessee-American Water Co.’s request for a 20.58 percent increase in water rates is churning
up waves among some members of Hamilton County’s legislative delegation.

Rep. Richard Floyd, R-Chattanooga, said he may go before the Tennessee Regulatory Authority to oppose the
increase, which comes on top of last year's 12.3 percent increase.

PDF: Tennessee-American Water's filing

“You can make numbers say anything you want to,”
Rep. Floyd, a retired businessman, said after a
presentation last week by Tennessee-American
President John S. Watson to local lawmakers.

Article: Tennessee-American Water seeks highest ; .
. . . H b F
rate hike in history

i - o cook: ing f
The investor-owned company on March 14 filed documents with the regulatory authority seeking an overall Looking fo
increase of $7.645 million to help recover what company officials say is $21.4 million in increased capital costs cosmetol
and operating costs. T
visit Mill

Mr. Watson said rates paid by the average residential customer who uses 4,305 gallons a month would rise $3.65
per month to $20.19.

“As a regulated water utility that serves customers here in Chattanooga, we think it’s very important that, one, we
make improvements and continue to provide good, quality service,” Mr. Watson said of the increase.

He said costs in areas ranging from replacing water mains to fuel continue to soar.

When delegation members pointed out the company gets its water free from the Tennessee River, Mr. Watson
agreed, but he said no one wants to drink untreated water and few want personally to tote the 140 gallons of

water each residential customer uses on average.

“We don't really sell water quite frankly, in my opinion,” Mr. Watson said. “We sell service. We provide the
treatment of water. We provide the transportation of water.” Chattauong:

Timrs Free Pr

Mr. Watson said labor, energy and water treatment chemicals account for the bulk of operational costs. He said
the company is spending millions of dollars to replace water mains and other capital expenses.

“Iunderstand your argument about fuel and everything else, but the consumer has the same pressures,” said Sen.

7/30/2008
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Bo Watson, R-Hixson.
Sen. Watson and Tennessee-American’s Mr. Watson are not related.

In response to questions from Rep. Floyd, Mr. Watson said the regulatory authority last year app¥oved a9.63
percent return on equity. But he said because the company’s expenses increased faster than anticipated, the
actual return was 5.7 percent.

“Of that, as I say, roughly $2.6 million was the net income to the common stockholders,” Mr. Watson told the
lawmakers.

“Which is not bad, since they've got a monopoly,” interjected Rep. Gerald McCormick, R-Chattanooga, the
delegation’s chairman. “They don’t have any competitors.”

This year’s 970-page filing with the Tennessee Regulatory Authority proposes an 11.75 percent return on equity to
holders of the company’s common stock for their investments.

Sen. Andy Berke, D-Chattanooga, told Mr. Watson that “I'm not sure that I understand this regulatory scheme
that you operate under where you spend the money first and go afterward to ask to recover the costs.”

He said he is “not sure what your incentives are to contain costs or time the expending of those costs.”
Mr. Watson said “the real answer is we have to demonstrate each and every penny of that.”
He said the filings are forward projections based on current-year expenses.

Noting last year's rate increase was based on expectations of paying $2.40 a gallon for fuel, Mr. Watson noted
regular gas was running $3.09 per gallon in February and diesel now is priced about $3.94.

Rep. Floyd represents an area of Lookout Valley at Raccoon Mountain that he says has no water service at all.

“My problem with it (is) there’s nothing in there that’s going to help get some water to people who need it,” said
Rep. Floyd, who also blames Chattanooga and Hamilton County officials for the problem.

“The bottom line is we got people that don’t have water from the river at the foot of the mountain and is there
anything in the future that’s going to address that?” Rep. Floyd told Mr. Watson. “If there’s not, I'm going to the
TRA with you, and I'm going to oppose this as heavily as I can.”

Mr. Watson said about 17 homes are affected and the cost of providing the service would be $2 million. That drew
strong disagreement from Rep. Floyd, who said he and residents believe they have gotten the costs down to below
$700,000.

“What you've also got to realize is we can’t go out and spend money on new customers instead of our current
customers,” Mr. Watson said. “And we’re not allowed to speculate.”

Rep. JoAnne Favors, D-Chattanooga, said “most of my constituents who have contacted me have been very
disturbed” about the proposed increase.

She said she hopes the regulators look at the proposal “very carefully because I look askance at that, coming in
less than a year I think from the last rate increase.”

Rep. Jim Cobb, R-Spring City, said that it “hasn’t been proven to me vet that a rate increase is necessary.”

Last year, the water company sought a 19.7 percent rate increase. The Tennessee attorney general’s consumer
office objected and recommended the regulatory authority actually cut Chattanoogans’ rates by 2 percent.

TRA directors ignored the recommendation and approved the 12.3 percent increase — the largest in Chattanooga
history.

Chattanooga Mayor Ron Littlefield, some Hamilton County commissioners and the Chattanooga Manufacturers
Association already have criticized the proposed increase.

http://www .timesfreepress.com/news/2008/mar/30/water-rate-hike-makes-waves-lawmakers/
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commodities such as fuel and electricity that are (Ehaﬁatmngn Tunes Free yfﬁﬁ 1 :

going up in price.

A AR

Tennessee-American Water Co. on Friday afternoon T
filed a request with the Tennessee Regulatory John Watson
Authority to raise residential water bills by an ‘ T

- Download MP3 -

A SN

average of $3.65 per month, or 20.58 percent. The increase would be the largest in the company’s 138 years. F

“There have been a lot of utility rate increases in the community,” Tennessee-American President John Watson Looking for fir
said. “That says there are costs being incurred by utilities. Our filing is based on what our needs are.” :

The Tennessee Regulatory Authority has up to six months to approve the increase in the full amount, deny the \

increase, or approve a partial increase.

Mr. Watson said Tennessee-American, which had revenue of $37.5 million last year, wants to raise an additional

$21.4 million to pay for infrastructure improvements.

“I'm very disappointed theyre asking for such a large increase after receiving the 12.3 percent increase (in May
2007),” Chattanooga Mayor Ron Littlefield said. “We contested that one. I'm confident we'll contest this request

as well.”

Manufacturing leader Ray Childers echoed Mr.
Littlefield’s opposition to the proposed rate hike.

“That’s terrible,” said Mr. Childers, president of the Chattanooga Manufacturers Association. “I'm amazed they
would do that. It seems like every time we turn around someone is raising prices. Prices are not being raised by

normal amounts.”

The average cost of a regular gallon of gasoline in Chattanoéga on Friday was $3.16, according to AAA’s Daily

Fuel Gauge Report. A year ago a regular gallon cost $2.40, records show.

EPB and other regional power providers in April will begin passing through a 9 percent rate increase by the

More

Chattannog
Times Free Pr
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Tennessee Valley Authority, EPB President Harold
DePriest said. The increase includes a 6 percent
increase in the base rate that TVA charges utilities,
he said, and 3 percent more for higher fuel costs.
EPB and other utilities simply are passing along the
increased rate and are not gaining additional
revenue, he said.

Pawn Shops of
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CHECK INTO CA!
OF TN

MEDICAL
MARKETING P
Chattanooga, TN
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Mr. Watson said water bills also include state sales
tax and municipal sewer charges and, in some areas
such as Red Bank, garbage collection fees.

Typically, the Tennessee Regulatory Authority,

; P Crane America
which oversees utilities, approves a lower amount

' Servic
than the water company requests. The last increase  staff Photo by Angela Lewis -- Tennessee American Chattanooga, TN
was 12.3 percent in May 2007, the highest single Water Co., is requesting to raise residential rates to CRANE AMERCIA
increase up to this time. The utility bad asked fora  cqver needed improvements. Flocculators would be : SERVICES
19.7 percent hike then. added to the settling basins with the money gained

i i : More jobs

The proposed rate hike would provide $8.8 million :2;%%225:? increase, along with many other : ]
for improvements to the company’s Citico Water e DIRECTOR
Treatment Plant on Riverfront Parkway, including replacmg a 92 year- old sedlmentatlon basm The hlke also .
would allocate $6.6 million for maintenance on water mains and hydrants as well as installing electronic water BRIDAL | TRA'

meters.

Tennessee-American’s 2007 rate increase generated $27 million in additional revenue that the company invested
in infrastructure, Mr, Watson said.
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PDF: Tennessee American’s filing

Tennessee-American Water Co. filed a motion this t | m e S free pres S Rl
afternoon with state regulators to raise residential Chattanooga Tunes Free ﬂt‘tﬁﬁ 4 :

water bills an average of $3.65 per month, a 20.58
percent increase.

“The filing is based on what our needs are,” said John Watson
John Watson, president of Tennessee-American. e
“Based on the evidence and public input, a decision will be made” within 180 days.

F

The water company filed its request this afternoon with the Tennessee Regulatory Authority. Tennessee-
American wants to increase rates to raise an additional $21.4 million to pay for infrastructure improvements, Mr.
Watson said. That would be the largest increase in the company’s 138-year history.

i

“I'm very disappointed they're asking for such a T,
large increase after receiving the 12.3 percent :
increase,” Chattanooga Mayor Ron Littlefield said.
“We contested that one. I'm confident we’ll contest
this request as well.”

Featured Propert

Mr. Watson said that Tennessee-American isn’t the
only utility facing rising costs for materials,
including fuel.

“There have been a lot of utility rate increases in the
community,” said Tennessee-American President
John Watson. “That says there are costs being
[incurred by utilities.”

Chattonongy
Cumrs Free HPr

ki AR A

Staff Photo by Angela Lewi
Water Co., is requesting to raise residential rates to
cover needed improvements. Flocculators would be
added to the settling basins with the money gained

s -- Tennessee American

EPB and other regional power providers in April
will begin passing through a g percent rate increase
by the Tennessee Valley Authority, said EPB
President Harold DePriest. The increase includes a
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6 percent increase in the base rate that TVA charges
utilities, he said, and 3 percent more for higher fuel
costs. EPB and other utilities are simply passing

through the increased rate, and are not gaining additional revenue, he said.

through the increase, along with many other
renovations.

Typically, the Tennessee Regulatory Authority, which oversees utilities, approves a lower amount than the water
company requests. The last increase was May 2007, 12.3 percent, the highest single increase up to this time. The
utility had asked for a 19.7 percent hike at the time.

The proposed rate hike would provide $8.8 million for improvements to the company’s Citico treatment facility
on Riverfront Parkway, including replacing a g2-year-old sedimentation basin. The hike also would allocate $6.6
million for maintenance on water mains and hydrants, as well as installing electronic water meters.

For complete coverage, see tomorrow's Chattanooga Times Free Press.

Page2 of 3

Comments

They get their raw material for free so how can they justify this except for greed?

We should have let the city take this over when we had the chance.

0 of 0 people found this comment useful. Suggest removal

By: Anonymous Name | Username: BillvDuke | On: March 14, 2008 at 5:31 p.m.

Post a comment

Commenting requires registration.

Username:

Password: (Forgotten your password?)

Comment:

[ Preview comment ]

Posted comments do not represent the opinions of the Chattanooga Times Free Press. Profanities, slurs and libelous

i
i

' remarks are prohibited. To view complete guidelines for submitting content, comments and feedback, click here.
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Water bills slosh upward

By Jason M. Reynolds

Staff Writer

The owner of Hamilton Place Car Wash said he expects he won't pass on an extra $184 to $221 a month in higher

costs to his customers once he gets his next water bill.

"I try not to raise my prices too often,” said owner Jared Smith, who estimates he spends $1,500 to $1,800 per

month on water. "I'll probably absorb that cost.”

As of Tuesday, Mr. Smith's Gunbarrel Road business was one of 74,000 customers of Tennessee-American Water

Co. paying an extra 12.3 percent for water.

The Tennessee Regulatory Authority last week approved the rate increase instead of the 19.7 percent Tennessee-
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American had requested. Still, the rate hike is Tennessee-American's highest ever in Chattanooga. Visit Gel

The water company asked for the rate increase to cover $26 million in upgrades the company has made in the

past two vears, said spokeswoman Kim Dalton.

"We've already invested this money to bring people the quality of water they deserve,” Ms. Dalton said.

The upgrades include new water towers near U.S. Xpress Enterprises near Interstate 75 and on Corridor J, Ms.
Dalton said, plus maintaining the city's water distribution system.

The storage tanks were needed to keep pace with Chattanooga's growth, said Tennessee-American's vice
president, John Watson. It takes a water company 3 1/2 years to recoup the costs of hooking up a new customer,

on average, he said. Ciick
mare

While Tennessee-American gets water for free from the Tennessee River, the utility must pay to treat and ;

distribute the water, Mr. Watson said. Some of the chemicals used to treat water have risen in price between 50 Chattannom

percent to 60 percent in the last three years, he said.

Tennessee-American, as other Chattanooga businesses, will start paying 4 percent more for electricity starting in
July, Mr. Watson said, following a rate increase by EPB. The water company will pay about $175,000 more for
electricity, a cost that wasn't factored into Tennessee-American's rate increase, he said.

Clmes Free Pr
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Higher water costs, coupled with rising prices of other commodities, makes it harder for manufacturers to do

business as well, said Ray Childers, president of the Chattanooga Manufacturers Association. LEASING AGEN

"Manufacturers are resourceful and will look for ways to deal with this huge increase,” Mr. Childers said. "Such %ﬁ_&& o

inue.” attanooga,
increases cannot continue. STANDIFE% A
Mr. Smith said he is tackling water expenses with a new car wash which opens in July in East Ridge. APARTMENT

LEGAL SECRET,

Lega
Chattanooga, TN

Shur Shine Express Wash will be a drive-through car wash that uses a $45,000 water-reclamation system to
purify and reuse the facility's water, Mr. Smith said. It will cut water us age to a quarter of that of a typical car

wash, he said. Confidential

E-mail Jason M. Reynolds at jreynolds @timesfreepress.com Driver- N
Chattancoga, TN
ADVERTISING

*:T More jobs

IR |

Staff Photo by Ashlie White DIRECTOR

BRIDAL | TRA!
Brian Berry, left, and Leah Peluso finish cleaning the interior of a customer’s car at Hamilton Place Car Wash on

Tuesday.

Share and Enjoy...
These icons link to social bookmarking sites where readers can share and discover new web pages.

..del.iciotus

M}%‘?’YahooMyWeb i co.mments f:"‘,fMa.gnolia

b

e.lirio.us 'ﬁ'blogmarks

BlinkList gaNewste Thscuttle ?’Fark éaShadows

Suthseribe Here!

How to avoid heat stroke

HOME | NEWS | SPORTS | ENTERTAINMENT | MULTIMEDIA | BLOGS | PHOTOS COMMUNITY | FYI

e,

> | @ Site |  Archives | — Web

Search:

TimesFreePress.com: Latest News | Locai/Region | Obituaries | Columnists | Editorial Cartoons | Business | Politics | Health | News Projects | Web Exclusives | Preps Sp
Life / Entertainment | Baby Boomers | Local Video | Podcasts | Mullimedia Projects | Blogs | Photo Gallery | Siideshows

Community: News | Correspondents
Fyi: Web Exclusives | Top Picks | Music | Movies | Dining | Arts | MediaBytes | Out&About | Today's Events | Event Search | Submit Events | Search FY! Articles | Search |

Jobs: Create an Account | Log in | Post a Resume | Search Jobs | Related Job Articles | | Love My Job | What are you Worth? | Cost-of-living Calculator | Job Assessor | h
| Research Companies | Post Jobs Online | Post Jobs Online + Newpaper

Cars: Find & Vehicle | Sell Your Vehicle | Find a Deater | Recreational Vehicles | Research & Resources | Car Review | Cruisin Articies | Readers’ Rides Arficles | View Ca:
Homes: Search for Sale | Search for Rent | Articies, Tools & Resources | School Infomation | Community Information | Homefinder | Agent Directory | Property Value Rese

Shop: Announcements | Apparel | Apphances | Automotive & Boating | Books & Magazines | Camera & Photo | Computers & Software | Coupons | Education | Electronics
Gifts | Food & Beverage | Furniture | Garage/Yard Sales | Health & Beauty | Home & Garden | Jewelry & Watches | Merchandise | Movies & Music | Office Produs | Pets &
Games & Video Games | Travel & Luggage | Advertiser List | Coupons | Ask the Experts | Find A Business

Misc.: Spotted | Search Articles | Search Archive | Full Access | Subscribe | Contact Us | Advertise | Promotions | Submit Events | Feedback | Place an Ad

© Copyright, permissions and privacy policy Copyright ©2008, Chattanooga Publishing Company, Inc. All rights reserve
This document may not be reprinted without the express written permission of Chattanooga Publishing Company, inc.

1ttp://www.timesfreepress.com/news/2007/may/22/Water-bills-slosh-upward/ 7/30/2008



Chattanooga Times Free Press | State approves 12% water rate hike for Chattanooga

Page 1 of 3

RCHIVES NTACT 4 T ROMOTIONS | SUBMIT EVENTS | FEEDSS
SITE MAP | MOBILE | EMAILS | SUBSCRIBE | ARCHIVES | CONTACT US | ADVERTISE | PROMOTIONS | SUBMIT EVENTS | FEEDS!

Lendm

Wkt RANKE CAUMRLTE

Tree

V@6 PR

Rafinance
400, 000 fo

2300, 000 fo
200, 000 fo

*Termsz and

WEDNESDAY, JULY 30TH, 2008

timesfreepress.c

i Watch your
r“ favorite shows.

@hmﬂga Times Free ﬁfkﬁﬂ Allin one place.

HOME NEWS SPORTS ENTERTAINMENT MULTIMEDIA BLOGS PHOTOS

Home »

Tuesday, May 15, 2007 , 12:00 a.m. ARTICLE TOOLS

¥ E-mail story
State approves 12% water rate hike for g Printer friendly version

Chattanooga iPod friendly version
"_::Share and Enjoy

Q Text Size: A A A A

By Jason M. Reynolds

Staff Writer

A drink of water will cost more in Chattanooga on May 22, with Tennessee-American Water Co. receiving state
regulators’ approval to raise the average residential bill by about $1.83 per month, a 12.3 percent increase.

"That's certainly an outrageous increase,” said Dan Johnson, chief of staff for Chattanooga Mayor Ron Littlefield.
"We know the rate increase will go to people in Germany."

The Tennessee Regulatory Authority ruled Tuesday afternoon to give Tennessee-American nearly $4.1 million
more per vear from the utility's 74,000 customers. The company had asked for nearly $6.4 million more per vear,
a19.7 percent increase. The rate increase is the highest ever for water in Chattanooga. The last residential
increase, 3.8 percent, was in 2005.

Tennessee-American officials believe the regulatory hearing was a fair process, said John Watson, the company's
vice president.

"While we believe our rate request was justified. We understand the TRA faced a great challenge,” Mr. Watson
said. "We want our customers to know we are committed to providing them with the high quality of water and
service they are accustomed to."

Tennessee-American will have to "live within the parameters” of the lower-than-requested increase, Mr. Watson
said.

The Chattanooga Manufacturers Association had petitioned against the increase. The association argued that a
Tennessee-American study showed industrial water users were being asked to pay a disproportionate share of the
increase, said Ray Childers, president of the association.

"We're disappointed with the results of this heanng, Mr. Childers said. "We think ... large-volume industrial
users are paying more than their share of the cost

Mr. Childers said the manufacturers association will talk to city and Hamilton County leaders about exploring
any possible legal options.

Mr. Johnson said city officials have not had time to decide whether to take further action. The rate hike will cost
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city government between $75.000 and $80,000 more for water annually, officials said.

Tennessee-American is a subsidiary of American Water Works, which was bought in 2001 by RWE Group in
Germany. RWE plans to sell American Water in a stock offering later this year, according to company officials.

However, Mr. Watson said the offering had nothing to do with the rate increase. DRIVERS NEED
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The June 2006 - Allen & Hoshall Tennessee Rate Study

By Dave Flessner

Staff Writer

Eastside Utility District is using part of Chattanooga's past to prepare for its future. ’ T F
And like water users elsewhere, the customers of the Ooltewah utility soon may have to pay a price for upcoming . Looking for gut
changes. ;

By May, utility workers hope to bring out of retirement another portion of a 65-year-old water filtration system
originally built by the U.S. Army to help win World War II. The $4 million project, designed to help Chattanooga
win new industry and keep pace with residential growth around Ooltewah, also could bring higher water rates by
this fall, the utility's manager said Wednesday.

"It's been over 10 years since we had a rate increase, but we're having to in

Signe

vest more now to upgrade our system, and we're going to have to soon raise our rates,” Eastside General W
oun

‘,'x

| — Manager Don Stafford said. $274,
. . 3 Bed
Mr. Stafford, who also is chairman of the Hamilton County Water Utilities Association, said water utilities Click
everywhere are facing higher operating and investment costs from rising energy and labor expenses and stricter more
water-quality rules.
; . Chattaupoy
As a result, many Tennesseans soon may be paying more at the tap. Times Free Pr

"Historically, we as a culture have put a lot of pressure on keeping water as cheap as possible,” said Bill Dobbins,
executive director of the Tennessee Association of Utilities, which represents the state's 185 water utility districts.
"But we're cheating ourselves. To meet our future needs for abundant, clean water, we're going to have to be
willing to pay more for our water."

http://www timesfreepress.com/news/2007/mar/28/Paying-more-at-the-tap/ 7/30/2008
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Last vear, the Savannah Valley Utility District in northern Hamilton County adopted its first overall water rate
increase in 11 vears. Walden's Ridge Utility District on Signal Mountain is preparing to more than triple its
tapping fee charged to new customers from $900 to $3,500 in May.

Hamilton County commissioners are expected today to hear a similar message from Chattanooga's biggest water
system.

Tennessee-American Water Co., the state's biggest private water utility, is seeking a rate increase of nearly 20
percent this spring in the utility's biggest dollar rate proposal ever.

"The costs of pipes, pumps and people continue to rise, and in order to make the type of investment we need to
maintain and improve our system. We need to raise our rates," said John Watson, general manager for
Tennessee-American, which has invested more than $26 million in Chattanooga in the past two years.

The Tennessee Regulatory Authority, the state agency that governs private utilities, will conduct a hearing on
Tennessee-American's proposed rate hike next month. But the County Commission wanted to hear about the rate
increase at its agenda meeting today.

Mr. Watson said the proposed rate increase would cost the typical water user another $3 a month and will be the
first rate increase since March 2005 when Tennessee-American was granted about a 1 percent increase by the
TRA.

comparing water rates

A water rate survey last year by the Memphis consulting firm of Allen & Hoshall found that water charges for the
biggest water providers in Southeast Tennessee -- Tennessee-American; the cities of Cleveland, Athens and South
Pittsburg; and the Hixson and Eastside Utility Districts -- were all below the statewide average of $22.84 a month
per residential customer.

Some smaller water utilities, especially those in rocky, mountainous terrain, have water rates that are much
higher, according to the survey.

Tennessee-American water rates are higher than either the Hixson or Eastside Utility districts, which are the
biggest of the public water systems in Hamilton County.

Mr. Watson said the private water company is the only local water supplier that does not impose a meter charge
to tap into its system. Additionally, Tennessee-American pays back to developers some or all of their water
system investments made in new subdivisions as homes are built and hook onto Tennessee-American. The public
water utility districts require all such expenses to be paid by developers.

Unlike Tennessee-American, which is regulated by the TRA, the rest of Hamilton County is served by water utility
districts governed by board members appointed by the county mayor.

Water utility districts are self-governed and may adjust water rates as they choose, although the state’s Utility
Management Review Board oversees district finances.

David Norton, a Hixson Utility District director who is chairman of the state oversight board, said Hamilton
County water utilities are in good financial condition.

"Our industry is certainly much healthier than when the management review board began in 1987,” Mr. Norton
said. "There were probably five to 10 times more utility districts then that were financially distressed.”

Among the gas and water utility districts audited by the Utility Management Review committee, only four were
still under the jurisdiction of the board because of financial problems at the end of 2006, according to the board's
annual report.

improving liquidity

Mr. Dobbins and other industry leaders said Tennessee water systems have made significant progress in both
their fiscal and environmental health over the past two decades. Nonetheless, the U.S. Environmental Protection

Agency still has warned about "an infrastructure gap” that could cost consumers billions of dollars nationwide to
fill.

"Many water and waste-water systems are in need of a lot of investment to meet water-quality standards and to

http://www .timesfreepress.com/news/2007/mar/28/Paying-more-at-the-tap/
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maintain and repair networks that were built decades ago," said Jan Beecher, director of the Institute of Pub_lic
Utilities at Michigan State University. "Water rates and water issues in many communities are going to continue
to be a challenge.”

Dr. Beecher's studies indicate water rates nationwide have risen faster than inflation in the past five years.

But in dollar terms, Mr. Watson said the typical Chattanooga consumer has faced bigger monthly increases in
recent years from electricity, natural gas and cable TV rates.

Despite the upward pressure on rates at many utilities, however, Hixson Utility District expects to be able to hold
the line on its costs.

Gene Huffine, general manager for the Hixson utility, said underground aquifers still are clean and plentiful
enough in Hixson to supply water for more than 22,000 customers at some of the lowest rates in Tennessee.

"We are blessed with a very high-quality water source,” he said.

Eastside, the county's second-biggest water utility district, relied upon wells until the early 1990s when turbidity
problems forced the utility to convert to surface water from the Tennessee River.

Eastside acquired the former Army water filtration plant, which supplies 16 million gallons of water a day. The
expansion will boost that capacity to 20 million gallons a day, said David Hudson, assistant district manager.

The former military plant could be retrofitted to produce up to 32 million gallons of water a day if major water-
using manufacturers locate at the adjacent Enterprise South industrial park, Mr. Stafford said.

E-mail Dave Flessner at dflessner@timesfreepress.cont
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Annual Climatological Summary: 401656/1388 Page 1 of 1

2. CHATTANOOGA LOVELL AP, Tennessee

National Climatic Data Center
Federa! Building

151 Patton Avenue

Asheville, North Carolina 28801

U.S. Department of Commerce _
National Oceanic & Atmospheric Administration

ANNUAL
CLIMATOLOGICAL

SUMMARY
(2008)

Stafion: 401656/13882, CHATTANOOGA LOVELL AP, Elev. 671 ft. above sea level Lat. 35°02'N, Lon, 85°12'W

Tennessee
Date Temperature (° F) Precipitation (inches)
Elem-> IMMXTIMMNT|MNTM] DPNT | HTDD | CLDD | EMXT EMNP DTo0]ox3z2]pT32]oT00[TPCP[OPNP JEMXP]  [Tsnwimxsp]  orot|oP
Number of Days gt:eatest
Depart.{Heating|Cooling Depart. served Snow, Sleet Number
2008 | Mean | Mean from |Degree|Degree High Low|{Max [Max [Min [Min from Total | Max [Max
Month | Max. } Min. | Mean |Normai| Days | Days }Highest|Date|Lowest|Date}>=90°]<=32°|<=32°|<=0° | Total [Normal| Day |Date] Fall Depth |Date}>=.10]>=
1] s0.2] 30.0f 40.1 0.7] 763 0 7 7 14] 20 0 2l 18 o 318} -2.22} 1.30f 10] 1.6{ ot| 17 5
2| s6.4] 336] 450 16| 571 0 74] 5 21] 28 0 o] 13 of 4.44] -0.41] 1.16] 6] oov| ot} 15 7
3 M M M M M M M M M M M| M M M M M M M
4 M M M M M M M M M M M M M M M M M M
5 M M M M M M M M M M M| M M M M M M M
6 M M M M M M M M M M M M M M M M M M
7 M M M M M M M M M M M| M M M M M M M
8 M M M M M M M M M M Mf M| M M M M M M
9 M M M M M M M M M M M ™ M M M M M M
10 M M M M M M M M M M M Ml M M M M M M
11 M M M M M M M M M M M M M M M M M M
12 M M M M M M M M M M M M M M M M M M
Annual M M M M M M M| Feb M| Jan M M M M M M M| Jan M M| Febl M
Notes

w

(blank) Not reported.

+ Occurred on one or more previous dates during the
month. The date in the Date field is the last day of
occurrence. Used through December 1983 only.

A Accumulated amount. This value is a total that may
include data from a previous month or months or year
(for annual value).

B Adjusted Total. Monthly value totals based on
proportional available data across the entire month.

E An estimated monthly or annuai total.

X Monthly means or totals based on incomplete time series.
1to 9 days are missing. Annual means or totals include
one or more months which had 1 to 9 days that were
missing.

M Used to indicate data element missing.

T Trace of precipitation, snowfall, or snowdepth. The
precipitation data value wil! = zero.

Elem- Element Types are included to provide cross-reference for

> users of the NCDC CDO System.

Station Station is identified by: CoopID/WBAN, Station Name,
State.

Precipitation amount is
continuing to be accumulated.
Total will be included in a
subseguent monthily or yearly
value. Exampie: Days 1-20 had
1.35 inches of precipitation, then
a period of accumulation began.
The etement TPCP would then
be 00135S and the total
accumutated amount vaiue
appears in a subsequent monthly
value. If TPCP = "M" there was
no precipitation measured during
the month. Fiag is set to "S" and
the total accumulated amount
appears in a subsequent monthly
value.

Dynamically generated Wed Jul 30 18:47:53 EDT 2008 via hutp.//cdo.ncde.noaa.gov/ancsum/ACS

Data provided from the NCDC CDO System

Additional documentation can be found at hitp./AvwwS.ncde.noaa.gov/cdo/3220doc.ixt

http://cdo.ncdc.noaa.gov/ancsum/ACS

7/30/2008



Annual Climatological Summary: 401656/13882, CHATTANOOGA LOVELL AP, Tennessee Page 1 of 1

National Climatic Data Center

U.S. Department of Commerce . Federal Buildin
National Oceanic & Atmospheric Administration AN N U AL 151 T;attron Avenuge

CLIMATO LOGICAL Asheville, North Carolina 28801
SUMMARY

ion: TTANOOGA LOVELL AP . .
Station: 401656/13882, CHA ’ Elev. 671 ft. above sea level Lat. 35°02'N, Lon. 85°12'W
Tennessee :

° . . . .
Date Temperature (° F) Precipitation (inches)
Eiem-> [MMXT|MMNT|MNTM] DPNT | HTDD { CLDD § EMXT EMNP D190 |Dx32]DT32]oT00jTPCP] DPNP JEMXP] — JTsNwimxsp]  |opo1]op
Number of Days Greatest
Depart.|Heating}Cooling Depart. Observed Snow, Sleet Number
2007 | Mean | Mean from |Degree{Degree High Low [Max |Max [Min |Min from Total | Max [Max
Month | Max. | Min. } Mean {Normai} Days | Days |Highest]DatejlLowest{Date]>=90°}<=32°}<=32°|<=0° | Total |Normal| Day |Date] Fall |DepthjDate >= 10}>=
11 53.0] 34.2] 436 4.2 655 0 72} 14 16] 31 0 0 15 0] 2.91} -2.49} 1.42 7 0.0 0 4
2} 53.0] 305| 41.8 -1.6 644 o] 73] 28 19] 16 0 0 18 of 1.65] -3.20] 0.80] 25 2.1 0T} 18 4
3] 722} 46.5F 594 8.0 214 46 88| 25 27 5 0 0 3 0] 1.74] -4.45] 0.74] 15 0.0 0 4
4] 705} 46.3] 58.4 -1.2 234 41 88] 30 27 7 0 0 2 0} 4.19] -0.04} 1.03}] 26 0.0 0 8
5| 84.7] 579 713 3.6 6 209 921 31 45} 19 4 0 0 0§ 1.34] -2.94] 0.93 5 0.0 0 2
6] 91.6f 66.2] 789 35 Q 426 g7y 24 591 22 22 o 0 ot 2.16] -1.83} 0.83F 25 0.0 0 5
7| 87.7] 69.0] 784 -1.2 0 421 93 9 62] 21 9 0 0 o] 7.18 2.45) 2.74] 28 0.0 0 9
8] 97.4| 73.9| 857 7.2 0 645 105 23 71 4 30 0 0 0] 1.83] -1.76§ 0.94} 28 0.0 0 3
9] 881} 64.51 76.3 4.2 0 345 97 5 511 30 14 0 0 of 1.93] -2.38) 1.11] 14 0.0 0 4
10y 77.9] 546] 66.3 5.9 79 125 91 7 371 30 o] 0 0] 3.63 0.37] 2.31fp 23 0.0 0 4
11| 639} 388} 514 1.4 401 0 76] 21 28] 24 0 8 Of 6.56 1.68] 243} 26 0.0 0 7
12] 585§ 395} 490 6.6 489 0 7y 11 25y 17 0 0 " of 3.50fF -1.31} 1.37} 28] 0.0T ot} 13 7
Annuall 74.9] 51.8] 634 3.4 2722] 2258 105§ Aug 16{ Jan 82 0 57 0] 38.62} -15.90f 2.74] Jui 2.1 0{ Dec 61
Notes
(blank) Not reported. X Monthly means or totals based on incomplete time series. S Precipitation amount is
+ Ocourred on one or more previous dates during the 1 to 9 days are missing. Annual means or totals include continuing to be accumulated.
month. The date in the Date field is the last day of one or more months which had 1 to 9 days that were Total will be included in a
occurrence. Used through December 1983 only. missing. subsquuent monthly or yearly
A Accumulated amount. This value is a total that may M Used to indicate data element missing. :a:;%ihcr)::?gflebgg;i;}gg Tﬁgn
i?clude dalta frlom a previous month or months or year T Tracg 'of precipitation, anwf_all, or snowdepth. The a'period of accumulation bégan,
(for annual vaiue). precipitation data value will = zero. The efement TPCP would then
B Adjusted Total. Monthly vajue totals based on Elem- Element Types are included to provide cross-reference for be 001358 and the total
proportional available data across the entire month. > users of the NCDC CDO System. accumulated amount vatue
E An estimated monthly or annual total. Station Station is identified by: CooplD/WBAN, Station Name, appears in a subsequent monthly
State. value. If TPCP = "M" there was

no precipitation measured during
the month. Fiag is set to "S" and
the total accumulated amount
appears in a subsequent monthly
value.

Dynamically generated Wed Jul 30 18:47:45 EDT 2008 via htip://cdo.ncde.noaa.gov/ancsum/ACS
Data provided from the NCDC CDQO System
Additional documentation can be found at hitp.//wwd nede.noaa.govicdo/3220doc. ixt

http://cdo.ncdc.noaa.gov/ancsum/ACS 7/30/2008



Annual Climatological Summary: 401656/13882, CHATTANOOGA LOVELL AP, Tennessee Page 1 of 1

National Climatic Data Center

U.S. Department of Commerce e
National Oceanic & Atmospheric Administration AN N U AL 151i:?:(;?§;ih\llled;r&g

CLIMATOLOG |ICAL Asheville, North Carolina 28801
SUMMARY

(2006)
ion: TTANOOGA LOVELL AP , '
Station: 401656/13882, CHA ’ Elev. 671 ft. above sea level Lat. 35°02'N, Lon. 85°12'W
Tennessee
° .. X .
Date Temperature (° F) Precipitation (inches)
Elem-> [MMXT|MMNT]MNTM] DPNT | HTDD | CLDD | EMXT EMNP DT90]Dx32] DT32]DT00|TPCP] DPNP [EMXP]  [TsNwimxsb  |opo1jop
Number of Days Greatest
N
Depart |Heating|Cooling Depart. Observed Snow, Sleet umber
2006 | Mean | Mean from |Degree]Degree High Low [Max [Max [Min [Min from Total | Max |Max
Month | Max. | Min. | Mean {Normal} Days | Days |Highest{Date]Lowest|Date{>=90°j<=32°]<=32°|<=0" | Total [Normal} Day [Date Fall |Depth|Date}>=.10]>=
1] 56.8] 37.2] 47.0 7.6 552 0 69 10 27 7 0 0 10 ol 5.19f -0.21) 1.27} 17} 0.0T 0T 3 8
2| 51.9} 324} 422 -1.2 634 0 72] 16 22] 19 0 1 17 0] 2.05} -2.80} 0.76 3 0.2 0Ty 20 5
3| 64.5] 41.6] 531 1.7 372 10 811 12 281 27 0 0 4 ol 1.94F 4.25] 1.04] 20 0.0 0 3
41 77.71 529} 653 57 73 89 88| 17 38} 10 0 0 0 0] 5.93 1.70f 1.76} 19] 0.0T 0T} 25 8
5} 78.3] 56.8] 67.6 -0.1 57 142 921 29 44 1 4 0 0 0] 3.48] -0.80] 0.73 71 0.0T oT 5 9
6] 88.4| 64.9] 76.7 1.3 0 359 98) 22 54 6 12 0 0 0] 2.20f -1.79) 1.11] 26 0.0 0 3
7{ 91.3] 70.1] 80.7 1.1 0 493 97} 20 63 8 20 0 0 0l 447y -0.26] 1.45f} 13 0.0 9
8{ 92.4] 73.0] 827 4.2 0 554 100 4 66] 24 23 0 0 0| 4.74 1.15] 1.111 20 0.0 0 11
9] 81.5] 605 71.0 -1.1 11 199 891 17 46 29 0 0 0 0] 4.10] -0.21] 1.43] 23] 0.0T 0T} 18 8
10} 70.9} 486} 598 -0.6 204 50 88 5 32 24 o] 1 0} 567 241} 2.03] 17 0.0 0 5
11} 62.5| 39.7f 51.1 0.8 414 4 78] 10 28 4 0 0 3 0] 3.48] -1.40} 1.93] 15| 0.0T 0T} 18 3
12} 58.3] 341} 46.2 3.8 575 0 73] 18 16 9 0 0 13 0] 3.42] -1.39) 1.38] 22] 0.0T 0T} 31 6
Annuall 72.9] 51.0f 62.0 1.9] 2892] 1900 100] Aug 16 Dec 59 1 48 0]46.67] -7.85] 2.03] Oct 0.2 Of Dec|] 78
Notes
(blank) Not reported. X Monthly means or totals based on incomplete time series. S Precipitation amount is
+ Occurred on one or more previous dates during the 1to 9 days are missing. Annual means or totals include continuing to be accumulated.
month. The date in the Date field is the last day of one or more months which had 1 to 9 days that were Total will be included in a
occurrence. Used through December 1983 only. missing. subsequent monthly or yearly
A Accumulated amount. This value is a total that may M Used to indicate data element missing. :ﬂ%ﬁhfﬁ:?&%ﬁ;ﬁ;ﬁ? ngn
i(?grluadnengzlta frlom a previous month or months or year T Tracg of precipitation, anwf_all, or snowdepth. The aAperiod of accumulation béganA
value). precipitation data value will = zero. The element TPCP would then
B Adjusted Total. Monthly vaiue totals based on Elem- Element Types are included to provide cross-reference for be 001358 and the total
proportional available data across the entire month. > users of the NCDC CDO System. accumulated amount value
E An estimated monthly or annual total. Station Station is identified by: Coop!D/WBAN, Station Name, appears in a subsequent monthly
State. value. If TPCP = "M" there was

no precipitation measured during
the month. Flag is set to "S" and
the total accumulated amount
appears in a subsequent monthly
value.

Dynamically generated Wed Jul 30 18:47:39 EDT 2008 via htip.//cdo.ncde.noaa.gov/ancsum/ACS
Data provided from the NCDC CDO System
Additional documentation can be found at hitp:/Avwwi nicde.noaa.gov/iedo/3220doc. ixt

http://cdo.ncde.noaa.gov/ancsum/ACS 7/30/2008



Annual Climatological Summary: 401656/13882, CHATTANOOGA LOVELL AP, Tennessee Page 1 of 1

National Climatic Data Center

U.S. Department of Commerce o Federal Building
National Oceanic & Atmospheric Administration AN N UAL 151 Patton Avenue

CLlMATOLOGlCAL Asheville, North Carolina 28801
SUMMARY

(2005)
ion: ANOOGA LLOVELL AP ' ;
Station: 401656/13882, CHATT ’ Elev. 689 ft. above sea level Lat. 35°02'N, Lon. 85°12'W
Tennessee
° .. . .
Date Temperature (° F) Precipitation (inches)
Elem-> IMMXT|MMNT{MNTM| DPNT | HTDD | CLDD | EMXT EMNP bTso]oxaz]oTaz[pToojTPcP] PP [EMXP[ — Jrsnwimxsp| — |orotfoP
Number of Days Greatest
Depart.|Heating|Cooling Depart. Observed Snow, Sleet Number
2005 |Mean | Mean from [Degree|Degree High Low [Max [Max [Min [Min from Total | Max {Max
Month { Max. | Min. | Mean |Normat| Days | Days }JHighest|Date]Lowest|Date}>=90°}<=32°}<=32°}<=0° | Total |[Normal} Day |Date] Fail }Depth|Date}>=10]>=
1] 55.4] 356| 455 6.1 598 0 71 4 161 24 0 1 11 0t 2.80} -2601 0.87] 13| 0.0T 0T 7 6
2} 56.4] 37.3}] 46.9 35 501 0 70} 22 23] 11 0 0 8 ol s.46] 061} 2.10] 21] 0.0T oT 9 7
3] 61.4] 395| 505 -0.9 446 1 81 26 23 2 0 0 6 0] 427y -1.92] 0971 31] 0.0T 0T} 25 8
4l 7171 4721 595 -0.1 167 8 81f 20 33] 25 0 0 0 o]l 3.56] -0.67} 1.08] 30 0.0 0 7
5¢ 77.2] 53.7] 65.5 -2.2 69 93 89} 12 41 4 0 0 0 0f 1.99; -2.29] 0.85F 10 0.0 0 5
6} 856] 66.9] 76.3 0.9 0 344 93] 30 59] 18 7 0 0 0| 7.05f 3.06] 2.02f 28 0.0 0 9
7} 88.5] 71.5] 80.0 0.4 0 472 971 26 66 7 13 0 0 0] 6.05} 1.32) 1.85] 11 0.0 0 10
8] 89.7] 71.5] 806 2.1 0 492 96] 20 66{ 31 17 0 0 0| 5.00] 141} 1.36] 15 0.0 0 10
9] 87.2f 6374 755 3.4 0 320 921 20 511 30 12 0 0 0] 1.92] -2.39] 0.98] 16 0.0 0 2
10| 74.2f 513} 62.8 2.4 155 94 87 2 31] 30 0 0 1 o} 0.75§ -2.51] 0.38 6 0.0 0 2
11] 64.4] 402] 52.3 2.0 383 11 84 8 25) 19 0 0 8 o] 357f -1.31] 1.66] 21 0.0 0 5
12| 48.5] 29.5] 39.0 -3.4 800 0 65| 28 20] 23 0} 0 22 0f 3.85} -0.96] 1.22] 15 0.0 0 9
Annuall 71.7§ 50.7] 61.2 1.2} 3119f 1835 97} Jut 16{ Jan 49 1 56 0}46.27f -8.25] 2.10f Feb 0.0 0] Mar|] 80
Notes
(blank) Not reported. X Monthly means or totals based on incomplete time series. S Precipitation amount is
+ Occurred on one or more previous dates during the 1to 9 days are missing. Annual means or totals include continuing to be accumutated.
month. The date in the Date field is the last day of one or more months which had 1 to 9 days that were Total will be included ina
occurrence. Used through December 1983 only. missing. subsequent monthly or yearly
A Accumulated amount. This value is a total that may M Used to indicate data element missing. :ﬂ%ﬁhgﬁ:?&%ggﬁ;ﬁg ngn
irfwclude da,ta frlom a previous month or months or year T Tracg 'of precipitation, anwf_all, or snowdepth. The aAperiod of accumulation bégan.
(for annuat value). precipitation data vatue will = zero. The element TPCP would then
B Adjusted Total. Monthly value totals based on Elem- Element Types are included to provide cross-reference for be 001358S and the total
proportional available data across the entire month. > users of the NCDC CDO System. accumulated amount value
E An estimated monthly or annuai total. Station Station is identified by: Coop!D/WBAN, Station Name, appears in a sub?'ecluent monthly
State. value. If TPCP = "M" there was

no precipitation measured during
the month. Flag is set to "S" and
the total accumulated amount
appears in a subsequent monthly
value.

Dynamically generated Wed Jul 30 18:47:31 EDT 2008 via hitip.//cdo.ncdc.noaa.gov/ancsum/ACS
Data provided from the NCDC CDO System
Additional documentation can be found at http./Niww3S.nede.noaa.goy/edo/3220doc.txt

http://cdo.ncde.noaa.gov/ancsum/ACS 7/30/2008



Annval Climatological Summary: 401656/13882, CHATTANOOGA LOVELL AP, Tennessee

U.S. Department of Commerce - _
Nationa! Oceanic & Atmospheric Administration

Station: 401656/13882, CHATTANOOGA LOVELL AP,

ANNUAL
CLIMATOLOGICAL

SUMMARY
(2004)

Elev. 689 ft. above sea level

Page 1 of ]

Nationat Climatic Data Center
Federal Building

151 Patton Avenue

Asheville, North Carolina 28801

Lat. 35°02'N, Lon. 85°12'W

Tennessee
Date Temperature (° F) Precipitation (inches)
Elem-> IMMXT|MMNTMNTM] DPNT | HTDD | CLDD | EMXT EMNP pTo0|pxaz[brsz[prooftPCP] DPNP JEmxP]  [Tsnwimxspf — [orotfop
Number of Days OGgeatest
Depart.|Heating]Cooling Depart. served Snow, Sleet Nurmber
2004 |Mean | Mean from | Degree|Degree High Low|Max |Max [Min [Min from Total | Max IMax
Month | Max. | Min. | Mean |Normal| Days | Days |Highest|Date}Lowest|Date}>=90°|<=32°}<=32°|<=0" | Total |[Normal] Day |Date Fall ]Depth|Date|>=.10}>=.
1] 48] 207| 398] 04| 777 2 711 3 7 7] of of 23] of seo|l -1.80] 2.10] 25} o007} o7] 10} 5
2] s1.0] 335} 42.3] 1.9} 655 0 65 19] 22} 1 of ol 12} o 488 o003 3.11] 6] 04] ot} 16] 6
3] 675 440] s58]  44] 284 6 53] 28] 28] 23] of of 4] of 438 -183] 162 6] 00 0 7
4l 726 477] 60.2] 06| 180 40 86] 24] 37} 15] o] o]l o of 193] -2.30] 0.74] 12] o007 ot} 11] 6
5| 82.7) 61.0] 719} 4.2 34| 255 oo 30] 3] 4] 2f of o of 392} -0.38] 109} 2] 0.0 0 7
5| 84.5] 67.7] 76.1] 0.7 o] 338 osf 120 s8f s| 4 of of of 416] o017} o0sg| 15} 0.0 0 9
7| 87.7] 685] 78.1] -1.5 of 414 o4f 24 e3] 19] 8] ol of of 747 274} 2.34] 31] 0.0 0 9
8l 85.4] 66.2] 75.8] -2.7 342 92 4] s4] 1a] 7] of ol of 274] -0.85} 1.03] 20] 0.0 0 5
o 81.4f 62.9] 722 0.1 223 g & 51] 21 1 of of of 828] 3.97] 524} 18] 0.0 0 5
10| 752} 56.7] 66.0] 5.6 44 80 83| 2] 44| 171 of o] o] of 462] 1.36] 217 19] 0.0 0 7
11| 63.2] 456] 544 41} 321 10 go] 1 31) 26 of o] 2| of 761} =273 239] 24] 0.0 0 11
12] 524 31.2] 418 -08] 713 0 72 7] 16} 20 of 1| 19]  of es0] 1.79] 3.9 6] ooT] ot} 21] 6
annuall 71.1] 51.2) e1.2]  1.2] 3010] 1710 95} Jun 16l Decf 22 1| 0] ofe0.17] 565 5.24] sep] 0.4 of Dec] 83
Notes

(blank) Not reported.

+ Occurred on one or more previous dates during the
month. The date in the Date field is the last day of
occurrence. Used through December 1983 only.

A Accumulated amount. This value is a total that may
include data from a previous month or months or year
(for annuai vaiue).

B Adjusted Total. Monthly value totals based on
proportional avaiiable data across the entire month.

E An estimated monthly or annual total.

X Monthly means or totals based on incomplete time series.

1 to 9 days are missing. Annuai means or totals include
one or more months which had 1 to 9 days that were

missing.
M Used to indicate data element missing.

T Trace of precipitation, snowfall, or snowdepth.

precipitation data value will = zero.

The

Elem- Eiement Types are included to provide cross-reference for

> users of the NCDC CDO System.

Station Station is identified by: CoopID/WBAN, Station Name,

State.

S Precipitation amount is

continuing to be accumulated.
Total will be included in a
subsequent monthly or yearly
value. Exampie: Days 1-20 had
1.35 inches of precipitation, then
a period of accumulation began.
The element TPCP would then
be 001358 and the total
accumulated amount value
appears in a subsequent monthty
value. If TPCP = "M" there was
no precipitation measured during
the month. Flag is set to "S" and
the total accumulated amount
appears in a subsequent monthly
value.

Dynamically generated Wed Jul 30 18:47:16 EDT 2008 via http://cdo.ncde.noaa.gov/ancsum/ACS
Data provided from the NCDC CDO System
Additional documentation can be found at hitp:/Asww. nede.noaa.gov/cdo/3220doc. txt

http://cdo.ncde.noaa.gov/ancsum/ACS

7/30/2008
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SERVIDED & AMEMNTIES

WEETINGES
BFECAL DTOASIONS

BLUZ WATER GRILL

RETURN REWASDD

_earn chout €

http://www.quorumtampa.com/?src=ppc_yahoo_quorum

Leisure Packages
Meeating

Wedding Packages

The Prem
Discover he
service at the Quorum Westshore, our exceptionally focated Tampa hotel. Sit back and enjoy our
all-new Blue Water

Grill restaurant and bar - complete with "seating cabanas,” appointed with pillows, faux shades,

and natural teak wood - creating a romantic fee! that recalls Ernest Hemingway's distinguished

era. Or relax in our spacious, well-appointed accommodations. Whether you're traveting for
business or

-
L
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r
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I
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nvenie
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jeisure, you's > unigue featu: of our Tampea Florida
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setting:

+ Located in the vibrant Westshore business district of Tampa
« Convenient to upscale shopping, restaurants, and nightlife
» Within minutes of downtown Tampa and St. Petersburg

» Just two miles from Tampa International Airport

Click here for more about Nearby Tampa Attractions & Businesses.

Deluxe Features At Our Tampa Fiorida Hotel..,

Enjoy select amenities and services at this Tampa Florida hotel, following our recent $5 million
dollar renovation to all guest rooms and pubilic areas. Sip your favorite warm beverage at our new
Starbucks Cyber Café while checking your e-mail or browsing the internet. Or take full advantage

of our comprehensive meeting facilities. All guests are invited to our manager's reception,

featuring complimentary beer, wine, and soft drinks. Sample delicious appetizers while unwinding

with a relaxing chair massage. You'll find a variety of features at our Tampa hotel, including:

R = Dramatically renovated lobby, featuring distinct decor
Top notch
A »  All new Blue Water Grill, full-service restaurant and bar

R o Y O QAT T Y .‘7 P 3 2
e pxperferce s feon wondortor st te

§ B0 say. Do, » New Starbucks Cyber Café, with complimentary Wi-Fi

fparled, Wod g B Biing

Brireiiins ana Ay S Do an a8

» Classic Filorida design, providing a welcoming environment

SHEdsure 20 wedek Wik, Dedng f B b

+ All-new guestrocom amenities and personal comforts

STEEIG D for years and I have fo

+« Complimentary, 24-hour airport shuttle service

say e Qiorunn Hoted g thely stadf are top

¢« Manager's reception, held every Mondav through friday

repbolys Everyorse aF the i

Fronled v o great Elinos wers, Food was
Pl e 3 B .
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SIGNATURE RESTAURANTS .

Restauranis

Catering & Events

Private Dining
What's Happening Phil Stefani's 437 Rush

437 N. Rush St.
Chicago, IL 60611
(312) 222-0101

EMPLOYMENT
G T CERTIFICATES

 Toums ' Phil's Stefani's 437 Rush is the latest Phil Stefani Signature Restaurant.
RESERVATIONS

MENUS Located at 437 N. Rush St. the new location inhabits the former Riccardo's
ABoUT Us : restaurant space at the corner of Rush and Hubbard Streets. 437 Rush
SIE Map truly echoes the feel of a classic Italian steakhouse. The design's intent, by
SAUCES & PRODUCTS architect Randy Pruyn, was not to recreate Riccardo's, but to bring back

the spirit of when the restaurant was in its prime.

The restaurant shines through the use of rich mahogany colored flooring
and wainscots, black and white tiled floors, stainless steel railings and
ribbed glass partitions. The décor package highlights the neighborhood's
PICTURE GALLERY strong newspaper and advertising ties. The finale is the energetic mural
(Click for larger image ) that hangs above the original Riccardo's bar. The main dining room
features items including prime steaks and chops, succulent lobster tails
and enticing pasta specialties.

For preferred seating call: 312-222-0101.

Take the Virtual Dining Room Tour.

Take the Virtual Bar Tour.

Menus

437 Restaurant Menus

To view a menu, click on one of the links below:

http://www stefanirestaurants.com/437rush.htm 7/30/2008
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437 Daily Drink Special
437 Signature Cocklails
437 Bar Bites Menu
437 Lunch Menu

437 Private Dining Menus

You will need to have the Adobe Acrobat Reader program in order to view and print the
menus. To download and install a copy of this program click on the icon below.

i or click here.

Phil Stefani's 437 Rush Facts

ADDRESS: 437 N. Rush Street, Chicago IL 60611 (former site of
Riccardo's) ‘

PHONE: 312-222-0101

HOURS OF OPERATION:

Lunch: Monday - Friday, 11am - 4pm

Dinner: Monday - Thursday 5pm-10pm / Friday & Saturday S5pm-11pm/
Sunday - Closed

PRIVATE DINING CONTACT: Michael Dyb - call 312-222-0101 or send
an email to mdyb@stefaniaroup.com

EXECUTIVE CHEF: Federico Comacchio
CUISINE: Italian Steakhouse
RESERVATIONS: Strongly Recommended
CAPACITY: 400

PRIVATE DINING FACILITIES:
Accommodate 20 to 200

PARKING: Valet Parking
CREDIT CARDS: All Major
HANDICAP ACCESS: Yes

SMOKING: No smoking allowed

http://www stefanirestaurants.com/43 7rush.htm
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RESTAURANTS

Tuscany |Tuscany Cafe | Poplar Creek Country Club | 437 Rush
Harborside International | Tavern on Rush | Riva Restaurant
Riva Naperville | Crystal Garden | Beer Garden | Castaways

OTHER CONTENT

Catering & Events | Private Dining | Virtual Tours
Mail List Sign-Up | Links | Company History | Locations
Contact Us | Employment | Gift Certificates | Home Page

Web: www.stefanirestaurants.com
E-Mail: info@stefanirestaurants.com

Site managed by: Adam King
© 2008 Phil Stefani Signature Restaurants

http://www stefanirestaurants.com/43 7rush.htm 7/30/2008
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NEW YOTK, NY Car SErvice - ArTow 1ranspor[at1on g

:: Arrow Transportation CALL US TODAY: 1-800-310-RIE
l reservations | billing | services | forms |  signin

Openan Acount! Cushomer Serice §H

BOOK A CAR

FLIGHT STATUS
QUICK RECEIPTS
FARES

TRAVEL ALERTS

New York, NY
Get the 10 day forecast

~ ~. 83°F
Airport Delays i
Sporting Events ’ Cloudy

Pollen Reports Feels Like: 85°F

Humidity: 56%
Wind: S at 12 mph
Enter city/zip

Arrow Connact Ccoming Soon

Book a vacation rental

Arrow Transportation is New York City's premier chauffeured services company, providing
ground transportation services for business travel, personal travel, meetings and events.
Whether you need a car in New York or San Francisco, you can be assured that Arrow will
take you wherever you need to go in one of our late mode! town cars, limos, SUVs, and vans.
Please browse through our web site to learn more on how we may fulfill your ground
fransportation needs today!

http://www.arrow-trans.com/ 7/30/2008
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Search for (e.g. taco, salon, Max's) Near (Address, Neighborhood, City. State or le)‘ B
Philadelphia, Pa

W

T
| [urbar

Lucky Strike Lanes

3 star rating based on 30 reviews  Rating Details »

Categories: American {New), Lounges, Bowling [Edi]

Neighborhoods: Penn Center, Market East, Avenue of the Arts South
1336 Chestnut St .
Philadelphia, PA 19107 Add Photos
(215) 545-2471

www . Bowlluckystrike.com

Price Range: £§ Accepts Credit Cards: Yes Attire: Casual

Good for Groups: Yes Good for Kids: No Takes Reservations: Yes

Delivers: No Waiter Service: Yes Wheeichair Accessible: Yes

Outdoor Seating: No Good for: Late Night Best Nights: Thu, Fri, Sat ‘mwm o

Happy Hour: Yes Alcohol: Fult Bar Smoking: No Q}g’?@%
Edit Business info is this your business? Fitst 16 Review X3 | Catlin C. \'/l'eW —L'T;r:_e_fﬁ%'

Browse Nearb:

Send to Friend ™ ‘Bookmark " 4 Send to Phone 73 Write a Review Print version Restaurants | Nig
. . 1 P opl h

30 REVIeWS fOI’ LUCky Stl’lke LaneS ’Sea;ch Raviews e p e W o Vi
SRR £ SR - ,: N o) rﬂ-
) ) " [ B b

Sort by: + Time | Ra :
y Recentr Votes | Time | Rating Neig!
N Liber
4 star rating 07/06/2008 Cate

. Strike

d, 16 I've never been to a bowling alley like this one before. Here, you dress up like you're going over to ~
Lauren H. old city to bar hop the night away. They serve food a step above bar food, salads and light foods like N;-;
Philadelphia, PA that. There is a full bar that makes decent drinks, | had a lemon amaretto and a cranberry vodka, Catg:(

and both were strong. Before 9pm, anyone can come and bowl, but after 9, it's 21+.

g Solst

People thought this was: Useful (4) Cool (3) R b 14

. Neigt

Baokmark Send to a Friend Link to This Review ‘ Cat%(

3 star rating 07/25/2008 | Jone:

I b

: We went here - believe it or not- for our neighbor'd 5 year old daughter's birthday party. ;' (r\:l:'tgi

Karen F. Um - OK - a 5 year old. FIVE. {
Philadelphia, PA . | Thet
FIV.E. i DERGG

; ! Neigt

OK. We brought our 3 year old. There were about 14 kids from ages 3 - 12 and their assorted I — Cate

parents. It was a Saturday during the afternoon.

This place is really neat - but it's more like a ciub-slash-bowling altey. Related Lists

Itis NOT where | would have a kids party - but surpnsmgly it all worked The adults had drinks and Phila
lots of fried-bhad-for-you apps. | spel
The kids ate a grocery-store cake that they brought and Lucky Strikes made little cheese pizzas for

each kid.

http://www.yelp.com/biz/lucky-strike-lanes-philadelphia 7/30/2008
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THE

Reservations & Packages

Hote! Information

Guest 'Rboms & Sdifes

WDiynin_gw

. S;Sé o
Golf

" Destination Information

" Contact Hotel

Meetings

Weddings & Social Celebrations

PHOTO TOUR |

Local time: 1:05 PM
Local temp: 699F/20°C i

Forecast

Corporate Site 2@ Careers  Contact Us  Site Map €; 2008 The Ritz-Carlton Company, L.L.C. All rights reserved.
Internet Privacy Statement | Terms of Use

http://www ritzcariton.com/en/Properties/HalfMoonBay/Default.htm 7/30/2008
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“Packages & Specials | Gift Certificates | Weather | Photo Gallery | Contact Us.

keview |

i

Lodging & Reservations

L .. H VR Yt BRI B v SN
Conferences & Meetings ...[‘..‘Uﬁ IR k@ﬂj}“ ggm&bgigw'
Weddings & Social Events A Million Times Better!

Dining & Entertainment . . . .
h Lakeview Resort continues its commitinent to

Fithess Center customer excellence with the completion of our

$1.000,000 guest room renovations.
Spa Roma i

If vou think that a great golf resort has to be expensive,
prepare for a change of view. At Lakeview Golf Resort
& Spa, vou don't have to spend a lot to be treated like a
V.LP. And that's why we're a favorite destination for
vacationers and meeting planners alike,

Visit us in the beautiful foothills of the Allegheny
Mountains. and let the view chiange you

Lecreation

ey
o

91

L7 sy Fnrseleyy |

ol S Ml

Bﬂ":{k Chesk b mrr  Chetk | e
Onlinet: o % Gt =

http://www.lakeviewresort.com/ 7/30/2008



west virginia Kesorts |

{ he Kesort at ulaae >prings | Uoil, S>pa & dK1 KESOTTS 1N W EST virgimia

rage | 012

| 1-866-562-8054

Availability / Reservations
Packages
Calendar of Events
Directions
Local Weather and Forecast
Property Map
Ski Groups
Golf & Country Club Membership
Winterplace Ski Resort
Real Lstate

Let Us Know What You Think

http://www.gladesprings.com/

N e

Get yourself to The Resort at Glade Springs and prepare for some fun in the mountains of
Virginia. Vacations at Glade Springs feature some of the world’s finest golf courses, hiking,
biking, skiing and more. When you’re not conquering the mountains turn your attention to
whitewater rafting on the New River’s class V rapids, where our world-class guides will intr
to an exhilarating journey down North America’s oldest river. After an action packed day, r
rest in the lodging of your choice: two-room suite, stand alone villa, multi bedroom lodge ¢
with kitchen, dining area and parior. We offer flexible vacation lodging that is both affordal
Juxurious.

7/30/2008



BEST Transportation of St. Louis - Chautfeured Services with Premium Sedans, Limousines, Vans & B.. Pageloli!l

Call 24/7 Customer Service

314-989-1500

nauffeured Services with Premium Sedans, Limousines, Vans & Buses

" OVERVIEW AIRPORT CORPORATE WEDDINGS PACKAGES RATES FLEET

Ask Anybody - Our Reputation Speaks For itself
We are known for not only providing the BEST service, but

also for our reliability, honesty, & integrity, especially when it

comes to having No Extra Charges with our “No Surprise

Pricing.” All of this is coupled with some of the lowest prices

in town.

We have one of the largest full service facilities housing one

of the largest & most diverse late model fleets in St. Louis.
. . At this facility:
Click here to see our entire fleet o We ha}\,/e our own car wash with vehicle detailers
onsite 7 days a week.
- Our Vehicles Will Look Their BEST For You
e Afull service repair facility with mechanics on site 6
days a week.
- FPreventative Maintenance insures Reliability
e A Staff D.O.T. Safety Specialist is on site inspecting
our vehicles on a daily basis.
- Your Safety, Is Qur First Priority.

¢ Live dispatch & operators 24 hours g day 7 days a

http://www .besttransportation.com/ 7/30/2008
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102 James E. Suelflow

ciate them on an item-by-item basis. It is doubtful that such
reasoning is as valid today, since methods and tools are available

which allow the utility to do this. Electronic data processing equip-
. ment. can_perform the necessary calculations required for unit

depreciation with very little effort. The question that must be

asked, however, is how much more accurate is unit depreciation
versus a group method. The point should be clear: If accuracy is
not sacrificed under a group method and may, in fact, be greater
than under a single unit method, the use of group depreciation is
not only proper and expedient, but also almost a requirement.
Whether or not group depreciation is used is certainly a manage-
ment decision. The utility manager, however, must be aware of the
shortcomings as well as the advantages of the method to ensure
that within the legal confines and uniform accounting systems
prescribed no more or less than the cost of the assets should be
reflected through depreciation accounting.

Accounting for Depreciation

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

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

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

Dr. FElectric Plant in Service

Cr. Accounts Payable, Cash, Construction Work in Pro-
cess, or Materials and Supplies



§ 1.01 ACCOUNTING FOR PuBLIC UTILITIES 1-2
§ 1.01 Public Utilities Defined
The major portion of U.S. commercial business is conducted by shareholder-

owned corporations operating for profit-motivated purposes. Three basic catego-
ries of shareholder-owned corporations conduct the majority of this business:

(1) private corporations engaged in manufacturing and related wholesale and
retail operations;

(2) financial institutions engaged basically in banking and insurance activi-
ties; and

(3) public service corporations or public utilities.

There have been many attempts to define a public utility. Essentially, a public
utility is an organization that has been designated by law as a business affected

with a significant public interest, and that also possesses all of the following
characteristics:

(1) The business is essentially free from direct competition, i.e., it operates
in a monopolistic environment.

(2) The business is required by law to charge rates for its services that are
reasonable and not unjustly discriminatory.

(3) The business is allowed to earn (but not guaranteed) a “reasonable’ profit.

(4) The business is obligated to provide adequate service to its customers,
on demand.

The above concepts are discussed in detail later in this chapter.

§ 1.02 Development of the Utility Industry

The historical development of the public utility industry is not clearly
delineated. What a public utility is has long been the subject of debate. This issue
has been further clouded by the fact that society has, at different times, changed
its perception of the industries that public utility systems comprise. The historical
development of public utilities is also complicated by the fact that technological

* development of the various utility services began at different times and progressed
at different rates.

Two noted commentators, however, identify five basic stages through which
most utilities have at least partially passed.! These stages are:

(1) the promotional stage;

(2) the competitive stage;

1 Adapted from M Farris and R Sampson, Public Utilities: Regulation, Management, and Ownership 9-16
(Houghton Mifflin 1973).

(Matthew Bender & Co., Inc.) (Rel.15—10/98 Pub.016)



CHAPTER 7

Test Period Cost of Service

§ 7.01
§ 7.02
§ 7.03
§ 7.04
§ 7.05
§ 7.06

§ 7.07
§ 7.08

SYNOPSIS

Introduction

Test Year Function

Selection of the Test Year

Average and Year-End Measures

Pro Forma Adjustments to the Test Year Data

Test Period Function

(1]

Setting Rates for Prospective Use

Test Period Data

Cost of Service

{1]
12]
{3]
[4]
(51

Operations and Maintenance Expenses
Depreciation Expenses

Tax Expenses

Capital Costs (Rate of Return)
Summary

'§ 7.01 Introduction

In the traditional cost of service approach to ratemaking, it has been
generally assumed that utilities have a right to charge rates that will
provide a reasonable opportunity to recover costs prudently incurred
in the process of providing utility services. There is little challenge
to the position that recovery of these costs is justified, and that the
objective of the ratemaking process is to produce rates that will do

{Marthew Bender & Co.. Inc.)

7-1

(Rel.12-11/95  Pub.016)



§ 7.02 ACCOUNTING FOR PuBLIC UTILITIES 7-2

so0. The primary difficulty in meeting this objective is in determining
the levels of costs to be incurred and the rate levels required to
maintain cost recovery.

The approach most often used by regulators has been to measure
the total costs incurred in conducting operations over a twelve-month
period (i.e., the test period cost of service) and to fix rates that will

_produce revenues to match costs of that period. Two distinct concepts

are embedded in the term “test period cost of service.” “Test period”
addresses the period of time used to determine ongoing rate level
requirements; a period deemed representative (for the levels of
investment, revenues, operating costs, and capital costs) of the future
period of time in which rates are to be in use. “Cost of service”
addresses the total costs incurred in providing service during the test
period and measures the costs to be recovered through rates at the
sales levels of the test period.

Since the test period is the basis for setting rates, the development
of adequate test period data is obviously crucial to the outcome of
the regulatory process. If the data do not accurately express operating
conditions for the period in which rates are applied to recover costs,
the rates will not function as intended. If rates were retrospective and
past costs were recoverable through current charges, the process would
be somewhat less controversial. The known costs for the past period
would be determined from actual operating results and any excesses
or deficiencies in rates charged would be adjusted accordingly. This
is rarely the case, however. The normal approach measures test period
costs, which may be adjusted historic costs or forecasted costs,
assumes such costs to be representative of costs to be incurred in the
future, and designs rates for prospective use to recover costs at the
levels anticipated. Because of the use of test period operations as a
measure of future operations to establish future rates, the need to focus
on the quality of the test period data cannot be overemphasized.

§ 7.02 Test Year Function

Although the terms test year and test period are most often used
interchangeably, a useful distinction may be made between the two
in properly focusing on the role of the test period in the rate-making
process. The test year is a measure of the operations and investment
from some specified twelve-month period. The test period is a measure
of, or is representative of, conditions during the period of new rates.

(Matthew Bender & Co.. Inc.) (Rel.12-1145 Pub.01&)
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A twelve-month period (past, present, or future) is selected as a test
year and is then restated, to the extent necessary (or permitted), to
produce the test period data considered reflective of conditions during
the period in which rates are to be in effect. The test year provides
the data foundation upon which the rate case is built. It is the starting
point for developing investment and operating results that are pre-
sumed to be representative of future conditions so that future rate needs

may be reasonably estimated. The test year is the raw material, and
the test period is the finished product.

The two sets of data may express the same time period (and may
be identical in value), or they may express different time periods (with
the test year restated to create test period results). Furthermore, while
the test vear may express data from the past, present, or future, the
test period is always a forecast when rates are being set thereon for
prospective use. This point was eloquently expressed by Professor
Alfred Kahn in a 1975 article.! Dr. Kahn, at the time serving as
Chairman of the New York Public Service Commission, observed:

“No tradition in public utility regulation is more sanctified than the
use of an historic test period. Since the purpose of the exercise is
to set rates for the future, the parties try in various ways to adjust
the ‘test year’ experience for later, ‘known changes’. . . .”

He further stated:

“The system works moderately well, as long as the period during
which the new rates are in effect are not dramatically different from

the test period. Double digit inflation has obviously changed all
that.”

He concluded:

“The fact is . . . regulatory commissions have always been in the
business of projecting, whether they knew it or not. When they used
historic test year statistics, fully verifiable and verified, graven in
stone, as the basis of future rates, they were in fact projecting. They
were assuming that the future would be similar to the past. It is
no more speculative, then, to make the best possible estimate of
future costs when setting future rates; and honesty compels it.”

As stated, rates are normally set prospectively and are normally based
on test period data that are presumed to be representative of

1 A Kahn, “Between Theory and Practice: Reflections of a Neophyte Public Utility
Regulator,” Public Utilities Fornightly 29 (Jan 2, 1975).

(Martthew Bender & Co.. Inc.) (Rel.12-11/95 Pub.016)



§ 7.03 ACCOUNTING FOR PuBLIC UTILITIES 74

prospective conditions when rates will be in use. Whether using pure
historic data with actual events as reported or pure forecast data using
the best available assumptions, as so well expressed by Dr. Kahn, the
test period necessarily assumes the posture of a projection of future
events when it is used to set future rates,

For many years, regulators relied primarily upon historic test year

- data- with pro forma adjustments to recognize known-and measurable-—-roeoomeo oo

changes in the events as recorded. In recent years, a number of state
and federal regulators have acknowledged the deficiencies inherent
in historic data and have adopted the projected test year approach to
anticipate rapidly changing conditions more effectively and to accom-
modate the rate-making objective of setting prospective rates that will
adequately cover prospective costs. They have recognized that test
period data must be structured to accommodate the future, because

. the future will not develop to accommodate test period assumptions.

§ 7.03 Selection of the Test Year

Test period conditions are typically based upon one of the following
test year selections:

(1) Thistoric data:
(2) current data (partial historic and partial projected); or
(3) projected data.

The selection of the timing of the test year may be the most
significant single factor in the rate-making process. The more outdated
the test year levels of operations, the more critical is the need for
sigmficant restatement to produce representative levels of future
conditions. As the test year selection moves from historic data toward
projected data, the restatement problem moderates and the level of
pro forma adjustments to restate the test year is reduced.

The historic test year approach may function reasonably well when
economic conditions are stable and did so under conditions during the
1950s and 1960s. In recent years, however, it has consistently proven
to be inadequate. Under the inflationary conditions of the 1970s, with
the impact of rapidly changing costs of providing service, historic data
became increasingly more difficult to utilize effectively. With declin-
ing inflation in the 1980s and 1990s, the problem has moderated, but
still exists.

(Matthew Bender & Co.. inc) (Rel.12-11/95 Pub.016)
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The idea that historic data express factual conditions has sometimes
led to the conclusion that those data are the most reliable data available
for estimating future conditions. The factual nature of the events as
recorded has apparently imbued the data with a degree of soundness
and quality that appears to exceed a forecast approach for test year
purposes. When conditions are in a state of change, historic results

are likely to be the most unreliable of the sources of test period data

as a basis for measuring future rate needs. While projected data, using
standard forecasting techniques, may miss the mark, historic data, with
a patchwork of updating, will surely miss the mark. As imprecise as
forecasting may be, projected test year data based on reasonable
forecasts should consistently come closer to expressing future condi-
tions than will historic data as traditionally used.

§ 7.04 Average and Year-End Measures

When using forecasted data, most often the rate base investment
is averaged over a 12-month period and related to the results of
operations for the period. This averaging concept produces a matching
of the rate base investment with the revenues generated by the
investment and the costs incurred in the process. If the period
forecasted coincides with the period in which the new rates will be
in effect, the matching of investment levels to operating results should
produce the earnings levels authorized. Any deviation should be solely
due to the inability to forecast with perfect foresight.

It is worth repeating, however, that the test period, as a measure
of future conditions, is by nature a forecast, whether based primarily
on past events or on forecasts. Reasonable assumptions should produce
more accurate and more useful results than will the use of historic
data with limited adjustments.

The average outstanding investment and the operating results of the
test year are also most often used in conjunction with a “current” test
year (i.e., part historic, part forecast) in order to match the outstanding
investment with the operations related thereto. In most instances,
however, the rates do not begin until after the test year’s end even
though it is based partly on forecasted data. As a result, unless the
current test year data are adjusted to recognize changing conditions,
the rates will not be properly established. When conditions are rapidly
changing, substantial pro forma adjustments (i.e., the restatement of

test year events or conditions to measure future conditions more

accurately) to current test year operating results may be required.

(Matthew Bender & Co.. Incyy (Rel.12-11/98  Pub.B16}
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Average results for the period are also measured in a number of
jurisdictions when an historic test year is used. Using average historic
data, coupled with several months of delay in processing a case and
establishing new rates, can severely undermine the adequacy of rates
produced in the process. For example, a utility may file its rate case
in the spring of 19X1, using 19X0 as a test year with rates going in
effect in 19X2. The 19X0 average costs data will be eighteen months

old (i.e., 19X0 average costs represent a midpoint, or June/July cost
levels) when initiated. By the time they have been used for 12 months,
they are 30 months old. This results in two years of change between
the midpoint of the test year (19X0) and the midpoint of the year of
new rates (19X2). The traditional pro forma adjustments have not been
sufficient to span this gap, and in periods of rising costs, utilities’
earnings have repeatedly fallen below targeted levels.

Some regulatory commissions using historic data have reduced the
impact of this lag by expediting the hearing process and the implemen-
tation of new rates. Others have permitted interim rate relief pending
the final decision on new rates (and although this does not assist in
setting adequate final rates, it does minimize losses experienced during
a lengthy hearing process). In faimess to many commissions, control-
ling statutes may inhibit the shift to forecasted data or the ability to
allow interim rates. In other situations, commissions simply have not
recognized the basic merits of these positions.

Many commissions, tied to historic data by statute or by an
unwillingness to accept forecasted data, have adopted historic end-of-
year test years. The year-end approach has been applied in two major
forms. First, some commissions have used a year-end rate base, year-
end capital cost data. and annualized revenues and costs at a year-end
level. This approach has the effect of moving the test year forward
by a full six months (i.e., the average historic test year approach
effectively uses midperiod levels, while the year-end data pushes these
levels forward to year-end—a six-month update). The time gap
problem is moderated, but gaps of 12 to 18 months may still exist
between the test period and the time that new rates go into effect.

Other commissions, also committed to historic test year data, have
gone a step further. They have coupled end-of-period investment data
(i.e., the year-end rate base and capital costs) with the operating results
(revenues and costs) of the preceding 12 months. This “mismatch”
has frequently been justified as necessary to overcome the problem

(Matthew Bender & Co.. Inc,) (Rel.12-11/95 Pub.016)
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of increased levels of earnings deterioration (i.e., attrition) between
the historic test year and the subsequent year of rate use.

An example of the potential impact of the various methods is given
in simplified form as follows:

Test Year Approach

-Average— Year-End~—Current— " Forecast

Rate base $1,600 $1,700 $1.800 $2.000
Net operating

income as

measured for

rate

purposes $ 120 $ 125 $ 130 $ 140
Rate of retumn:

Realized: 7.5% 7.4% 7.2% 7.0%

Required 10.0% 10.1% 10.2% 10.3

Deficiency 2.5% 2.7% 3.0% 3.3%

The example illustrates a common condition in which plant is increas-
ing at a faster pace than operating income, thereby creating a pattern
of declining rates of return. At the same time, new capital costs are
above embedded capital cost levels, and the required rate of retum
increases. This condition, discussed at length in the chapter on attrition
(Chapter 8), obviously should be considered, because rates set to
remedy the shortfall indicated by the 2.5 percent deficiency in the
historic average measure will not suffice to produce an adequate return
under prospective conditions.

§ 7.05 Pro Forma Adjustments to the Test Year Data

Under conditions of sustained periods of inflation, especially in an
expanding system, the use of a test year, other than one based on fully
forecasted data, will create a critical need for pro forma adjustments.
Even in stable conditions, historic data will likely require restatement
for actual occurrences not expected to recur or for events that are
expected to occur but did not exist (in whole or in part) in the test
year. Further, there may be events that did occur and are expected
to continue but the related costs are not deemed the customers’
responsibility. The pro forma adjustments that are normally utilized
fit into one of the following categories:

(Mauhew Bender & Ceo.. Inc.) {Rel.12-11/95 Pub.G16}
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normalizing adjustments (to restate the period data for abnor-
mal conditions);

annualizing adjustments (to extend over the period, or to
eliminate from the period, events that had partial period effects
and are either recurring or have terminated);

(3)

4

(5)

out-of-period adjustments (to assign properly events of the
period to the period);

attritional adjustments (to recognize changing conditions,
including annualizing of conditions, updating of conditions, or
adjusting for any known and measurable changes in events or
conditions that will affect future cost or revenue levels); or

reclassified items (to add or remove items for purposes of rate
recovery).

Normalization adjustments are usually made to revenues or to
expenses to compensate for unusual levels of operations as recorded
during the period. The events that lead to normalizing adjustments are
often extraordinary and nonrecurring. For example—

oY)

(3)
(4)

Extreme weather conditions can create abnormal levels of sales
and/or costs during the period;

Normal levels of operations may be delayed or may be
accelerated during the period; :

Employee strikes may cause changes in levels of activities; or

Extended plant outages may create unusual costs,
{Text continued on page 7-9)

(Matthew Bender & Co., Inc.) (Rel.12-11/95  Pub.016)
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Such events, when of an abnormal or nonrecurring nature, require
restating the test year to a normal, ongoing level of operation.

One consideration in identifying extraordinary and nonrecurring
events that justify normalizing adjustments is whether the event
actually has an extraordinary and nonrecurring impact on opera-
tions. Many events, if viewed in isolation, might be considered ex-

—traordinary or nonrecurring, but if viewed from an overall operating_..

perspective, might be a part of the routine cost of doing business.
For example, a car owner may have an unexpected and costly gener-
ator failure at one point in the car’s lifetime. A battery failure may,
however, occur at some other time, or a starter failure may occur,
and so on. Any one of these failures may be a one-time, nonre-
curring event, but a different one may occur each year. Any one
of the specific problems may be nonrecurring but will be replaced
by other problems, and the annual cost of operating the car may
therefore be normal. It is in this context that the normalizing
adjustments should be considered.

Annualizing ad justments recognize that some conditions existing
during segments of the period are ongoing and must be spread over
the entire period. One common annualizing ad justment is for wage
increases that occur during the test year. Since wage costs will be
greater on an ongoing basis than as recorded, the adjustment is
necessary to improve the prospective status of the test year data.
The key ingredient in the annualizing ad justment considerations is
the changing level of costs (or revenues) for the same level of opera-
tions. If the change expands or reduces operations, the invest-
ment/revenue/cost relationships may all change equally and an ad-
justment may not be needed. For example, a growing system will
be adding new investment, new employees, and new sales. The changes
related to growth may not require annualization to maintain the
interrelationships between investment levels, revenues, and costs.

Out-of-period ad justments are required when an event is recorded
in one period but applies to another period. One common out-of-
period adjustment is income tax expense which may include prior
period tax assessments or rebates from prior periods. When using
recorded test year income taxes, any out-of-period amounts in the
tax expense accounts should be eliminated,

Attritional adjustments restate conditions as recorded during the
test year to levels that may be reasonably anticipated for test period

(Matthew Bender & Co., Inc.) (Rel.11-11/94 Pub.0t6)
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purposes (i.e., representative of future conditions). Since this cate-
gory of pro forma ad justments includes any restating of conditions
from those recorded to those anticipated, it could include most,
probably all, of the annualization adjustments already discussed
above. In addition, and sometimes most significantly, this cate-
gory includes those events that will occur but have not been included
in the typical pro forma adjustments to the test year data. The

— general role of attritional adjustments are of such import that the

subject is discussed in detail in Chapter 8.

Attritional adjustments are most limited by the “known and
measurable” standard. Many commissions have permitted ad just-
ments for conditions that come into being subsequent to the test
year, but only when they are known with an almost absolute finality
and measurable by some explicit test year activity. A good example
is the contractual obligation for post-test-year wage adjustments.
The problem inherent in the explicit selection of adjustments is that
many areas of change that could be identified and measured as to
their impact are ignored. For example, inflationary conditions will
result in higher costs for materials and supplies used in operations,
but such changes often are not considered to be known and measure-
able.

The idea of a known change in the ratemaking framework should
not be that the change is in an absolute or unchangeable form, but
rather that there is a known condition or a known pattern of change
in the operations. While the term “known change” may suggest
something in the past, it is generally not so limited by regulators.
For example, the rationale for allowing ad justments for prospective
wage increases which are under a contractual arrangement is that
contractual agreements have a high probability of occurring. The
problem of inflation and its impact on a company’s various op-
erating costs has just as high a degree of probability as has the wage
agreement. In basic character, no difference exists. Regulators
“know” that the wages will be increased. They should “know” that
various noncontractual areas of costs incurred by the utility will also
increase. There is no reason to believe that wage contracts will not
be fulfilled, and similarly there may be no reason to believe that
inflation patterns are going to change significantly in the time frame
used for setting rates. The “known” quality applies equally to
activities with contracted price adjustments and those activities
faced with general price changes.

(Matthew Bender & Co., Inc.) (Rel.11-11/94 Pub.016)
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In addition, the measurable aspects of most areas of costs are
quite similar. The impact of past or prospective wage increases is
measured in the test year and adjusted accordingly. Also, various
other costs in the test year are ad justed for the impact of the changes

that are occurring.

There is a strong similarity between adjusting for the traditional
items which are prominent and easily isolated and a variety of other

items which are less prominent and less easily isolated, but which
have equally adverse effects. Many of the costs that are often
excluded from the pro forma adjustments fit properly into the
known and measurable criterion.

Reclassified items generally concern activities that are included
in operating accounts under the uniform systems of accounts
directives but are disallowed for purposes of fixing rates on the
premise that the costs do not benefit ratepayers. The most common
adjustments include the disallowance of various advertising costs,
charitable contributions, and company involvement in civic affairs,
which, although designated as operating expenses, are frequently
assessed against the equity holders rather than the ratepayers
through reclassification adjustments.

§ 7.06 Test Period Function

The test period, by nature and by design, is a surrogate for
conditions of the period of rate use and, to repeat, is presumed to
be representative of future conditions. Since future conditions must
be accommodated, the mechanical approach to developing test year
data is significant only in how well it serves to express those condi-
tions. Whether the approach in estimating costs is based upon
historic test year data, with adequate adjustments thereto, or upon
fully projected test year data, the required rate levels indicated
should be the same. If the alternative periods are properly scruti-
nized and restated to reflect future events, no difference should
result.

In practice, the historic test year approach has proven to be
inadequate during periods of rapid change. In many instances, the
quality of the results using historic data has been severely under-
mined by the limitations placed on the pro forma adjustments
permitted. When the approach is thus hampered, rates will not
function as intended due to the unrealistic limitations placed on the

(Matthew Bender & Co., Inc.) (Rel.11-11/94 Pub.016)
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restatement of data by the traditional known and measurable change
criterion. If greater flexibility were allowed in pro forma adjust-
ments for reasonably assumed changes in conditions, historic data
‘performance would be substantially improved. Few businesses or
governmental agencies would willingly adopt the traditional historic
test year approach (with adjustments limited to items traditionally
deemed to be known and measurable such as contractual wage

adjustments) in planning for subsequent periods.

[1] Setting Rates for Prospective Use

Considerable judgment is involved in looking from the past,
through the present, and into the future to set rates for future
use. In these circumstances, reasonable parties may disagree; how-
ever, the basic framework of ratemaking principles should create

little controversy. Some significant points may be summarized as

follows:
(1) Rates are set for the future.
(2) Rates are based on test period data.
(3) The test period is presumed to reflect future conditions.

(a) The test period is therefore a forecast, whether based
upon historic data or projections.

(b) In periods of rapid change, historic data may require
substantial restatement to produce acceptable results.

& 7.07 Test Period Data

The significant equation in the test period data is:
revenues required = cost of service incurred.

The revenues are a product of the test period sales or service levels
and the rates as applied. Since setting the rate levels is the ultimate
step in the ratemaking process, determining the test period sales
volume is one of the critical measures in the test period data.
When using historic test year data, the sales volumes must be
examined for conditions that are not representative of the period.
The conditions that may produce recorded sales that are not
representative include the following:

(1) abnormal consumption levels (e.g., extreme weather condi-
tions);

(Matthew Bender & Co., Inc.) (Rel.11-11/94  Pub.016)
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American Water Appoints Walter Lynch and John Young to New
Leadership Roles

VOORHéES, N.J., Jul 28, 2008 (BUSINESS WIRE) -- American Water Works Company, Ipc. (NYSE:AWK), the largest m_vestor-owr}ed u.S.
water and wastewater utility company, announced today that Walter Lynch has been appointed ’go the newly crgated pos.ltlon of president of ,
regulated operations and John Young has been appointed as president of American Water Semces, a new entity that_ will support the company’s
growth initiatives and service offerings. Young will also continue to serve as president of Amerlcan Water Works Service Company, providing
operating support to all aspects of the business. Both Lynch and Young will report to president and CEO, Don Correll.

mWalter and John are key leaders in this company," said Don Correll, president and CEO of American Water. "These changes were mage to
continue to strengthen American Water, to support our growth and to drive performance. Walter and John have vast experience in this industry
and | have every confidence that through these new positions, they will help this company achieve its full potential.”

In his new role, Lynch will be responsible for the successful performance of American Water's 20 regulated states, serving approximately 1,625
communities. All of the state presidents will now report to him. In addition, Lynch will lead the company's two national customer call centers.

As president of American Water Services, Young will work to align the organization's capabilities to support various growth opportunities like the
company's recent successes with the Tampa Bay desalination project in Florida and the Lake Pleasant Water Treatment Ptant in Arizona.

Young will also continue to lead muitiple operational functions, as well as lead the business transformation of the company's information
technology effort. This critical effort will ensure the company employs the proper technology to execute its key strategies.

Lynch joined American Water in 2001 and most recently served as the executive vice president of business operations for the company's
Eastern Division. The division encompasses eight states stretching from Tennessee to New York and has approximately 2, 600 employees. Prior
to that, he was president of American Water's Northeast Region. In this role, he oversaw more than 1,000 employees and was responsible for
operations that provided more than 2 million people in New Jersey and New York with water and wastewater services. Lynch also served as
president of American Water Products and Services Group. in this capacity, he led and developed 10 non-regulated business lines with more
than $500 million in revenue and 1,500 employees. Before joining American Water, he was involved in various start-up and growth organizations
in the environmental industry. He also worked for Mobil Oil Corp. A graduate of the U.S. Military Academy at West Point, Lynch holds a Bachelor
of Science degree in general engineering and attained the rank of Captain before his departure from the U.S. Army in 1990.

Young joined American Water in 1977 and has held a variety of operations, engineering and executive positions, including chief operating
officer, vice president of engineering, vice president of technical services, and vice president of operations and investment performance. He is an
active member of several professional organizations, including the Design/Build Institute of America (board member), the American Water Works
Association (board member, section chair and Fuller awardee), and the American Society of Civil Engineers. He also serves on the U.S.
Environmental Protection Agency's (EPA) National Drinking Water Advisory Councit and several EPA working groups. A registered professionat
engineer in a number of states, Young holds a bachelor's degree in civil engineering from Duke University and a master's in environmental
engineering from the University of North Carolina.

About American Water

Founded in 1886, American Water is the largest investor-owned U.S. water and wastewater utility company. With headquarters in Voorhees,
N.J., the company employs nearly 7,000 dedicated professionals who provide drinking water, wastewater and other related services to
approximately 15.6 million people in 32 states and Ontario, Canada.

SOURCE: American Water Works Company, Inc.

American Water Works Company, Inc.
Maureen Duffy

Director, Communications
856-309-4546

e Sy F s a Mg A ~
maureen.durfveamwater . com
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM10-Q _

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the quarterly period ended March 31, 2008
OR

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from to

Commission file: number 001-34028

AMERICAN WATER WORKS COMPANY, INC.

(Exact name of registrant as specified in its charter)

Delaware 51-0063696
(State or other jurisdiction of (LLR.S. Employer
incorporation or organization) Identification No.)
1025 Laurel Oak Road, Voorhees, NJ 08043
(Address of principal executive offices) (Zip Code)

(856) 346-8200

(Registrant’s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and
(2) has been subject to such filing requirements for the past 90 days. O  Yes No

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or a smaller reporting
company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting company” in Rule 12b-2 of the Exchange
Act.

0 Large accelerated filer [  Accelerated filer Nomn-accelerated filer [  Smaller reporting company

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act.). [1  Yes
-No

Indicate the number of shares outstanding of each of the issuer’s classes of common stock, as of the latest practicable date.

Class Outstanding at May 14. 2008
Common Stock, $0.01 par value per share 160,000,000 shares
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PART I. FINANCIAL INFORMATION
ITEM1. CONSOLIDATED FINANCIAL STATEMENTS

American Water Works Company, Inc. and Subsidiary Companies
Consolidated Balance Sheets
(In thousands, except per share data)

(Unaudited)
March 31, December 31,
2008 2007

ASSETS
Property, plant and equipment
Utility plant - at original cost, net of accumulated depreciation of $2,829,045 at March 31 and 32,776,950

at December 31 $ 9,296,315 $ 9,199,909

Nonutility property, net of accumulated depreciation of $63,207 at March 31 and $60,587 at December 31 119,740 118.052
Total property, plant and equipment 9.416,055 9.317,961
Current assets '

Cash and cash equivalents 9,202 13,481

Restricted funds 2,149 3258

Utility customer accounts receivable 136,261 147,640

Allowance for uncollectible accounts (17,576) (20,923)

Unbilled utility revenues 122,431 134,326

Non-regulated trade and other receivables, net 62,812 66,540

Taxes receivable, including federal income 23,111 23,111

Materials and supplies 28,961 27,458

Other 47,523 35,463
Total current assets 414 874 430,354
Regulatory and other long-term assets

Regulatory assets 626,093 628,039

Restricted funds 8,997 10,252

Goodwill 1,706,952 2,456,952

Other 95,033 90,514
Total regulatory and other long-term assets 2,437,075 3,185,757
TOTAL ASSETS $12,268.004  $12.934,072

The accompanying notes are an integral part of these consolidated financial statements.
3
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American Water Works Company, Inc. and Subsidiary Companies
Consolidated Balance Sheets
(In thousands, except per share data)

(Unaudited)

CAPITALIZATION AND LIABILITIES
Capitalization
Common stockholder’s equity
Preferred stock without mandatory redemption requirements
Long-term debt
Long-term debt
Redeemable preferred stock at redemption value
Total capitalization
Current liabilities
Short-term debt
Current portion of long-term debt
Accounts payable
Taxes accrued, including federal income
Interest accrued
Other

Total current liabilities

Regulatory and other long-term labilities
Advances for construction
Deferred income taxes
Deferred investment tax credits
Regulatory liability-cost of removal
Accrued pension expense
Accrued postretirement benefit expense
Other

Total regulatory and other long-term liabilities

Contributions in aid of construction
Commitments and contingencies

TOTAL CAPITALIZATION AND LIABILITIES

The accompanying notes are an integral part of these consolidated financial statements.

4

March 31 _December. 31,
2008 2007
$ 3,809,423 3 4,542,046
4,568 4,568
4642315 4,674,837
24.296 24,296
8,480,602 9.245,747
368,137 220,514
90,188 96,455
119,209 168,886
56,536 56,002
85,248 50,867
152,156 181,765
871,474 774,489
652,536 655,375
644,343 638,918
34,957 35,361
202,019 192,650
275,536 290,722
156,178 158,552
116,596 123,871
2,082,165 2,095,449
833,763 818,387
$12.268,004 $12,934,072
7/30/2008
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American Water Works Company. Inc. and Subsidiary Companies
Consolidated Statements of Operations (Unaudited)
(In thousands, except per share data)

QOperating revenues
Operating expenses
Operation and maintenance
Depreciation and amortization
General taxes
(Gain) loss on sale of assets
Impairment charge

Total operating expenses, net
Operating (loss) income

Other income (deductions)
Interest, net
Allowance for other funds used during construction
Allowance for borrowed funds used during construction
Amortization of debt expense
Preferred dividends of subsidiaries
Other, net

Total other income (deductions)

(Loss) income from continuing operations before income taxes
Provision for income taxes

(Loss) income from continuing operations
Income from discontinued operations, net of tax
Net (loss) income

Basic earnings per common share:
(Loss) income from continuing operations

Income from discontinued operations, net of tax
Net (loss) income

Diluted earnings per common share:
(Loss) income from continuing operations

Income from discontinued operations, net of tax
Net (loss) income

Average common shares outstanding during the period:
Basic

Diluted

The accompanying notes are an integral part of these consolidated financial statements.

5

Three Months Ended

1ttp://apps.shareholder.com/sec/viewerContent.aspx?companyid=AMER&docid=5934116&print=1

March 31,

, 2008 2007
$§ 506,815 $ 468,544
311,261 282,613
63,916 64,627
52,066 47,880
(70) 106
750,000 —
1,177,173 395,226
(670,358) 73,318
(69,968) (72,207)
2,541 1,658
1,368 1,093
(1,318) (1,219)
(56) (56)
1,205 1,572
(66,228) (69.159)
(736,586) 4,159
(4.102) 1,730
(732,484) 2,429
— 256
$ (732,484) $ 2685
$ (458 S 0.02
S — 0.00
$§ (458§ 0.02
3 (4.58) % 0.02
— 0.00
$  (4.58) 0.02
160,000 160.000
160,000 160,000
7/30/2008
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American Water Works Company. Inc. and Subsidiary Companies
Consolidated Statements of Cash Flows (Unaudited)
(In thousands. except per share data)

CASH FLOWS FROM OPERATING ACTIVITIES
Net (loss) income
Adjustments
Depreciation and amortization
Impairment charge
Amortization of removal costs net of salvage
Provision for deferred income taxes
Amortization of deferred investment tax credits
Provision for losses on utility accounts receivable
Allowance for other funds used during construction
(Gain) loss on sale of assets
Gain on early extinguishment of debt
Other, net
Changes in assets and liabilities
Receivables and unbilled utility revenues
Other current assets
Accounts payable
Taxes accrued, including federal income
Interest accrued
Other current liabilities
Net cash provided by operating activities
CASH FLOWS FROM INVESTING ACTIVITIES
Construction expenditures
Proceeds from sale of assets and securities
Removal costs from property, plant and equipment retirements, net
Net restricted funds released
Net cash used in investing activities
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from long-term debt
Repayment of long-term debt
Net borrowings (repayments) under short-term debt agreements
Advances and contributions for construction, net of refunds '
Change in cash overdraft position
Capital contributions
Debt issuance costs
Redemption of preferred stock
Net cash provided by financing activities
Net (decrease) increase in cash and cash equivalents
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period
Non-cash investing activity:
Capital expenditures acquired on account but unpaid at quarter-end

Non-cash financing activity:
Advances and contributions
Capital contribution

Three Months Ended

The accompanying notes are an integral part of these consolidated financial statements.
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March 31,
2008 2007

$(732,484) $ 2,685
63,916 64,627
750,000 —
10,553 9,018
5,474 4,736
(404) (406)
836 2,657
(2,541) (1,658)
(70) 106
— (7,064)
(31,033)  (15,579)
22,819 18,950
(13,563)  (24,370)
(13,595)  (17,122)
485 5,039
34,381 11,375
(9.383) 1217
85,391 54211
(188,437)  (166,115)
82 1,145
(1,714) (1,880)
2.364 1,633
(187.705)  (165.217)
— 617,253
(35915)  (266,553)
166,740 (555,578)
(13,673) 13,097
(19,117) —
— 550,000
— (3,054)
— (150)
98.035  355.015
(4,279) 244,009
13.481 29.754
$ 9202 $273.763
$ 58,848 $ 40,378
$ 11,283 $- 17,434
$ —  $100,000
7/30/2008
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American Water Works Company, Inc. and Subsidiary Companies .
Consolidated Statements of Changes in Common Stockholder’s Equity and Comprehensive Income (Loss)

(Unaudited)

(In thousands, except per share data)

Balance at December 31, 2007

Net loss
Pension plan amortized to
periodic benefit cost:
Prior service cost
Foreign currency translation
Total comprehensive loss

Balance at March 31, 2008

Balance at December 31, 2006

Net income
Equity investment by RWE
Pension plan amortized to
periodic benefit cost:
Prior service cost
Actuarial loss
Foreign currency translation

Total comprehensive income
Balance at March 31, 2007

Common Stock. $.01 Par Value:

Accumulated

~-ee-500,000.Shares Authorized and . — e Other Common
160.000 Shares Issued and Outstanding Paid-in Accumulated Comprehensive  Stockholder’s  Comprehensive
Shares Par Value Capital Deficit Income (Loss) Equity Income (Loss)
160.000 § 1.600 $5.637.947 $(1.079.118) § (18.383) $4,542.046
— — — (732,484) — (732,484) $ (732,484)
— — — — 6 6 6
— — — -— (145) (145) (145)
$ (732.623)
160,000 $ 1.600 $5.637.947 $(1.811,602) $ (18.522) $3.809.,423
Common Stock. $.01 Par Value: Accumulated
500,000 Shares Authorized and Other Common
160.000 Shares Issued and Qutstanding Paid-in Accumulated Comprehensive  Stockholder’s  Comprehensive
Shares Par Value Capital Deficit Income (Loss) Equity Income (Loss)
160,000 $ 1,600 $4.570.855 $ (736.292) $  (18,766) $3.817.397
— — — 2,685 — 2,685 § 2,685
— — 650,000 — — 650,000
— — — — 9 9 9
— — — — 18 18 18
— — —_ — (222) (222) (222)
3 2,490
160,000 $ 1.600 $5.220.855 § (733.607) $ (18,961) $4.469,887
The accompanying notes are an integral part of these consolidated financial statements.
7
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Note 1: Basis of Presentation

The accompanying consolidated balance sheet of American Water Works Company, Inc. and Subsidiary Companrylyieis_gt}l“ei ‘Compain at
—— March 31,2008, thz ¢onsolidated statements of operations for the thrée months endéd Mareh 31,2008 dnd 2007, the consolidated
statements of cash flows for the three months ended March 31, 2008 and 2007, and the consolidated statements of changes in common
stockholder’s equity and comprehensive income (loss) for the three months ended March 31, 2008 and 20107, are gnaudited, but Feﬂect all
adjustments, which are, in the opinion of management, necessary to present fairly the consolidated financial position, the co'nsohdated
changes in common stockholder’s equity, the consolidated results of operations, and the consolidated cash flows for j[he periods
presented. All adjustments are of a normal, recurring nature, except as otherwise disclosed. Because they cover interim periods, the
unaudited consolidated financial statements and related notes to the consolidated financial statements do not include all disclosures and
notes normally provided in annual financial statements and, therefore, should be read in conjunction with the Company’s consolidated
financial statements and related notes included in the Company’s annual consolidated financial statements for the year ended
December 31, 2007. The results of operations for interim periods are not necessarily indicative of the results that may be expected for thee
" year, due primarily to the seasonality of the Company’s operations.

Note 2: New Accounting Pronouncements

In February 2007, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial Accounting Standards No. 159,
“The Fair Value Option for Financial Assets and Financial Liabilities — including an amendment of FASB Statement No. 115”7 (“SFAS
159”). This standard permits entities to choose to measure many financial instruments and certain other items at fair value. The objective
is to improve financial reporting by providing entities with the opportunity to mitigate volatility in reported earnings caused by measuring
related assets and liabilities differently without having to apply complex hedge accounting provisions. SFAS 159 is effective for years
beginning January 1, 2008. The Company has not elected to exercise the fair value irrevocable option. Therefore, the adoption of SFAS
159 did not have an impact on the Company’s results of operations, financial position or cash flows.

In September 2006, the FASB issued Statement of Financial Accounting Standards No. 157, “Fair Value Measurements” (“SFAS
1577). SFAS 157 establishes a common definition for fair value to be applied to U.S. generally accepted accounting principles guidance
requiring use of fair value, establishes a framework for measuring fair value, and expands disclosure about such fair value measurements.
In February 2008, the FASB issued FASB Staff Position FAS 157-2 which allows a one-year deferral of adoption of SFAS 157 for
nonfinancial assets and nonfinancial liabilities (such as intangible assets, property, plant and equipment and goodwill) that are required to
be measured at fair value on a periodic basis (such as at acquisition or impairment). The Company elected to use this deferral option and

accordingly, only partially adopted SFAS 157 on January 1, 2008. SFAS 157 will be adopted for the Company’s nonfinancial assets and
liabilities valued on a non-recurring basis on January 1, 2009.

On January 1, 2008, the Company adopted the provisions of SFAS 157 for financial assets and liabilities, and nonfinancial assets
and liabilities with recurring measurements. The Company’s assets and liabilities measured at fair value on a recurring basis during the
period were cash and cash equivalents, restricted funds and short-term debt. These assets and liabilities were measured at fair value on the
balance sheet date using quoted prices in active markets (level 1 inputs, as defined by SFAS 157). The adoption of SFAS 157 for the
Company’s financial assets and liabilities did not have a material effect on the Company’s results of operations, financial position or cash
flows. The Company will be required to measure the assets of its defined benefit pension and other post retirement welfare plans pursuant
to SFAS 157 at the next measurement date, which will be December 31, 2008.

8
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Note 3: Goodwill
In April of 2008, as a result of the pricing of the Company’s initial public offering (*IPO”) (See Note 13), management determined that

an interim friggering event occurred and that it was appropriate to update its valuation analysis before the next scheduled annual test.

Based on this assessment, the Company performed an interim impairment test as of March 31, 2008. The Company concluded that
the carrying value of its goodwill was impaired as a result of the current market price and trading levels of its common stock. The
Company believes the offering price was indicative of the value of the Company at March 31, 2008 and accordingly, based on those
factors, the Company recorded an impairment charge to goodwill related to its Regulated Businesses of $750,000. The Company has
reflected the tax effect of the impairment as a discrete item for purposes of calculating its tax provision as the charge is considered an
infrequently occurring or unusual item. The impairment charge was primarily due to the market price of the Company’s common stock
(both the IPO price and the market price during subsequent trading) being less than what was anticipated during the Company’s 2007
annual test. Also contributing to the impairment was a decline in the fair value of the Company’s debt (due to increased market interest
rates). -

In developing the estimated fair value of the Company’s reporting units, significant judgment was required. The Company
determined the estimated fair value of the reporting units utilizing a methodology consistent with its 2007 annual test. Whenever possible
market information including the initial public offering price of the Company’s common stock and subsequent trading price was used to
update the Company’s assumptions. The methodology utilized a combination of the trading price of the Company’s common stock, an
estimated control premium, trading price market multiples of peer companies (regulated water utilities) and the Company'’s discounted
cash flow analysis based on the Company’s five-year business plan, each of which has differing weights. The majority of the weighting is

applied to the traded price as this represents the market objective evidence of fair value with minimal weight applied to the discounted
cash flow analysis.

>

The following table summarizes the changes in the Company’s goodwill by reporting unit:

Regulated Non-regulated
Unit Units Consolidated
Balance at December 31, 2007 $2,327,270 5 129,682 $2,456,952
Impairment (750,000) — (750.000)
Balance at March 31, 2008 $1,577.270 $ 129.682 31,706,952

The Company may be required to recognize additional impairments in the future, depending on, among other factors, a decline over
a period of time in the valuation multiples of comparable water utilities, a decline over a period of time of the Company’s stock price or
the lack of appreciation of the Company’s stock price to a level consistent with peer companies or increases in equity value. A decline in
the forecasted results in the Company’s business plan, such as changes in rate case results or capital investment budgets or changes in the
Company’s interest rates may also result in an incremental Impairment charge.

As a result of the impairment RWE transferred $245,000 to the Company on May 13, 2008. This cash will be used to reduce debt.
9
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Note 4: Long-Term Debt
The Company primarily incurs long-term debt to fund capital expenditures at the regulgts@ subsidiaries. The components of long-term

" debt at March 31, 2008 and December 31,2007 were:

December 31,

Maturity March 31,
Rate Date 2008 2007
Long-term debt of American Water Capital Corp. (*AWCC”)
Private activity bonds and government funded debt
Floating rate (a) 2.55%-3.20% 2018-2032 $ 86,860 § 86,860
Senior notes
Fixed rate 5.39%-6.87%  2011-2037 2,684,000 2,712,000
Long-term debt of other subsidiaries
Private activity bonds and government funded debt
Fixed rate 0%-6.88%  2009-2038 941,439 942,941
Floating rate (b) 2.40%-10.00%  2015-2032 178,145 178,145
Mortgage bonds
Fixed rate 6.31%-9.71%  2008-2034 725,300 731,340
Senior debt
Fixed rate 5.60%-9.10%  2008-2025 45,386 45,473
Mandatory redeemable preferred stock 4.60%-9.75%  2013-2036 24,644 24,644
Notes payable and other (c) 5.76%-11.77%  2008-2026 3,156 3,442
Long-term debt 4,688,930 4,724,845
Unamortized debt discount, net (d) 67.869 70,743
Total long-term debt $4.756.799  $4,795.588

(a) Tax-exempt bonds which are remarketed as money market bonds for periods up to 270 days (1 to 119 days during 2008 and 1 to 127 days
during 2007). These bonds may be converted to other short-term variable-rate structures, a fixed-rate structure or subject to redemption.

(b) $169,585 of the total represents tax-exempt bonds which are sold at auction rates that are reset every 7 to 35 days. These bonds may be
converted to other short-term variable-rate structures, a fixed-rate structure or subject to redemption. (See Note 13) The remaining $8,560
represents tax-exempt bonds remarketed as money market bonds. See (a) above.

(c) Includes capital lease obligations of $1,946 and $1,982 at March 31, 2008 and December 31, 2007, respectively.

(d) Includes fair value adjustments from acquisition purchase accounting.

The following debt was retired through optional redemption or payment at maturity during 2008:

Interest
Company Type Rate Maturity Amount
Long-term debt
American Water Capital Corp. Senior notes - fixed rate 6.87% 2011 $28,000
Other subsidiaries 0%-9.87%  2008-2034 7.879
Total retirements & redemptions 335,879

Gains from early extinguishment of debt included in Interest, net amounted to $0 and $7,064 at March 31, 2008 and 2007, respectively.
Interest, net includes interest income of approximately $1,658 and $1,821 at March 31, 2008 and 2007, respectively.

10
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Note 5: Short-Term Debt

The components of short-term debt are as follows: B o

December 31,

March 31,
2008 2007
Commercial paper, net of $381 and $680 discount $338,619 $ 169,267
Book overdraft 23,081 42.198
Other short-term debt 6,437 9,049
Total short-term debt $368,137 $ 220.514

Note 6: Income Taxes

The Company’s estimated annual effective tax rate for the three months ended March 31, 2008 is 39.1% compared to 41.1%, excluding
various discrete items, for the three months ended March 31, 2007. The change is primarily attributable to the favorable impact of tax
permanent income and expense items in 2008 as compared to 2007. The Company recorded an effective rate for the first quarter 2008 of
(0.6%) which reflects the tax effect of the goodwill impairment as a discrete item as the Company considers this charge an infrequently
occurring or unusual event.

Note 7: Employee Benefits

The following table provides the components of net periodic benefit costs:

Three Months Ended

March 31.
2008 2007

Components of net periodic pension benefit cost
Service cost $ 6,551 $ 6,403
Interest cost 14,549 13,322
Expected return on plan assets (12,925) (11,763)
Amortization of:

Prior service cost 45 32

Actuarial loss 1 66
Periodic pension benefit cost 8,221 8,060
Special termination pension benefit charge — 93
Net periodic pension benefit cost 3 8221 3§ 8153

Three Months Ended
March 31,
2008 2007

Components of net periodic other postretirement benefit cost
Service cost $ 3,106 § 3171
Interest cost 7,049 6,346
Expected return on plan assets (5,751) (5,266)
Amortization of:

Transition obligation 43 43

Prior service credit 203 (295)

Actuarial loss . (295) —
Net periodic other postretirement benefit cost . - % 4355 $ 3,999

The Company contributed $23,000 to its defined benefit pension plan in the first three months of 2008 and expects to contribute $53,000
during the balance of 2008. In addition, the Company contributed $6,838 for the funding of its other postretirement plans in the first three
months of 2008 and expects to contribute $20,514 during the balance of 2008.
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Note 8: Contingencies
OMUL/Thames Water Stockton, Inc. (“OMI/TW?) is a 50/50 joint venture between a subsidiary of the Company an(_inpEr?‘tilgr}s o

— " Management Intemational, Inc. (“OMI™). In February 2003, OMI/TW and the City of Stockton California (the “C.lf.yj"-) entered into a 20-
year service contract for capital improvements and management services of water, wastewater and storm water utilities. By mutual
agreement, OMI/TW and the City of Stockton terminated the contract effective February 29, 2008 (the “Termination Date™). Upon
termination, responsibility for management and operation of the system was returned to the City. OMI/TW has agreed to provide a .
limited twelve month warranty relating to certain components of the facilities that OMI/TW constructed (the “WW39 Plant™), committed
to pay for certain employee transition costs and assumed financial responsibility for regulatory fines levied through the Temmatipn Date,
if any, resulting from OMI/TW's failure to comply with applicable National Pollutant Discharge Elimination System permit requirements
and/or design defects in the WW39 Plant. Also, during 2007, the California State Water Resources Control Board issued a notice of
violation and a corresponding Settlement Communication related to a discharge into an adjacent river. OMI/TW i1s responsible for any
fines that may result from the Settlement Communication. Given the uncertainties related to resolving the remaining issues described
above, the Company has a loss reserve of approximately $4,000 at March 31, 2008 and December 31, 2007.

In 2007, the Company, through a subsidiary and an indirect 50% owned joint venture, completed construction of two water
filtration plants for total construction costs of approximately $229,000 and $32,000, respectively. As part of the general contractual terms
of the construction contracts, the Company provides a one-year construction warranty period. As of March 31, 2008, no claims have been
made related to these warranties.

The Company is also routinely involved in condemnation proceedings and legal actions incident to the normal conduct of its
business. At March 31, 2008, the Company had accrued approximately $35,000 as probable losses and it is reasonably possible that
additional losses could range up to $31,000 for these matters. For certain matters, the Company is unable to estimate any possible losses.
The Company believes that damages or settlements, if any, recovered by plaintiffs in such claims or actions will not have a material
adverse effect on the Company’s results of operations, financial position or cash flows.

Note 9: Guarantees

A subsidiary holds a 50% interest in American Water-Pridesa LLC (“AW-Pridesa”), a Delaware limited liability company. Acciona Agua
Corporation also holds a 50% interest. AW-Pridesa has contracted with Tampa Bay Water (“Tampa Bay”), an interlocal governmental
agency of the State of Florida, to remedy and operate the Tampa Bay Seawater Desalination Plant. The Company entered into a guarantee
with Tampa Bay in November 2004 for the full and prompt performance of certain contractual obligations lirnited to a total aggregate
liability of $35,000. Contractual obligations call for certain construction activities and management services to be completed
satisfactorily. AW-Pridesa took over operation of the plant in January 2005. At December 31, 2007, the plant was fully operational and
successful performance testing of the construction activities had been completed.

B The Company provides financial guarantees or deposits to ensure performance of certain of its obligations on its non-regulated
military agreements and Operations & Maintenance agreements. These guarantees and deposits totaled $474,727 and $475,278 at
March 31, 2008 and December 31, 2007, respectively.

Note 10: Environmental Matters

The Company’s water and wastewater operations are subject to federal, state, local and foreign requirements relating to environmental
protection and as such the Company periodically becomes subject to environmental claims in the normal course of business. Remediation
costs that relate to an existing condition caused by past operations are accrued when it is probable that these costs will be incurred and
can be reasonably estimated. Remediation costs accrued amounted to approximately $11,000 at March 31, 2008 and December 31, 2007.
AtMarch 31, 2008, $10,100 of the reserve relates to a conservation agreement entered

12
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into by a subsidiary of the Company with the National Oceanic and Atmospheric Administration requiring the Company to, among other
provisions, implement certain measures to protect the steelhead trout and its habitat in the Carmel River watershed in the state of

—-—-California:-The Company pursuesrecovery-of incurred costs through all appropriate means; including regulatory recovery through—————-—
customer rates.

Note 11: Stockholder’s Equity and Net Income (Loss) per Common Share

Basic net income (loss) per common share, income (loss) from continuing operations per common share and income (loss) from
discontinued operations, net of tax per common share are based on the weighted average number of common shares outstanding. Diluted
net income (loss) per common share, income (loss) from continuing operations per common share and income (loss) from discontinued
operations, net of tax per common share are based on the weighted average number of common shares outstanding and potentially
dilutive shares. The Company had no potentially dilutive shares at March 31, 2008 or December 31, 2007. All common shares at

March 31, 2008 and December 31, 2007 were held by a wholly-owned subsidiary of RWE. (See Note 13)

Effective the first quarter of 2008, the Company’s Board of Directors’ authorized 50,000 shares of par value $0.01 per share
preferred stock. As of March 31, 2008 there are no shares outstanding.

Note 12: Segment Information

The.Company has two operating segments which are also the Company’s two reportable segments referred to as the Regulated
Businesses and Non-regulated Businesses segments.

13
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The following table includes the Company’s summarized segment information:

.w...As of or for the Three Months Ended

March 31, 2008

Net operating revenues i)
Depreciation and amortization

Impairment charges

Total operating expenses, net

Adjusted EBIT (1)

Total assets

Capital expenditures

Net operating revenues $
Depreciation and amortization

Impairment charges

Total operating expenses, net

Adjusted EBIT (1)

Total assets

Capital expenditures

Non-regulated Other Consolidated
3 61172 §  (3.891) § 506,815
1,408 2,216 63,916
— 750,000 750,000
57,525 741,433 1,177,173
4,582
269,265 1,760,236 12,268,004
782 — 188,437
As of or for the Three Months Ended
March 31. 2007
Non-regulated Other Conselidated
$ 33,301 §  (4,033) 3 468,544
2,653 403 64,627
50,771 (6,736) 395,226
3,701
284,419 3,290,563 13,124,521
969 — 166,115

(1) Management evaluates the performance of its segments and allocates resources based on several factors, of which the primary measure is
Adjusted EBIT. Adjusted EBIT does not represent cash flow for periods presented and should not be considered as an alternative to net
income as an indicator of the Company’s operating performance or as an alternative to cash flows as a source of liquidity. Adjusted EBIT
as defined by the Company may not be comparable with Adjusted EBIT as defined by other companies.

14
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Note

The following table reconciles Adjusted EBIT, as defined by the Company, to (loss) income from continuing operations before
income taxes:

e — ——— For the Three Months Ended

March 31. 2008

Total
Regulated Non-regulated Segments

Adjusted EBIT $ 71,900 g 4,582 3 76,482
Add:

Allowance for other funds used during construction 2,541 — 2,541
Allowance for borrowed funds used during construction 1,368 — 1,368
Less:

Interest, net (56,736) 636 (56,100)
Preferred dividends of subsidiaries . (56) — (56)
Amortization of debt expense (1,318) — (1,318)
Segments’ income from continuing operations before income taxes $ 17,699 ) 5,218 22,917
Impairment charges (750,000)
Interest, net (13,868)
Other 4,365
Loss from continuing operations before income taxes $(736.586)

For the Three Months Ended
March 31, 2007
Total
Regulated Non-regulated _Segments

Adjusted EBIT $ 69,114 $ 3,701 $ 72815
Add:

Allowance for other funds used during construction 1,658 —_ 1,658
Allowance for borrowed funds used during construction 1,093 — 1,093
Less:

Interest, net (54,390) (3,096) (57,486)
Preferred dividends of subsidiaries (56) _ (56)
Amortization of debt expense (1.219) _ (1,219)
Segments’ income from continuing operations before income taxes $ 16,200 ) 605 16,805
Interest, net (14,721)
Other 2.075
Income from continuing operations before income taxes § 4159

13: Subsequent Events

On April 28, 2008, the Company completed the initial public offering of its common stock (“IPO”"). RWE Aqua Holdings GmbH, the
Company’s selling stockholder, sold 58,000 shares of its common stock at a price of $21.50 per share. The selling stockholder granted the
underwriters a 30 day option to purchase up to an additional 8,700 shares of the Company’s stock at a price of $21.50. The Company did
not receive any proceeds from the sale of shares. Prior to the IPO, the Company was a wholly-owned subsidiary of RWE. After the IPO,
and assuming no exercise of the underwriters’ option, RWE owns approximately 64% of the Company’s common shares (or
approximately 58% if the underwriters’ option to purchase additional shares is exercised in full).

On April 22, 2008, RWE contributed 90 shares of the Company’s common stock to the Company and the Company granted 90
restricted stock awards, 269 restricted stock units and 2,078 unvested stock options. The awards were issued to the Company’s employees
and certain non-employee directors under its 2007 Omnibus Equity Compensation Plan.

"In April and May 2008, the Company redeemed $144,725 of long-term auction rate debt of subsidiaries with interest rates ranging
from 6.48% to 10.00% and maturities ranging from 2021 to 2032. These redemptions were financed through the issuance of additional
commercial paper.

In May 2008, AWCC plans to issue in private placements additional senior notes in the principal amounts of $110,000 at 6.25% due
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in 2018 and $90,000 at 6.55% due in 2023. The Company intends to use the proceeds to repay outstanding short-term indebtedness
of AWCC.
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On May 12, 2008, the Company commenced an offer to exchange $750,000 principal amount of its 6.085% Senior Notes due in
2017 and $750,000 principal amount of its 6.593% Senior Notes due in 2037 which are both registered under the Securities Act of 1933
———(the-“Exchange Notes™) for all $750,000 of its currently-outstanding 6:085% Senior Notes-due in 2017 and-all $750,000 of its currently——--
outstanding 6.593% Senior Notes due in 2037, which have not been registered under the Securities Act of 1933 (the “Original Notes”).
The Company will not receive any proceeds from the exchange offer, nor will the Company’s debt level change as a result of the
exchange offer. The terms of the Exchange Notes and the Original Notes are substantially identical in material respects.

16
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ITEM2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
FORWARD-LOOKING STATEMENTS

Certain matters within this Quarterly Report on Form 10-Q include “forward-looking statements” within the meaning of 'Section 2_7A Qf
the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended.. All statements 1nclud§:d in this
Form 10-Q, other than statements of historical fact, may constitute forward-looking statements. Forward-looking statements can be identified

3 i LENT3

by the use of words such as “may,” “should,” “will,” “could,” “estimates,” “predicts, potential,” “cgnt'mue," “anticipates,” “believles,”
“plans,” “expects,” “future” and “intends” and similar expressions. Forward-looking statements may involve known and unknowp risks,
uncertainties and other factors that may cause the actual results or performance to differ from those projected in the forward-looking '
statements. These statements are not guarantees of furure performance and are subject to risks, uncertainties and other factors, some of which
are beyond our control and difficult to predict and could cause actual results to differ materially from those expressed or forecasted in the
forward-looking statements. Factors that could cause or contribute to differences in results and outcomes from those in our forward-looking
statements include, without limitation, those items discussed in the “Risk Factors™ section or other sections in the Company’s Form 424(b)(4)
prospectus filed April 24, 2008 with the Securities and Exchange Commission, as well as in Item 1A of Part II of this Quarterly Report. All
forward-looking statements are expressly qualified in their entirety by such risk factors. We undertake no obligation, other than as required by
law, to update or revise any forward-looking statements, whether as a result of new information, future events or otherwise.

GENERAL

American Water Works Company, Inc. (herein referred to as “American Water” or the “Company”) is the largest investor-owned United
States water and wastewater utility company, as measured both by operating revenue and population served. Our primary business involves the
ownership of water and wastewater utilities that provide water and wastewater services to residential, commercial and industrial customers. The
businesses that provide these services are generally subject to economic regulation by state regulatory agencies in the states in which they
operate. We report these results in our Regulated Businesses segment. We also provide services that are not subject to regulation by the state
commissions. We report these results in our Non-regulated Businesses segment. For further description of our businesses see the “Business”
section found in our Form 424(b)(4) prospectus filed on April 24, 2008 with the Securities and Exchange Commission.

You should read the following discussion in conjunction with our Consolidated Financial Statements and related Notes included
elsewhere in this Quarterly Report on Form 10-Q and in our Prospectus filed with the SEC on April 24, 2008 and with the information under
the heading “Management’s Discussion and Analysis of Financial Condition and Results of Operations™ in our Form 424(b)(4) prospectus filed
with the Securities and Exchange Commission on April 24, 2008.

OVERVIEW

Financial Results. American Water had net loss of $732.5 million for the first quarter of 2008, compared to net income of $2.7 million for
the first quarter of 2007. Loss from continuing operations was $732.5 million for the first quarter of 2008, compared to income from continuing
operations of $2.4 million for the first quarter of 2007. Revenues for the first quarter of 2008 increased by $38.3 million compared to the same
period in the prior year primarily due to increased revenues in our Regulated Businesses of $30.3 million which is largely attributable to rate
increases and higher revenues in our Non-regulated Businesses of $7.9 million. Offsetting the increased revenues were $781.9 million higher
operating expenses for the three months ended March 31, 2008. These expenses primarily resulted from the impairment charge of $750.0
million which 1s discussed below, increased expenses in our Regulated Businesses of $27.0 million in first quarter of 2008 compared to 2007,
mainly driven by higher employee related costs due to an increase in the number of employees, as well as higher wages and benefits and
increased operating expenses in our Non-regulated Businesses of $6.8 million which corresponds with their increased revenues.
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Other items affecting income from continuing operations for the three months ended March 31, 2008 as compared to the same period in
the prior year include lower interest expense of $2.2 million, as a result of the repayment of outstanding debt, and lower income tax expense of
$5.8 million.

Financing Activities. During the three months ended March 31, 2008, we met our capital resource requirements primarily with internally
generated cash as well as funds from external sources, primarily commercial paper.
' ARegu[ato;yDue[opn;ents "In the first three months of 2008 we received authorizations for additional annualized revenues from general
rate cases of $26.0 million, assuming constant sales volumes. As of March 31, 2008 we were awaiting final orders for one general rate case that
was filed in 2006, requesting $7.0 million in total additional annual revenues and five general cases that were filed in 2007, requesting $58.2
million in total additional annual revenues. We filed general rate cases in five additional states in the first quarter of 2008 that would provide

$231.1 million of additional revenues, if approved as filed. There is no assurance that the filed amount, or any portion thereof, of any requested
increases will be granted.

Initial Public Offering. On April 28, 2008, the Company completed its initial public offering (“IPO”). RWE Aqua Holdings GmbH, the
Company’s selling stockholder, sold 58.0 million shares of the Company’s common stock at a price of $21.50 per share. The selling
stockholder granted the underwriters a 30 day option to purchase up to an additional 8.7 million shares of the Company’s stock at a price of
$21.50. The Company did not receive any proceeds from the sale of shares. Prior to the IPO, the Company was a wholly-owned subsidiary of
RWE. After the IPO, and assuming no exercise of the underwriters’ option, RWE owns approximately 64% of the Company s common shares
(or approximately 58% if the underwriters’ option to purchase additional shares is exercised in full).

On April 22, 2008, RWE contributed approximately §9.9 thousand shares of the Company’s common stock to the Company and the
Company granted approximately 89.9 thousand restricted stock awards, 269.3 thousand restricted stock units and 2.1 million unvested stock
options. The awards were issued to the Company’s employees and certain non-employee directors under our 2007 Omnibus Equity
Compensation Plan.

Impairment Charge. As previously disclosed in our free writing and final prospectuses, filed April 22, 2008 and April 24, 2008,
respectively, the Company determined that it was reasonably likely based in large part on an initial public offering price of our common stock
of $21.50, that the current carrying value of our goodwill which the Company recorded as a result of the 2003 acquisition of American Water
by RWE and acquisition of E’Town Corporation in 2001, was impaired. At the time the Company’s initial public offering price of $21.50 was
established, we were unable to determine if there was any goodwill impairment or to provide a reliable estimate of the amount of any goodwill
impairment, if any.

In light of the initial public offering price and trading levels in our stock since the date of IPO, we performed an interim impairment test
and on May 9, 2008, we concluded that the current carrying value of our goodwill was impaired as a result of the current market price and
trading levels of our common stock. We believe the offering price was indicative of the value of the Company at March 31, 2008 and
accordingly, based on those factors, we recorded an impairment charge to goodwill related to our Regulated Businesses of $750.0 million in
our financial statements as of and for the fiscal quarter ended March 31, 2008. The impairment charge was primarily due to the market price of
our common stock (both the initial public offering price and the price during subsequent trading) being less than what was anticipated during
our 2007 annual test. Also contributing to the impairment was a decline in the fair value of our debt (due to increased market interest rates).

In developing our estimated fair value of the Company’s reporting units, significant judgment was required. We determined the estimated
fair value of the reporting units utilizing a methodology consistent with its 2007 annual test. Whenever possible, market information including
the initial public offering price of the Company’s common stock and subsequent trading price was used to update our modeling assumptions.
Our methodology utilized a combination of the trading price of the Company’s common stock, an estimated control premium, trading price
market multiples of peer companies (regulated water utilities) and the Company’s discounted cash flow analysis based on our five-year
business plan were used, each of which has differing weights. The majority of the weighting is applied to the traded price as this represents the
market objective evidence of fair value with minimal weight applied to the discounted cash flow analysis.
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We may be required to recognize additional impairments in the future, depending on, among other factors, a decline over a period of time
in valuation multiples of comparable water utilities, a decline over a period of time of the Company’s stock price or the lack of appreciation of
the Company’s stock price to a level consistent with peer companies or increases in equity value. A decline in the forecasted results in our
business plan, such as changes in rate case results or capital investment budgets or changes in our interest rates, may also result in an
incremental impairment charge. Further recognition of impairments of a significant portion of goodwill would negatively affect our results of
operations and total capitalization, the effect of which could be material and could make it more difficult for us to secure financing on attractive

terms and maintain-compliance with our debt covenants. — - e

As a result of the impairment, RWE transferred $245.0 million on May 13, 2008. This cash will be used to reduce debt.

Results of Operations
Three Months Ended March 31, 2008 Compared To Three Months Ended March 31, 2007

For the three months ended Favorable
March 31, (Unfavorable)
(Dollars in thousands) . 2008 2007 Change
(unaudited) (unaudited) .
Operating revenues § 506.815 $468,544 § 38.271
Operating expenses
Operation and maintenance 311,261 282,613 (28,648)
Depreciation and amortization 63,916 64,627 711
General taxes 52,066 47,880 (4,186)
(Gain) loss on sale of assets (70) 106 176
Impairment charge 750,000 — (750,000)
Total operating expenses, net 1,177,173 395,226 (781,947)
Operating (loss) income (670,358) 73,318 (743,676)
Other income (deductions)
Interest, net (69,968) (72,207) 2,239
Allowance for other funds used during construction 2,541 1,658 883
Allowance for borrowed funds used during construction 1,368 1,093 275
Amortization of debt expense (1,318) (1,219) (99)
Preferred dividends of subsidiaries (56) (56) —
Other, net 1,205 1,572 (367)
Total other income (deductions) (66,228) (69,159) 2,931
Income (loss) from continuing operations before income taxes (736,586) 4,159 (740,745)
Provision for income taxes (4,102) 1.730 5,832
Income (loss) from continuing operations (732,484) 2,429 (734,913)
Income (loss) from discontinued operations, net of tax — 256 (256)
Net income (loss) $ (732,484) $ 2,685 3 (735.169)
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The following table summarizes certain financial information for our Regulated and Non-regulated Businesses for the periods indicated
(without giving effect to inter-segment eliminations):

For the three months ended March 31,

2008 2007
Non- Non-
Regulated regulated Regulated . regulated
- - - — - . - Businesses---- Businesses .. Businesses - Businesses —. . - .
(In thousands)
Operating revenues $449,534 361,172 $419,276 $53,301
Adjusted EBIT ! $ 71,900 $ 4,582 $ 69,114 $ 3,701

0 Adjusted EBIT is defined as earnings before interest and income taxes from continuing operations. Management evaluates the
erformance of its segments and allocates resources based on several factors, of which the primary measure is Adjusted EBIT. Ad usted
BIT does not represent cash flow for the periods presented and should not be considered as an alternative to net income as an indicator

of the Company’s operating performance or as an alternative to cash flows as a source of liquidity. Adjusted EBIT as defined by the

Company may not be comparable with Adjusted EBIT as defined by other companies.

Operating revenues Our primary business involves the ownership of water and wastewater utilities that provide water and wastewater
services to residential, commercial and industrial customers. As such, our results of operations are significantly impacted by rates authorized by
the state regulatory commissions in the states in which we operate. The table below details the annualized revenues (assuming constant sales
volumes) resulting from rate authorizations, including infrastructure charges, which were granted and became effective in 2008.

Annualized Rate

Increases Granted (*)

(In millions)

State
New York $
Towa
Arizona
West Virginia
Illinois
Other
Total $

(*) Includes infrastructure charges

4.6
43
2.4
14.5
1.1
0.2

27.1

Operating revenues increased by $38.3 million, or 8.2% for the three months ended March 31, 2008 compared to the three months ended
March 31, 2007. Regulated Businesses revenues increased by $30.3 million, or 7.2% for the three months ended March 31, 2008 compared to
the same period in the prior year. The Non-regulated Businesses’ revenues for the three months ended March 31, 2008 increased by $7.9

million, or 14.8% compared to the three months ended March 31, 2007.

The increase in the Regulated Businesses revenues for the three months ended March 31, 2008 compared to the three months ended
March 31, 2007 was primarily due to rate increases obtained through general rate cases in New Jersey, Pennsylvania, Missouri and Indiana
(which were granted and became effective in 2007) as well as other states totaling approximately $33.0 million. This increase was offset by a
$4.7 million decrease in revenues related to customer consumption, mainly in our states in the Western region of the United States, for the three

months ended March 31, 2008 compared to the same period in the prior year.
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The following table sets forth the percentage of Regulated Businesses’ revenues and water sales volume by customer class:

For the three months ended March 31,

Operating Revenues Water Sales Volume
Customer Class 2008 2007 2008 2007
Water service:
Residential 57.2% 57.4% 51.7% 52.0% ‘
© Commercial o ST T T 1R 4% T 18.8%  21.8%  21.7%
Industrial 53% 53% 10.9% 11.4%
Public and other 12.9% 12.9% 15.6% 14.9%
Other water revenues 2.0% 1.2% — —
Total water revenues 95.8% 95.6% 100.0% 100.0%
Wastewater service 4.2% 4.4%

100.0% 100.0%

Water Services - Water service operating revenues from residential customers for the three months ended March 31, 2008 totaled $257.2
million, a $16.6 million increase, or 6.9%, over the same period of 2007, mainly due to rate increases offset by a decrease in sales volume. The
volume of water sold to residential customers decreased by 2.4% for the three months ended March 31, 2008 to 45.2 billion gallons, from 46.3
billion gallons for the same period in 2007, largely as a result of wetter weather conditions in California.

Water service operating revenues from commercial water customers for the three months ended March 31, 2008 increased by $4.2
million, or 5.4%, to $82.9 million mainly due to rate increases offset by decreases in sales volume compared to the same period in 2007. The
volume of water sold to commercial customers decreased by 3.1% for the three months ended March 31, 2008, to 18.9 billion gallons, from
19.5 billion gallons for the three months ended March 31, 2007.

Water service operating revenues from industrial customers totaled $23.8 million for the three months ended March 31, 2008, an increase
of $1.5 million, or 6.7%, over those recorded for the same period of 2007 mainly due to rate increases and increased sales volume. The volume
of water sold to industrial customers totaled 9.9 billion gallons in the three months ended March 31, 2008, an increase of 1.0% over the 9.8
billion gallons for the three months ended March 31, 2007.

Water service operating revenues from public and other customers increased $3.8 mullion, or 7.0%, for the three months ended March 31,
2008 to $57.8 million from $54.1 million for the three months ended March 31, 2007 mainly due to rate increases. Revenues from municipal
governments for fire protection services and customers requiring special private fire service facilities totaled $25.7 million for the three months
ended March 31, 2008, an increase of $1.1 million over the same period of 2007. Revenues generated by sales to governmental entities and

resale customers for the three months ended March 31, 2008 totaled $32.2 million, an increase of $2.7 million from the three months ended
March 31, 2007.

Wastewater services - Our subsidiaries provide wastewater services in 11 states. Revenues from these services increased by $0.2 million,
or 1.1%, to $18.8 million for the three months ended March 31, 2008, from $18.6 million for the same period of 2007. The increase was
attributable to increases in rates charged to customers in states where we have wastewater operations (principally Arizona, Hawaii, and New
Jersey).

Non-regulated Businesses operating revenues increased by $7.9 million, or 14.8% for the three months ended March 31, 2008 compared
to the same period in 2007. The net increase was primarily attributable to higher revenues of $8.7 million in our Contract Operations Group and
$1.7 million in our Homeowner Services Group, partially offset by decreased revenues of $3.0 million in our Applied Water Group. The
increase in Contract Operations Group revenues was primarily due to both new contracts and incremental revenues associated with design and
build contracts, as well as increased military project revenues. The increase from our Homeowner Service Group represented expansion into
new geographic markets. Applied Water Group revenues were lower due to the decline in design and build activity resulting from the downturn
in new home construction.
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Operation and maintenance. Operation and maintenance expense increased $28.6 million, or 10.1%, for the three months ended
March 31, 2008 compared to the same period in the prior year.

Operation and maintenance expenses for the three months ended March 31, 2008 and 2007, by major expense category, were as follows:

For the three months ended

March 31,
e e e T T e R g e e
(In thousands)
Production costs $ 64228 § 61,144
Employee-related costs 126,833 109,767
Operating supplies and services 09,495 63,809
Maintenance materials and services 34,947 30,149
Customer billing and accounting 7,410 8,269
Other 8.348 9,475
Total $ 311.261 § 282,613

Production costs, including fuel and power, purchased water, chemicals and waste disposal increased by $3.1 million, or 5.0%, for the
three months ended March 31, 2008 compared to the same period in 2007. The increase was primarily the result of increased costs in our
Regulated Businesses of $2.7 million. Fuel and power costs were higher by $1.6 million which can be attributed to increases in electricity
prices. Chemical costs also increased by $0.5 million primarily due to rising chemical costs and waste disposal costs were also higher by $0.6
million.

Employee-related costs including wage and salary, group insurance, and pension expense increased $17.1 million or 15.5%, for the three
months ended March 31, 2008 compared to the same period in the prior year. These costs represented 40.7% and 38.8% of operation and
maintenance expenses for the three months ended March 31, 2008 and 2007, respectively. The increase was due to higher wage and salary
expenses of $10.2 million and $2.2 million in our Regulated and Non-regulated Businesses, respectively, primarily resulting from an increase
in the number of employees and wage rate increases. In addition, our Regulated Businesses’ pension expense increased by 33.9% for the three
months ended March 31, 2008 compared to the same period in the prior year. Pension expense in excess of the amount contributed to the
pension plans is deferred by certain of our regulated subsidiaries pending future recovery in rates as contributions are made to the plans.
Although our pension expense in accordance with Statement of Financial Accounting Standards No. 87, “Employers’ Accounting for
Pensions” (SFAS 87) remained relatively unchanged, pension expense increased for the three months ended March 31, 2008 due to increased
contributions in certain of our regulated operating companies whose costs are recovered based on the Company’s funding, rather than the SFAS
87 expense.

Operating supplies and services include the day-to-day expenses of office operation, legal and other professional services, as well as
information systems and other office equipment rental charges. For the three months ended March 31, 2008, these costs increased by $5.7
million or 8.9%, compared to the same period in 2007. Factors contributing to this increase include an overall increase in general office costs of
$1.0 million mainly due to inflation, higher legal costs of $0.7 million in one of our operating companies in the Midwest region of the United
States due to eminent domain proceedings, increased materials and supplies of $0.5 million and higher fuel and other transportation costs of
$0.5 million. Partially offsetting these increases was a decrease of $1.8 million in remediation costs in connection with the Sarbanes-Oxley Act.
Corresponding with the increase in revenues, the Non-regulated Businesses operating supplies and service expenses increased by $2.7 million
for the three months ended March 31, 2008 compared to the same period in the prior year. The increase is mainly attributable to additional
expense in the Contract Operations group associated with several operating contracts (including a design, build and operate project in Fillmore,
California), partially offset by lower contracted services costs in the Applied Water Management Group due to the downturn in new home
construction.
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Maintenance materials and services, which include emergency repairs as well as costs for preventive maintenance_, increz.ised'$4.8 million
or by 15.9%, for the three months ended March 31, 2008 compared to the same period in the prior year. Regulated Businesses’ maintenance
materials and service costs increased by $4.4 million in the first quarter of 2008 due to costs of $2.8 million associated with a project mllllmms
to maintain valves and higher cost of removal expenses in certain of our operating companies. These increases were offset by 1quer main break
costs in 2008 compared to higher than normal main breaks in a number of our operating companies due to winter weather conditions in the first
quarter of 2007.

7Customer billing and accouminug expenses decreased by $0.9 million or 10.4%, for the three months ended March 31, ‘2008 compared to
the same period in the prior year. The decrease was the result of lower uncollectible accounts expense by our regulated subsidiaries as a result
of an increased focus on collection of past due accounts.

Other operation and maintenance expenses include casualty and liability insurance premiums and regulatory costs. These costs decreased
by $1.1 million or 11.9%, in 2008 primarily due to decreased insurance costs of $0.7 million for the three months ended March 31, 2008 due to
more favorable claims experience compared to the three months ended March 31, 2007, as well as decreased regulatory expenses of $0.4
million.

Depreciation and amortization. Depreciation and amortization expense decreased by $0.7 million, or 1.1%, for the three months ended
March 31, 2008 compared to the same period in the prior year. This decrease was primarily due to depreciation rate adjustments, particularly in
our Pennsylvania subsidiary offset by increased expense due to additional utility plant placed in service.

General taxes. General taxes expense, which includes taxes for property, payroll, gross receipts, and other miscellaneous items, increased
by $4.2 million, or 8.7%, in the first quarter of 2008 compared to the first quarter of 2007. This increase is primarily due to increased gross
receipts taxes of $1.9 million in New Jersey and higher property taxes expense in Ohio of $1.4 million.

(Gain) loss on sale of assets. Our gain on sale of assets was $0.1 million for the three months ended March 31, 2008 compared to a loss
of $0.1 million for the three months ended March 31, 2007 due to non-recurring sales of assets not needed in our utility operations.

Impairment charge. Our impairment charge was $750.0 million for the three months ended March 31, 2008. The first quarter 2008
impairment charge was primarily due to the market price of the Company’s common stock (both the initial public offering price and the price
during subsequent trading) being less than what was anticipated during our 2007 annual test. Also contributing to the impairment was a decline

in the fair value of the Company’s debt (due to increased interest rates). There was no impairment charge for the three months ended March 31,
2007.

Other income (deductions). Interest, the primary component of our other income (deductions), decreased by $2.2 million, or 3.1% for the
three months ended March 31, 2008 compared to the same period in the prior year. The decline is primarily due to the repayment of
outstanding debt with the 2007 equity contributions from RWE that were made to establish a capital structure that is consistent with other
regulated utilities and also to meet the capital structure expectations of various state regulatory commissions.

Provision for income taxes. Our consolidated provision for income taxes decreased $5.8 million or 337.1%, to a tax benefit of $4.1
million for the three months ended March 31, 2008 from a tax expense of $1.7 million for the three months ended March 31, 2007. The
Company recorded an effective tax rate for the first quarter 2008 of (0.6%) which reflects the tax effect of the goodwill impairment as a
discrete item as we consider this charge an infrequently occurring or unusual event.

Net income (loss). Net income decreased $735.2 million, to a net loss of $(732.5) million for the three months ended March 31, 2008
from net income of $2.7 million for the three months ended March 31, 2007. The decrease is the result of the aforementioned changes.
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Liquidity and Capital Resources

Our business is capital intensive and requires considerable capital resources. A portion of these capital resources are provided by
internally generated cash flows from operations. When necessary we obtain funds from external sources in the capital markets and through
bank borrowings. Our access to external financing on reasonable terms depends on our credit ratings and current business conditions, including
that of the water utility industry in general as well as conditions in the debt or equity capital markets. If these business and market conditions
deteriorate to the extent that we no longer have access to the capital markets at reasonable terms, we have access to revolving credit facilities
with aggregate bank commitments of $810.0 million that we currently utilize t6 support our commercial paper programs and to issue letters of T
credit. See the “Credit Facilities and Short-Term Debt” section below for further discussion.

In addition, our regulated utility subsidiaries receive advances and contributions from customers, home builders and real estate developers
to fund construction necessary to extend service to new areas. Advances for construction are refundable for limited periods, which vary
according to state regulations, as new customers begin to receive service or other contractual obligations are fulfilled. Amounts which are no
longer refundable are reclassified to contributions in aid of construction. Utility plant funded by advances and contributions is excluded from
rate base. Generally, we depreciate contributed property and amortize contributions at the composite rate of the related property. Some of our
subsidiaries do not depreciate contributed property, based on regulatory guidelines.

We use capital resources, including cash, to fund capital requirements, including construction expenditures, pay off maturing debt, pay
dividends, fund pension and postretirement welfare obligations and invest in new and existing businesses. We spend a significant amount of
cash on construction projects that have a long-term return on mvestment. Additionally, we operate in rate-regulated environments in which the
amount of new investment recovery may be limited, and where such recovery takes place over an extended period of time, as our recovery 1s
subject to regulatory lag. As a result of these factors, our working capital, defined as current assets less current liabilities, was in a net deficit
position at March 31, 2008.

We expect to fund future maturities of long-term debt through a combination of external debt and cash flow from operations. We have no
plans to reduce debt significantly.

Cash Flows from Operating Activities

Cash flows from operating activities primarily result from the sale of water and wastewater services and due to the seasonality of
operations are weighted toward the third quarter of each fiscal year. Our future cash flows from operating activities will be affected by changes
in the rate regulatory environments; infrastructure investment; inflation; compliance with environmental, health and safety standards;
production costs; customer growth; declining per customer usage of water; and weather and seasonality. Cash flows from operating activities
for the three months ended March 31, 2008 were $835.4 million compared to $54.2 million for the three months ended March 31, 2007.

The following table provides a summary of the major items affecting our cash flows from operating activities for the three months ended
March 31, 2008 and 2007:

For the three months
ended March 31,

2008 2007

( In thousands)
Net income (loss) $(732,484) $ 2,685
Add (subtract):
Non-cash operating activities (1) 826,569 81,890
Changes in working capital (2) 21,144 (4,911)
Pension and postretirement healthcare contributions (29.838) (25.453)
Net cash flows provided by operations $ 85,391 § 54211

(1) Includes depreciation and amortization, impairment charges, removal costs net of salvage, provision for deferred income taxes,
amortization of deferred investment tax credits, provision for losses on utility accounts receivable, allowance for other funds used during
construction, (gain) loss on sale of assets, and other non-cash items, net less pension and postretirement healthcare contributions.

(2) Changes in working capital include changes to accounts receivable and unbilled utility revenue, taxes receivable (including federal
income), other current assets, accounts payable, taxes accrued (including federal income), interest accrued and other current liabilities.
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Cash Flows from Investing Activities

Cash flows used in investing activities for the three months ended March 31, 2008 and 2007 were $187.7 million and $165.2 million,
respectively. Construction expenditures increased $22.3 million to $188.4 million for the three months ended March 31, 2008 from $166.1
million for the three months ended March 31, 2007 as a result of continuing to increase our investment in regulated utility plant projects.
Construction expenditures for the periods noted above included customer advances and contributions for construction (net of refunds) of
($13.7) million and $13.1 million for the three months ended March 31, 2008 and 2007, respectively.

Our construction program consists of both infrastructure renewal programs, where we replace infrastructure, as needed, and construction
of facilities to meet new customer growth. Also, an integral aspect of our strategy is to seek growth through tuck-ins and other acquisitions
which are complementary to our existing business and support the continued geographical diversification and growth of our operations.
Generally, acquisitions will be funded initially with short-term debt and later refinanced with the proceeds from long-term debt or equity
offerings.

Included in the 2008 planned construction expenditures is an amount to construct a new water treatment plant on the Kentucky River of
approximately $26 million. On April 25, 2008, the Kentucky Public Service Commission approved Kentucky American Water’s application for
a certificate of convenience and necessity to construct a 20.0 to 25.0 million gallon per day treaunent plant-on the Kentucky River and a 30.6
mile pipeline to meet Central Kentucky’s water supply deficit. The Kentucky project is expected to be completed by 2010 with an estimated
cost of between $162 million and $168 million.

On December 21, 2007, New Jersey-American Water, our subsidiary, signed an agreement with the City of Trenton, New Jersey to
purchase the assets of the city’s water system located in Ewing, Hamilton, Hopewell and Lawrence townships for $100.0 million. The
agreement was approved by the Trenton City Council but requires approval by various regulatory agencies, including the New Jersey Board of
Public Utilities. We can provide no assurances that the agreement will be approved.

Cash Flows from Financing Activities

Our financing activities include the issuance of long-term and short-term debt, primarily through our wholly-owned financing subsidiary,
American Water Capital Corp. (*“AWCC”). In addition, we have received capital contributions from RWE and intend to issue equity in the
future to maintain an appropriate capital structure, subject to any restrictions in our registration right agreement with RWE. In order to finance
new infrastructure, we received customer advances and contributions for construction (net of refunds) of ($13.7) million and $13.1 million for
the three months ended March 31, 2008 and 2007, respectively. In connection with the RWE divestiture, we have made and will continue to
make significant changes to our capital structure through debt refinancing and equity offerings.

The following long-term debt was retired through optional redemption or payment at maturity during the first quarter of 2008:

Interest Amount
Company Type Rate Maturity (In Thousands)
American Water Capital Corp. Senior notes-fixed rate 6.87% 2011 § 28,000
Other subsidiaries 0%-9.87% 2008-2034 7.879
Total retirements & redemptions § 35879
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In April and May 2008, the Company redeemed $144.7 million of long-term auction rate debt of subsidiaries with interest rates ranging
from 6.48 % to 10.00% and maturities ranging from 2021 to 2032. These redemptions were financed through the issuance of additional
commercial paper.

In May 2008, AWCC plans to issue in private placements additional Senior Notes in the principal amount of $110.0 million at 6.25% due
in 2018 and $90.0 million at 6.55% due in 2023. The Company intends to use the proceeds to repay outstanding short-term indebtedness of

On May 12, 2008, the Company commenced an offer to exchange $750,000 principal amount of its 6.085% Senior Notes due in 2017 and
$750,000 principal amount of its 6.593% Senior Notes due in 2037 which are both registered under the Securities Act of 1933 (the “Exchange
Notes™) for all $750,000 of its currently outstanding 6.085% Senior Notes due in 2017 and all $750,000 of its currently outstanding 6.593%
Senior Notes due in 2037, which have not been registered under the Securities Act of 1933 (the “Original Notes”). The Company will not
receive any proceeds from the exchange offer, nor will the Company’s debt level change as a result of the exchange offer. The terms of the
Exchange Notes and the Original Notes are substantially identical in all material respects.

From time to time and as market conditions warrant, we may engage in long-term debt retirements via tender offers, open market
repurchases or other viable alternatives to strengthen our balance sheet.

Dividends. There were no dividend payments made for the three months ended March 31, 2008 or 2007. Our board of directors has adopted a
dividend policy, effective upon the consummation of the IPO, to distribute to our stockholders a portion of our net cash provided by operating
activities as regular quarterly dividends, rather than retaining that cash for other purposes. Our policy will be to distribute 50% to 70% of our

annual net income.

Contributions from RWE. There were no contributions from RWE for the three months ended March 31, 2008. Contributions from RWE were
$650.0 million for the three months ended March 31, 2007.

As aresult of the impairment charges recorded for the three months ended March 31, 2008, RWE transferred $245.0 million on May 13, 2008.
This cash will be used to reduce debt.

Credit Facilities and Short Term Debt

The components of short-term debt were as follows:

March 31,2008

(In Thousands!
Commercial paper § 338,619
Book overdraft 23,081
Other short-term debt 6,437
Total short-term debt . $ 368,137

Our access to external financing on reasonable terms depends on our credit ratings and current business conditions, including that of the
water utility industry in general as well as conditions in the debt or equity capital markets. If these business and market conditions deteriorate
to the extent that we no longer have access to the capital markets at reasonable terms, we have access to revolving credit facilities with
aggregate bank commitments of $810.0 million that we currently utilize to support our commercial paper programs and to issue letters of
credit.

AWCC has entered into a one-year $10.0 million committed revolving line of credit with PNC Bank, N.A. This line of credit will
terminate on December 31, 2008 unless extended and is used primarily for short-term working capital needs. Interest rates on advances under
this line of credit are based on either the prime rate of PNC Bank, N.A. or the applicable LIBOR for the term selected plus 25 basis points. As
of March 31, 2008, $6.4 million was outstanding under this revolving line of credit.
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On September 135, 2006, AWCC entered into an $800.0 million unsecured revolving credit facility syndicated among a group of ten
banks. This revolving credit facility, which terminates on September 15, 2012 unless extended, is principally used to support the $700 million
commercial paper program at AWCC and to provide up to $150.0 million in letters of credit. AWCC had no loans outstanding under the net
$800.0 million unsecured revolving credit facility as of March 31, 2008.

At March 31, 2008, AWCC had the following sub-limits and available capacity under the revolving credit facility and indicated amounts
of outstanding COMIMETCIAL PADPET. ...« o e

Qutstanding

Letter of Credit Available Commercial
Sublimit Capacity Paper
(In thousands) (In thousands) (In thousands)
$ 150,000 $ 71,219 $ 338,619

Interest rates on advances under the revolving credit facility are based on either prime or LIBOR plus an applicable margin based upon
our credit ratings, as well as total outstanding amounts under the agreement at the time of the borrowing. The maximum LIBOR margin is 55
basis points.

The revolving credit facility requires us to maintain a ratio of consolidated debt to consolidated capitalization of not more than 0.70 to
1.00. As of March 31, 2008, our ratio was 0.53 and therefore we were in compliance with the ratio.

The average interest rate on commercial paper for the three months ended March 31, 2008 was approximately 4.2 %.

Debt Covenants

Our debt agreements contain financial and non-financial covenants. To the extent that we are not in compliance, we or our subsidiaries
may be restricted in our ability to pay dividends, issue debt or access our revolving credit lines. We were in compliance with our reporting
covenants as of March 31, 2008.

Security Ratings

Our access to the capital markets, including the commercial paper market, and their respective financing costs in those markets depend on
the securities ratings of the entity that is accessing the capital markets. We primarily access the capital markets, including the commercial paper
market, through AWCC. However, we do issue debt at our regulated subsidiaries, primarily in the form of tax exempt securities, to lower our
overall cost of debt. The following table shows the Company’s securities ratings as of March 31, 2008:

Moody’s Investors Standard & Poor’s
Securities Service Ratings Service
Senior unsecured debt Baa2 A-
Commercial paper P2 A2

The Standard & Poor’s ratings on American Water and AWCC remain on CreditWatch with negative implications. Moody’s rating
outlook for both American Water and AWCC is stable.

A security rating is not a recommendation to buy, sell or hold securities and may be subject to revision or withdrawal at any time by the
assigning rating agency, and each rating should be evaluated independently of any other rating.

None of our borrowings are subject to default or prepayment as a result of a downgrading of securities although such a downgrading
could increase fees and interest charges under our credit facilities.

As part of the normal course of business, we routinely enter into contracts for the purchase and sale of water, energy, fuels and other
services. These contracts either contain express provisions or otherwise permit us and our counterparties to demand adequate assurance of
future performance when there are reasonable grounds for doing so. In accordance with the contracts and applicable contract law, if we are_
downgraded by a credit rating agency, especially if such downgrade is to a level below investment grade, it is possible that a counterparty
would attempt to rely on such a downgrade as a basis for making a demand for adequate assurance of future performance. Depending on our
net position with a counterparty, the demand could be for the posting of collateral. In the absence of expressly agreed provisions that specify
the collateral that must be provided, the obligation to supply the collateral requested will be a function of the facts and circumstances of the
Company’s situation at the time of the demand. If we can reasonably claim that we are willing and financially able to perform our obligations,
it may be possible to successfully argue that no collateral should be posted or that only an amount equal to two or three months of future

http://apps.sharecholder.com/sec/viewerContent.aspx ?companyid=AMER&docid=5934116&print=1 7/30/2008



American Water - Quarterly Report Page 31 of 44

payments should be sufficient.

http://apps.shareholder.com/sec/viewerContent.aspx?companyid=AMER &docid=5934116&print=1 7/30/2008



American Water - Quarterly Report Page 32 of 44

Current Credit Market Position

The liquidity crisis that began in 2007 as a result of the collapse of the subprime mortgage market has adversely impacted global credit
markets and, if it continues, could increase our cost of capital or impair our ability to access the capital markets.
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As of March 31, 2008, the Company had issued $169.6 million of auction rate tax-exempt long-term debt (including $24.9 million of
variable rate demand bonds, which are periodically repriced to reflect auction rates) that are insured by AAA-rated insurers Ambac Assurance
Corporation and MBIA Insurance Corporation. Due to the exposure that these bond insurers have in connection with recent developments 1n
the subprime credit market, rating agencies have put these insurers on review for possible downgrade. Fitch has lowered the credit rating of
Ambac Assurance Corporation from AAA to AA. While these debt instruments are long-term 1n nature, and only the variable rate demand
bonds can be put back to the Company prior to maturity, the interest rates on these instruments are designed to reset periodically through an

auction process. In late February 2008, the Company began to experience failed auctions for a portion of these instruments; which had interest - ---

rates of 3.65% to 4.90% as of December 31, 2007. When a failed auction occurs on a series of this debt, the Company is required to begin
paying a failed-auction rate on the instruments. The failed auction interest rate for the majority of the auction rate debt is 10%. Payment of the
failed-auction rate interest rates will continue until the Company is able to either successfully remarket these instruments through the auction
process or refund and refinance the existing debt through the issuance of an equivalent amount of tax exempt bonds. In April and May 2008,
the Company redeemed $144.7 million of long-term auction rate debt of subsidiaries with interest rates ranging from 6.48 % to 10.00% and
maturities ranging from 2021 to 2032.

At this time, the Company does not believe recent market developments significantly impact its ability to obtain financing and expects to
have access to liquidity in the capital markets on favorable terms. In addition, the Company has access to unsecured revolving credit facilities,
which are not as dependent upon general market conditions, with aggregate bank commitments of $810 million, of which a portion is currently
committed primarily to backstop the Company’s commercial paper program and letters of credit.

Market Risk

We are exposed to market risk associated with changes in commodity prices, equity prices and interest rates. We use a combination of
fixed-rate and variable-rate debt to reduce interest rate exposure. As of March 31, 2008 a hypothetical 10% increase in interest rates associated
with variable rate debt would result in $1.1 million decrease in our pre-tax earnings. Our risks associated with price increase for chemicals,
electricity and other commodities are reduced through long-term contracts and the ability to recover price increases through rates.

Our common stock began trading on the New York Stock Exchange on April 23, 2008. The market price of our common stock may
experience fluctuations, many of which are unrelated to our operating performance. In particular, our stock price may be affected by general
market movements as well as developments specifically related to the water and wastewater industry. These could include, among other things,
interest rate movements, quarterly variations or changes in financial estimates by securities analysts and governmental or regulatory actions.
This volatility may make it difficult for us to access the capital markets in the future through additional offerings of our common stock,

regardless of our financial performance, and such difficulty may preclude us from being able to take advantage of certain business
opportunities or meet business obligations.

Application_of Critical Accounting Policies and Estimates

Our financial condition, results of operations and cash flows are impacted by the methods, assumptions and estimates used in the
application of critical accounting policies. See Management’s Discussion and Analysis of Financial Condition and Results of Operations—

Critical Accounting Policies and Estimates,” in our Form 424(b)(4) prospectus filed on April 24, 2008 with the Securities and Exchange
Commiission for a discussion of the critical accounting policies.

Recent Accounting Pronouncements

See Part I, Item 1 Financial Statements (Unaudited)- Note 2- New Accounting Pronouncements in this Quarterly Report on Form 10-Q
for a discussion of new accounting standards recently adopted or pending adoption.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We are subject to market risks in the normal course of business, including changes in interest rates and equity prices. For further
discussion of market risks see “Market Risk™ in Part I, Item 2 — Management’s Discussion and Analysis of Financial Condition and Results of
Operations.

ITEM 4... CONTROLSAND PROCEDURES _ o o e
Evaluation of Disclosure Controls and Procedures

The Company maintains disclosure controls and procedures that are designed to ensure that information required to be disclosed in the
reports filed or submitted under the Securities Exchange Act of 1934, as amended (“Exchange Act”), is recorded, processed, summarized, and
reported within the time periods specified in the Commission’s rules and forms and that such information is accumulated and communicated to
the Company’s management including its principal executive and financial officers, as appropriate to allow timely decisions regarding required
disclosure.

As of the end of the period covered by this report, the Company’s management evaluated the effectiveness of the design and operation of
disclosure controls and procedures pursuant to Rule 13a-15(b) of the Exchange Act. This evaluation was done under the supervision and with
the participation of management, including our President and Chief Executive Officer and our Chief Financial Officer.

Based on this evaluation and because of the material weaknesses described below, the Company’s Chief Executive Officer and Chief
Financial Officer have concluded that the Company’s disclosure controls and procedures were not effective as of March 31, 2008,
Notwithstanding these material weaknesses, management concluded that the financial statements included in this Form 10-Q for the period
ended March 31, 2008 fairly present in all material respects their financial position, results of operations and cash flows for the periods
presented in conformity with GAAP.

Material Weaknesses in Internal Control over Financial Reporting
A material weakness is a control deficiency or a combination of control deficiencies that results in more than a remote likelihood that a

material misstatement of the annual or interim consolidated financial statements will not be prevented or detected.

Our management is responsible for establishing and maintaining adequate internal control over financial reporting. Our intemal control
over financial reporting is a process designed to provide reasonable assurance regarding the reliability of financial reporting and the preparation
of financial statements in accordance with generally accepted accounting principles. However, from 2003 to April 28, 2008, we were an
indirect wholly-owned subsidiary of RWE and, as a privately owned company, were not required to maintain a system of internal control
consistent with the requirements of the SEC and the Sarbanes-Oxley Act, or to prepare our own financial statements. As a public reporting
company, we will be required, among other things, to maintain a system of effective internal control over financial reporting suitable to prepare
our publicly reported financial statements in a timely and accurate manner, and also to evaluate and report on such system of internal control.
In particular, we are required to certify our compliance with Section 404 of the Sarbanes-Oxley Act for the year ended December 31, 2009,
which will require us to perform system and process evaluation and testing of our internal control over financial reporting to allow management
and our independent registered public accounting firm to report on the effectiveness of our internal control over financial reporting.

In connection with the preparation of our consolidated financial statements as of December 31, 2006, we and our independent registered
public accountants identified the following material weaknesses in our internal control over financial reporting:

» Inadequate internal staffing and skills;

+ Inadequate controls over financial reporting processes;

» Inadequate controls over month-end closing processes, including account reconciliations;

+ Inadequate controls over maintenance of contracts and agreements;

» Inadequate controls over segregation of duties and restriction of access to key accounting applications; and

» Inadequate controls over tax accounting and accruals.
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Remediation of Material Weaknesses

Since joining the Company in 2006, Donald L. Correll, our Chief Executive Officer, and Ellen C. Wolf, our Chief Financial Officer, have
assigned a high priority to the evaluation and remediation of our internal controls, and have taken numerous steps to remediate these material
weaknesses and to evaluate and strengthen our other internal controls over financial reporting. Some of the actions taken include:

»  Increasing our internal financial staff numbers and skill levels, and using external resources to

"~ ¢ Tsupplement our internal staff when nécessary;
«  Implementing detailed processes and procedures related to our period end financial closing processes,
+  key accounting applications and our financial reporting processes;
+ Implementing or enhancing systems used in the financial reporting processes and month-end close processes;

+  Conducting extensive training on existing and newly developed processes and procedures as well as explaining to employees
Sarbanes-Oxley Act requirements and the value of internal controls;

+  Enhancing our internal audit staff;
+  Hiring a director of internal control and a director of taxes;
» Implementing a tracking mechanism and new policy and procedure for approval of all contracts and agreements; and

+  Retaining a nationally recognized accounting and auditing firm to assist management in developing policies and procedures
surrounding internal controls over financial reporting, to evaluate and test these internal controls and to assist in the remediation of
internal control deficiencies.

With respect to the material weaknesses described above, we have initiated a process to clearly delineate our control weaknesses and
formulated a remediation plan. We believe that we have made significant progress in remediating several of the identified material weaknesses;
however, as our testing procedures have not yet been completed, we can make no assurances as to the success of our remediation efforts. As of
March 31, 2008, the Company had incurred $54.9 million to remediate these material weaknesses and to document and test key financial
reporting controls. We will need to allocate additional resources to enhance the quality of our staff and to carry out the remediation of these
material weaknesses. Based upon our current assessment, we expect to complete the remediation of these material weaknesses during 2008
with an estimated additional cost of approximately $3.4 million. The Company cannot indicate with certainty that the material weaknesses will
be remediated or what additional costs may be incurred. The Company needs to initiate additional controls and test the effectiveness of controls
prior to concluding controls are effective. As a condition to state Public Utility Commissions’ approval of the RWE Divestiture, we agreed that
costs incurred in connection with our initial internal control and remediation initiatives would not be recoverable in rates charged to our
customers. Elements of our remediation activities can only be accomplished over time, and our initiatives provide no assurances that they will
result in an effective internal control environment. Our board of directors, in coordination with our audit committee, will continually assess the
progress and sufficiency of these initiatives and make adjustments, as necessary.

The Company believes the additional control procedures as designed, when implemented, will fully remediate the above material
weaknesses.

Changes in Internal Control Over Financial Reporting

Except as described above, there were no changes in internal control over financial reporting during the quarter ended March 31, 2008,
that have materially affected, or are reasonably likely to materially affect, the Company’s internal control over financial reporting.
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PART II. OTHER INFORMATION
ITEM1. LEGAL PROCEEDINGS
Previously reported under “Business — Legal Proceedings” in the Company’s Form 424(b)(4) prospectus filed April 24, 2008.

ITEM 1A. RISK FACTORS S
" There have been no material chanvggs from risk factors previously disclosed in “Risk Factors” in the Company’s Form 424(b)(4)
prospectus filed April 24, 2008, other than as described below.

We have recorded a significant amount of goodwill, and we may never realize the full value of our intangible assets causing us to record
impairments that may negatively affect our results of operations.

Our total assets include substantial goodwill. At March 31, 2008, our goodwill totaled $1,707.0 million. The goodwill is associated
primarily with the acquisition of American Water by an affiliate of RWE in 2003 and the acquisition of E’Town Corporation in 2001. Goodwill
represents the excess of the purchase price the purchaser paid over the fair value of the net tangible and intangible assets acquired. Goodwill is
recorded at fair value on the date of an acquisition and, in accordance with Statement of Financial Accounting Standards No. 142, “Goodwill
and Other Intangible Assets,” or SFAS No. 142, is reviewed annually or more frequently if changes in circumstances indicate the carrying
value may not be recoverable. Annual impairment reviews are performed in the fourth quarter and interim reviews are performed when
management determines that a triggering event has occurred. We have been required to reflect, as required by SFAS No. 142 and other
applicable accounting rules, a non-cash charge to operating results for goodwill impairment in the amounts of $396.3 million, $227.8 million,
and $509.3 million for the years ended December 31, 2005, 2006 and 2007, respectively. These amounts include impairments relating to
discontinued operations. Also, for the three months ended March 31, 2008 we recorded a goodwill impairment in the amount of $750.0 million.

Our annual goodwill impairment test is conducted during the fourth quarter. We have processes to monitor for interim triggering events.
During the third quarter of 2007 management determined that it was appropriate to update its valuation analysis as a result of our debt being
placed on review for a possible downgrade and the anticipated sale of a portion of the Company in the IPO. As a result of that update, we
recorded an impairment charge to goodwill of our Regulated Businesses in the amount of $243.3 million in the third quarter of 2007. That
decline in the value of our goodwill was primarily due to a slightly lower long-term earnings forecast caused by updated customer demand and
usage expectations and expectations for timing of capital expenditures and rate recovery.

When we completed our annual goodwill impairment test for 2007 we determined that an impairment had occurred based upon new
information regarding our market value. We incorporated this indicated market value into our valuation methodology and, based on those

results, recorded an additional goodwill impairment charge to the Regulated Businesses reporting unit in the amount of $266.0 million during
the fourth quarter of 2007.

In April of 2008, we determined that it was probable based in large part on the initial public offering price of our common stock of
$21.50, that the current carrying value of our goodwill which the Company recorded as a result of the 2003 acquisition of American Water by
RWE and acquisition of E’Town Corporation in 2001 was impaired. At the time the Company’s initial public offering price of $21.50 was
established, we were unable to determine if there was any goodwill impairment or to provide a reliable estimate of the amount of goodwill
impairment, if any. In light of the initial public offering price and trading levels in our stock since the date of the IPO, we performed an interim
impairment test and on May 9, 2008, we concluded that the current carrying value of our goodwill was impaired as a result of the current
market price and trading levels of our common stock. We believe the offering price was indicative of the value of the Company at March 31,
2008 and accordingly, based on those factors, recorded an impairment charge to goodwill related to our Regulated Businesses in the amount of
$750.0 million in our financial statements as of and for the fiscal quarter ended March 31, 2008. The impairment charge was primarily due to
the market price of our common stock (both the initial public offering price and the price during subsequent trading) being less
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than what was anticipated during our 2007 annual test. Also contributing to the impairment was a decline in the fair value of our debt (due to
increased market interest rates).

We may be required to recognize additional impairments in the future, depending on, among other factors, a decline over a period of time
in valuation multiples of comparable water utilities, a decline over a period of time of the Company’s stock price or the lack of appreciation of
the Company’s stock price to a level consistent with peer companies or increases in equity value. A decline in the forecasted results in our
business plan, such as changes in rate case results or capital investment budgets or changes in our interest rates, may alsoresultinan_.._..._ ..
incremental impairment charge. Further recognition of impairments of a significant portion of goodwill would negatively affect our results of
operations and total capitalization, the effect of which could be material and could make it more difficult for us to secure financing on attractive
terms and maintain compliance with our debt covenants.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

None

ITEM 3. DEFAULTS UPON SENIOR SECURITIES
None

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None

ITEM 5. OTHER INFORMATION

None

ITEM 6. EXHIBITS

Exhibit
Number Exhibit Description
3.1 Restated Certificate of Incorporation of American Water Works Company, Inc. (incorporated by reference to Exhibit 3.1 to
American Water Works Company, Inc.’s Registration Statement on Form S-1, File No. 333-145725, filed March 6, 2008).
32 Amended and Restated Bylaws of American Water Works Company, Inc. (incorporated by reference to Exhibit 3.2 to American
Water Works Company, Inc.’s Registration Statement on Form S-1, File No. 333-145725, filed March 26, 2008).
10.1 Employment Agreement between Donald L. Correll and American Water Works Company, Inc., dated February 15, 2008
(incorporated by reference to Exhibit 10.4 to American Water Works Company, Inc.’s Registration Statement on Form S-1, File
No. 333-145725, filed March 6, 2008).
10.2 Employment Agreement between Ellen C. Wolf and American Water Works Company, Inc., dated February 15, 2008

(incorporated by reference to Exhibit 10.5 to American Water Works Company, Inc.’s Registration Statement on Form S-1, File
No. 333-145725, filed March 6, 2008).
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103 2008 American Water Senior Management Annual Incentive Plan (incorporated by reference to Exhibit 10.25 to American Water
Works Company, Inc.’s Registration Statement on Form S-1, File No. 333-145725, filed Apnil 15, 2008).

*31.1 Certification of Donald L. Correll, President and Chief Executive Officer, pursuant to Section 302 of the Sarbanes-Oxley Act

*31.2 Certification of Ellen C. Wolf, Senior Vice President and Chief Financial Officer, pursuant to Section 302 of the Sarbanes-Oxley Act
321 Certification of Donald I Correll; President and Chief Executive Officer, pursuant to Section 906 of the Sarbanes-Oxley Act—————
*32.2 Certification of Ellen C. Wolf, Senior Vice President and Chief Financial Officer, pursuant to Section 906 of the Sarbanes-Oxley Act

* filed herewith,
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Signatures

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned, thereunto duly authorized.

American Water Works Company, Inc.

e {Registrant). . _ I
May 14, 2007 /s/ Donald L. Correll
(Date) Donald L. Correll

President and Chief Executive Officer
(Principal Executive Officer)

May 14, 2007 /s/ Ellen C. Wolf

(Date) Ellen C. Wolf
Senior Vice President and Chief Financial Officer
(Principal Financial and Accounting Officer)
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EXHIBIT INDEX
Exhibit
Number Exhibit Description
31 Restated Certificate of Incorporation of American Water Works Company, Inc. (incorporated by reference to Exhibit 3.1 to American
Water Works Company, Inc.’s Registration Statement on Form S-1, File No. 333-145725, filed March 6, 2008).
3.2--- Amended and Restated Bylaws of American Water Works Company; Inc. (incorporated by reference to Exhibit 3.2 to American -~
Water Works Company, Inc.’s Registration Statement on Form S-1, File No. 333-145725, filed March 26, 2008).

10.1 Employment Agreement between Donald L. Correll and American Water Works Company, Inc., dated February 15, 2008
(incorporated by reference to Exhibit 10.4 to American Water Works Company, Inc.’s Registration Statement on Form S-1, File No.
333-145725, filed March 6, 2008).

10.2 Employment Agreement between Ellen C. Wolf and American Water Works Company, Inc., dated February 15, 2008 (incorporated
by reference to Exhibit 10.5 to American Water Works Company, Inc.’s Registration Statement on Form S-1, File No. 333-145725,
filed March 6, 2008).

10.3 2008 American Water Senior Management Annual Incentive Plan (incorporated by reference to Exhibit 10.25 to American Water
Works Company, Inc.’s Registration Statement on Form S-1, File No. 333-145725, filed Apnl 15, 2008).

*31.1 Certification of Donald L. Correll, President and Chief Executive Officer, pursuant to Section 302 of the Sarbanes-Oxley Act

*31.2  Certification of Ellen C. Wolf, Senior Vice President and Chief Financial Officer, pursuant to Section 302 of the Sarbanes-Oxley Act
*32.1 Certification of Donald L. Correll, President and Chief Executive Officer, pursuant to Section 906 of the Sarbanes-Oxley Act

*32.2

Certification of Ellen C. Wolf, Senior Vice President and Chief Financial Officer, pursuant to Section 906 of the Sarbanes-Oxley Act

* filed herewith.
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CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER

(Pursuant to Rule 13a-14(a) of the Securities Exchange Act of 1934, as amended,
as Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002)

I, Donald L. Correll, certify that:
1. 1 have reviewed this quarterly report on Form 10-Q of American Water Works Company, Inc.;

~ 2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessaryto__ .
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period
covered by this report;

3. Based on my knowledge, the consolidated financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officers and I are responsible for establishing and maintaining disclosure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by
others within those entities, particularly during the period in which this quarterly report is being prepared;

b) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

¢) disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most
recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial
reporting; and

5. The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors {or persons performing the equivalent
functions):

a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal
control over financial reporting.

Date: May 14, 2008

By: /s/ Donald L. Correll
Donald L. Correll
President and Chief Executive Officer
{Principal Executive Officer)
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Exhibit 31.2

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER AND CHIEF ACCOUNTING OFFICER

(Pursuant to Rule 13a-14(a) of the Securities Exchange Act of 19234, as amended,
as Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002)

I, Ellen C. Wolf, certify that:

1. I have reviewed this quarterly report on Form 10-Q of American Water Works Company, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period..—-.-..
covered by this report;

3. Based on my knowledge, the consolidated financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officers and I are responsible for establishing and maintaining disclosure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by
others within those entities, particularly during the period in which this quarterly report is being prepared;

b) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

c) disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most
recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial
reporting; and

5. The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent
functions):

a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal
control over financial reporting.

Date: May 14, 2008

By: /s/ Ellen C. Wolf
Ellen C. Wolf
Senior Vice President and Chief Financial Officer
(Principal Financial and Accounting Officer)

http://apps.shareholder.com/sec/viewerContent.aspx ?companyid=AMER&docid=5934116&print=1 7/30/2008
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Exhibit 32.1
AMERICAN WATER WORKS COMPANY, INC.

CERTIFICATION
PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the quarterly report of American Water Works Company, Inc. (the “Company”) on Form 10-Q for the period ended

March 31, 2008, as filed with the Securities and Exchange Commission on the date hereof (the “Report™), I, Donald L. Correll , President and
Chief Executive Officer of the Company, hereby certify pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 ofthe
Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934 as amended; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the
Company.

By: /s/ Donald L. Correll
Donald L. Correll
President and Chief Executive Officer
(Principal Executive Officer)

May 14, 2008

http://apps.shareholder.com/sec/viewerContent.aspx?companyid=AMER&docid=5934116&print=1 7/30/2008
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Exhibit 32.2
AMERICAN WATER WORKS COMPANY, INC.

CERTIFICATION
PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the quarterly report of American Water Works Company, Inc. (the “Company”) on Form 10-Q for the period ended
March 31, 2008, as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, Ellen C. Wolf, Senior Vice
President and Chief Financial Officer, of the Company, hereby certify pursnant to_18 1J.S.C. Section. 1350, as adopted pursuant to Section 906
of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934 as amended; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the
Company.

By: /s/ Ellen C. Wolf
Ellen C. Wolf
Senior Vice President and Chief Financial Officer
(Principal Financial and Accounting Officer)

May 14, 2008

http://apps.shareholder.com/sec/viewerContent.aspx ?companyid=AMER&docid=5934116&print=1 7/30/2008
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STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 109—
ACCOUNTING FORINCOME TAXES

SUMMARY
This Statement establishes financial ac-
counting and reporting standards for the

" effects of income taxes that result from

an enterprise’s activities during the cur-
rent and preceding vears. It requires an
asset and liability approach for financial
accounting and reporting for income
taxes. This Statement supersedes
FASB Statement No. 96, Accounting
Sfor Income Taxes, and amends or super-
sedes other accounting pronouncements
listed in Appendix D.

Objectives of Accountfing

for Income Taxes

The objectives of accounting for income
taxes are to recognize (a) the amount of
taxes payable or refundable for the cur-
rent year and (b) deferred tax liabilities
and assets for the future tax conse-
quences of events that have been recog-
nized in an enterprise’s financial state-
ments or tax returns.

Basic Principles of Accounfing

for income Tuxes ‘

The following basic principles are ap-
plied in accounting for income taxes at
the date of the financial statements:

a. A current tax liability or asset is rec-
ognized for the estimated taxes payable
or refundable on tax returns for the cur-
rent year.

b. A deferred tax liability or asset is rec-
ognized for the estimated future tax ef-
fects attributable to temporary’ differ-
ences and carryforwards.

€. The measurement of current and de-
ferred tax liabilities and assets is based
on provisions of the enacted tax law; the
effects of future changes in tax laws or
rates are not anticipated.

d. The measurement of deferred tax as-
sets is reduced, if necessary, by the
amount of any tax benefits that, based
on available evidence, are not expected
to be realized.

Temporary Differences
The tax consequences of most events
recognized in the financial statements

Capyright € 1992 by Financial Accaunting Standards
Boord. All rights reserved. No part of this publication may
Be repraduced, siored in a retrieval system, or fronsmitted,
inany form or by any means, electronic, mechanical, photo-
copying, recording, or ofnerwise, withoul the prior writien
permission of the Financio! Accounting Standards Board.

for a year are included in determining
income taxes currently payable. How-
ever, tax laws often differ from the rec-

Deferred Tux Assets

A deferred tax asset is recognized for
temporary differences that will result in
deductible amounts in future years and
for carryforwards. For example, a tem-
porary differenceis created between the
reported amount and the tax basis of a
liability for estimated expenses if, for
tax purposes, those estimated expenses
are not deductible until a future vear.

ognition and measurement require-
ments of financial accounting standards,
and differences can arise between (a) the
amount of taxable income and pretax
financial income for a vear and (b) the
tax bases of assets or liabilities and
their reported amounts in financial
statements.

APB Opinion No. 11, Accounting for
Income Tuxes, used the term timing dif-
ferences for differences between the
vears in which transactions affect tax-
able income and the years in which they
enterinto the determination of pretax fi-
nancial income. Timing differences cre-
ate differences (sometimes accumulat-
ing over more than one vear) between
the tax basis of an asset or liability and
its reported amount in financial state-
ments. Other events such as business
combinations may also create differ-
ences between the tax basis of an asset
or liability and its reported amount in fi-
nancial statements. All such differences
collectively arereferred to as temporary
differences in this Statement.

Deferred Tux Consequences

of Temporary Differences
Temporary differences ordinarily be-
come taxable or deductible when the re-
lated asset is recovered or the related li-
ability is settled. A deferred tax liability
or asset represents the increase or de-
crease in taxes pavable or refundable in
future vears as aresult of temporary dif-
ferences and carryforwards at the end of
the current vear.

Deferred Tax Liabilities

A deferred tax liability is recognized for
temporary differences that will result in
taxable amounts in future years. For ex-
ample, a temporary difference is created
between the reported amount and the
tax basis of an installment sale receiv-
able if, for tax purposes, some or all of
the gain on the installment sale will be
included in the determination of taxable
income in future years. Because
amounts received upon recovery of that
receivable will be taxable, a deferred tax
liability is recognized in the current year
for the related taxes payable in future
vears.

Settlement of that liability will result in
tax deductions in future vears, and a de-
ferred tax asset is recognized in the cur-
rent year for the reduction in taxes pay-
able in future vears. A valuation
allowance is recognized if, based on the
welight of available evidence, it is more
likely than not that some portion or
all of the deferred tax asset will not be
realized.

Measurement of a Deferred

Tax Liability or Asset

This Statement establishes procedures
to (a) measure deferred tax liabilities
and assets using a tax rate convention
and (b) assess whether a valuation allow-
ance should be established for deferred
tax assets. Enacted tax laws and rates
are considered in determining the appli-
cable tax rate and in assessing the need
for a valuation allowance.

All available evidence, both positive
and negative, is considered to determine
whether, based on the weight of that evi-
dence, a valuation allowance is necded
for some portion or all of 4 deferred tax
asset. Judgment must be used in consid-
ering the relative impact of negative and
positive evidence. The weight given to
the potential effect of negative and posi-
tive evidence should be commensurate
with the extent to which it can be objec-
tively verified. The more negative evi-
dence that exists (a) the more positive
evidence is necessary and (b) the more
difficult it is to support a conclusion that
a valuation allowance is not nee-led.

Changes in Tux Laws or Rafes

This Statement requires that deferred
tax liabilities and assets be adjusted in
the period of enactment for the effect of
an enacted change in tax laws or rates.
The effect is included in income from
continuing operations.

Effective Date
This Statement is effective for fiscal
vears beginning after December 15,

1992. Earlier application is encouraged.
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INTRODUCTION

1. This Statement addresses financial
accounting and reporting for the effects
of income taxes’ that result from an en-
terprise’s activities during the current
and preceding years,

2. FASB Statement No.'96, Accounting
for Income Taxes, which was issued
in December 1987, superseded APB
Opinion No. 11, Accounting for Income
Taxes. The effective date of Statement
96 was delayved to fiscal years that begin
after December 15, 1992. In March 1989,
the Board began consideration of re-
guests to amend Statement 96 to (a)
change the criteria for recognition and
measurement of deferred tax assets and
various other requirements of State-
ment 96 and (b) reduce complexity.
This Statement is the result of that
reconsideration,

Y Words that opoeor in the glossary are set in boldface
type the first time they oppear

STANDARDS OF FINANCIAL
ACCOUNTING AND REPORTING

Scope
3. This Statement establishes standards
of financial accounting and reporting for
income taxes that are currently pavable
and for the tax consequences of:
a. Revenues, expenses, gains, or Josses
that are included in taxable income of
an earlier or later yvear than the year
in which they are recognized in financial
income
b. Other events that create differences
between the tax bases of assets and lia-
bilities and their amounts for financial
reporting
€. Operating loss or tax credit carry-
backs for refunds of taxes paid in prior
vears and carryforwards to reduce
taxes pavable in future years.

This Statementsupersedes Statement
96 and supersedes or amends other
accounting pronouncements listed in
Appendix D.
4. The principles and requirements of
this Statement are applicable to:
a. Domestic federal (national) income
taxes (U.S. federal income taxes for
U.S. enterprises) and foreign, state, and
local (including franchise) taxes based on
income
b. Anenterprise’s? domestic and foreign
operations that are consolidated, com-
bined, or accounted for by the equity
method
€. Foreign enterprises in preparing fi-
nancial statements in accordance with
U.8. generally accepted accounting prin-
ciples.
8. This Statement does not address:
a. The basic methods of accounting for
the U.S. federal investment tax credit
(ITC) and for foreign, state, and local in-
vestment tax credits or grants (The de-
ferral and flow-through methods as set
forth in APB Opinions No. 2 and No. 4,
Accounting for the “Investment Credit,”
continue to be acceptable methods to ac-
count for the U.S. federal ITC.)
b. Discounting (Paragraph 6 of APB
Opinion No. 10, Omnibus Opinion—
1966, addresses that subject.)
€. Accounting forincome taxes ininterim
periods (other than the criteria for recog-
nition of tax benefits and the effect of en-
acted changes in tax laws or rates and
changes in valuation allowances). (APB
Opinion No. 28, Interim Financial Re-
porting, and other accounting pro-

nouncements address that subject.)

Objeciives and Basic Principies

6. One objective of accounting for in-
come taxes is to recognize the amount of
taxes payable or refundable for the cur-
rent year. A second objective is to recog-
nize deferred tax liabilities and assets
for the future tax consequences of
events® that have been recognized in an
enterprise’s financial statements or tax
returns.

7. Ideally, the second objective might be
stated more specifically to recognize the
crpected future tax consequences of
events that have been recognized in the
financial statements or tax returns.
However, that objective is realistically
constrained because (a) the tax payment
or refund that results from a particular
tax returnis a joint result of all the items
included inthat return, (b) taxes that will
be paid or refunded in future years are
the joint result of events of the current or
prior years and events of future vears,
and (c) information available about the
future is limited. As a result, attribution
of taxes to individual items and events is
arbitrary and, except in the simplest sit-
uations, requires estimates and approxi-
mations.

8. Toimplement the objectives inlight of
those constraints, the following basie
principles (the only exeeptions are iden-
tified in paragraph 9) are applied in ac-
counting for income taxes at the date of
the financial statements:

a. A current tax liability or asset is rec-
ognized for the estimated taxes payable
or refundable on tax returns for the cur-
rent vear.

b. A deferred tax liability or asset is rec-
ognized for the estimated future tax ef-
fects attributable to temporary differ-
ences and carryforwards.

¢. The measurement of current and de-
ferred tax liabilities and assets is based
on provisions of the enacted tax law; the
effects of future changes in tax laws or
rates are not anticipated.

d. The measurement of deferred tax as-
sets is reduced, if necessary, by the
amount of any tax benefits that, based on
available evidence, are not expected to
be realized.

9. The only exceptions in applying those
basic principles are that this Statement:
a. Continues certain exceptions to the
requirenients for recognition of deferred
taxes for the areas addressed by APB

The term enterprise is used throughout this Stalement be-
cause accounting for income 1axes is primarily an ssue lor
ousiness enterpnises. However, fne requirements of this
Statemen: apply o the aclivitres of a nat-lor-profit orgoniza-
tion that ore subject to income toxes.

3Some events ao not have tax consequences. Ceriain reve-
nues are exempt frer taxalion and cerlain expenses are not
deduciible. Inthe United States, tor example, inleresi earned
on certain municipal obligations is not taxable and fines are
not deductibie
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Opinion No. 23, Accounting for Income
Taxes—Special Areas, as amended by
this Statement (paragraphs 31-34)

b. Provides special transitional proce-
dures for temporary differences related
to deposits in statutory reserve funds
by U.S. steamship enterprises (para-
graph 32)

¢. Does not amend accounting for

Statement No. 13, Accounting for
Leases, and FASB Interpretation No.
21, Accounting for Leases in a Business
Combination (paragraphs 256-258)

d. Prohibits recognition of a deferred tax
Hability or asset related to goodwill (or
the portion thereof) for which amortiza-
tion is not deductible for tax purposes
(paragraph 30)

e. Doesnot amend Accounting Research
Bulletin No. 51, Consolidated Financial
Statements, for income taxes paid on in-
tercompany profits on assets remaining
within the group, and prohibits recogni-
tion of a deferred tax asset for the differ-
ence between the tax basis of the assets
in the buyer’s tax jurisdiction and their
cost as reported in the consolidated fi-
nancial statements

f. Prohibits recognition of a deferred tax
liability or asset for differences related
to assets and liabilities that, under FASB
Statement No. 52, Foreign Currency
Translation, are remeasured from the
local currency into the functional cur-
rency using historical exchange rates
and that result from (1) changes in
exchange rates or (2) indexing for tax
purposes.

Temporary Differences

10. Income taxes currently payable*
for a particular year usually include the
tax consequences of most events that are
recognized in the financial statements
forthat year. However, because tax laws
and financial accounting standards differ
in their recognition and measurement, of
assets, liabilities, equity, revenues, ex-
penses, gains, and losses, differences
arise between:

a. The amount of taxable income and
pretax financial income for a year

b. The tax bases of assets or liabilities
and their reported amounts in financial
statements.

11. An assumptioninherent in an enter-
prise’s statement of financial position
prepared in accordance with generally
accepted accounting prineiplesis that the

4References in this Statement to income toxes currently pay-
able and {totol) income tax expense are intended 1o in-
clude also income taxes currently refundable and
liotoll income tax benefit, respectively.

reported amounts of assets and liabilities
will be recovered and settled, respec-
tively. Based on that assumption, a dif-
ference between the tax basis of an asset
or a liability and its reported amount in
the statement of financial position will
result in taxable or deductible amounts
in some future year(s) when the reported
amounts of assets are recovered and the

_leveraged-leases-as-required by-FASB— reported-amounts.of liabilities.are set-— set is-recovered

tled. Examples follow:

a. Revenues or gains that are taxable af-
ter they are recognized in financial in-
come. An asset (for example, a receiv-
able from an installment sale) may be
recognized for revenues or gains that will
result in future taxable amounts when
the asset is recovered..

b. Expenses orlosses that are deductible
afier they are recognized in financial in-
come. A liability (for example, a product
warranty liability) may be recognized for
expenses or losses that will result in fu-
ture tax deductible amounts when the li-
ability is settled.

€. Revenues or gains that are taxable be-
fore they are recognized in financial in-
come. A liability (for example, subscrip-
tions received in advance) may be
recognized for an advance payment for
goods or services to be provided in future
years. For tax purposes, the advance
payment is included in taxable income
upon the receipt of cash. Future sacri-
fices to provide goods or services (or fu-
ture refunds to those who cancel their or-
ders) will result in future tax deductible
amounts when the liability is settled.

d. Expenses or losses that are deductible
before they are recognized in financial
income. The cost of an asset (for exam-
ple, depreciable personal property) may
have been deducted for tax purposes
faster than it was depreciated for finan-
cial reporting. Amounts received upon
future recovery of the amount of the as-
set for financial reporting will exceed the
remaining tax basis of the asset, and the
excess will be taxable when the asset is
recovered.

e. A reduction in the tax basis of depre-
ciable assets because of tax credits.®
Amounts received upon future recovery
of the amount of the asset for financial re-
porting will exceed the remaining tax ba-
sis of the asset, and the excess will be
taxable when the asset is recovered.

f. ITC accounted for by the deferral
method. Under Opinion 2, ITCis viewed

3The Tox Equity ond Fiscal Responsibility Act of 1982 pro-
vided 1axpayers with the choice of either {0} taking the full
amount of Accelerated Cost Recovery Sysiem (ACRS) de-
ductions and a reduced tax credit {thot is, investment 1ox
credit and cerfoin other tox credits) or (b) toking the full tax
credit and a reduced amount of ACRS deductions

and accounted for as a reduction of the
cost of therelated asset (even though, for
financial statement presentation, de-
ferred ITC may be reported as deferred
income). Amounts received upon future
recovery of the reduced cost of the asset
for financial reporting will be less than
the tax basis of the asset, and the differ-
ence will be tax deductible when the as-

g. An increase in the iax basis of assets
because of indexing whenever the local
currency is the functional currency. The
tax law for a particular tax jurisdiction
might require adjustment of the tax ba-
sis of a depreciable (or other) asset for
the effects of inflation. The inflation-ad-
justed tax basis of the asset would be
used to compute future tax deductions
for depreciation or to compute gain or
loss on sale of the asset. Amounts re-
ceived upon future recovery of the local
currency historical cost of the asset will
be less than the remaining tax basis of
the asset, and the difference will be tax
deductible when the asset is recovered.
k. Business combinations accounted for
by the purchase method. There may be
differences between the assigned values
and the tax bases of the assets and liabili-
tiesrecognized in a business combination
accounted for as a purchase under APB
Opinion No. 16, Business Combinations.
Those differences will result in taxable
or deductible amounts when the re-
ported amounts of the assets and
liabilities are recovered and settled,
respectively.

12, Examples (a)-(d) in paragraph 11 il-
lustrate revenues, expenses, gains, or
losses that are included in taxable income
of an earlier or later year than the yearin
which they are recognized in pretax fi-
nancial income. Those differences be-
tween taxable income and pretax finan-
cial income also create differences
(sometimes accumulating over more
than one year) between the tax basis of
an asset or liability and its reported
amount in the financial statements. Ex-
amples (e)-(h) in paragraph 11 illustrate
other events that create differences be-
tween the tax basis of an asset or liability
and its reported amount in the financial
statements. For all eight examples, the
differences result in taxable or deducti-
ble amounts when the reported amount
of an asset or liability in the financial
statements is recovered or settled,
respectively.

13. This Statement refers collectively
to the types of differences illustrated by
those eight examples and to the ones de-
scribed in paragraph 15 as temporary
differences. Temporary differences that
will result in taxable amounts in futuri]

7
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vears when the related asset or liability
isrecovered or settled are often referred
to in this Statement as taxable tempo-
rary differences (examples (a), (d), and
(e) in paragraph 11 are taxable tempo-
rary differences). Likewise, temporary
differences that will result in deductible
amounts in future years are often re-
ferred to as deductible temporary dif-
ferences (examples (b}, (¢), (£, and (g)in
paragraph 11 are deductible temporary
differences). Business combinations ac-
counted for by the purchase method (ex-
ample (h)) may give rise to both taxable
and deductible temporary differences.
14. Certain basis differences may not
result in taxable or deductible amounts
in future years when the related asset or
liability for financial reporting is recov-
ered or settled and, therefore, may not
be temporary differences for which a de-
ferred tax lability or asset is recognized.
One example under current U.S. taxlaw
is the exeess of cash surrender value of
life Insurance over premiums paid. That
excess is a temporary difference if the
cash surrender value is expected to be
recovered by surrendering the policy,
but is not a temporary difference if the
asset is expected to be recovered with-
out tax consequence upon the death of
the insured (there will be no taxable
amount if the insurance policy is held un-
til the death of the insured).

15. Some temporary differences are
deferred taxable income or tax deduc-
tions and have balances only on the in-
come tax balance sheet and therefore
cannot be identified with a particular as-
set or liability for financial reporting.
That occurs, for example, when a long-
term contract is accounted for by the
percentage-of-completion method for
financial reporting and by the
completed-contract method for tax pur-
poses. The temporary difference (in-
come on the contract) is deferred income
for tax purposes that becomes taxable
whenthe contract is completed. Another
example is organizational costs that are
recognized as expenses when incurred
for financial reporting and are deferred
and deducted in a later year for tax pur-
poses. In both instances, there is no re-
lated, identifiable asset or liability for
financial reporting, but there is a
temporary difference that results from
an event that hag been recognized in the
financial statements and, based on provi-
sions in the tax law, the temporary dif-
ference will result in taxable or dedueti-
ble amounts in future years.

Recognition and Measurement
16. An enterprise shall recognize a de-
ferred tax liability or asset for all tempo-

rary differences® and operating loss and
tax eredit carryforwards in accordance
with the provisions of paragraph 17 De-
ferred tax expense or benefit is the
change during the year in an enterprise’s
deferred tax liabilities and assets.” For
deferred tax liabilities and assets ac-
guired in a purchase business combina-
tion during the year, it is the change since
the combination date. Total income tax
expense or benefit for the yearis the sum
of deferred tax expense or benefit and
income taxes currently payable or
refundable.

Annual Computation of Deferred Tax
Liabilities and Assets

17. Deferred taxes shall be determined
separately for each tax-paying compo-
nent (an individual entity or group of en-
tities that is consolidated for tax pur-
poses) in each tax jurisdiction. That
determination includes the following
procedures:

a. Identify (1) the types and amounts of
existing temporary differences and (2)
the nature and amount of each type of op-
erating loss and tax credit carryforward
and the remaining length of the carry-
forward period

b. Measure the total deferred tax liabil-
ity for taxable temporary differences us-
ing the applicable tax rate (paragraph 18)
€. Measure the total deferred tax asset
for deductible temporary differences
and operating loss carryforwards using
the applicable tax rate

d. Measure deferred tax assets for each
type of tax credit carryforward

e. Reduce deferred tax assets by a valu-
ation allowance if, based on the weight
of available evidence, it is more likely
than not (a likelihood of more than 50
percent) that some portion or all of the
deferred tax assets will not be realized.
The valuation allowance should be suffi-
cient to reduce the deferred tax asset to
the amount that is more likely than not to
be reulized.

18. The objective is to measure a de-
ferred tax liability or asset using the en-
acted tax rate(s) expected to apply to
taxable income in the periods in which
the deferred tax liability or asset is ex-
pected to be settled or realized. Under
current U.S. federal tax law, if taxable
income exceeds a specified amount, all

SReler o paragraph 9. A deferred tax liability shall be recog-
nized far the temporary differences addressed by Opinion
23 in accordance with the requirements of this Staiement
[paragraphs 31-34} and that Opinian, as amended
7Pmngroph 230 addresses the monner of reporting the
iransaciion goin orloss thatis included in the net change in a
deferred foreign tax liability or asset when the reporting cur-
rency is the funciional currency

taxable income is taxed, in substance, at
a single flat tax rate. That tax rate shall
be used for measurement of a deferred
tax liability or asset by enterprises for
which graduated tax rates are not a sig-
nificant factor. Enterprises for which
graduated tax rates are a significant fac-
tor shall measure a deferred tax liability
orasset using the average graduated tax
rate applicable to the amount of esti-
mated annual taxable income in the peri-
ods in which the deferred tax Hability or
asset is estimated to be settled or real-
ized (paragraph 286). Other provisions of
enacted tax laws should be considered
when determining the tax rate to apply
to certain types of temporary differences
and carryforwards (for example, the tax
law may provide for different tax rates
on ordinary income and capital gains). If
there is a phased-in change in tax rates,
determination of the applicable tax rate
requires knowledge about when de-
ferred tax liabilities and assets will be
settled and realized.

19. In the U.S. federal tax jurisdiction,
the applicable tax rate is the regular tax
rate, and a deferred tax asset is recog-
nized {or alternative minimum tax credit
carryforwards in accordance with the
provisions of paragraph 17(d) and (e) of
this Statement. If alternative tax sys-
tems exist in jurisdictions other than the
U.S. federal jurisdiction, the applicable
tax rate is determined in a manner con-
sistent with the tax law after giving con-
sideration to any interaction (that is, a
mechanism similar to the U.S. alterna-
tive minimum tax credit) between the
two systems.

20. All available evidence, both positive
and negative, should be considered to de-
termine whether, based on the weight of
that evidence, a valuation allowance is
needed. Information about an enter-
prise’s current financial position and its
results of aperations for the current and
preceding years ordinarily is readily
available. That historical information is
supplemented by all currently available
information about future years. Some-
times, however, historical information
may not be available (for example, start-
up operations) or it may not be as rele-
vant (for example, if there has been a sig-
nificant, recent change in ¢ircumstances)
and special attention is required.

21. Future realization of the tax benefit
of an existing deductible temporary dif-
ference or carryforward ultimately de-
pends on the existence of sufficient tax-
able income of the appropriate character
(for example, ordinary income or capital
gain) within the carryback, carry-
forward period available under the tax
law. The following four possible sources
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of taxable income may be available under
the tax law to realize a tax benefit for
deductible temporary differences and
carryforwards:

a. Future reversals of existing taxable
temporary differences

b. Future taxable income exclusive of
reversing temporary differences and
carryforwards

¢.-Taxable income inprior-carryback
vear(s) if carryback is permitted under
the tax law

d. Tax-planning strategies (paragraph
22) that would, if necessary, be imple-
mented to, for example:

{1) Accelerate taxable amounts to utilize
expiring carryforwards

{2) Change the character of taxable or
deductible amounts from ordinary in-
come or loss to capital gain or loss

{3) Switch from tax-exempt to taxable
investments.

Evidence available about each of those
possible sources of taxable income will
vary for different tax jurisdictions and,
possibly, from year to yvear. To the extent
evidence about one or more sources of
taxable income is sufficient to support a
conclusion that a valuation allowance is
not necessary, other sources need not be
considered. Consideration of each source
is required, however, to determine the
amount of the valuation allowance that is
recognized for deferred tax assets.

22. In some circumstances, there are
actions (including elections for tax pur-
poses) that (a) are prudent and feasible,
(b) an enterprise ordinarily might not
take, but would take to prevent an oper-
ating loss or tax credit carryforward
from expiring unused, and (¢) would
result in realization of deferred tax as-
sets. This Statement refers to those
actions as tax-planning strategies. An
enterprise shall consider tax-planning
strategies in determining the amount of
valuation allowance required. Signifi-
cant expenses to implement a tax-plan-
ning strategy or any significant losses
that would be recognized if that strategy
were implemented (net of any recogniz-
able tax benefits associated with those
expenses or losses) shall be included in
the valuation allowance. Refer to para-
graphs 246-251 for additional guidance.
23. Forming a conclusion that a valua-
tion allowance is not needed is difficult
when there is negative evidence such as
cumulative losses in recent years. Other
examples of negative evidence include
(but are not limited to) the following:

a. A history of operating loss or tax
credit carryforwards expiring unused
b. Losses expected in early future years
{by a presently profitable entity)

¢. Unsettled circumstances that, if unfa-

vorably resolved, would adversely affect
future operations and profit levels on a
continuing basis in future years

d. A carryback, carryforward period
that is so brief that it would limit realiza-
tion of tax benefits if (1) a significant de-
ductible temporary difference is ex-
pected to reverse in a single year or (2)
the enterprise operates in a traditionally

eyclical business,
24. Examples (not prerequisites) of
positive evidence that might support a
conclusion that a valuation allowance
is not needed when there is negative
evidence include (but are not limited to)
the following: '

a. Existing contracts or firm sales back-
log that will produce more than enough
taxable income to realize the deferred
tax asset based on existing sales prices
and cost structures

b. An excess of appreciated asset value
over the tax basis of the entity’s net as-
sets in an amount sufficient to realize the
deferred tax asset

€. A strong earnings history exclusive of
the loss that created the future deducti-
ble amount (tax loss carryforward or de-
ductible temporary difference) coupled
with evidence indicating that the loss (for
example, an unusual, infrequent, or ex-
traordinary item) is an aberration rather
than a continuing condition.

25. Anenterprise must use judgment in
considering the relative impact of nega-
tive and positive evidence. The weight
given to the potential effect of negative
and positive evidence should be commen-
surate with the extent to which it can be
objectively verified. The more negative
evidence that exists (a) the more positive
evidence is necessary and (b) the more
difficult it is to support a conclusion that
a valuation allowance is not needed for
some portion or all of the deferred tax
asset.

A Change in the Valuation Allowance

26. The effect of a change in the begin-
ning-of-the-year balance of a valuation
allowance that results from a change in
circumstances that causes a change in
judgment about the realizability of the
related deferred tax asset in future years
ordinarily shall be included in income
from continuing operations. The only ex-
ceptions are the initial recognition (that
is, by elimination of the valuation allow-
ance) of certain tax benefits that are allo-
cated as required by paragraph 30 and
paragraph 36 (items (c) and (e)-(g)). The
effect of other changes in the balance ofa
valuation allowance are allocated among
continuing operations and items other
than continuing operations as required
by paragraph 35.

An Enacted Change in Tax Laws or
Rates

27. Deferred tax liabilities and assets
shall be adjusted for the effect of a
change in tax laws or rates. The effect
shall be included in income from continu-
ing operations for the period that in-
cludes the enactment date.

‘A Changein'the Tax Status of an
Enterprise

28. An enterprise’s tax status may
change from nontaxable to taxable or
from taxable to nontaxable. An example
is a change from a partnership to a corpo-
ration and vice versa. A deferred tax lia-
bility or asset shall be recognized for
temporary differences in accordance
with the requirements of this Statement
at the date that a nontaxable enterprise
becomes a taxable enterprise. A de-
ferred tax liability or asset shall be elimi-
nated at the date an enterprise ceases to
be a taxable enterprise. In either case,
the effect of (a) an election for a volun-
tary change in tax status is recognized on
the approval date or on the filing date if
approval is not necessary and (b) a
change in tax status that results from a
change intax law is recognized on the en-
actment date. The effect of recognizing
or eliminating the deferred tax liability
or asset shall be included in income from
continuing operations,

Regulated Enterprises

29. Regulated enterprises that meet
the criteria for application of FASB
Statement No. 71, Accounting for the
Effects of Certain Types of Regulation,
are not exempt from the requirements of
this Statement. Specifically, this
Statement:

a. Prohibits net-of-tax accounting and
reporting

b. Requires recognition of a deferred tax
liability (1) for tax benefits that are
flowed through to customers when tem-
porary differences originate and (2) for
the equity component of the allowance
for funds used during construction

¢. Requires adjustment of a deferred tax
liability or asset for an enacted change in
tax laws or rates.

If, as a result of an action by a regula-
tor, it is probable that the future increase
or decrease in taxes payable for items (b)
and (c) above will be recovered from or
returned to customers through future
rates, an asset or liability is recognized
for that probable future revenue or re-
duction in future revenue pursuant to
paragraphs 9-11 of Statement 71. That
asset or lability also is a temporary dif-
ference for which a deferred tax liability
or asset shall be recognized.

JOURNAL OF ACCOUNTANCY, MAY 1992

149



B OFFICIAL RELEASES

Business Combinations

30. A deferred tax liability or asset shall
be recognized in accordance with the re-
quirements of this Statement for differ-
ences between the assighed values and
the tax bases of the assets and liabilities
(except the portion of goodwill for which
amortization is not deductible for tax
purposes, unallocated “negative good-
will,” leveraged leases, and acquired
Opinion 23 differences®) recognized in a
purchase business combination (refer to
paragraphs 259-272 for additional guid-
ance). If a valuation allowance is recog-
nized for the deferred tax asset for an ac-
quired entity’s deductible temporary
differences or operating loss or tax credit
carryforwards at the acquisition date,
the tax benefits for those items that are
first recognized (that is, by elimination of
that valuation allowance) in financial
statements after the acquisition date
shall be applied (a) first to reduce to zero
any goodwill related to the acquisition,
(b) second to reduce to zero other noncur-
rent intangible assets related to the ac-
quisition, and (c) third to reduce income
tax expense.

Opinion 23 and U.S. Steamship
Enterprise Temporary Differences
31. A deferred tax liability is not recog-
nized for the following types of tempo-
rary differences unless it becomes ap-
parent that those temporary differences
will reverse in the foreseeable future:

a. An excess of the amount for finaneial
reporting over the tax basis of an invest-
ment in a foreign subsidiary or a foreign
corporate joint venture as defined in
APB Opinion No. 18, The E quity Method
of Accounting for Investments in Com-
mon Stock, that is essentially permanent
in duration

b. Undistributed earnings of a domestic
subsidiary or a domestic corporate joint
venture that is essentially permanent in
duration that arose in fiscal years begin-
ning on or before December 15, 1992°

¢. “Bad debt reserves” for tax purposes
of U.S. savings and loan associations
(and other “qualified” thrift lenders) that
arose in tax vears beginning before De-
cember 31, 1987 (that is, the base-year
amount)

d. “Policyholders’ surplus” of stock life
insurance companies that arose in fiscal
years beginning on or before December
15, 1992.

BAcqqud Onpinion 23 diflerences are accounied for in ac-
cordance with the requirements of Opinion 23, os omended
by this Statement

A iast-in, lirst-out [LIFO} patiern determines whether rever-
sols perlain to differences that arose in fiscal years begin-
ning on or before December 15,1992

The indefinite reversal eriterion in
Opinion 23 shall not be applied to analo-
gous types of temporary differences.
32. A deferred tax liability shall be rec-
ognized for the following types of taxable
temporary differences:

a. An excess of the amount for financial
reporting over the tax basis of an invest-
ment in a domestic subsidiary that arises
in fiscal years beginning after December
15, 1992

b. An excess of the amount for financial
reporting over the tax basis of an invest-
ment in a 50-percent-or-less-owned in-
vestee except as provided in paragraph
31(a) and (b) for a corporate joint venture
that is essentially permanent in duration
¢. “Bad debt reserves” for tax purposes
of U.S. savings and loan associations
(and other “qualified” thrift lenders) that
arise in tax years beginning after De-
cember 31, 1987 (that is, amounts in ex-
cess of the base-year amount).

The tax effects of temporary differences
related to deposits in statutory reserve
funds by U.S. steamship enterprises
that arose in fiscal years beginning on or
before December 15, 1992 and that were
not previously recognized shall be recog-
nized when those temporary differences
reverse or in their entirety at the begin-
ning of the fiscal year for which this
Statement is first applied.

33. Whether anexcess ofthe amount for
financial reporting over the tax basis of
an investment in a more-than-50-per-
cent-owned domestic subsidiary is a tax-
able temporary difference must be as-
sessed. It is not a taxable temporary
difference if the tax law provides a
means by which the reported amount of
that investment can be recovered tax-
free and the enterprise expects that it
will ultimately use that means. For ex-
ample, under current U.S. federal tax
law:

a. An enterprise may elect to determine
taxable gain or loss on the liquidation of
an 80-percent-or-more-owned subsidi-
ary by reference to the tax basis of the
subsidiary’s net assets rather than by
reference to the parent company’s tax
basis for the stock of that subsidiary.

b. An enterprise may execute a statu-
tory merger whereby a subsidiary is
merged into the parent company, the mi-
nority shareholders receive stock of the
parent, the subsidiary’s stock is can-
celled, and no taxable gain or loss results
if the continuity of ownership, continuity
of business enterprise, and certain other
requirements of the tax law are met.

Some elections for tax purposes are
available only if the parent company
owns a specified percentage of the sub-
sidiary’s stock. The parent company

sometimes may own less than that speci-
fied percentage, and the price per share
to acquire a minority interest may signif-
icantly exceed the per share equivalent
of the amount reported as minority inter-
est in the consolidated financial state-
ments. In those circumstances, the ex-
cess of the amount for financial reporting
over the tax basis of the parent’s invest-
ment in the subsidiary is not a taxable
temporary difference if settlement of the
minority interest is expected to oceur at
the point in time when settlement would
not result in a significant cost. That could
oceur, for example, toward the end of the
life of the subsidiary, after it has recov-
ered and settled most of its assets and lia-
bilities, respectively. The fair value of
the minority interest ordinarily will ap-
proximately equal its percentage of the
subsidiary’s net assets if those net assets
consist primarily of cash.

34. A deferred tax asset shall be recog-
nized for an excess of the tax basis over
the amount for financial reporting of an
investment in a subsidiary or corporate
joint venture that is essentially perma-
nent in duration only if it is apparent that
the temporary difference will reverse in
the foreseeable future. The need for a
valuation allowance for that deferred tax
asset and other deferred tax assets re-
lated to Opinion 23 temporary differ-
ences (for example, a deferred tax asset
for foreign tax credit carryforwards or
for a savings and loan association’s bad-
debt reserve for financial reporting)
shall be assessed. Paragraph 21 identi-
fles four sources of taxable income to be
considered in determining the need for
and amount of a valuation allowance for
those and other deferred tax assets. One
source is future reversals of temporary
differences. Future reversals of taxable
differences for which a deferred tax lia-
bility has not been recognized based on
the exceptions cited in paragraph 31,
however, shall not be considered. An-
other source is future taxable income ex-
clusive of reversing temporary differ-
ences and carryforwards. Future
distributions of future earnings of a sub-
sidiary or corporate joint venture, how-
ever, shall not be considered except to
the extent that a deferred tax liability
has been recognized for existing undis-
tributed earnings or earnings have been
remitted in the past.

Iniraperiod Tix Allocation -

35. Income tax expense or benefit for
the year shall be allocated among contin-
uing operations, discontinued opera-
tions, extraordinary items, and items
charged or credited directly to share-
holders’ equity (paragraph 36). The
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amount allocated to continuing opera-
tions is the tax effect of the pretax in-
come or loss from continuing operations
that oceurred during the year, plus or mi-
nus income tax effects of (a) changes in
circumstances that cause a change in
judgment about the realization of de-
ferred tax assets in future years (para-
graph 26), (b) changesintax laws orrates

paid in a prior year or (b) the source of
expected future income that will result in
realization of a deferred tax asset for an
operating loss carryforward from the
current year. The only exceptions are as
follows:

a. Tax effects of deductible temporary
differences and carryforwards that ex-
isted at the date of a purchase business

have previously both adopted Statement
96 and effected a quasi reorganization
that involves only the elimination of a
deficit in retained earnings by a concur-
rent reduction in contributed capital
prior to adopting this Statement. For
those enterprises, subsequent recogni-
tion of the tax benefit of prior deductible

temporary differences and carry- [

——(paragraph 27); (¢) chariges in tax status
(paragraph 28), and (d) tax-deductible
dividends paid to shareholders (except
as set forth in paragraph 36 for dividends
paid on unallocated shares held by an em-
plovee stock ownership plan [ESOP] or
any other stock compensation arrange-
ment). The remainder is allocated to
items other than continuing operations
in accordance with the provisions of par-
agraph 38. ’
36. The tax effects of the following
items occurring during the year are
charged or credited directly to related
components of shareholders’ equity:

a. Adjustments of the opening balance of
retained earnings for certain changes in
accounting principles or a correction of
an error

b. Gains and losses included in com-
prehensive income but excluded from
net income (for example, translation ad-
justments under Statement 52 and
changes in the carrying amount of mar-
ketable securities under FASB State-
ment No. 12, Accounting for Certain
Marketable Securities)

¢. Anincrease or decrease in contributed
capital (for example, deductible expendi-
tures reported as a reduction of the pro-
ceeds from issuing capital stock)

d. Anincrease in the tax basis of assets
acquired in a taxable business combi-
nation accounted for as a pooling of in-
terests and for which a tax benefit is
recognized at the date of the business
combination

e. Expenses for employee stock options
recognized differently for financial re-
porting and tax purposes (refer to para-
graph 17 of APB Opinion No. 25, Ac-
counting for Stock Issued to Employees)
f. Dividends that are paid on unallocated
shares held by an ESOP and that are
charged to retained earnings

g. Deductible temporary differences
and carryforwards that existed at the
date of a quasi reorganization (except as
set forth in paragraph 39).

37. The tax benefit of an operating loss
carryforward or carryback (other than
those carryforwards referred to at the
end of this paragraph) shall be reported
in the same manner as the source of the
income or loss in the current year and not
in the same manner as (a) the source of
the operating loss carryforward or taxes

combinafion and for which a tax benefit
is initially recognized in subsequent
vears in accordance with the provisions
of paragraph 30

b. Tax effects of deductible temporary
differences and carryforwards that are
allocated to shareholders’ equity in ac-
cordance with the provisions of para-
graph 36 (items (c) and (e)-(g)).

38. If there is only one item other than
continuing operations, the portion of in-
come tax expense or benefit for the year
that remains after the allocation to con-
tinuing operations is allocated to that
item. If there are two or more items
other than continuing operations, the
amount that remains after the allocation
to continuing operations shall be allo-
cated among those other items in propor-
tion to their individual effects on income
tax expense or benefit for the year.
When there are two or more items other
than continuing operations, the sum of
the separately calculated, individual ef-
fects of each item sometimes may not
equal the amount of income tax expense
or benefit for the year that remains after
the allocation to continuing operations.
In those circumstances, the procedures
to allocate the remaining amount to
items other than continuing operations
are as follows:

a. Determine the effect on income tax
expense or benefit for the year of the to-
tal net loss for all net loss items

b. Apportion the tax benefit determined
in (a) ratably to each net loss item

€. Determine the amount that remains,
that is, the difference between (1) the
amount to be allocated to all items other
than continuing operations and (2) the
amount allocated to all net loss items

d. Apportion the tax expense deter-
mined in (¢) ratably to each net gainitem.
Refer to paragraphs 273-276 for addi-
tional guidance.

Certain Quasi Reorganizations

39. The tax benefits of deductible tem-
porary differences and carryforwards as
of the date of a quasi reorganization as
defined and contemplated in ARB No.
43, Chapter 7, “Capital Accounts,” ordi-
narily are reported as a direct addition to
contributed capital if the tax benefits are
recognized in subsequent years. The
only exception is for enterprises that

forwards is included in income and re-
ported as required by paragraph 37
(without regard to the referenced excep-
tions) and then reclassified from retained
earnings to contributed capital. Those
enterprises should disclose (a) the date of
the quasi reorganization, (b) the manner
of reporting the tax benefits and that it
differs from present accounting require-
ments for other enterprises and (c) the
effect of those tax benefits on income
from continuing operations, income be-
fore extraordinary items, and on net in-
come (and on related per share amounts).

Separate Financial Skatementds of a
Subsidiary

40. The consolidated amount of current
and deferred tax expense for a group
that files a consolidated tax return shall
be allocated among the members of the
group when those members issue sepa-
rate financial statements. This State-
ment does not require a single allocation
method. The method adopted, however,
shall be systematic, rational, and consis-
tent with the broad principles estab-
lished by this Statement. A method that
allocates current and deferred taxes to
members of the group by applying this
Statement to each member as if it were a
separate taxpayer'® meets those crite-
ria. Examples of methods that are not
consistent with the broad principles es-
tablished by this Statement include:

a. A method that allocates only current
taxes payable to a member of the group
that has taxable temporary differences
b. A method that allocates deferred
taxes to a member of the group using a
method fundamentally different from
the asset and liability method deseribed
inthis Statement (for example, the Opin-
ion 11 deferred method)

¢. A method that allocates no current or
deferred tax expense to a member of the
group that has taxable income because
the consolidated group has no current or
deferred tax expense.

in thot situation, the sum of the amounts allocated to indi-
vidual members of the group may not equol the consoli-
dated amount. That may also be the result when there ore
intercompony tronsactions between members of the group.
The criteria ore satislied, nevertheless, after giving effect to
the type of adjusiments (including eliminotons) normally
present in preparing consolidaled financial statements.

.
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Certain disclosures are also required
(paragraph 49).

Financial Statement Presentation

41. 1n a classified statenment of financial-

position, an enterprise shall separate de-
ferred tax liabilities and assets into a cur-
rent amount and a noncurrent amount.
Deferred tax liabilities and assets shall
be classified as current or noncurrent
based on the classification of the related
asset or liability for financial reporting.
A deferred tax liability or asset that is
not related to an asset or liability for {1-
nancial reporting (paragraph 15), includ-
ing deferred tax assets related to carry-
forwards, shall be classified according to
the expected reversal date of the tempo-
rary difference pursuant to FASB State-
ment No. 3% Balance Sheet Classifica-
tion of Deferred Imcome Taxes. The
valuation allowance for a particular tax
jurisciction shall be allocated between
current and noncurrent deferred tax as-
sets for that tax jurisdiction on a pro rata
basis.

42, For a particular tax-paying compo-
nent of an enterprise and within a partic-
ular tax jurisdiction, (a) all current de-
ferred tax liabilities and assets shall be
offset and presented as a single amount
and (b) all noneurrent deferred tax liabil-
ities and assets shall be offset and pre-
sented as a single amount. However, an
enterprise shall not offset deferred taxli-
abilities and assets attributable to differ-
ent tax-paying components of the enter-
prise or to different tax jurisdictions.

Financial Stutement Disclosure
43. The components of the net deferred
tax lability or asset recognized in an en-
terprise’s statement of financial position
shall be disclosed as follows:
a. The total of all deferred tax labilities
nmeasured in procedure (b) of paragraph
17
b. The total of all deferred tax assets
measured in procedures (¢) and (d) of
paragraph 17
¢. The total valuation allowance recog-
nized for deferred tax assets determined
in procedure (e) of paragraph 17

The net change during the yvear in the
total valuation allowance also shall be
disclosed. A public enterprise shall dis-
close the approximate tax effect of each
type of temporary difference and carry-
forward that gives rise to a significant
portion of deferred tax liabilities and de-
ferred tax assets (before allocation of val-
uation allowances). A nonpublic enter-
prise shall disclose the types of
significant temporary differences and
carryforwards but may omit disclosure
of the tax effects of each type. A public

enterprise that is not subject to income
taxes because its incomeis taxed directly
to its owners shall disclose that fact and
the net difference between the tax bases
and the reported amounts of the enter-
prise’s assets and liabilities.

44, The following information shall be
disclosed whenever a deferred tax liabil-
ity is not recognized because of the ex-
ceptions to comprehensive recognition of
deferred taxes for any of the areas ad-
dressed by Opinion 23 (as amended by
this Statement) or for deposits in statu-
tory reserve funds by U.S. steamship
enterprises:

a. A description of the types of tempo-
rary differences for which a deferred tax
liability has not been recognized and
the tvpes of events that would cause
those temporary differences to become
taxable

b. The cumulative amount of each type of
temporary difference

¢. The amount of the unrecognized de-
ferred tax liability for temporary differ-
ences related to investments in foreign
subsidiaries and foreign corporate joint
ventures that are essentially permanent
in duration if determination of that liabil-
ity is practicable or a statement that de-
termination is not practicable

d. The amount of the deferred tax liabil-
ity for temporary differences other than
those in (¢) above (that is, undistributed
domestic earnings, the bad-debt reserve
for tax purposes of a U.S. savings and
loan association or other qualified thrift
lender, the policyholders’ surplus of a life
insurance enterprise, and the statutory
reserve funds of a U.S. steamship enter-
prise) that is not recognized in accor-
dance with the provisions of paragraphs
3l and 32.

45. The significant components of in-
come tax expense attributable to contin-
uing operations for each year presented
shall be disclosed in the financial state-
ments or notes thereto. Those compo-
nents would include, for example:

a. Current tax expense or benefit

b. Deferred tax expense or benefit (ex-
clusive of the effects of other components
listed below)

€. Investment tax credits

d. Government grants (to the extent
recognized as a reduction of income tax
expense)

e. The benefits of operating loss carry-
forwards

f. Tax expense that results from allocat-
ing certain tax benefits either directly to
contributed capital or to reduce goodwill
or other noncurrent intangible assets of
an acquired entity

g. Adjustments of a deferred tax liability
or asset for enacted changes in tax laws

or rates or a change in the tax status of
the enterprise

h. Adjustments of the beginning-of-the-
vear balance of a valuation allowance be-
cause of a change in circurmnstances that
causes a change in judgment about the
realizability of the related deferred tax
asset in future years.

46. The amount of income tax expense
or benefit allocated to continuing opera-
tions and the amounts separately allo-
cated to other items (in accordance with
the provisions of paragraphs 35-39) shall
be disclosed for each vear for which those
items are presented.

47. A public enterprise shall disclose a
reconciliation using percentages or dol-
lar amounts of (&) the reported amount of
income tax expense attributable to con-
tinuing operations for the vear to (b) the
amount of income tax expense that
would result from applying domestic fed-
eral statutory tax rates to pretax income
from continuing operations. The “statu-
tory” tax rates shall be the regular tax
rates if there are alternative tax sys-
tems. The estimated amount and the na-
ture of each significant reconciling item
shall be disclosed. A nonpublic enter-
prise shall disclose the nature of signifi-
cant reconciling items but may omit a nu-
merical reconciliation. If not otherwise
evident from the disclosures required by
this paragraph and paragraphs 43-46, all
enterprises shall disclose the nature and
effect of any other significant matters af-
fecting comparability of information for
all periods presented.

48. An enterprise shall disclose (a) the
amounts and expiration dates of operat-
ing loss and tax credit carryforwards for
tax purposes and (b) any portion of the
valuation allowance for deferred tax as-
sets for which subsequently recognized
tax benefits will be allocated to reduce
goodwill or other noncurrent intangible
assets of an acquired entity or directly to
contributed capital (paragraphs 30 and
36).

49. An entity that is a member of a
group that files a consolidated tax return
shall disclose in its separately issued fi-
nancial statements:

a. The aggregate amount of current and
deferred tax expense for each statement
of earnings presented and the amount of
any tax-related balances due to or from
affiliates as of the date of each statement
of financial position presented

b. The principal provisions of the method
by which the consolidated amount of cur-
rent and deferred tax expense is allo-
cated to members of the group and the
nature and effect of any changes in that
method (and in determining related bal-
ances to or from affiliates) during the
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vears for which the disclosures in (a)
above are presented.

EHective Date and Transifion

50. This Statement shall be effective for
fiscal years beginning after December
15, 1992. Earlier application is encour-
aged. Financial statements for any num-
ber of consecutive fiscal years before the
effective-date may be restated tocon-
form to the provisions of this Statement.
Initial application of this Statement shall
be as of the beginning of an enterprise’s
fiscal vear (that is, if the Statement is
adopted prior to the effective date and
during an interim period other than the
first interim period, all prior interim
periods of that fiscal year shall be re-
stated). Application of the requirements
for recognition of a deferred tax liability
or asset for a restated interim or annual
period shall be based on the facts and cir-
cumstances as they existed at that prior
date and without the benefit of hind-
sight.

51. The effect of initially applying this
Statement shall be reported as the effect
of a change in accounting principle in a
manner similar to the cumulative effect
of a change in accounting principle (APB
Opinion No. 20, Accounting Changes,
paragraph 20) except for initially recog-
nized tax benefits of the type required by
this Statement to be excluded from com-
prehensive income. If the earliest year
restated is not presented in the financial
statements, the beginning balance of re-
tained earnings and, if necessary, any
other components of shareholders’ eg-
uity for the earliest vear presented shall
be adjusted for the effect of the restate-
ment as of that date. Paragraph 30 ad-
dresses the manner of reporting ac-
quired tax benefits initially recognized
subsequent to a business combination
and paragraph 36 identifies five items
((c)-(g)) for which tax benefits are ex-
cluded from comprehensive income and
allocated directly to contributed capital
or retained earnings. Pro forma effects
of retroactive application (Opinion 20,
paragraph 21) are not required if state-
ments of earnings presented for prior
vears are not restated.

52. When initially presented, the finan-
cial statements for the year this State-
ment is {irst adopted shall disclose:

a. The effect, if any, of adopting this
Statement on pretax income from contin-
uing operations (for example, the effect
of adjustments for prior purchase busi-
ness combinations and for regulated en-
terprises) for the year of adoption if re-
stated financial statements for the prior
year are not presented

b. The effect of any restatement on in-

come from continuing operations, in-
come before extraordinary items, and
net income (and on related per share
amounts) for each year for which
restated financial statements are
presented.

Prior Business Combinations
53. If financial statements for prior

ance with the provisions of paragraph 51.

Assets of Regulated Enterprises
Reported on a Net-of-Tax or

After-Tax Basis

57. Some regulated enterprises that ap-
ply Statement 71 have accounted for cer-
tain components of construction in prog-
ress on either a net-of-tax or after-tax ba-

-yearg are restated; all purchase business
combinations that were consummated in
those prior vears shall be remeasured in
accordance with the requirements of this
Statement.

54. For a purchase business combina-
tion consummated prior to the beginning
of the vear for which this Statement is
first applied, any balance remaining as of
that date for goodwill or negative good-
will shall not be adjusted to equal the
amount it would be if financial state-
ments for the year of the combination
and subsequent vears were restated.
However, except for leveraged leases
and except as provided in paragraph 55,
(a) remaining balances as of the date of
initially applying this Statement for as-
sets and liabilities acquired in that com-
bination shall be adjusted from their net-
of-tax amounts to their pretax amounts
and (b) any differences between those
adjusted remaining balances and their
tax bases are temporary differences. A
deferred tax liability or asset shall be
recognized for those temporary differ-
ences pursuant to the requirements of
this Statement as of the beginning of the
year for which this Statement is first
applied.

55. If, for a particular business combi-
nation, determination of the adjustment
for any or all of the assets and liabilities
referred to in paragraph 54 is impracti-
cable, either because the necessary in-
formation is no longer available or be-
cause the cost to develop that informa-
tion is excessive, none of the remaining
balances of any assets and liabilities ac-
quired in that combination shall be ad-

Jjusted to pretax amounts, that is, all re-
maining amounts that were originally
assigned on a net-of-tax basis pursuant
to paragraph 89 of Opinion 16 shall not be
adjusted. Any differences between
those unadjusted remaining balances
and their tax bases are temporary differ-
ences, and a deferred tax liability or as-
set shall be recognized for those tempo-
rary differences pursuant to the
requirements of this Statement as of the
beginning of the year for which this
Statement is first applied.

56. The net effect of the adjustments re-
quired by paragraphs 54 and 55 shall be
included in the effect of initially applying
this Statement and reported in accord-

sis, or both. Upon initial application of
this Statement, those enterprises shall
make appropriate adjustments required
by this Statement to account for the net-
of-tax and after-tax components of con-
struction in progress as if the require-
ments of this Statement were applied to
that construction in progress in all prior
vears. Except as provided in paragraph
58, the reported amount of plant in ser-
vice at the beginning of the year for
which this Statement is first applied
shall be similarly adjusted. )

58. If determination of the adjustment
to plant in service referred to in para-
graph 57 is impracticable, either because
the necessary information is no longer
available or because the cost to develop
that information is excessive, any differ-
ence between the reported amount and
the tax basis of that plant in service is a
temporary difference, and a deferred tax
liability shall be recognized for that tem-
porary difference. If, as a result of an
action by a regulator, it is probable that
amounts required for settlement of that
deferred tax liability will be recovered
from customers through future rates, an
asset and the related deferred tax liabil-
ity for that additional temporary differ-
ence shall be recognized for that proba-
ble future revenue.

59. The net effect of the adjustments
required by paragraphs 57 and 58 shall
beincluded inthe effect of initially apply-
ing this Statement and reported in ac-
cordance with the provisions of
paragraph 51.

The provisions of
this Statement need not be applied
to immaterial items.

This Statement was adopted by the
wnanimous vote of the six members of the
Financial Accounting Standards
Board:

DENNIS R. BERESFORD, Chairman
JOSEFPH V. ANANIA

VICTOR H. BROWN

JAMES J. LEISENRING

A. CLARENCE SAMPSON

ROBERTJ. SWIERINGA
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Infroduction

223. This appendix provides additional discussion and exam-
ples™ that illustrate application of the standards to specific as-
pects of accounting for income taxes.

Recognition of Deferred Tux Assets

and Deferred Tax liabiiities

224. A deferred tax liability is recognized for all taxable tem-
porary differences,' and a deferred tax asset is recognized for
all deductible temporary differences and operating loss and tax
credit carryforwards. A valuation allowance is recognized if it
is more likely than not that some portion or all of the deferred
tax asset will not be realized.

225. The following example illustrates recognition of deferred
tax assets and liabilities. At the end of year3 (the current year),
an enterprise has $2,400 of deductible temporary differences
and $1,500 of taxable temporary differences.

Y The discussion and examples In this oopendix assume that Ine lox iow reaurres offselfing
nef deauctions in a particular yeor ogoinsi net laxapble amounts in the 3 preceding yeors ond
then in the 15 succeeding years. Assumptions in this appendix about the 10x low are for illus-
trative purposes only. The enacted rax law tor a particular tox jurisdiction should be used or
recognition and measurement of aeferred tox liabilities and assets

Speferto paragraph .

A deferred tax liability is recognized at the end of year 3 for the
$1.500 of taxable temporary differences, and a deferred tax as-
set is recognized for the $2,400 of deductible temporary differ-
ences. All available evidence, both positive and negative, is
considered to determine whether, based on the weight of that
evidence, a valuation allowance is needed for some portion or
all of the deferred tax asset. If evidence about one or more
sources of taxable income (refer to paragraph 21) is sufficient to
support a conclusion that a valuation allowance is not needed,
other sources of taxable income need not be considered. For
example, if the weight of available evidence indicates that tax-
able income will exceed $2,400 in each future year. a conclusion
that no valuation allowance is needed can be reached without
considering the patternand timing of the reversal of the tempo-
rary differences, the existence of qualifying tax-planning strat-
egies, and so forth.

Similarly, if the deductible temporary differences will reverse
within the next 3 vears and taxable income in the current vear
exceeds $2,400, nothing needs to be known about future tax-
able income exclusive of reversing temporary differences be-
cause the deferred tax asset could be realized by carryback to
the current vear. A valuation allowance is needed, however, if
the weight of available evidence indicates that some portion or
all of the 82,400 of tax deductions from future reversals of the
deductible temporary differences will not be realized by offset-
ting:

a. The $1.500 of taxable temporary differences and $900 of fu-
ture taxable income exclusive of reversing temporary differ-
ences

b. 32,100 of future taxable income exclusive of reversing tem-
porary differences

¢. $2,400 of taxable income in the current or prior years by loss
carryback to those years

d. $2,400 of taxable income in one or more of the circumstances
described above and as a result of a qualifying tax-planning
strategy (refer to paragraphs 246-251).

To the extent that evidence about one or more sources of tax-
able income is sufficient to eliminate any need for a valuation
allowance, other sources need not considered. Detailed fore-
casts, projections, or other types of analyses' are unnecessary
if expected future taxable income is more than sufficient to re-
alize a tax benefit. Detailed analyses are not necessary, for ex-
ample, if the enterprise earned $500 of taxable income in each of
vears 1-3 and there is no evidence to suggest it will not continue
to earn that level of taxable income in future vears. That level
of future taxable income is more than sufficient to realize the
tax benefit of $2,400 of tax deductions over a period of at least
19 years (the vear(s) of the deductions, 3 carryback years, and
15 carryforward vears) in the U.S. federal tax jurisdiction.

226. The following example illustrates recognition of a valua-
tion allowance for a portion of a deferred tax asset in one year
and asubsequent change in circumstances that requires adjust-

"The terms forecast and projection refer 1o any process by which available evidence is accu-
mulated and evalualed for purposes of esimating whether future taxable income will be suf-
ficient 1o regiize o deferred tox asse!. Judgment is necessary 1o determine how detailed or
formolized that evaiuation orocess should be. Furthermore, mformation aboul expecied fu-
ture toxable incame is necessary only 1o the exlent positive evidence available fram otmer
sources [refertoparograph 21} is not sufiicient to support a conclusion that o valuation allow-
ance is not needed. This Statement does nol require either a financial forecast or financial
projectian within the meaning of those terms in the Statements on Standards for Accountants’
Services on Praspective Finanaal Informalion issued by the Auditing Standargs Boara of the
American institute of Certified Public Accountants
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ment of the valuation allowance at the end of the following year.
The assumptions are as follows:

a. At the end of the current vear (vear 3), an enterprise’s only
temporary differences are deductible temporary differences in
the amount of $900.

b. Pretax financial income, taxable income, and taxes paid for
each of vears 1-3 are all positive, but relatively negligible,
amounts.

¢. The enacted tax rate is 40 percent for all years.

A deferred tax asset in the amount of $360 ($900 at 40 percent)
is recognized at the end of year 3. If management concludes,
based on an assessment of all available evidence (refer to guid-
ance in paragraphs 20-25), that it is more likely than not that
future taxable income will not be sufficient to realize a tax ben-
efit for $400 of the $900 of deductible temporary differences at
the end of the current yvear, a $160 valuation allowance ($400 at
40 percent) is recognized at the end of year 3.

Assume that pretax financial income and taxable income for
vear 4 turn out to be as follows:

Pretax financial loss $ (50)
Reversing deductible temporary differences (300)
Loss carryforward for tax purposes 3(350)

The $50 pretax loss in year 4 is additional negative evidence
that must be weighed against available positive evidence to de-
termine the amount of valuation allowance necessary at the
end of year 4. Deductible temporary differences and carry-
forwards at the end of year 4 are as follows:

Loss carryforward from year 4 for tax purposes

(see above) $350
Unreversed deductible temporary differences
(8900 — $300) 600
$950

The $360 deferred tax asset recognized at the end of year 3 is
increased to $380 ($950 at 40 percent) at the end of year 4.
Based on an assessment of all evidence available at the end of
vear 4, management concludes that it is more likely than not
that $240 of the deferred tax asset will not be realized and,
therefore, that a $240 valuation allowance is necessary. The
$160 valuation allowance recognized at the end of year 3 is in-
creased to $240 at the end of year 4. The $60 net effect of those 2
adjustments (the $80 increase in the valuation allowance less
the $20 increase in the deferred tax asset) results in $60 of de-
ferred tax expense that is recognized in year 4.

Offset of Taxable and Deductible Amounts

227. The tax law determines whether future reversals of tem-
porary differences will result in taxable and deductible
amounts that offset each other in future years. The tax law also
determines the extent to which deductible temporary differ-
ences and carryforwards will offset the tax consequences of in-
come that is expected to be earned in future years. For exam-
ple, the tax law may provide that capital lgsses are deductible
only to the extent of capital gains. In that case, a tax benefit is
not recognized for temporary differences that will result in fu-
ture deductions in the form of capital losses unless those deduc-
tions will offset either (a) other existing temporary differences
that will result in future capital gains, (b) capital gains that are
expected to oceur in future years, or (¢) capital gains of the cur-

rent year or prior vears if carryback (of those capital loss de-
ductions from the future reversal years) is expected.

Pattern of Taxable or Deductible Amounts

228. The particular years in which temporary differences
result in taxable or deductible amounts generally are deter-
mined by the timing of the recovery of the related asset or set-
tlement of the related liability. However, there are exceptions

_tothat general rule. For example, a temporary difference be- | - §

tween the tax basis and the reported amount of inventory for
which cost is determined on a LIFO basis does not reverse
when present inventory is sold in future years if it is replaced
by purchases or production of inventory in those same future
vears. A LIFO inventory temporary difference becomes tax-
able or deductible in the future year that inventory is liqui-
dated and not replaced.

229. For some assets or liabilities, temporary differences
may accumulate over several years and then reverse over sev-
eral years. That pattern is common for depreciable assets. Fu-
ture originating differences for existing depreciable assets and
their subsequent reversals are a factor to be considered when
assessing the likelihood of future taxable income (paragraph
21(b)) for realization of a tax benefit for existing deductible
temporary differences and carryforwards.

Change in Deferred Foreign Tax Assets and Liabilities
230. When the reporting currency (not the foreign currency)
is the functional currency, remeasurement of an enterprise’s
deferred foreign tax liability or asset after a change in the ex-
change rate will result in a transaction gain orloss that isrecog-
nized currently in determining net income. Statement 52 re-
quires disclosure of the aggregate transaction gain or loss
included in determining net income but does not specify how to
display that transaction gain or loss or its components for finan-
cial reporting. Accordingly, a transaction gain or loss that
results from remeasuring a deferred foreign tax liability or as-
set may be included in the reported amount of deferred tax ben-
efit or expense if that presentation is considered to be more
useful. If reported in that manner, that transaction gain or loss
is still included in the aggregate transaction gain or loss for the
period to be disclosed as required by Statement 52.

Special Deductions

231. Statement 96 amended FASB Statement No. 19, Finan-
cial Accounting and Reporting by Qil and Gas Producing
Companies, to require recognition of statutory depletion that
would result from generating future revenues exactly equal to
the amount of the related assets (that is, the assets subject to
statutory depletion) to the extent that the statutory depletion
offsets a deferred tax liability for taxable temporary differ-
ences attributable to those assets. This Statement eliminates
that amendment of Statement 19. The Board concluded that,
under the basic approach to recognition of deferred tax benefits
required by this Statement. the necessary past event for recog-
nition of the tax benefit of statutory depletion is producing oil,
mining copper, and so forth (or its subsequent sale). The tax
benefit of statutory depletion and other types of special deduc-
tions such as those for Blue Cross-Blue Shield and small life in-
surance companies in future years should not be anticipated for
purposes of offsetting a deferred tax liability for taxable tem-
porary differences at the end of the current year.

232. Asrequired above, the tax benefit of special deductions
ordinarily is recognized no earlier than the year in which those
special deductions are deductible on the tax return. However,
some portion of the future tax effects of special deductions are
implieitly recognized in determining (a) the average graduated

!

JOURNAL OF ACCOUNTANCY, MAY 1992 155




( B OFFICIAL RELEASES

tax rate to be used for measuring deferred taxes when gradu-
ated tax rates are a significant factor and (b) the need for a valu-
ation allowance for deferred tax assets. In those circum-
stances, implicit recognition is unavoidable because (1) those
- \peual deductions are one of the determinants of future taxable
income and (2) future taxable income determines the average
graduated tax rate and sometimes determines the need for a
valuation allowance.

Measurement of Deferred Tax

Liabilities and Assets

233. The tax rate that is used to measure deferred tax liabili-
ties and deferred tax assets is the enacted tax rate(s) expected
to apply to taxable income in the vears that the liability is ex-
pected to be settled or the asset recovered. Measurements are
based on elections (for example, an election for loss carry-
forward instead of carryback) that are expected to be made for
tax purposes in future yvears . Presently enacted changes in tax
laws and rates that become effective for a particular future
year or years must be considered when determining the tax
rate to apply to temporary differences reversing in that year or
vears. Tax laws and rates for the current year are used if no
changes have been enacted for future years. An asset for de-
ductible temporary differences that are expected to be realized
in future years through carryback of a future loss to the current
or a prior year (or a liability for taxable temporary differences
that are expected to reduce the refund claimed for the carry-
back of a future loss to the current or a prior year) is measured
using tax laws and rates for the current or a prior year, that is,
the year for which a refund is expected to be realized based on
loss carryback provisions of the tax law.

234. The following example illustrates determination of the
tax rate for measurement of a deferred tax liability for taxable
temporary differences when there is a phased-in change in tax
rates. At the end of year 3 (the current year), an enterprise has
$2,400 of taxable temporary differences, which are expected to
result in taxable amounts of approximately $800 on the future
tax returns for each of years acted tax rates are 35 percent for
vears 1-3, 40 percent for years 4-6, and 45 percent for year 7and
thereafter.

The tax rate that is used to measure the deferred tax liability
for the $2,400 of taxable temporary differences differs depend-
ing on whether the tax effect of future reversals of, those tem-
porary differences is on taxes payable for years 1-3, years 4-6,
or vear 7 and thereafter. The tax rate for measurement of the
deferred tax liability is 40 percent whenever taxable income is
expected in vears 4-6. If tax losses are expected in years 4-6,
however, the tax rate is:

a. 35 percent if realization of a tax benefit for those tax lossesin
years 4-6 will be by loss carryback to years 1-3

b. 45 percent if realization of a tax benefit for those tax losses in
vears 4-6 will be by loss carryforward to year 7 and thereafter.

235. The following example illustrates determination of the
tax rate for measurement of a deferred tax asset for deductible
temporary differences when there is a change in tax rates. The
assumptions are as follows:

a. Enacted tax rates are 30 percent for years 1-3 and 40 percent
for year 4 and thereafter.

b. At the end of year 3 (the current year), an enterprise has
$900 of deductible temporary differences, which are expected
to result in tax deductions of approximately $300 on the future
tax returns for each of years 4-6.

The tax rate is 40 percent if the enterprise expects to realize a
tax benefit for the deductible temporary differences by offset-

ting taxable income earned in future years. Alternatively, the
tax rate is 30 percent if the enterprise expects to realize a tax
benefit for the deductible temporary differences by loss carry-
back refund.

Assume that (a) the enterprige recognizes a $360 (§900 at 40
percent) deferred tax assset to be realized by offsetting taxable
Income in future years and (b) taxable income and taxes pay-
able in each of years 1-3 were $300 and $90, respectively. Real-
ization of a tax benefit of at least $270 ($300 at 30 percent) is
assured because carryback refunds totalling $270 may be real-
ized even if no taxable income is earned in future years. Recog-
nition of a valuation allowance for the other $90 (3360 - $270) of
the deferred tax asset depends on management’s assessment of
whether, based onthe weight of available evidence, a portion or
all of the tax benefit of the $900 of deductible temporary differ-
ences will not be realized at 40 percent tax rates in future years.

Alternatively, if enacted tax rates are 40 percent for years 1-3
and 30 percent for year 4 and thereafter, measurement of the
deferred tax asset at a 40 percent tax rate could only occur 1ftax
losses are expected in future years 4-6.

2386. The following example illustrates determination of the
average graduated tax rate for measurement of deferred tax
liabilities and assets by an enterprise for which graduated tax
rates ordinarily are a significant factor. At the end of year 3 (the
current year), an enterprise has $1,500 of taxable temporary
differences and $900 of deductible temporary differences,
which are expected to result in net taxable amounts of approxi-
mately $200 on the future tax returns for each of years 4-6. En-
acted tax rates are 15 percent for the first $500 of taxable in-
come, 25 percent for the next $500, and 40 percent for taxable
income over $1,000. This example assumes that there is no in-
come (for example, capital gains) subject to special tax rates.

The deferred tax liability and asset for those reversing taxable
and deductible temporary differences in years 4-6 are mea-
sured using the average graduated tax rate for the estimated
amount of annual taxable income in future years. Thus, the av-
erage graduated tax rate will differ depending on the expected
level of annual taxable income (including reversing temporary
differences) in years 4-6. The average tax rate will be:

a. 15 percent if the estimated annual level of taxable income in
vears 4-6 is $500 or less

b. 20 percent if the estimated annual level of taxable income in
vears 4-6 is $1,000

¢. 30 percent if the estimated annual level of taxable income in
vears 4-6 is $2,000.

Temporary differences usually do not reverse in equal annual
amounts as in the example above, and a different average grad-
uated tax rate might apply to reversals in different future
years. However, a detailed analysis to determine the net rever-
sals of temporary differences in each future year usually is not
warranted. It is not warranted because the other variable (that
1s, taxable income or losses exclusive of reversing temporary
differences in each of those future years) for determination of
the average graduated tax rate in each future year is no more
than an estimate. For that reason, an aggregate calculation us-
ing a single estimated average graduated tax rate based on es-
timated average annual taxable income in future years is suffic-
ient. Judgment is permitted, however, to deal with unusual
situations, for example, an abnormally large temporary differ-
ence that will reverse in a single future year, or an abnormal
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level of taxable income that is expected for a single future year.
The lowest graduated tax rate should be used \x.fhenever the
estimated average graduated tax rate otherwise would be
zZero.

237. Deferred tax liabilities and assets are measured qsing en-
acted tax rates applicable to capital gains, ordinary income,
and so forth, based on the expected type of taxable or deducti-
ble amounts in future years. For example, evidence based on

_all facts and circumstances should determine whetheran inves-

tor’s liability for the tax consequences of temporary differences
related to its equity in the earnings of an investee should be
measured using enacted tax rates applicable to a capital gain or
a dividend. Computation of a deferred tax liability for undis-
tributed earnings based on dividends should also reflect any re-
lated dividends received deductions or foreign tax credits, and
taxes that would be withheld from the dividend.

Alternative Minimimum Tax

238. Temporary differences such as depreciation differences
are one reason why TMT may exceed regular tax. Temporary
differences, however, ultimately reverse and, absent a signifi-
cant amount of preference items, total taxes paid over the en-
tire life of the enterprise will be based on the regular tax sys-
tem. Preference items are another reason why TMT may
exceed regular tax. If preference items are large enough, an
enterprise could be subject, over its lifetime, to the AMT sys-
tem; and the cumulative amount of AMT credit carrvforwards
would expire unused. No one can know beforehand which sce-
nario will prevail because that determination can only be made
afterthe fact. In the meantime, this Statement requires proce-
dures that provide a practical solution to that problem.

23%. Under the requirements of this Statement, an enter-
prise should:

a. Measure the total deferred tax liability and asset for regular
tax temporary differences and carry{orwards using the regu-
lar tax rate

b. Measure the total deferred tax asset for all AMT credit
carryforward

¢. Reduce the deferred tax asset for AMT credit carryforward
by a valuation allowance if, based on the weight of available
evidence, it is more likely than not that some portion or all of
that deferred tax asset will not be realized.

Paragraph 21 identifies four sources of taxable income that
should be considered in determining the need for and amount of
a valuation allowance. No valuation allowance is necessary if
the deferred tax asset for AMT credit carryforward can be
realized:

1. Under paragraph 21(a), by reducing a deferred tax liability
from the amount of regular tax on regular tax temporary dif-
ferences to not less than the amount of TMT on AMT tempo-
rary differences

2. Under paragraph 21(b), by reducing taxes on future income
from the amount of regular tax on regular taxable income tonot
less than the amount of TMT on AMT income

3. Under paragraph 21(c), by loss carryback

4. Under paragraph 21(d), by a tax-planning strategy such as
switching from tax-exempt to taxable interest income.

Operating Loss and Tax Credit
Carryforwards and Carrybacks

Recognition of a Tax Benefit for Carrybacks

2490. An operating loss, certain deductible items that are sub-
Jject to limitations, and some tax credits arising but not utilized
in the current year may be carried back for refund of taxes paid

in prior years or carried forward to reduce taxes payable in fu-
ture years. A receivable is recognized for the amount of taxes
paid in prior years that is refundable by carryback of an operat-
ing loss or unused tax credits of the current year.

Recognition of a Tax Benefit for Carryforwards
241. A deferred tax asset is recognized for an operating loss or
tax credit carryforward.'” In assessing the need for a valuation

allowance, provisions in the tax law that limit utilization-ef an—{-

“operating loss or tax credit carryforward are applied in deter-

mining whether it is more likely than not that some portion or
all of the deferred tax asset will not be realized by reduction of
taxes payable on taxable income during the carryforward per-
iod.

242. The following example illustrates recognition of the tax
benefit of an operating loss in the loss yvear and in subseguent
carryforward years when a valuation allowance is necessary in
the loss vear. The assumptions are as follows:

a. The enacted tax rate is 40 percent for all years.

b. An operating loss oceurs in year 5.

€. The only difference between financial and taxable income
results from use of accelerated depreciation for tax purposes.
Differences that arise between the reported amount and the
tax basis of depreciable assets in years 1-7 will result in taxable
amounts before the end of the loss carryforward period from
vear 5.

d. Financial income, taxable income, and taxes currently pay-
able or refundable are as follows:

Year1 Years2-4 Year5 Year6 Year?7

Pretax finaneial
income (loss)
Depreciation
differences (800) (2,200)
Loss carryback — —
Loss
carryforward — — —

Taxable income
(loss)

$2,000 $5,000 $(8,000) $2,200 $7,000

(800y  (700)  (600)
2,800 — —

(6,000) (4,500)

$1,200  $2,800  $(6,000) $(4,500) $1,900

Taxes payable

(refundable) $ 480 $1,120 $(1,120) § — § 760

e. At the end of year 5, profits are not expected in years 6 and 7
and later years, and it is coneluded that a valuation allowance is
necessary to the extent realization of the deferred tax asset for
the operating loss carryforward depends on taxable income
(exclusive of reversing temporary differences) in future years.

The deferred tax liability for the taxable temporary differences
is calculated at the end of each year as follows:

Yearl Years24 Year5 Year6 Year?7

Unreversed differences:

Beginning
amount $ — § 800 $3,000 83,800 $4,500
Additional
amount 800 2,200 800 - 700 600
Total $ 800 $3,000 $£3,800 $4,500 $5,100
Deferred tax
liability (40
percent) $ 320 81,200 $1,520 $1,800 $2,040

YThis requirement perains 1o all ITC carrvlorwards regardless of whether the flow-through
or delerral method is used to account for ITC.
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The deferred tax asset and related valuation allowance for the
loss carryforward are calculated at the end of each year as
follows:

Year 6 Year7

Year1l Years2-4 Year)

Loss carry-
forward for tax
purposes $ — 8 —

Deferred tax asset

(40 percent) 5§ — % —
Valuation allow-

ance equal to

the amount by

which the de-

ferred tax asset

exceeds the

deferred tax

liability — —
Net deferred tax

asset,

$6,000 $4.500 § —

$2,400 $1.800 § —

(800) — —

31,520 $1,800 § —

Total tax expense for each period is as follows:

Year1 Years24 Year5 Year6 Year?

Deferred tax expense (benefit):
Increase in
deferred
tax liability
(Increase)
decrease in
net deferred

$320 § 80 $ 320 $ 280 $ 240

tax asset — — (1,520)  (280) 1,800
320 880 (1,200) — 2,040
Currently pay-
able (refund-
able) 480 1,120 (1,120) — 760
Total tax expense
(benefit) $800  $2,000 $(2.320) § — $2.800

In year 5, $2,800 of the loss is carried back to reduce taxable
income in years 2-4, and $1,120 of taxes paid for those years is
refunded. In addition, a $1,520 deferred tax liability is recog-
nized for $3,800 of taxable temporary differences, and a $2,400
deferred tax asset is recognized for the $6,000 loss carry-
forward. However, based on the conclusion described in as-
sumption (e), a valuation allowance is recognized for the
amount by which that deferred tax asset exceeds the deferred
tax liability.

In year 6, a portion of the deferred tax asset for the loss carry-
forward is realized because taxable income is earned in that
vear. The remaining balance of the deferred tax asset for the
loss carryforward at the end of year 6 equals the deferred tax
liability for the taxable temporary differences. A valuation al-
lowance is not needed.

In year 7, the remaining balance of the loss carryforward is re-
alized, and $760 of taxes are payable on net taxable income of
31,900. A $2,040 deferred tax liability is recognized for the
35,100 of taxable temporary differences.

243. Anoperatingloss or tax credit carryforward from a prior
year (for which the deferred tax asset was reduced by a valua-

tion allowance) may sometimes reduce taxable income and
taxes payable that are attributable to certain revenues or gains
that the tax law requires be included in taxable income for the
vear that cash is received. For financial reporting, however,
there may have been no revenue or gain and a liability is recog-
nized for the cashreceived. Future sacrifices to settle the liabil-
ity will result in deductible amounts in future years. Under
those cireumstances, the reduction in taxable income and taxes
payable from utilization of the operating loss or tax credit car-
ryforward gives no cause for recognition of a tax benefit be-
cause, in effect, the operating loss or tax credit carryforward
has been replaced by temporary differences that will result in
deductible amounts when a nontax liability is settled in future
years. The requirements for recognition of a tax benefit for de-
ductible temporary differences and for operating loss carry-
forwards are the same, and the manner of reporting the even-
tual tax benefit recognized (that is, in income or as required by
paragraph 37) is not affected by the intervening transaction re-
ported for tax purposes.

244, The following example illustrates the interaction of loss
carryforwards and temporary differences that will result in net
deductible amounts in future years. The assumptions are as
follows:

a. The financial loss and the loss reported on the tax return for
an enterprise’s first year of operations are the same.

b. Inyear2, a gain of $2.500 from a transaction that is a sale for
tax purposes but a sale and leaseback for financial reporting is
the only difference between pre-tax financial income and tax-
able income.

Financial Taxable
Income Income
Year 1. Income (loss) from
operations $(4,000) $(4,000)
Year 2: Income (loss) from
operations L —
Taxable gain on sale 2,500
Taxable income before loss
carryforward 2,500
Loss carryforward from
vearl (4,000)
Taxable income $ —

The 34,000 operating loss carryforward at the end of year 1 is
reduced to §1.500 at the end of year 2 because $2,500 of it is used
to reduce taxable income. The $2,500 reduction in the loss car-
ryforward becomes $2,500 of deductible temporary differences
that willreverse and result in future tax deductions when lease
payments are made. The enterprise has no deferred tax liabil-
ity to be offset by those future tax deductions, the future tax
deductions cannot be realized by loss carryback because no
taxes have been paid, and the enterprise has had pretax losses
for financial reporting since inception. Unless positive evi-
dence exists that is sufficient to overcome the negative evi-
dence associated with those losses, a valuation allowance is rec-
ognized at the end of year 2 for the full amount of the deferred
tax asset related to the $2,500 of deductible temporary differ-
ences and the remaining $1,500 of operating loss carryforward.

Reporting the Tax Benefit of Operating

Loss Carryforwards or Carrybacks

245. Except as noted in paragraph 37, the manner of report-
ing the tax benefit of an operating loss carryforward or carry-
back is determined by the source of the income or loss in the
current year and not by (a) the source of the operating loss car-
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ryforward or taxes paid in a prior year or (b) the source of ex-
pected future income that will result in realization of a deferred
tax asset for an operating loss carryforward from the current
vear. Deferred tax expense or benefit that results because a
change in circumstances causes a change in judgment about the
future realization of the tax benefit of an operating loss carry-
forward is allocated to continuing operations (refer to para-
graph 26). Thus, for example:

a. The tax benefit of an operating loss carryforward that re-

-sulted fromanextraordinaryloss in a prici vear and thatis first

recognized in the financial statements for the current year:

{1) Is allocated to continuing operations ifit offsets the current
or deferred tax consequences of income from continuing opera-
tions

{2) Is allocated to an extracrdinary gain if it offsets the current
or deferred tax consequences of that extraordinary gain

{3) Is allocated to continuing operations if it results from a
change in circumstances that causes a change in judgment
about future realization of a tax benefit

b. The current or deferred tax benefit of a loss from continuing
operations in the current year is allocated to continuing opera-
tions regardless of whether that loss offsets the current or de-
ferred tax consequences of an extraordinary gain that:

{1) Occurred in the current year

{2) Occurred in a prior year (that is, if realization of the tax
benefit will be by carryback refund)

{3) Is expected to occur in a future vear.

Tax-Planning Stirategies

246. Expectations about future taxable income incorporate
numerous assumptions about actions, elections, and strategies
to minimize income taxes in future years. For example, an en-
terprise may have a practice of deferring taxable income when-
ever possible by structuring sales to qualify asinstallment sales
for tax purposes. Actions such as that are not tax-planning
strategies, as that term is used in this Statement, because they
are actions that management takes in the normal course of
business. For purposes of applying the requirements of this
Statement, a tax-planning strategy is an action that manage-
ment ordinarily might not take but would take, if necessary, to
realize a tax benefit for a carryforward before it expires. For
example, a strategy to sell property and lease it back for the
expressed purpose of generating taxable income to utilize a
carryforward before it expires is not an action that manage-
ment takes in the normal course of business. A qualifying tax-
planning strategy is an action that:

a. Is prudent and feasible. Management must have the ability
toimplement the strategy and expect todo so unless the need is
eliminated in future years. For example, management would
not have to apply the strategy if income earned in a later year
uses the entire amount of carryforward from the current year.
b. An enterprise ordinarily might not take, but would take to
prevent an operating loss or tax credit carryforward from ex-
piring unused. All of the various strategies that are expected
to be employed for business or tax purposes other than utiliza-
tion of carryforwards that would otherwise expire unused are,
for purposes of this Statement, implicit in management’s esti-
mate of future taxable income and, therefore, are not tax-plan-
ning strategies as that term is used in this Statement.

€. Wonld result in realization of deferred tax assets. The effect
of qualifyinig tax-planning strategies must be recognized in the
determination of the amount of a valuation allowance, Tax-
planning strategies need not be considered, however, if posi-
tive evidence available from other sources (refer to paragraph
21) is sufficient to support a conclusion that a valuation allow-
ance s not necessary.

247. Tax-planning strategies may shift estimated future tax-
able income between future years. For example, assume that
an enterprise has a $1,500 operating loss carryforward that ex-
pires at the end of next year and that its estimate of taxable
income exclusive of the future reversal of existing temporary
differences and carryforwards is approximately $1,000 per
year for each of the next several years. That estimate is based,
in part, on the enterprise’s present practice of making sales on
theinstallment basis and on provisionsinthe taxlaw that result. |

" in temporary deferral of gains on installment sales. A tax-plan-

ning strategy to increase taxable income next year and resize
the full tax benefit of that operating loss carryforward might be
to structure next year's sales in a manner that does not meet
the tax rules to qualify as installment sales. Another strategy
might be to change next year’s depreciation procedures for tax
purposes.

248. Tax-planning strategies also may shift the estimated pat-
tern and timing of future reversals of temporary differences.
For example, if an operating loss carryforward otherwise
would expire unused at the end of next year, a tax-planning
strategy to sell the enterprise’s installment sale receivables
next year would accelerate the future reversal of taxable tem-
porary differences for the gains on those installment sales. In
other circumstances, a tax-planning strategy to accelerate the
future reversal of deductible temporary differences in time to
offset taxable income that is expected in an early future vear
might be the only means to realize a tax benefit for those de-
ductible temporary differences if they otherwise would re-
verse and provide no tax benefit in some later future vear(s).
Examples of actions that would accelerate the future reversal
of deductible temporary differences include:

a. An annual payment that is larger than an enterprise’s usual
annual payment to reduce a long-term pension obligation (rec-
ognized as a liability in the financial statements) might acceler-
ate a tax deduction for pension expense to an earlier yvear than
would otherwise have occurred.

b. Disposal of obsolete inventory that is reported at net realiz-
able value in the financial statements would accelerate a tax
deduction for the amount by which the tax basis exceeds the net
realizable value of the inventory.

¢. Sale of loans at their reported amount (that is, net of an al-
lowance for bad debts) would accelerate a tax deduction for the
allowance for bad debts.

249. A significant expense might need to be incurred to imple-
ment a particular tax-planning strategy, or a significant loss
might need to be recognized as a result of implementing a par-
ticular tax-planning strategy. In either case, that expense or
loss (net of any future tax benefit that would result from that
expense or loss) reduces the amount of tax benefit that is recog-
nized for the expected effect of a qualifying tax-planning strat-
egy. Forthat purpose, the future effect of a differential in inter-
est rates (for example, between the rate that would be earned
on installment sale receivables and the rate that could be
earned on an alternative investment if the tax-planning strat-
egy isto sell those receivables to accelerate the future reversal
of related taxable temporary differences) is not considered.
250. The following example illustrates recognition of a de-
ferred tax asset based on the expected effect of a qualifying tax-
planning strategy when a significant expense would be in-
curred to implement the. strategy. The assumptions are as
follows:

a. A §900 operating loss carryforward expires at the end of
next year.

b. Based on historical results and the weight of other available
evidence, the estimated level oftaxable income exclusive of the
future reversal of existing temporary differences and the oper-
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ating loss carryforward next year iz $100. .
¢. Tuxable temporary differences in the amount of $1.200 ordi-
narily would result in taxable amounts of approximately $400in
each of the next 3 years.

d. There is a qualifying tax planning strategy to accelerate the
future reversal of all $1,200 of taxable temporary differences to
next year.

e. Estimated legal and other expenses to implement that tax-
planning strategy are §150.

f. The enacted tax rate is 40 percent for all years.

Without the tax-planning strategy, only $500 of the $900 oper-
ating loss carryforward could be realized next year by offset-
ting (a) $100 of taxable income exclusive of reversing tempo-
rary differences and (b) $400 of reversing taxable temporary
differences. The other $400 of operating loss carryforward
would expire unused at the end of next year. Therefore, the
$360 deferred tax asset ($900 at 40 percent) would be offset by a
$160 valuation allowance ($400 at 40 percent), and a $200 net
deferred tax asset would be recognized for the operating loss
carryforward.

With the tax-planning strategy, the $900 operating loss carry-
forward could be applied against 1,300 of taxable income next
vear (3100 of taxable income exclusive of reversing temporary
differences and $1.200 of reversing taxable temporary differ-
ences). The $360 deferred tax asset is reduced by a $90 valua-
tion allowance recognized for the net-of-tax expenses neces-
sary to implement the tax-planning strategy. The amount of
that valuation allowance is determined as follows:

Legal and other expenses to implement

the tax-planning strategy 3150
Future tax benefit of those legal and

other expenses—=§150 at 40 percent 60

3 90

In summary, a $480 deferred tax liability is recognized for the
$1,200 of taxable temporary differences, a $360 deferred tax
asset is recognized for the $300 operating loss carryforward,
and a $90 valuation allowance is recognized for the net-of-tax
expenses of implementing the tax-planning strategy.

25 1. Under this Statement, the requirements for consider-
ation of tax-planning strategies pertain only to the determina-
tion of a valuation allowance for a deferred tax asset. A de-
ferred tax liability ordinarily is recognized for all taxable
temporary differences. The only exceptions are identified in
paragraph 9. Certain scemingly taxable temporary differ-
ences, however, may or may not result in taxable amounts
when those differences reverse in future years. One example is
an excess of cash surrender value of life insurance over premi-
ums paid (paragraph 14). Another example is an excess of the
book over the tax basis of an investment in a domestic subsidi-
ary (paragraph 53). The determination of whether those differ-
ences are taxable temporary differences does not involve a tax-
planning strategy as that termis used In this Statement.

Regqulaied Enterprises

252. Paragraph 9 of Statement 71 requires a regulated enter-
prise that applies Statement 71 to capitalize an incurred cost
that would otherwise be charged to expense if the following cri-
teria are met:

a. [tis probable that future revenue in an amount at least equal
to the capitalized cost will result from inclusion of that cost in
allowable costs for rate-making purposes.

b. Based on available evidence, the future revenue will be pro-
vided to permit recovery of the previously incurred cost rather
than to provide for expected levels of similar future costs.

If the income taxes that result from recording a deferred tax
liability in accordance with this Statement meet those criteria,
an asset is recognized for those income taxes when the deferred
tax lability is recognized. That asset and the deferred tax lia-
bility are not offset for general-purpose financial reporting;
rather, each Is displaved separately.

253. The following example illustrates recognition of an asset
for the probable future revenue to recover future income taxes
related to the deferred tax liability for the equity component of
the allowance for funds used during construction (AFUDC).
The assumptions are as follows:

a. During vear 1, the first year of operations, total construction
costs for financial reporting and tax purposes are $400,000 (ex-
clusive of AFUDC).

b. The enacted tax rate is 34 percent for all future years.

¢. AFUDC (consisting entirely of the equity component) is
$26,000. The asset for probable future revenue to recover the
related income taxes is calculated as follows:

34 percent of ($26,000 + A) = A (where A equals the asset for
probable future revenue)

A = §13,394

At the end of year 1, the related accounts'® are as follows:
$426,000
3 13,394

Construction in progress
Prabable future revenue

Deferred tax liability

[34 percent of (326,000 + $13,394)} 3 13.894

254. The following example illustrates adjustment of a de-
ferred tax liability for an enacted change in tax rates. The as-
sumptions are the same as for the example in paragraph 253
except that a change in the tax rate from 34 percent to 30 per-
cent is enacted on the first day of vear 2. As of the first day of
vear 2, the related accounts are adjusted so that the balances
are as follows:

Construction in progress $426,000

Probable future revenue $ 11,143
Deferred tax liability
[30 percent of (826,000 + $11,143)] $ 11,143

255. The following example illustrates adjustment of a de-
ferred tax liability for an enacted change in tax rates when that
deferred tax liability represents amounts already collected
from customers for the future payment of income taxes. Inthat
case, there would be no asset for “probable future revenue.”
The assumptions are as follows:

a. Amounts at the end of year 1, the current year, are as
follows:

Construction in progress for financial reporting $400,000
Tax basis of construction in progress $300.000
Deferred tax lability (34 percent of $100,000) 3 34,000

b. A change in the tax rate from 34 percent to 30 percent is
enacted on the first day of vear 2. As aresult of the reduction in
tax rates, it is probable that $4,000 of the $34,000 (previously
collected from customers for the future payment of income

1 , )
81 this exampie. if AFUDC had consisted of a net-of-lax debi component in the amount of

326,000, the related accounts and (her bolances ot the end o year 1 woulg be consiruction in

progress in the amount of $43%,394 ond o ceferred tax liability in the amount of $13,394.
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taxes) will be refunded to customers, together with the tax
benefit of that refund, through a future rate reduction. The lia-
bility for the future rate reduction to refund a portlon of the
deferred taxes previously collected from customers is calcu-
lated as follows:

34,000 + (30 percent of R) =
future reduction in revenue)

R = $5714

R (where R equals the probable

Asof the first day of vear 2, the related accounts are adjusted

so that the balances are as follows:

Construction in progress $400.000
Probable reduction in future revenue $ 5.714
Deferred tax liability [30 percent of

($100,000 — $5,714)] 3 28,286

Leveraged Leases

256. This Statement does not change (a) the pattern of recog-
nition of after-tax income for leveraged leases as required by
Statement 13 or (b) the allocation of the purchase pricein a pur-
chase business combination to acquired leveraged leases as re-
quired by Interpretation 21. Integration of the results of in-
come tax accounting for leveraged leases with the other results
of accounting for income taxes under this Statement is required
when deferred tax credits related to leveraged leases are the
only source (referto paragraph 21) for recognition of a tax bene-
fit for deductible temporary differences and carryforwards not
related toleveraged leases. A valuation allowance is not neces-
sary if deductible temporary differences and carrvforwards
will offset taxable amounts from future recovery of the net in-
vestment in the leveraged lease. However, to the extent that
the amount of deferred tax credits for a leveraged lease as de-
termined under Statement 13 differs from the amount of the
deferred tax liability related to the leveraged lease that would
otherwise result from applying the requirements of this State-
ment, that difference is preserved and is not a source of taxable
income for recognition of the tax benefit of deductible tempo-
rary differences and operating loss or tax credit carry-
forwards.

257. Interpretation 21 requires that the tax effect of any dif-
ference between the assigned value and the tax basis of a
leveraged lease at the date of a business combination not be
accounted for as a deferred tax credit. This Statement does not
change that requirement. Any tax effects included in unearned
and deferred income as required by Interpretation 21 are not
offset by the deferred tax consequences of other temporary dif-
ferences or by the tax benefit of operating loss or tax credit
carryforwards. However, deferred tax credits that arise after
the date of a business combination are accounted forin the same
manner as described above for leveraged leases that were not
acquired in a purchase business combination.

258. The following example illustrates integration of the
results of income tax accounting for leveraged leases with the
other results of accounting for income taxes as required by this
Statement.

a. At the end of vear 1, the current vear, an enterprise has two
temporary differences. One temporary difference is for a
leveraged lease that was entered inte in a prior year. During
vear 1, the enacted tax rate for year 2 and thereafter changed
from 40 percent to 35 percent. After adjusting for the change in
estimated total net income from the lease as a result of the
change in tax rates as required by Statement 13, the compo-
nents of the investment in the leveraged lease at the end of year
1 are as follows:

Net rentals receivable plus residual value

less unearned pretax income $1560,000
Reduced by:

Deferred ITC $ 9,000

Deferred tax credits 39,000 48,000
Net investment in leveraged lease for

financial reporting $102,000

b. The other temporary difference is for a $120,000 estimated
liability for warranty expense that will result in a tax deduction™
in year 5 when the liability is expected to be paid. Absent con-
sideration of the deferred tax credits attributable to the
leveraged lease, the weight of available evidence indicates that
a valuation allowance is needed for the entire amount of the de-
ferred tax asset related to that $120,000 deductible temporary
difference.

¢. The tax basis of the investment in the leveraged lease at the
end of year 11s $41,000. The amount of the deferred tax liability
for that leveraged lease that would otherwise result from the
requirements of this Statement is determined as follows:

Net rentals receivable plus residual value less unearned

pretax income 3150,000
Temporary difference for deferred ITC 9,000
141,000

Tax basis of leveraged lease 41,000
Temporary difference $100,000
Deferred tax liability (35 percent) $ 35,000

d. Loss carryback (to vear 2) and loss carryforward (to year 20)
of the 120,000 tax deduction for warranty expense in year 5
would offset the $100,000 of taxable amounts resulting from fu-
turerecovery of the net investment in the leveraged lease over
the remainder of the lease term.

e. At the end of vear 1, the enterprise recognizes a $42,000
($120,000at 35 pertent) deferred tax asset and a related $7,000
valuation allowance. The effect is to recognize a $35,000 net de-
ferred tax benefit for the reduction in deferred tax credits at-
tributable to the leveraged lease. Deferred tax credits attrib-
utable to the leveraged lease determined under the
requirements of Statement 13 are $39,000. However, the de-
ferred tax liability determined under the requirements of this
Statement is only $35,000. The $4,000 difference is not avail-
able for offsetting.

Business Combinations

259. This Statement requires recognition of deferred tax lia-
bilities and deferred tax assets {and related valuation allow-
ances, if necessary) for the deferred tax consequences of differ-
ences between the assigned values and the tax bases of the
assets and liabilities recognized in a business combination ac-
counted for as a purchase under Opinion 16. A deferred tax lia-
bility or asset is not recognized for a difference between the
reported amount and the tax basis of goodwill or the portion
thereof for which amortization is not deductible for tax pur-
poses (paragraphs 262 and 263), unallocated “negative” good-
will, and leveraged leases (paragraphs 256-258). Acquired
Opinion 23 differences are accounted for in accordance with the
requirements of Opinion 23, as amended b} this Statement
(paragraplis 31-34). .

Nontaxable Business Combinations

260. The following example illustrates recognition and mea-
surement of a deferred tax liability and asset in a nontaxable
business combination. The assumptions are as follows:

i
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a. The enacted tax rate is 40 percent for all future years, and
amortization of goodwill is not deductible for tax purposes.

b. Anenterprise is acquired for $20,000, and the enterprise has
no leveraged leases.

€. The tax basis of the net assets acquired is $5,000, and the
assighed value (other than goodwill) is $12,000. Future recov-
ery of the assets and settlement of the liabilities at their as-
signed values will result in $20,000 of taxable amounts and
313,000 of deductible amounts that can be offset against each
other. Therefore, no valuation allowance is necessary.

The amounts recorded to account for the purchase transaction
are as follows:

Assigned value of the net assets

Taxable Business Combinations

261. [n ataxable business combination, the purchase price is
assigned to the assets and liabilities recognized for tax pur-
poses as well as for financial reporting. However, the amounts
assigned to particular assets and liabilities may differ for finan-
clalreporting and tax purposes. A deferred tax liability and as-
set are recognized for the deferred tax consequences of those
temporary differences in accordance with the recognition and
measurement requirements of this Statement. For example, a
portion of the amount of goodwill for financial reporting may be
allocated to some other asset for tax purposes, and aniortiza-
tion of that other usset may be deductible for tax purposes. Ifa
valuation allowance is recognized for that deferred tax asset at
the acquisition date, recognized benefits for those tax deduc-
tions after the acquisition date should be applied (a) first to re-
duce to zero any goodwill related to that acquisition, (b) second
to reduce to zero other noncurrent intangible assets related to
that acquisition, and (¢) third to reduce income tax expense.
262. Amortization of goodwill is deductible for tax purposes in
some tax jurisdictions. In those tax jurisdictions, the reported
amount of goodwill and the tax basis of goodwill are each sepa-
rated into two components as of the combination date for pur-
poses of deferred tax calculations. The first component of each
equals the lesser of (a) goodwill for financial reporting or (b)
tax-deductible goodwill. The second component of each equals
the remainder of each, that s, (1) the remainder, if any, of good-
will for financial reporting or (2) the remainder, if any, of tax-
deductible goodwill. Any difference that arises between the
book and tax basis of that first component of goodwill in future
vears is a temporary difference for which a deferred tax liabil-
ity or asset is recognized based on the requirements of this
Statement. No deferred taxes are recognized for the second
component of goodwill. If that second component is an excess of
tax-deductible goodwill over the reported amount of goodwill,
the tax benefit for that excess is recognized when realized on
the tax return, and that tax benefit is applied first to reduce to
zero the goodwill related to that aequisition, second to reduce
tozero other noncurrent intangible assets related to that acqui-
sition, and third to reduce income tax expense.

263. The following example illustrates accounting for the tax
consequences of goodwill when amortization of goodwill is de-
ductible for tax purposes. The assumptions are as follows:

a. At the combination date, the reported amount and tax basis
of goodwill are $600 and $800, respectively.

{other than goodwill) acquired $12.000
Deferred tux liability for $20,000 of taxable

temporary differences (8,000
Deferred tax asset for $13,000 of deductible

temporary differences 5,200
Goodwill 10,800
Purchase price of the acquired enterprise $20,000

b. For tax purposes, amortization of goodwill will result in tax
deductions of $400 in each of years 1 and 2. Those deductions
result in a current tax benefit in years 1 and 2.

¢. For finaneial reporting, amortization of goodwill is straight-
line over years 1-4.

d. For purposes of simplification, the consequences of other
temporary differences are ignored for vears 1-4.

e. Income before amortization of goodwill and income taxes in
each of vears 1-4 1s $1,000.

f. The tax rate is 40 percent for all years.

Income taxes pavable for vears 1-4 are:
Year

Income before amortization
of goodwill $1,000 81,000 $1,000 $1,000
Amortization of goodwill 400 400 — —

$ 600 $§ 600 $1,000 $1,000

Taxable income

Income taxes payable

(40 percent) 3 240 § 240 § 400 § 400

At the combination date, goodwill is separated into two compo-
nents as follows:

Reported Amount Tax Basis
First component 3600 $600
Second component. — 200
Total goodwill 3600 $800

A deferred tax liability is recognized at the end of years 1-3 for
the excess of the reported amount over the tax basis of the first
component of goodwill. A deferred tax asset is not recognized
for the second component of goodwill; the tax benefit is allo-
cated to reduce goodwill when realized on the tax returns for
years 1and 2,

The second component of goodwill is deductible $100 per year
in years 1 and 2. Those tax deductions provide $40 (100 at 40
percent) of tax benefits that are realized in years 1 and 2. Allo-
cation of those realized tax benefits to reduce the first compo-
nent of goodwill produces a deferred tax benefit by reducing
the taxable temporary difference related to that component of
goodwill. Thus, the total tax benefit allocated to reduce the
first component of goodwill in each of years 1 and 2 is the sum of
(a) the $40 realized tax benefit allocated to reduce goodwill and
(b) the deferred tax benefit from reducing the deferred tax lia-
bility related to goodwill. That total tax benefit (TTB) is deter-
mined us follows:

TTB = realized tax benefit plus (tax rate times TTB)
TTB = $40 + (.40 x TTB)
TTB = $67
Goodwill for financial reporting for years 1-4 is:
Year
1 2 3 4

Balance at beginning of year  $600  $383  $188 $94
Amortization:

$600 + 4 years 150

$383 + 3 years 128

$188 + 2 years . 94 94
Total tax benefit allocated to

reduce goodwill 67 67 — —
Balance at end of year $383 $188 $ 9 $—
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The deferred tax liability for the first component of goodwill
and the related amount of deferred tax expense (benefit) for
years 1-4 are;

taxable income of the acquired enterprise in a consolidated tax
return. The assumptions are as follows:

a. The enacted tax rate ig 40 percent for all future years.

b. The purchase price is $20,000, and the assigned value of the
net assets acquired is also $20,000.

Year ¢. The tax basis of the net assets acquired is $60,000. The
1 2 3 4 $40,000 ($60,000 — $20,000) of deductible temporary differ-
Reported amount of goodwill ences at the combination date is primarily attributable to an
at end of vear $383  $188  $94 $— allowance for loan losses. Provisions in the taxlaw limit the use
_Tax basis of goodwill-—— s of those future tax-deductions to subsequenttaxableincomeof
(first component) 300 — — —  the acquired. enterprise. .
Taxable temporary d. The acquired enterprise’s actual pretax results for the two
difference ¢ $83 $188 $94  §— preceding years apd the expected results for the year of the
Deferred Kbl business combination are as follows:
elerred tax liability: . =
Atendof year (40percent) $ 33 $75 $38 $— %Zaré $88888%
inni q — 3 75 3 ar ,000)
De?;ﬁ:?::;iioi;:r 3 . 838 Year 3 to the combination date (5,000)
(benefit) for t}ll)e vear $ 3 $42 837 $38 Expected results for the remainder of year 3 (5,000)
: e. Based on assessments of all evidence available at the date of
the business combination in year 3 and at the end of yvear 3,
Ine for financial reportine for vears 1-4 is: management concludes that a valuation allowance is needed at
ome for linancial reporting for years ) both dates for the entire amount of the deferred tax asset re-
lated to the acquired deductible temporary differences.
] > Year 3 1 The acquired enterprise’s pretax financial income and taxable

Income before amortization
of goodwill and

income taxes $1,000 $1,000 $1,000 $1,000

Amortization of goodwill 150 128 94 94
Pretax income 850 872 906 906
Income tax expense
(benefit):
Current 240 240 400 400
Deferred 33 42 37 (38)
Benefit applied to
reduce goodwill 67 67 — —
Income tax expense 340 349 363 362

Net income $ 510 $ 523 § 543 $ 544

Carryforwards—Purchase Method

264. Accounting for a business combination should reflect any
provisions in the tax law that restrict the future use of either of
the combining enterprises’ deductible temporary differences
or carryforwards to reduce taxable income or taxes payable at-
tributable to the other enterprise subsequent to the business
combination. For example, the tax law may limit the use of the
acquired enterprise’s deductible temporary differences and
carryforwards to subsequent taxable income of the acquired
enterprise in a consolidated tax return for the combined enter-
prise. In that circumstance, or if the acquired enterprise will
file a separate tax return, the need for a valuation allowance for
some portion or all of the acquired enterprise’s deferred tax as-
sets for deductible temporary differences and carryforwards is
assessed based on the acquired enterprise’s separate past and
expected future results of operations.

265. The following example illustrates (a) recognition of a de-
ferred tax asset and the related valuation allowance for ac-
quired deductible temporary differences at the date of a non-
taxable business combination and in subsequent periods when
(b) the tax law limits the use of an acquired enterprise’s deduct-
ible temporary differences and carryforwards to subsequent

income for year 3 (after the business combination) and year 4
are as follows:

Year 3 Year 4
Pretax financial income $15,000 $10,000
Reversals of acquired
deductible temporary
differences (15,000) (10,000)
Taxable income g — S

At the end of vear 4, the remaining balance of acquired deduct-
ible temporary differences is $15,000 ($40,000 — $25,000). The
deferred tax asset is $6,000 ($15,000 at 40 percent). Based onan
assessment of all available evidence at the end of year 4, man-
agement concludes that no valuation allowance is needed for
that $6,000 deferred tax asset. Elimination of the $6,000 valua-
tion allowance results in a $6,000 deferred tax benefit that is
reported as areduction of deferred income tax expense because
there is no goodwill or other noncurrent intangible assets re-
lated to the acquisition. For the same reason, tax benefitsreal-
ized in years 3 and 4 attributable to reversals of acquired de-
ductible temporary differences are reported as a zero current
income tax expense. The consolidated statement of earnings
would include the following amounts attributable to the ac-
quired enterprise for year 3 (after the business combination)
and year 4:

Year 3 Year 4
Pretax financial income $15,000 $10,000
Income tax expense '
(benefit):
Current — —
Deferred — (6,000)
Net income $15,000 $16,000

266. The tax law in some tax jurisdictions may permit the fu-
ture use of either of the combining enterprises’ deductible tem-
porary differences or carryforwards to reduce taxable income
or taxes payable attributable to the other enterprise subse-
quent to the business combination. If the combined enterprise

{4
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expects to file a consolidated tax return, a deferred tax asset
(net of a valuation allowance, if necessary) is recognized for de-
ductible temporary differences or carryforwards of either com-
bining enterprise based on an assessment of the combined en-
terprise’s past and expected future results of operations as of
the acquisition date, This either reduces goodwill or nonecur-
rent assets (except long-term investments in marketable secu-
rities) of the acquired enterprise or creates or increases nega-
tive goodwill.

267. The following example illustrates (a) elimination of the
need for a valuation allowance for the deferred tax asset for an
acquired loss carrviorward based on offset against taxable
temporary differences of the acquiring enterprise in a nontax-
able business combination when (b) the tax law permits use of
an acquired enterprise’s deductible temporary differences and
carryforwards to reduce taxable income or taxes payable at-
tributable to the acquiring enterprise in a consolidated tax re-
turn. The assumptions are as follows:

a. The enacted tax rate is 40 percent for all future years.

b. The purchase price 1s $20,000. The tax basis of the identified
net assets acquired is $5,000, and the assigned value is $12,000,
that is, there are $7,000 of taxable temporary differences. The
acquired enterprise also has a $16,000 operating loss carry-
forward, which, under the tax law, may be used by the acquir-
ing enterprise in the consolidated tax return.

¢. The acquiring enterprise has temporary differences that will
result in $30,000 of net taxable amounts in future years.

d. All temporary differences of the acquired and acquiring en-
terprises will result in taxable amounts before the end of the
acquired enterprise’s loss carryforward period.

In assessing the need for a valuation allowance, future taxable
income exclusive of reversing temporary differences and car-
ryforwards (paragraph 21(b)) need not be considered because
the §$16,000 operating loss carryforward will offset (a) the ac-
guired enterprise’s $7,000 of taxable temporary differences and
(b) another 9,000 of the acquiring enterprise’s taxable tempo-
rary differences. The amounts recorded to account for the pur-
chase transaction are as follows:

Assigned value of the identified net assets
acquired
Deferred tax liability recognized for the
acquired company’s taxable temporary
differences ($7,000 at 40 percent) (2,800)
Deferred tax asset recognized for the acquired
loss carryforward based on offset against
the acquired company’s taxable temporary
differences ($7,000 at 40 percent) 2,800
Deferred tax asset recognized for the acquired
loss carryforward based on offset against
the acquiring company’s taxable temporary
differences ($9,000 at 40 percent) 3,600
Goodwill 4,400

320,000

$12,000

Purchase price of the acquired enterprise

Subsequent Recognition of

Carryforward Benefits—Purchase Method

268. If a valuation allowance is recognized for some portion or
all of an acquired enterprise’s deferred tax asset for deductible
temporary differences and operating loss or tax credit carry-
forwards at the acquisition date, tax benefits for those items
recognized in financial statements for a subsequent year¢s) are:
a. First applied to reduce to zero any goodwill related to the
acquisition

b. Second applied to reduce to zero other noncurrent intangible

assets related to the acquisition
¢. Third applied to reduce income tax expense.

Additional amounts of deductible temporary differences and
operating loss or tax credit carryforwards may arise after the
acquisition date and before recogmition of the tax benefit of
amountsg existing at the acquisition date. Tax benefits are rec-
ognized in later years as follows:

a. The tax benefit of amounts existing at the acquisition dateis
first applied to reduce goodwill and other noncurrent intangi-
ble assets to zero. Any additional tax benefit reduces income
tax expense.

b. The tax benefit of amounts arising after the acquisition date
is recognized as a reduction of income tax expense.

Whether a tax benefit recognized n later vears is attributable
to an amount (for example, an operating loss carryforward) ex-
isting at or arising after the acquisition date is determined for
financial reporting by provisions in the tax law that identify the
sequence in which those amounts are utilized for tax purposes.
If not determinable by provisions in the tax law, a tax benefit
recognized for financial reporting is prorated between a reduc-
tion of (a) goodwill and other noncurrent intangible assets and
(b) iIncome tax expense,

269. The following example illustrates recognition of tax ben-
efits subsequent to a business combination. The assumptions
are as follows:

a. A nontaxable business combination occurs on the first day of
vear 1. Before considering any acquired deferred tax assets,
the purchase transaction 1s summarized as follows:

Assigned Tax
Value Basis
Net assets acquired $5,000 $6,000
Excess of purchase price over
the fair value of the net
assets acquired® 1.500
Purchase price $6,500

*There are no other noncurrent intangible assets,

b. The only difference between pretax financial income and
taxable income (amortization of goodwili is disregarded for this
example) for vears 1-3 is a $1,000 loss for tax purposes in vear 1
from disposal of the acquired identified net assets at amounts
equal to their $5,000 assigned value on the acquisition date.

Year 1 Year2  Yeard
$(3,000)  $2,500  $1,500

Pretax financial income (loss)
Disposal of acquired identified

net assets (1,000) — —
Taxable income (loss) before

loss carryforward (4,000) 2,500 1,500
Loss carryforward (loss

carryback not permitted) 4,000  (2,500)  (1,500)

Taxable income after loss
carryforward 8 — 8 - § —

¢. The tax rate is 40 percent for all years.

d. Based on an assessment of all available evidence, manage-
ment reaches the following conclusions at the acquisition date
and at the end of years 1 and 2: | .
{1) At the acquisition date, the portion of the $1,000 of deduct-
ible temporary differences ($6,000 — $5,000) for which it is
more likely than not that a tax benefit will not be realized is
$500.
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(2) At the end of year 1, the portion of the $4,000 loss carry-  The $600 deferred tax asset at the end of year 2 is realized in
forward for which it is more likely than not that a tax benefit  year 3, resulting in $600 of deferred tax expense for year 3. The
will not be realized is $1,750. ' consolidated statement of earnings would include the following
(3) At the end of year 2, it is more likely than not that a tax ~ amounts attributable to the acquired enterprise:

benefit will be realized for all of the remaining $1,500 of loss

carryforward.

Year1 Year2 Year3
At the acquisition date, a $400 ($1,000 at 40 percent) deferred ) o car car £ar
tax asset and a $200 ($500 at 40 percent) valuation allowance  Pretax financial income (loss) $(3,000) $2,500 $1,500

are recognized. The $200 net tax benefit reduces the excess of ~ Net deferred tax

~purchase price over thefair-value of-the net-assets- acquired———expense (benefit) —(600)—— 400—— 600~ |-

from $1,500 to $1,300. Thus, the amount of goodwill recognized ~ Net income (loss) $(2,400) $2,100 $ 900
at the acquisition date is $1,300.

During year 1, the $1,000 of net deductible temporary differ-

ences at the acquisition date reverse and are part of the $4,000  Carryforwards—Pooling-of-Interests Method

loss carryforward for tax purposes at the end of year 1. Ananal-  270. The separate financial statements of combining enter-

ysis of the components of that $4,000 loss carryforward follows:  prises for prior periods are restated on a combined basis whena
business combination is accounted for by the pooling-of-inter-

Acquired Lossin ests method. For restatement of periods prior to the combina-

Deductions Year1l Total tiondate, acombining enterprise’s operating loss carryforward

Total loss carrviorward $1,000 $3,000  $4,000 does not offset the other enterprise’s taxable income because

Portion for which a tax benefit ' ' consolidated tax returns cannot be filed for those periods.

was recognized at the However, provisions in the tax law may permit an operating

acquisition date 500 _ 500 loss carryforward of either of the combining enterprises to off-

Remainder available for set combined taxable income subsequent to the combination
date.

recognition of a tax

benefit at the end of year 1 $ 500 $3.000  $3.500 27 1. If the combined enterprise expects to file consolidated

tax returns, a deferred tax asset is recognized for either com-
bining enterprise’s operating loss carryforward in a prior per-
Provisions in the tax law do not distinguish between those two  iod. A valuation allowance is necessary to the extent it is more
components of the $3,500, and the component that is used first  likely than not that a tax benefit will not be realized for that loss
for tax purposes is indeterminable. However, the $500 of ac-  carryforward through offset of either (a) the other enterprise’s
quired deductions for which a tax benefit has not been recog-  deferred tax liability for taxable temporary differences that
nized is one-seventh of the $3 500 total, and the $3,000 loss in ~ will reverse subsequent to the combination date or (b) com-
year 1is six-sevenths of the $3,500 total. The tax benefit ofthat  bined taxable income subsequent to the combination date. De-
$3,500 is prorated one-seventh to reduce goodwill and six-sev-  termined in that manner, the valuation allowance may be less
enths to reduce income tax expense when recognized in years 1 than the sum of the valuation allowances in the separate finan-
and 2. cia] statements of the combining enterprises prior to the combi-
nation date. That tax benefit is recognized as part of the adjust-
Attheendof year1,a $1,600 ($4,000 at 40 percent) deferredtax  ment to restate financial statements on a combined basis for
asset and a $700 ($1,750 at 40 percent) valuation allowance are  prior periods. The same requirements apply to deductible tem-
recognized. The tax benefit for the $700 increase in the net de-  porary differences and tax credit carryforwards.
ferred tax asset (from $200 at the acquisition date to $900 at the  272. A taxable business combination may sometimes be ac-

end of year 1) is prorated as follows: counted for by the pooling-of-interests method. The increase in
a. One-seventh or $100 to reduce goodwill the tax basis of the net assets acquired results in temporary
b. Six-sevenths or $600 to reduce tax expense. differences. The deferred tax consequences of those tempo=

rary differences are recognized and measured the same as for
other temporary differences. As of the combination date, rec-
ognizable tax benefits attributable to the increase in tax basis
are allocated to contributed capital. Tax benefits attributable
to the increase in tax basis that become recognizable after the
combination date (that is, by elimination of a valuation allow-
ance) are reported as a reduction of income tax expense.

During year 2, $1,000 ($2,500 at 40 percent) of the deferred tax
asset recognized at the end of year 1 is realized. In addition, a
tax benefit is recognized for the remaining $1,750 of future tax
deductions by eliminating the $700 valuation allowance. That
tax benefit is prorated $100 to reduce goodwill and $600 to re-
duce tax expense. The combined effect of the changes in the
deferred tax asset and the related valuation allowance during
vear 2 is illustrated below:

Deferred infraperiod Tax Allocation
Tax Asset  Tax Expense 273. If there is only one item other than continuing opera-
Year1 Year 2 or(Benefit) tions, the portion of income tax expense or benefit for the year
Deferred tax asset $1.600  $600 $1,000 that remains after the allocation to continuing operations is al-
Valuation allowance (700) . (700) loca‘ged to that item. If there are two or more items other than
continuing operations, the amount that remains after the allo-

§ 900 $600 300 cation to continuing operations is allocated among those other

Portion of $700 tax benefit items in proportion to their individual effects on income tax ex-
allocated to reduce goodwill 100 pense or benefit for the year.

Deferred tax expense for year 2 W 274. The following example illustrates allocation of income tax

expense if there is only one item other than income from contin-

1
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uing operations. The assumptions are as follows:

a. The enterprise's pretax financial income and taxable income
are the same. .

b. The enterprise’s ordinary loss from continuing operations is
$500.

¢. The enterprise also has an extraordinary gain of $900 thatisa
capital gain for tax purposes.

d. The tax rate i 40 percent on ordinary income and 30 percent
on capital gains. Income taxes currently payable are $120 ($400
at 30 percent).

Income tax expense is allocated between the pretax loss from
operations and the extraordinary gain as follows:

Total income tax expense 3120
Tax benefit allocated to the loss from operations (150)
Incremental tax expense allocated to the

extraordinary gain $270

The effect of the $500 loss from continuing operations was to
offset an equal amount of capital gains that otherwise would be
taxed at a 30 percent tax rate. Thus, $150 (§500 at 30 percent) of
tax benefit is allocated to continuihg operations. The $270 in-
cremental effect of the extraordinary gain is the difference be-
tween $120 of total tax expense and the $150 tax benefit from

benefit of a tax credit carryforward that is recognized as a de-
ferred tax asset in the current year. The assumptions are as
follows:

a. The enterprise’s pretax financial income and taxable income
are the same.

b. Pretax financial income for the year compriges $300 from
continuing operations and $400 from an extraordinary gain.

¢. The tax rate is 40 percent. Taxes payable for the year are
zero because $330 of tax credits that arose in the current year
more than offset the $280 of tax otherwise payable on $700 of
taxable income.

d. A 350 deferred tax asset is recognized for the $50 (3330
—-3280) tax credit carryforward. Based on the weight of avail-
able evidence, management concludes that no valuation allow-
ance is necessary.

Income tax expense or benefit is allocated between pretax in-
come from continuing operations and the extraordinary gainas
follows:

Total income tax benefit : 3 (50)
Tax expense (benefit) allocated to income from
continuing operations:
Tux (before tax credits) on $300 of
taxable income at 40 percent 312

continuing operations.

275. The following example illustrates allocation of the tax

Tax credits

Tax expense allocated to the extraordinary gain

0
(330) (210)
3160

APPENDIX E

GLOSSARY

289. This appendix contains definitions
of certain terms or phrases used in this
Statement.

Carrybacks

Deductions or credits that cannot be uti-
lized on the tax return during a year that
may be carried back to reduce taxable in-
come or taxes payable in a prior year. An
operating loss carryback is an excess of
tax deductions over gross income in a
year; a tax credit carryback is the
amount by which tax credits available for
utilization exceed statutory limitations.
Different tax jurisdictions have different
rules about whether excess deductions
or credits may be carried back and the
length of the carryback period.

Carryforwards

Deductions or credits that cannot be uti-
lized on the tax return during a year that
may be carried forward to reduce tax-
able income or taxes payable in a future
vear. An operating loss carryforward is
an excess of tax deductions over gross in-
comein a year; atax credit carryforward
is the amount by which tax credits availa-
ble for utilization exceed statutory limi-
tations. Different tax jurisdictions have
different rules about whether excess de-

ductions or credits may be carried {or-
ward and the length of the carryforward
period. The terms carryforward, operat-
ing loss carryforward, and tax credit
carryforward refer to the amounts of
those items, if any, reported inthe tax re-
turn for the current year.

Current tax expense or benefit

The amount of income taxes paid or pay-
able (or refundable) for a year as deter-
mined by applying the provisions of the
enacted tax law to the taxable income or
excess of deductions over revenues for
that year.

Deductible temporary difference
Temporary differences that result in de-
ductible amounts in future years when
the related asset or liability is recovered
or settled, respectively. Also refer to
Temporary difference.

Deferred tax asset

The deferred tax consequences attribut-
able to deductible temporary differences
and carryforwards. A deferred tax asset
is measured using the applicable enacted
tax rate and provisions of the enacted tax
law. A deferred tax asset is reduced by a
valuation allowance if, based on the
weight of evidence available, it is more
likely than not that some portion or all of
a deferred tax asset will not be realized.

Deferred tax consequences
The future effects on income taxes as

measured by the applicable enacted tax
rate and provisions of the enacted tax
law resulting from temporary differ-
ences and carryforwards at the end of
the current year.

Deferred tax expense or benefit

The change during the year in an enter-
prise’s deferred tax liabilities and assets.
For deferred tax liabilities and assets ac-
quired in a purchase business combina-
tion during the year, it is the change since
the combination date. Income tax ex-
pense or benefit for the year is allocated
among continuing operations, discontin-
ued operations, extraordinary items,
and items charged or credited directly to
shareholders’ equity.

Deferred tax liability

The deferred tax consequences attribut-
able to taxable temporary differences. A
deferred tax liability is measured using
the applicable enacted tax rate and pro-
visions of the enacted tax law.

Event

A happening of consequence to an enter-
prise. The term encompasses both trans-
actions and other events affecting an
enterprise.

Gains and losses included in
comprehensive income but excluded
from net income

Under present practice, gains and losses
included in comprehensive income but
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Absent the extraordinary gain and assuming it was not the de-
ciding factor in reaching a conclusion that a valuation allowance
is not needed, the entire tax benefit of the $330 of tax credits
would be allocated to continuing operations. The presence of
the extraordinary gain does not change that allocation.

27 6. Income taxes are sometimes allocated directly to share-
holders’ equity. The following example illustrates the allocation
of Income taxes for translation adjustments under Statement

2 directly to shareholders’ equity—... S
net assets (and unremitted earnings) are FC1,000 and FC1,600
at the end of years 1 and 2, respectively.

a. A forelgn subsidiary has earnings of F CGOO for' vear 2 Its

¢. A $260 translation adjustment (81,200 + $660 — $1,600) is
charged to the cumulative translation adjustment account in
shareholders’ equity for vear 2.

d. The U.8S. parent expects that all of the foreign subsidiary’s
unremitted earnings will be remitted in the foreseeable future,
andunder Opinion 23, a deferred U.S. tax liability 18 recognized
for those unremitted earnings.

e. The U.S. parent accrues the deferred tax liability at a 20
percent tax rate (that is, net of foreign tax credits, foreign tax

_. eredit carryforwards, and so forth). An analysis of the net in-

vestment in the foreign subsidiary and the related deferred tax
liability for year 2 is as follows:

b. The foreign currency is the functional currency. For year 2, InveI:fxtnen ¢ D‘ggg‘;ﬂ t’];d)‘
translated amounts are as follows: o -
Balances, beginning of
year $1,200 $240
Foreign Exchange Earnings and related
© “nang taxes 660 132
Currency Rate Dollars gy 5qlation adjustment
Unremitted earnings, and related taxes (260) (52)
beginning of year 1,000 FC1 = §1.20 1,200 Balances, end of year $1.600 $320
Earnings for
the year 600 FC1 = 8110 660 f. For year 2, $132 of deferred taxes are charged against earn-
Unremitted earnings - ings, and $02 of deferred .taxes are crediteq directly to the
end of vear ’ 1.600 FC1 = $1.00 1600 cumulative translation adjustment account in shareholders’

equity.

excluded fromnet income include certain
changes in market values of investments
inmarketable equity securities classified
as noncurrent assets, certain changes in
market values of investments in indus-
tries having specialized accounting prac-
tices for marketable securities, adjust-
ments from recognizing certain
additional pension liabilities, and foreign
currency translation adjustments. Fu-
ture changes to generally accepted ac-
counting principles may change what is
included in this category.

Income taxes

Domestic and foreign federal (national),
state, and local (including franchise)
taxes based on income.

Income taxes currently payable
(refundable)

Refer to Current tax expense or bene-
fit.

Income tax expense (benefit)
The sum of current tax expense (benefit)
and deferred tax expense (benefit).

Nonpublic enterprise .

An enterprise other than one (a) whose
debt or equity securities are traded in a
public market, including those traded on
a stock exchange or in the over-the-
counter market (including securities
quoted only locally or regionally), or (b)
whose financial statements are filed with

I

a regulatory agency in preparation for
the sale of any class of securities.

Public enterprise

An enterprise (a) whose debt or equity
securities are traded in a public market,
including those traded on a stock ex-
change or in the over-the-counter mar-
ket (including securities quoted only lo-
cally or regionally), or (b) whose financial
statements are filed with a regulatory
agency in preparation for the sale of any
class of securities.

Taxable income
The excess of taxable revenues over tax
deductible expenses and exemptions for
the year as defined by the governmental
taxing authority.

Taxable temporary difference
Temporary differences that result in tax-
able amounts in future vears when the
related asset or liability is recovered or
settled, respectively. Also refer to Tem-
porary difference.

Tax consequences
The effects on income taxes—current or
deferred—of an event.

Tax-planning strategy

An action (including elections for tax
purposes) that meets certain criteria
{paragraph 22) and that would be imple-
mented to realize a tax benefit for an op-

erating loss or tax credit carryforward
before it expires. Tax-planning strate-
gles are considered when assessing the
need for and amount of a valuation allow-
ance for deferred tax assets.

Temporary difference

A difference between the tax basis of an
asset or liability and its reported amount
in the financial statements that will
result in taxable or deductible amounts
in future vears when the reported
amount of the asset or liability is recov-
ered or settled, respectively. Paragraph
11 cites 8 examples of temporary differ-
ences. Some temporary differences can-
not be identified with a particular asset
or liability for financial reporting (para-
graph 15), but those temporary differ-
ences (a) result from events that have
been recognized in the financial state-
ments and (b) will result in taxable or de-
ductible amounts in future years based
on provisions of the taxlaw. Some events
recognized in financial statements do not
have tax consequences. Certain reve-
nues are exempt from taxation and cer-
tain expenses are not deductible. Events
that do not have tax consequences do not
give rige to temporary differences.

Valuation allowance

The portion of a deferred tax asset for
which it is more likely than not that a tax
benefit will not be realized. |

!
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Statement of Financial Accounting
Standards No. 109, Accounting for Income
Taxes, and FASB Interpretation No. 48,
Accounting for Uncertainty in Income Taxes,
require significant disclosures for deferred
tax assets and liabilities. For publiclv-held
companies, adequately documenting the
deferred tax accruals that are reported in the
financial statements is crucial for meeting
auditor and regulatory expectations under
the Sarbanes-Oxlev Act. Even for privately-
held firms that follow GAAP, there are also
increasing expectations that companies will
have in place enhanced internal control
processes and thorough documentation that
support financial statement reporting. This
article will illustrate a worksheet-based model
thal can serve as transparent documentation
for meeting the accounting requirements of
SFAS No. 109.

Statement 109 Accounting Requirements

For balance sheet reporting, SFAS No.
109 requires an enterprise to separate deferred
tax liabilities and assets into a current amount
and a non-current amount as follows:

e The current amount of the deferred tax
assets and liabilities must be netted and
presented as a single amount.

* The non-current amount of the deferred
tax assets and liabilities must also be
netted and presented as a single amount.

In addition, the notes to the financial
statements shall disclose the following
deferred tax components:

* The total of all deferred tax liabilities,

e The total of all deferred tax assets and

* The total valuation allowance (if anv)
recognized for deferred tax assets.

SFAS 109 results in deferred tax asset
and Jiability account balances that represent
the tax effects of temporary differences
between the GAAP basis and the tax basis
of assets and liabilities. The GAAP basis of
an asset or liability is its reported amount in
the financial statements (after adjustment for
any nontaxable amounts). The tax basis of
an asset or liability is a function of the rules
and regulations of the taxing jurisdiction(s).
Temporary difterences that arise between the
book and tax bases of assets and liabilities
result in taxable or deductible amounts
in future years when the related asset is
recovered or liability is settled. SFAS No. 130,
Reporting Comprehensive Income, requires
that components of other comprehensive
income (OCI) also be reported net of related
tax effects. Consequently, these OCl-related
tax effects also impact the amount of deferred
tax assets and liabilities reported in the
balance sheet.

Deferred tax amounts are measured by
using the enacted tax rates that are expected
to apply to taxable income (capital gains,
ordinarv income, etc.) in the periods in which
the deferred tax asset or liability is expected
to be recovered or settled. As enacted tax rates
or laws change, the balances in the deferred
tax asset and liability accounts are adjusted
accordingly. If it is more likely than not that a
portion of the tax benefits will not be realized,
a valuation allowance should be established to
reduce the deferred tax asset. Two worksheets
will be presented in this article to illustrate
the required documentation of the deferred

* tax amounts to be reported in the financial

statements.

Worksheet 1: Tax-basis and Book-basis
Comparison

The starting point for developing the
deferred income tax disclosures is to identify
enterprise assets and liabilities that have a
difference in their tax basis and book basis.
For illustration purposes, the following five
balance sheet accounts will be used;

* Available-for-Sale Securities (current
asset),

* Accounts Receivable (current asset),

* Property, Plant and Equipment
(noncurrent asset),

* Estimated Warranty Liability (current and
noncurrent liability) and

e Postretirement Benefits Other Than
Pensions (noncurrent liability).

These five asset and liability accounts
are assumed to have been combined with any
related contra or adjunct accounts to yield a
net tax basis and a net book basis. To compute
the amount of the deferred tax asset and
deferred tax liability, an average graduated
tax rate of 35 percent was used. The five asset
and liability accounts are listed in column 1 of
Worksheet 1.

Available-for-Sale Securities

In Worksheet 1, the first account is
available-for-sale securities, classified as
a current asset (rows 3, 4 and 5). The $3.3
million net tax basis (row 3} in column 2
1s the historical cost of the securities. In
column 3, the $3 million net book basis of the
securities was measured using the fair value
requirements of SFAS No. 115, Accounting
for Certain Investments in Debt and Equity
Securities. Since the book basis is less than the
tax basis, a $300,000 future deductible amount
has been created and displayed in column 4.
Assuming a 35 percent average graduated
tax rate, this will yield a $105,000 deferred tax
asset (column 6).



RESOURCES AVAILABLE

Get Answers From a
TSCPA Discussion Group

In today’s complicated tax world,
questions may occasionally arise that you
simply don’t have the answer to, and it can
be both frustrating and time consuming
to locate the answer. To save you time and
energy, TSCPA offers an online discussion
group so you can ask vour fellow CPAs
specific questions about federal and state
tax. Qur online discussion groups are a
great way to tap into timely, expert advice
from others in vour field. To join our tax
discussion group, log into the Members
Only section of www.tscpa.cont. You can
also join discussion groups for personal
financial planning and technology. ®

NEWS THE NEW WAY

TAX PODCAST AVAILABLE

Receive up-to-date news on
the latest federal tax legislation,
court cases and other federal tax
developments through the TSCPA
weekly podcast. This update provides
expert analysis and insight and is
available for listening at your desk or
by downloading to your MP3 player.
Visit www.tscpa.com to access your
free tax update podcast today. For more
information, contact Sarah Schulz at
sschulz@tscpa.com or 615/377-3825. &

Market Your Firm
for Free!

The Tennessee Societv of CPAs’
online Find a CPA firm directory
allows visitors to search for a CPA by
a specialized area of expertise and/or
their preferred city. This is a great, FREE
way to market vour firm in preparation
for tax season. A listing in the Find
a CPA directory is a free service for
TSCPA members, but it is not a complete
directory of members — you must choose
to add vour firm to the database. If vour
firm is not in our directory, or if vou
would like to make updates to your firm’s
existing entry, login to the Members Only
section of our Web site at wiww.tscpa.com/
MeniberNet/FAC.aspx. Plus, for a small
fee, vou can add some enhancements to
make vour listing really stand out. Add
a Web site link and/or e-mail address for
a one time fee of $25 per listing. You can
also add vour fogo for just $23 per listing.
Don’t miss out on this opportunity to
market vour firm. Visit www.tscpa.com/
MemberNet/FAC.aspx today! B
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TSCPA Dives Into Tax Season to

Promate the Profession

As another tax season gets
underway, TSCPA will be stepping
up media efforts throughout the state |
by forming media partnerships with l
television stations, radio stations |
and newspapers to provide tax hot
lines, Q&A columns and timely press
releases in all of the major media |
markets throughout the season.
However, in order for our tax season
efforts to be successful, we will need
your help by participating in the
tax hot lines and writing the Q&A
columns for local newspapers. We
know this is an extremely busy time
for all of our tax CPAs, but it's also ,
one of the best opportunities all yea :
for promoting all the profession can‘
offer to the public. If you are interested |
in volunteering, or if you have any
questions, please contact the TSCPA
Communications Department at
1-800/762-0272. |
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AICPA Tax Resources
Now Available

Members now have access to the AICPA’s tax season resources, which
include a free brochure, speech and PowerPoint presentation, designed to help
clients during tax season. You can use these resources, available in the CPA
Marketing Tool Kit, to promote vour practice and/or services and increase vour
visibility in the community. Topics covered in the tax resources include:

* Retirement Plans
e Charitable giving

e “Kiddie Tax”

To access these resources, visit wiieaicpa.org/cpamarketing. ®

For more in depth information on these topics and much more, visit our online Tax Resource Ce
at www.tscpa.com/publicinfo/taxinformation.aspx.
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-~ Worksheet 1

the tax basis is zero (column 2). The

Future Deferred s ) i
Tax Basis Book Basis | Deductible | Tax | Tax Asset $7 million book basis (column 3) was
Assetand Liability Accounts | 45397 12/31/07 | (Taxable) | Rate | (Liability) | accrued using the guidance of SFAS
Amount 12/31/07 No. 106, Emplovers” Accounting for
Postretirement Benefits Other Than
! ent Assets Pensions. Since the book basis of the
rAvailable»for—Sale Securities $3,300,000 3,300,000 liability exceeds the tax basis, a $7
. a million future deductible amount
Fair Value Adjustment $0 ($300,000) has been created {column 4), yielding
Securities at Fair Value (Net) $3300,000 | S3000.000 | $300.000 | 3% | $105000 | deferred tax asset of $7.45 million

Accounts Receivable

$9,000,000

$9,000,000

(column 6).

Less: Allowance for Doubtful 50
Accounts

($200,000)

Worksheet 2: Deferred Tax

Accounts Receivable (Net)

$9,000,000

$8,800,000

$200,000 35% $70,000

Accounts

Noncurrent Assets

Column 6 of Worksheet 1 lists

the six deferred tax asset or liability

(Net)

Property, Plant, and Equipment $120.000,000 | $120,000,000 account balances that were created as
31 2007 2o qiv deferre
Less: Accumulated Depreciation | $35,000,000 | ($30,000,000) of Dec. 31, 2007. These six deferred
: tax account balances must now be
Property, Plant, and Equipment $65,000,000 | $90,000,000 | ($25,000,000) | 35% | ($8,750,000) | appropriately classified, combined

Current Liabilities

and netted in order to satisfy the
disclosure and financial statement

Than Pensions

Estimated Warranty Liability 30 $1,000,000 $1,000,000 35% $350,000 presentation requirements of SEAS
. T No. 109. To document these financial
Noncurrent Liabilities ;
statement disclosures, a deferred tax
i od War r Liabilitv 4 : 5%, .
Estimated Warranty Liability $0 $4,000,000 54,000,000 359 $1,400,000 disclosure model was de\'eloped and
1T ofits 1 Aco At D
Postretirement Benefits Qther 50 $7,000,000 $7,000,000 | 35% | $2.450,000 is presented as Worksheet 2.

The four deferred tax account

Accounts Receivable

The second current asset from
Wamsheet 1 is accounts receivable (rows
6 \d 8). For the amount presented in
column 2 (row 8), it was assumed that
the enterprise used the direct write-
off method when determining the $9
million tax basis of the receivables. The
$8.8 million book basis (column 3) is the
net realizable value computed using the
allowance method. Because the book
basis is less than the tax basis, this results
in a $200,000 future deductible amount
(column 4) and a deferred tax asset of
570,000 (column 6).

Property, Plant and Equipment

The third account is a non-current
asset — property, plant and equipment
(rows 10, 11 and 12). The $65 million
net tax basis (column 2 of row 12) was
computed using the Modified Accelerated
Cost Recovery Svstem (MACRS) and
the $90 million net book basis of the
equipment (column 3) was computed
using straight-line depreciation. Since the
book basis exceeds the tax basis, a $25
million future taxable amount (column 4)
has been created which yiclds a deferred
tax liability of $8.75 million as reported in
cglamn 6.

Estimated Warranty Liability

The estimated warranty liability
account has a portion that is classified
as a current liability (row 14) and the
remainder is classified as a non-current
liability (row 16). The tax basis for both
the current and non-current portions
of the estimated warranty liability is
assumed to be zero (column 2) based
on non-accrual of warranty obligations
under tax regulations. For tax purposes,
only current period actual warranty
expenditures are deductible. The book
basis in both cases was measured using
the accrual basis of accounting. Since
the $1million book basis of the current
liability portion {row 14, column 3)
exceeds the tax basis of zero, a §1 million
future deductible amount has been
created (column 4), generating a deferred
tax asset of $350,000 (column 6). Likewise,
the $4 million book basis of the non-
current liability portion (row 16, column
3) vielded a $4 million future deductible
amount (column 4), resulting in a deferred
tax asset of $1.4 million (column 6).

Postretirement Benefits Other Than
Pensions

The final account (row 17) listed
in Worksheet 1 is a non-current liability,
postretirement benefits other than
pensions (OPEB). Tax regulations do not
permit accrual of OPEB costs but require
that deductions be based only on actual
funding during the period. Therefore,

categories specified by SFAS No. 109
and their location in Worksheet 2 are:
e Current Deferred Tax Assets, Row 2
® Deferred Tax Liabilities, Row 7
e Non-Current Deferred Tax Assets,
Row 12
e Non-Current Deferred Tax Liabilities,
Row 17
These four categories are displaved
in column 1 of Worksheet 2. Column 2
of Worksheet 2 contains the deferred tax
account balances at Dec. 31, 2007 that were
transferred from column 6 of Worksheet 1.
When transferring the deferred tax
account ending balances from Worksheet
1 {(column 6) to Worksheet 2 (column 2),
a two-step process must take place. First,
if the dollar amount is not in parentheses,
it is categorized as a deferred tax asset
account. On the other hand, if there are
parentheses around the dollar amount,
it will be categorized as a deferred tax
liability account. Second, for each deferred
tax asset and liability listed in column F
of Worksheet 1, the classification of the
balance sheet account in column 1 must be
noted. If the account was a current asset
or liability, then the resulting deferred
tax account will be classified as current.
Alternatively, if the account was a non-
current asset or liability, the deferved tax
account will likewise be classified as mon-
current. Column 3 of Worksheet 2 contains
the assumed deferred tax account balances
at Dec. 31, 2006 that were carried forward
from last year’s worksheet.

contimued on page 22
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Worksheet 2

Tax Accrual Journal
Entry

Based on the
documentation developed

in the worksheets, the

data needed for preparing
the tax accrual journal
entry can be readily

found in columns 4, 5 and
6 of Worksheet 2. This
worksheet provides the
detailed documentation to
support the preparation

of the tax accrual journal
entry that is needed

for financial reporting
disclosure of deferred taxes
and related elements of
comprehensive income.
Column 4 represents the
change in the deferred

tax accounts which is
determined by subtracting
column 3 from column B.
If the amount in column

4 is not in parentheses, it
will result in a debit to a
deferred tax account and

a corresponding credit to
either Income Tax Expense
- Deferred (column 5) or
Other Comprehensive
Income (column 6). On the
other hand, if the amount in
column D is in parentheses,
it will result in a credit to

a deferred tax account and
a corresponding debit to
either Income Tax Expense

— Deferred (column 5) or

' bit bit i L
Deferred Deferred Debi .or De 1 or Debit or
(Credit) (Credit) to .
Tax Account | Tax Account Change in Income Tax (Credit) to
Deferred Tax Accounts Balances at | Balances at lans 1 Other Compre-
12/31/07 123106 | Deferred Tax | Expense )y cive Incgme
! =y Accounts Deferred ‘
Current Deferred Tax Assets
Securities at Fair Value (Net) $105,000 $0 $105,000 ($105,000)
Accounts Receivable (Net) $70,000 $65,000 $5,000 (%$5,000)
Estimated Warranty Liability $350,000 $310,000 $40,000 ($40,000)
Total Current Deferred Tax $525,000 $375,000
Assets
Current Deferred Tax Liabilities ) o e
Securities at Fair Value (Net} $0 ($37,000) %$37,000 ($37,000)
Total. (.Z\.lrrent Deferred Tax $0 ($37,000)
Liabilities
Net C‘u.rr‘ent Deferred Tax Assets $525,000 $338,000
(Liabilities)
Noncurrent Deferred Tax Assets
Estimated Warranty Liability $1,400,000 $1,220,000 $180,000 ($180,000)
Postretirement Benefits Other $2,450,000 | 52,880,000 | ($430,000) | $430,000
Than Pensions
Less: Valuation Allowance ($750,000) ($800,000) $50,000 ($50,000)
Total Noncurrent Deferred Tax $3,100,000 $3,300,000
Assets
Noncurrent Deferred Tax Liabilities
gi}c;%erty, Plant, and Equipment ($8,750,000) ($7,350,000) (51,400,000) $1,400,000
J T:
"{ci):;lill?t(i);current Deferred Tax (88.750,000) | (57,350,000)
Net Noncurrent Deferred Tax _ _ ._
Assets (Liabilities) (85650,000) | (54,050,000
Total Deferred Tax Assets $3,625,000 $3,675,000
Total Deferred Tax Liabilities ($8,750,000) | ($7,387,000)
Total N f Tax Asset:
[l et Deferred Tax Assets ($5125000) | ($3712,000) | ($1,413,000) | $1,555000 |  (5142,000)

Other Comprehensive
Income (column 6). Row 24 of Worksheet
2 displays the aggregate amounts that will
be used in the tax accrual journal entry
and would appear as follows:
* Income Tax Expense - Deferred
(column 5) $1,555,000
¢ Deferred Tax Liability (column 4)
$1,413,000
e Other Comprehensive Income
(column 5) $142,000

The presentation in Worksheet 2 is
generalizable to a variety of accounting
information system designs. Consequently,
for those accountants that prefer not
to prepare one aggregate journal entry,
appropriate deferred tax journal entries
can be generated that correspond to any
level of detail that is found in the general
ledger chart of accounts.

The choice between debiting or
crediting Income Tax Expense — Deferred
or Other Comprehensive Income
depends on the guidance contained in
FASE statements and other authoritative

22

literature comprising generally accepted
accounting principles. For the examples
presented in this article, it was presumed
that any uncertain tax positions have met
the “more likely than not” recognition
criteria specified by FASB Interpretation
No. 48 and will be sustained upon
examination.

Summary

SFAS No. 109 requires significant
disclosures in the financial statements
related to the reporting of deferred income
taxes. This article illustrated a worksheet
model that can serve as detailed
documentation to support transparent
disclosure of deferred tax assets and
liabilities. In addition, the data developed
in the worksheets easily facilitates the
preparation of the tax accrual journal
entry.

References
Financial Accounting Standards Board,
“Employers” Accounting for Postretirement

Tennessee CPA Journal | JANUARY/FEBRUARY 2008

Bencfits Other Than Pensions,” Statement
of Financial Accounting Standards No. 106,
December, 1990.

Financial Accounting Standards Board,

" Accounting for Income Tnxes,” Statement
of Financial Accounting Standards No. 109,
February, 1992,

Financial Accounting Standards Board,
“Accounting for Certain Investments in Debt
and Equity Securities,” Statement of Financial
Accounting Standards No. 115, May, 1993.

Financial Accounting Standards Board, “Reporting
Comprehensive Income,”

Statement of Financial Accounting Standards No.
130, June, 1997.

Financial Accounting Standards Board,
“Accounting for Uncertainty in Income Taxes,
An Interpretation of FASB Statement No. 109,”
FASE Interpretation No. 48, June 2006. B

About the Authors:

Joyce S. Allen. MBA, CPA is an associate prafessor
at Xavier University. She can be reached at allergss
xavieredu. John J. Surdick, Ph.D., CPAisa .
professor at Xavier University. He can be reachea™w
surdick@xavier.edu.




Statement of |

Financial Accounting
Standards No. 71

FAS71 Status Page
FAS71 Summary

Accounting for the Effects
of Certain Types of Regulation

December 1982

Financial Accounting Standards Board
of the Financial Accounting Foundation
401 MERRITT 7, P.O. BOX 5116, NORWALK, CONNECTICUT 06856-5116




Copyright © 1982 by Financial Accounting Standards Board. All rights reserved. No
part of this publication may be reproduced, stored in a retrieval system, or transmitted, in
any form or by any means, electronic, mechanical, photocopying, recording, or
otherwise, without the prior written permission of the Financial Accounting Standards
Board.



Statement of Financial Accounting Standards No. 71

Accounting for the Effects of Certain Types of Regulation

December 1982
CONTENTS
Paragraph
Numbers
TIETOAUCEOIL oottt ettt eeeeemneete s reeesve et eas e meemaeeessean e sen b e sreenresraaeess st e b b anberh e anees 1-4
Standards of Financial Accounting and Reporting:
SCODE ittt ettt e et b s e n e 5-8
General Standards of Accounting for the Effects ’
OFf REGUIAMION 1.1ttt e s e e e 9-3
Specific Standards Derived from the General
SHANAATAS 1. ccvreee e et et bae b r b er e erbae s e b eneaeannes 14-17
Allowance for Funds Used during Constriction......ccoevvevvecieiivecceeeoveeceneeeeann, 15
Intercompany Profit. ...t 16-17
Other Specific StanAards ......cocveviiiiiinne e 18-20
Accounting for Income TaXES ......co.ovieervee e e 18
Other DiISClOSUTIE .. ..viieireeeeiiiesertee sttt n s e ene e 19-20
Amendments to EXisting PIONOUNCEIMENTS ..........cooevieieeeiieieereiies et 21
Effective Date and TTanSItiom. ....cececeeeriieeeieieereee e e 22-24
Appendix A: Amendments to Existing Pronouncements....c.ccoovueeervevieeeeeceecencn. 25-26
Appendix B: Application of General Standards to Specific Situations .................. 27-49
Appendix C: Basis for Conclusions ............coceeveevmiiiieieeicenierce e 50-120
Appendix D: Background Information. ... 121-124



~ FAS 71: Accounting for the Effects of Certain Types of--
Regulation

FAS 71 Summary

This Statement provides guidance in preparing general purpose financial statements for
most public utilities. Certain other companies with regulated operations that meet specified
criteria are also covered.

In general, the type of regulation covered by this Statement permits rates (prices) to be
set at levels intended to recover the estimated costs of providing regulated services or products,
including the cost of capital (interest costs and a provision for earmings on shareholders’
investments).

For a number of reasons, revenues intended to cover some costs are provided either
before or after the costs are incurred. If regulation provides assurance that incurred costs will be
recovered in the future, this Statement requires companies to capitalize those costs. If current
recovery is provided for costs that are expected to be incurred in the future, this Statement
requires compames to recogmze those current receipts as habilities.

This Statement also requires recognition, as costs of assets and increases in net income,
of two types of allowable costs that include amounts not usually accepted as costs in the present
accounting framework for nonregulated enterprises, as follows:

* Ifrates are based on allowable costs that include an allowance for the cost of funds used
during construction (consisting of an equity component and a debt component), the
company should capitalize and increase net income by the amount used for rate-making
purposes—instead of capitalizing interest in accordance with FASB Statement No. 34,
Capitalization of Interest Cost.

* If rates are based on allowable costs that include reasonable intercompany profits, the
company should not eliminate those intercompany profits in its financial statements.

Pending completion of the Board's current project on accounting for income taxes, this
Statement continues current practices of most utilities with respect to accounting for deferred
income taxes. Accordingly, if the current income tax benefits (or costs) of timing differences are
passed through to customers in current prices and it is probable that any resulting income taxes

Copyright © 1982, Financial Accounting Standards Board No: for recistribution
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payable in future years will be recovered through future rates, the company should not record
deferred income taxes resulting from those timing differences. However, the company should
disclose the cumulative net amounts of timing differences for which deferred taxes have not been
recorded.

This Statement may require that a cost be accounted for in a different manner from that
required by another authoritative pronouncement. In that case, this Statement is to be followed .
because it reflects the economic effects of the rate-making process—effects not considered in
other authoritative pronouncements.  All other provisions of that other authoritative
pronouncement apply to the regulated enterprise.

This Statement clarifies the application of certain other authoritative pronouncements,
which is expected to result in at least two changes in general-purpose financial statements of
certain public utilities. First, expected refunds of revenue collected in prior years will be
charged to income in the period in which those refunds are first recognized. Second, leases will
be classified (as capital or operating leases) in accordance with FASB Statement No. 13,
Accounting for Leases, as amended. Because Statement 13 has not been applied by some
utilities in the past, this Statement provides a four-year transition period before retroactive
application of lease capitalization is required, Statement 13 provided a similar transition period

for unregulated enterprises.

INTRODUCTION

1. Regulation of an enterprise’s prices (hereinafter referred to as rafes) is sometimes based on
the enterprise's costs. Regulators use a variety of mechanisms to estimate a regulated enterprise's
allowable costs,1 and they allow the enterprise to charge rates that are intended to produce
revenue approximately equal to those allowable costs. Specific costs that are allowable for
rate-making purposes result in revenue approximately equal to the costs.

2. Inmost cases, adllowable costs are used as a means of estimating costs of the period during
which the rates will be in effect, and there is no intent to permit recovery of specific prior costs.
The process is a way of setting prices—the results of the process are reported in general-purpose
financial statements in accordance with the same accounting principles that are used by
unregulated enterprises.

3. Regulators sometimes include costs in allowable costs in a period other than the period in
which the costs would be charged to expense by an unregulated enterprise. That procedure can
create assets (future cash inflows that will result from the rate-malang process), reduce assets
(reductions of future cash inflows that will result from the rate-making process), or create
hiabilities (future cash outflows that will result from the rate-making process) for the regulated
enterprse. For general-purpose financial reporting, an incurred cost for which a regulator
permits recovery in a future period is accounted for like an incurred cost that 1s reimbursable
under a cost-reimbursement-type contract.

Copyright © 1982, Financial Accounting Standards Board Notfor redistribution
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4. Accounting requirements that are not directly related to the economi‘c effects of rajte actions
may be imposed on regulated businesses by orders of regulatory authorities and occasionally by
court decisions or statutes. This does not necessarily mean that those accounting requirements
conform with generally accepted accounting principles. For example, a regulatory authority may

_order 2n enterprise to capitalize 2 and amortize a cost that would be charged to .income, cmrenﬂ;z
by an unregulated enterprise. Unless capitalization of that cost is appropriate  under this
Statement, generally accepted accounting principles require the regulated enterprise to charge
the cost to income currently.

STANDARDS OF FINANCIAL ACCOUNTING AND REPORTING

Scope

5. This Statement applies to general-purpose external financial statements of an enterprise
that has regulated operations that meet all of the following criteria:

a. The enterprise's rates for regulated services or products provided to its customers are
established by or are subject to approval by an independent, third-party regulator or by its
own governing board empowered by statute or contract to establish rates that bind
customers.?

b. The regulated rates are designed to recover the specific enterprise's costs of providing the
regulated services or products.

c. Inview of the demand for the regnlated services or products and the level of competition,
direct and indirect, it is reasonable to assume that rates set at levels that will recover the
enterprise's costs can be charged to and collected from customers. This criterion requires
consideration of anticipated changes in levels of demand or competition during the recovery
period for any capitalized costs.

6. Ifsome of an enterprise's operations are regulated and meet the criteria of paragraph 3, this
Statement shall be applied to only that portion of the enterprise’s operations.

—

7.  Authontative accounting pronouncements that apply to enterprises in general also apply to
regulated enterprises. However, enterprises subject to this Statement shall apply it instead of any
conflicting provisions of standards in other authoritative pronouncements.4

8.  This Statement does not apply to accounting for price controls that are imposed by
governmental action in times of emergency, high mflation, or other unusual conditions. Nor
does it cover accounting for contracts in general. However, if the terms of a contract between an
enterprise and its customer are subject to regulation and the critena of paragraph 5 are met with
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respect to that contract, this Statement shall apply.

General Standards of Accounting for the Effects of Regulation

9. Rate actions of 2 regulator can provide reasonable assurance of the existence of an asset An

enterprise shall capitalize all or part of an incurred cost S that would otherwise be charged to v =

expense if both of the following criteria are met.

a. Itis probable 6 that future revenue in an amount at least equal to the capitalized cost will
result from inclusion of that cost in allowable costs for rate-making purposes.

b. Based on available evidence, the future revenue will be provided to permit recovery of the
previously incurred cost rather than to provide for expected levels of similar future costs. If
the revenue will be provided through an automatic rate-adjustment clause, this criterion
requires that the regulator's intent clearly be to permit recovery of the previously incurred
cost.

10. Rate actions of a regulator can reduce or eliminate the value of an asset. If a regulator
excludes all or part of a cost from allowable costs and it is not probable that the cost will be
included as an allowable cost in a future period, the cost cannot be expected to result in future
revenue through the rate-making process. Accordingly, the carrying amount of any related asset
shall be reduced to the extent that the asset has been impaired. Whether the asset has been
impaired shall be judged the same as for enterprises in general.

11.  Rate actions of a regulator can impose a liability on a regulated enterprise. Such liabilities
are usually obligations to the enterprise’s customers. The following are the usnal ways in which
liabilities can be imposed and the resulting accounting:

a. A regulator may require refunds to customers.” Refunds that meet the criteria of paragraph 8
(accrual of loss contingencies) of FASB Statement No. 5, Accounting for Contingencies,
shall be recorded as liabilities and as reductions of revenue or as expenses of the regulated
enterprise.

b. A regulator can provide current rates intended to recover costs that are expected to be
mncurred in the future with the understanding that if those costs are not incurred future rates
will be reduced by corresponding amounts. If current rates are intended to recover such
costs and the regulator requires the enterprise to remain accountable for any amounts
charged pursuant to such rates and not yet expended for the intended purpose8 the
enterprise shall not recognize as revenues amounts charged pursuant to such rates. Those
amounts shall be recognized as liabilities and taken to income only when the associated
costs are incurred.

¢. A regulator can require that a gain or other reduction of net allowable costs be given to
customers over future periods. That would be accomplished, for rate-making purposes, by
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amortizing the gain or other reduction of net allowable costs over those future periods and
reducing rates to reduce revenues in approximately the amount of the amortization. If a gain
or other reduction of net allowable costs is to be amortized over future periods for
rate-making purposes, the regulated enterprise shall not recognize that gain or other
reduction of net allowable costs in income of the current period. Instead, it shall record it as

_ aliability for future reductions of charges to customers thatare expected toresult.

12.  Actions of a regulator can eliminate a liability only if the liability was imposed by actions
of the regulator.

13.  Appendix B illustrates the application of the general standards of accounting for the
effects of regulation.

Specific Standards Derived from the General Standards

14. The following specific standards are derived from the general standards in paragraphs 9-12.
The specific standards shall not be used as guidance for other applications of those general
standards.

Allowance for Funds Used during Construction

15. In some cases, a regulator requires an enterprise subject to its authority to capitalize, as part
of the cost of plant and equipment, the cost of financing construction as financed partially by
borrowings and partially by equity. A computed interest cost and a designated cost of equity
funds are capitalized, and net income for the current period is increased by a corresponding
amount. After the construction is completed, the resulting capitalized cost is the basis for
depreciation and unrecovered investment for rate-making purposes. In such cases, the amounts
capitalized for rate-making purposes as part of the cost of acquiring the assets shall be
capitalized for financial reporting purposes instead of the amount of interest that would be
capitalized in accordance with FASB Statement No. 34, Capitalization of Interest Cost.? The
income statement shall include an 1tem of other income, a reduction of interest expense, or both,
in a manner that indicates the basis for the amount capitalized.

Intercompany Profit 19

16.  Profit on sales to regulated affiliates shall not be eliminated in general-purpose financial
statements ! if both of the following criteria are met:

a. The sales price 1s reasonable.
b. Itis probable that, through the rate-making process, future revenue approximately equal to
the sales price will result from the regulated affiliate’s use of the products.

17. The sales price usually shall be considered reasonable if the price is accepted or not
challenged by the regulator that governs the regulated affiliate. Otherwise, reasonableness shall
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be considered in light of the circumstances. For example, reasonableness might be judged by the
return on investment earned by the manufacturing or construction operations or by 2 comparison
of the transfer prices with prices available from other sources.

Other Specific Standards

Accounting for Income Taxes

18. Items of revenue and expense are sometimes taxable or deductible in periods other than
the periods in which those items are recognized for financial reporting purposes. In some cases,

a regulator does not include the income tax effect of certain transactions in allowable costs in the
period in which the transactions are reported but includes income taxes related to those
transactions in allowable costs in the period in which the taxes become payable. In such cases, if
it is probable that income taxes payable in future years because of net reversal of timing
differences will be recovered through rates based on taxes payable at that time, the enterprise
shall record neither the deferred income taxes 12 that result from those timing differences nor the
related asset (the probable future benefits that will result from payment of the taxes). However,
the enterprise shall disclose the cumulative net amount of income tax timing differences for
which deferred income taxes have not been provided. That disclosure supplements the
requirements of paragraph 63 of Opinion 11 for disclosure of operating loss carryforwards,
significant amounts of other unused deductions or credits, and reasons for significant variations
in the customary relationships between income tax expense and pretax accounting income.
Except as provided in this paragraph, regulated enterprises shall apply the requirements of
Opinion 11.

Other Disclosure

19.  For refunds that are recogmzed m a period other than the period in which the related
revenue was recognized and that have a material effect on net income, the enterprise shall
disclose the effect on net income and indicate the years in which the related revenue was
recognized. Such effect may be disclosed by including it, net of related income taxes, as a line
item in the income statement. However, that item shall not be presented as an extraordinary
item.

20. In some cases, a regulator may permit an enterprise to include a cost that would be
charged to expense by an unregulated enterprise as an allowable cost over a period of time by
amortizing that cost for rate~making purposes, but the regulator does not include the unrecovered
amount in the rate base. That procedure does not provide a return on investment during the
recovery period. If recovery of such major costs is provided without a return on investment
during the recovery period, the enterprise shall disclose the remaining amounts of such assets
and the remaining recovery period applicable to them.
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Amendments to Existing Pronouncements

21. Appendix A lists the amendments to existing pronouncements that result from this
Statement.

Effective Date and Transition
79 This Statement shall be effective for fiscal years beginning after December 135, 1983.

Earlier application is encouraged. Accounting changes adopted to conform to the provisions of
this Statement shall be applied retroactively, except that:

a. Previously issued financial statements shall not be restated for changes in accountng for
refunds.

b. Leases for which the inception 13 is after December 31, 1982 shall be classified in
accordance with FASB Statement No. 13, Accounting for Leases, in financial statements
commencing with initial application of this Statement. Leases for which the inception of the
lease is before January 1, 1983 may be classified as they would have been classified before
this Statement was issued until fiscal years beginning after December 15, 1986.
Commencing no later than the first fiscal year beginning after December 15, 1986, those
leases shall be retroactively classified in accordance with Statement 13 as amended.

23. If leases are not retroactively classified in accordance with Statement 13 in financial
statements for fiscal years beginning after December 15, 1983 and before December 15, 1986 as
permitted by paragraph 22(b), lessees shall disclose the amounts of addifional capitalized leased
assets and lease obligations that would be included in each balance sheet presented if Statement
13 had been applied retroactively.

24, In the year that this Statement 1s first applied, the financial statements shall disclose the
nature of any restatement and its effect on income before extraordinary items, net income, and
related per-share amounts 14 for each year restated. If retroactive restatement of all years
presented is not practicable, the financial statements shall be restated for as many consecutive
years as is practicable, and the cumulative effect of applying this Statement shall be included in
determining net income of the earliest year restated (not necessarily the earliest year presented).
If it is not practicable to restate any prior year, the cumulative effect shall be included in net
income in the year in which this Statement is first applied. (See paragraph 20 of APB Opinion
No. 20, Accounting Changes.) The effect on income before extraordinary items, net income,
and related per-share amounts 15 of applying this Statement in a year in which the cumulative
effect is included in determining that year's net income shall be disclosed for that year.

The provisions of this Statement need
nof be applied to immaterial items.
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This Statement was adopted by the affirmative votes of four members of the F inancial
Accounting Standards Board. Messrs. Block, Kirk, and Sprouse dissented.

Mr. Block dissents to the issuance of this Statement. He believes that the regulatory

environment as it exists today does not provide the necessary assurance of realization of future

‘revenues to justify the standards in this Statement.

In his opinion, the creation of an asset by a regulator requires, at a minimum, an
exclusive franchise to deliver goods and services for which demand is insensitive to price. This
means that the goods and services must be necessities and that no alternative goods and services
exist as competiion. Further, the creation of long-lived assets requires assurance that the
regulatory environment will remain unchanged for long periods. The nature of assets created by
a regulator (future amounts receivable from customers) would appear to require assurance that
the customers will exist, the goods and services will be delivered to customers, and the
customers will pay the decreed rates. Mr. Block does not believe that rate regulators can provide
such assurances in the industries to which this Statement is likely to be applied. Because of
those beliefs, Mr. Block concludes that the rate-making process should have no bearing on
principles for cost capitalization and loss recognition. Those principles should be the same for
rate-regulated enterprises as they are for unregulated enterprises.

Mr. Block further believes that the assets created by regulation under this Statement are
merely fitture accounts receivable for future sales. While he is opposed to recognizing such
receivables, he notes that APR Opinion No. 21, Inferest on Receivables and Payables, requires
discounting of long-term receivables on which there is no stated interest rate or the stated rate is
unreasonable. Thus, in his view, if such receivables are to be recognized, discounting at market
rates of return should be required.

Mr. Kirk dissents to the issuance of this Statement because he believes the immediate
increases in income resulting from the capitalization of costs imputed for equity funds used
dunng construction (paragraph 15) and intercompany profit (paragraphs 16 and 17) are not valid
reflections of the economics of rate regulation or in accordance with other generally accepted
accounting principles. Unlike other allowable costs, imputed costs have not been incurred. In
Mr. Kirk’s opinion, even if capitalization is deemed appropriate for financial reporting purposes,
income should not be recognized. The income related to allowable but imputed costs should be
recognized when the rates covering the costs are charged to customers, not before.

Mr. Sprouse dissents primarily because he does not agree with the thrust of paragraph 11
related to liabilities. He agrees that a regulator can impose a liability on a regulated enterprise
by requiring the enterprise to make refunds to its customers (paragraph 11(a)). In his opinion,
however, "refunds" involve reductions in existing assets—either cash settlements or lump-sum
deductions from the amounts due from customers. Reductions in future rates do not "refund"
anvthing and, therefore, do not create a liability. Indeed, reductions in future rates do not
obligate a regulated enterprise to transfer assets or use them in any way that would not be
required in the absence of those reductions. Of course, a sufficiently severe reduction in future
rates might trigger the need to recognize impairment of assets.

In Mr. Sprouse's view, paragraph 11{b) tends to confuse the use of a formula that a
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regulator might properly use to set reasonably stable rates with real, often sporadic, economic
events, the effects of which should be recognized in financial statements if and when they have
actually occurred. In setting rates, a regulator may include a "provision for noninsurance”
among the allowable costs, but that does not create a present obligation to repair unusual storm
damage that has not yet occurred (paragraphs 11(b), 38, and 39). If over a period of time the

_amounts of uninsured losses are sufficiently less than the "provisions for noninsurance” included .

in allowable costs, the regulator may reduce or eliminate future allowed provisions and reduce
rates accordingly. As explained in the previous paragraph, however, possible future rate
reductions do not create a liability. The possibility that sometime in the future the regulator
might require cash refunds to customers to reduce or eliminate the cumulative "provision for
noninsurance” is too remote to be recognized as a liability.

Similarly, in a formula designed to maintain reasonably stable rates, a regulatory agency
may wish to spread a gain on early extinguishment of debt over some arbitrary period, but that
does not create a present obligation for the regulated enterprise to transfer assets or to use them
in any way that would not be required in the absence of such a gain (paragraphs 11(c) and
35-37).

Mr. Sprouse does agree that, to the extent that there is adequate evidence that the rates set
by a regulator will cause a specific cost or other amount to be recovered through future
incremental revenues, the regulated enterprise has an asset or asset enhancement (a
quasi-receivable) that is properly measured by that incurred cost or other amount. Accordingly,
he agrees that those circumstances may call for capitalizing (2) unusual storm losses, property
abandonments, plant conversions, and similar costs that have occurred (paragraph 9), (b) an
imputed cost of equity funds (paragraph 13); and (c) intercompany profits included in transfer
prices to affiliates (paragraphs 16 and 17).

Messrs. Kirk and Sprouse also dissent because they believe the amendment to APR
Opinion 30 in paragraph 19 of this Statement that suggests that refunds be reported in income net
of taxes but not as extraordinary items is unrelated to the economics of rate regulation and
therefore inappropriate. They see no reason why a potentially recurring charge to income shouid
be singled out from all other recurring or even unusual items for this special treatment.

Members of the Financial Accounting Standards Board:

Donald I. Kirk, Chairmarn
Frank E. Block

John W. March

Robert A. Morgan

David Mosso

Robert T. Sprouse

Ralph E. Walters
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Appendix A: AMENDMENTS TO EXISTING PRONOUNCEMENTS

25. This Statement supersedes the Addendum, Accounting Principles for Regulated
 Industries, to APB Opindon 2.7 777777 77T s e

26.  Paragraph 7 provides for this Statement to be applied by enterprises that are subject to it
mstead of conflicting provisions of other authoritative pronouncements. The Board sees no need
for references to this Statement in either existing pronouncements or future authoritative
pronouncements. That conclusion requires the following amendments to existing

pronouncements:

a.  ARB No. 44 (Revised), Declining-Balance Depreciation, as amended by APB Opinion No.

6, Status of Accounting Research Bulletins. Delete paragraphs 8 and 9.

ARB 51. Delete the last sentence of paragraph 6.

APB Opinion No. 1, New Depreciation Guidelines and Rules. Delete paragraph 7.

APB Opinion No. 2, Accounting for the "Investment Credit,” Delete paragraph 17.

APB Opinion 11. In the second sentence of paragraph 6, delete the words "(a) to regulated

industries in those circumstances where the standards described in the Addendum (which

remains in effect) to APB Opindon No. 2 are met and (b)."

APB Opinion No. 16, Business Combinations. Delete paragraph 6.

APB Opinion No. 17, Intangible Assets. Delete paragraph 7.

APB Opmion 20. Delete the last two sentences of paragraph 3.

APB Opinion No. 23, Accounting for Income Taxes—Special Areas. Delete paragraph 4.

APB Opinion No. 24, Accounting for Income Taxes. Delete paragraph 3.

APB Opimion No. 26, Early Extinguishment of Debt. Delete the last sentence of paragraph

2.

1. APB Opinion No. 29, Accounting for Nonmonetary Transactions. In the first sentence
following subparagraph 4(d), delete the words "applies to regulated companies in
accordance with the Addendum to APB Opinion No. 2, Accounting for the Investment
Credit, 1962 and 1t."

m. FASB Statement No. 2, Accownting for Research and Development Costs. Delete paragraph
14.

n. FASB Statement No. 4, Reporting Gains and Losses from Extinguishment of Debt Delete
paragraph 7.

0. FASB Statement 5. Delete paragraph 13.

p. FASB Statement No. 7, Accounting and Reporting by Development Stage Enterprises.
Delete the second sentence of paragraph 5.

q. FASB Statement 13. Delete paragraph 3.

r. FASB Statement No. 15, Accounting by Debtors and Creditors Jor Troubled Debt
Restructurings. Delete paragraph 9.

® o o

TR T 0e e
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aa.

bb.

FASB Statement No. 16, Prior Period Adjustments. Delete paragraph 9.

FASB Statement No. 19, Financial Accounting and Reporting by Oil and Gas Producing
Companies. Delete paragraph 9.

FASB Statement No. 22, Changes in the Provisions of Lease Agreements Resulting Jrom
Refundings of Tax-Exempt Debt. Delete paragraph 11.

 FASB Statement 34, Delete paragraph 5. o

FASB Statement No. 43, Accounting for C’ompensatedAbsencev Delete paragraph ?

FASB Statement No. 49, Accounting for Product Financing Arrangements.  Delete
paragraph 7.

FASB Statement No. 51, Financial Reporting by Cable Television Companies. Delete
paragraph 2.

FASB Interpretation No. 18, Accounting for Income Taxes in Interim Periods. Delete
paragraph 4.

FASB Interprctation No. 22, Applicability of Indefinite Reversal Criteria to Timing
Differences. Delete paragraph 8.

FASB Interpretation No. 25, Accounting for an Unused Investment Tax Credit. Delete
paragraph 9.

Appendix B: APPLICATION OF GENERAL STANDARDS TO SPECIFIC
SITUATIONS

27.

This appendix provides guidance for application of this Statement to some specific

situations. The guidance does not address all possible applications of this Statement. All of the
examples assume that the enterprise meets the criteria in paragraph 5 of this Statement, thus,
recovery of any cost 1s probable if that cost is designated for future recovery by the regulator.
The examples also assume that the items addressed are material. The provisions of this
Statement need not be applied to immaterial items.

28.  Specific situations discussed in this appendix are:
Paragraph
Numbers
Intangible assets 29-30
Accounting changes ' 31-32
Recovery of costs without return on investment 33-34
Early extinguishment of debt 35-37
Accounting for contingencies 38-39
Accounting for leases 40-43
Revenue collected subject to refund 4445
Refunds to customers 4647
Accounting for compensated absences 4849
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Intangible Assets

29.  Opinion 17 requires that the cost of au intangible asset acquired after October 30, 1970 be

amortized over the shorter of its estimated useful life or 40 years. That Opinion also requires

““thaf a company continually evaluate the period of amortization to determine whether later events
and circumstances warrant a revised estimate of the useful life and whether the unamortized cost
should be reduced significantly by a charge to income. For rate-making purposes, a regulator
may permit an enterprise to amortize purchased goodwill over a specified period. In other cases,
a regulator may direct an enterprise not to amortize goodwill acquired in 2 business combination
after October 30, 1970 or to write off that goodwill.

30. If the regulator permits the goodwill to be amortized over a specific time period as an
allowable cost for rate-making purposes, the regulator's action provides reasonable assurance of
the existence of an asset (paragraph 9). The goodwill would then be amorfized for financial
reporting purposes over the period during which it will be allowed for rate-making purposes. If
the regulator excludes amortization of goodwill from allowable costs for rate-making purposes,
either by not permitting amortization or by directing the enterprise to write off the goodwill, the
value of the goodwill may be reduced or eliminated (paragraph 10). If there is no indicaion that
the amortization will be allowed in a subsequent period, the goodwill would be amortized for
financial reporting purposes and continually evaluated to determine whether the unamortized
cost should be reduced significantly by a charge to income in accordance with Opinion 17,

Accounting Changes

31.  Opinion 20 defines vanious types of accounting changes and establishes gmidelines for
reporting each type. Other authoritative pronouncements specify the manner of reporting initial
application of those pronouncements.

32. Ifaregulated enterprise changes accounting methods and the change does not affect costs
that are allowable for rate-making purposes, the regulated enterprise would apply the change in
the same manner as would an unregulated enterprise. Capitalization of leases with no income
statement effect (paragraphs 40-43) is an example of that type of change. If a regulated
enterprise changes accounting methods and the change affects allowable costs for rate-making
purposes, the change generally would be implemented in the way that it is implemented for
regulatory purposes. A change in the method of accounting for research and development costs,
either from a policy of capitalization and amortization to one of charging those costs to expense
as incurred or vice versa, is an example of that type of change.
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Recovery of Costs without Return on Investment

33. In some cases, a regulator may approve rates that are intended to recover an incurred cost
over an extended period without a return on the unrecovered cost during the recovery period.

34, Tﬂﬁgié’gulator's action provides reasonable assurance of the existence of an asset (paragraph
9). Accordingly, the regulated enterprise would capitalize the cost and amortize it over the
period during which it will be allowed for rate-making purposes. That cost would not be
recorded at discounted present value. If the amounts are material, the disclosures specified in
paragraph 20 of this Statement would be furnished.

Early Extinguishment of Debt

35.  Opinion 26 requires recognition in income of a gain or loss on an early extinguishment of
debt in the period in which the debt is extinguished. For rate-making purposes, the difference
between the enterprise's net carrying amount of the extinguished debt and the reacquisition price
may be amortized as an adjustment of interest expense over some future period.

36. If the debt is reacquired for an amount in excess of the enterprise's net carrving amount,
the regulator's decision to increase future rates by amortizing the difference for rate-making
purposes provides reasonable assurance of the existence of an asset (paragraph 9). Accordingly,
the regulated enterprise would capitalize the excess cost and amortize it over the period during
which 1t will be allowed for rate-making purposes.

37. If the debt is reacquired for an amount that is less than the enterprise's net carrying
amount, the regulator's decision to reduce future rates by amortizing the difference for
rate-making purposes imposes a lability on the regulated enterprise (paragraph 11(c)).
Accordingly, the enterprise would record the difference as a liability and amortize it over the
period during which permitted rates will be reduced.

Accounting for Contingencies

38,  Statement 5 specifies criteria for recording estimated losses from loss contingencies. A
regulator may direct a regulated enterprise to include an amount for a contingency in allowable
costs for rate-making purposes even though the amount does not meet the criteria of Statement 5
for recording. For example, a regulator may direct a regulated enterprise to include an amount
for repairs of expected future uminsured storm damage.

39.  If the regulator requires the enterprise to remain accountable for any amounts charged
pursuant to such rates and not yet expended for the intended purpose, the resulting increased
charges to customers create a lizbility (paragraph 11(b)). Ifa cost to repair storm damage 1s not
subsequently incurred, the increased charges will have to be refunded to customers through

Copyright © 1982, Financial Accounting Standards Board Not for recistribution

Page 16



futare rate reductions. Accordingly, the regulated enterprise would recognize the amounts
charged pursuant to such rates as liabilities rather than as revenues. If a cost to repair storm
damagge is subsequently incurred, the enterprise would charge that cost to expense and reduce the
Jiabiliies at that ime by recognizing income in amounts equal to the cost.

-~ Accounting for Leases - —— -~ oo e

40. Statement 13, as amended, specifies criteria for classification of leases and the method of
accounting for each type of lease. For rate-making purposes, a lease may be treated as an
operating lease even though the lease would be classified as a capital lease under the criteria of
" Statement 13. In effect, the amount of the lease payment is included in allowable costs as rental
expense in the period it covers.

41. For financial reporting purposes, the classification of the lease 1s not affected by the
regulator's actions. The regulator cannot eliminate an obligation that was not imposed by the
regulator (paragraph 12). Also, by including the lease payments as allowable costs, the regulator
sets rates that will provide revenue approximately equal to the combined amount of the
capitalized leased asset and interest on the lease obligation over the term of the lease and, thus,
provides reasonable assurance of the existence of an asset (paragraph 9). Accordingly, regulated
enterprises would classify leases in accordance with Statement 13 as amended.

42.  The nature of the expense elements related to a capitalized lease (amortization of the
leased asset and interest on the lease obligation) is not changed by the regulator's action;
however, the timing of expense recognition related to the lease would be modified to conform to
the rate treatment. Thus, amortization of the leased asset would be modified so that the total of
interest on the lease obligation and amortization of the leased asset would equal the rental
expense that was allowed for rate-making purposes.

43.  The Board notes that generally accepted accounting principles do not require interest
expense or amortization of leased assets to be classified as separate items in an income
statement. For example, the amounts of amortization of capitalized leased nuclear fuel and
mnterest on the related lease obligation could be combined with other costs and displayed as "fuel
cost” However, the disclosure of total interest cost incurred, required by Statement 34, would
include the interest on that lease obligation; and the disclosure of the total amortization charge,
required by Statement 13, would include amortization of that leased asset.

Revenue Collected Subject to Refund

44.  In some cases, a regulated enterprise is permitted to bill requested rate increases before the
regulator has ruled on the request.

45.  When the revenue is originally recorded, the criteria in paragraph 8 of Statement 5 would
- determine whether a provision for estimated refunds should be accrued as a loss contingency.
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That provision would be adjusted subsequently if the estimate of the refund changes (paragraph
11(a)).16

Refunds to Customers

_ 46. Statement- 16 limits prior period adjustments (other than those that result from reporting.--

accounting changes) to corrections of errors, adjustments that result from realization of income
tax benefits of preacquisition operating loss carryforwards of purchased subsidiaries, and
adjustments related to prior interim periods of the current fiscal year.

47. 1In accordance with Statement 16, estimated refunds that were not previously accrued
would be charged to income in the first period in which they meet the criteria for accrual
(paragraph 8 of Statement 5). If the amounts are material, the disclosures specified in paragraph
19 of this Statement would be furnished.

Accounting for Compensated Absences

48.  Statement 43 specifies criteria for accrual of a liability for employees' compensation for
future absences. For rate-making purposes, compensation for employees' absences may be
included in allowable costs when the compensation is paid.

49.  The hability, if any, would be accrued in accordance with Statement 43 because rate
actions of the regulator cannot eliminate obligations that were not imposed by the regulator
(paragraph 12). By including the accrued compensation in future allowable costs on an as-paid
basis, the regulator provides reasonable assurance of the existence of an asset. The asset is the
probable future benefit {increased revenue) that will result from the regulatory treatment of the
subsequent payment of the liability (paragraph 9). Accordingly, the enterprise also would record
the asset that results from the regulator's actions.
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Appendix C: BASIS FOR CONCLUSIONS

Introduction

50. This appendix discusses factors deemed significant by members of the Board m rez}ching
the conclusions in this Statement. It includes descriptions of the various alternatives considered
and the Board's reasons for accepting some and rejecting others. Individual Board members

gave greater weight to some factors than to others.

Relationship of Regulatory-Prescribed Accounting to Generally Accepted Accounting
Principles

51. The FASB Discussion Memorandum, Effect of Rate Regulation on Accounting for
Regulated Enterprises, presented a threshold 1ssue: "Should accounting prescribed by regulatory
authorities be considered in and of itself generally accepted for purposes of financial reporting
by rate-regulated enterprises?"

52.  Virtnally all respondents to the Discussion Memorandum indicated that accounting
prescribed by regulatory authorities should not be considered in and of itself generally accepted
for purposes of financial reporting by rate-regulated enterprises. Respondents noted that the
function of accounting is to report economic conditions and events. Unless an accounting order
indicates the way a cost will be handled for rate-making purposes, it causes no economic effects
that would justify deviation from the generally accepted accounting principles applicable to
business enterprises in general. The mere issuance of an accounting order not tied to rate
treatment does not change an enterprise’s economic resources or obligations. In other words, the
economic effect of regulatory decisions—not the mere existence of regulation—is the pervasive
factor that determines the application of generally accepted accounting principles.

53. Respondents also noted that regulatory-prescribed accounting has not been considered
generally accepted per se in the past.

54. The Board concluded that regulatory-prescribed accounting should not be comsidered
generally accepted per se, but rather that the Board should specify how generally accepted
accournting principles apply in the regulatory environment.

55. Some respondents to the FASB Exposure Draft, dccounting for the Effects of Regulation of
an Enterprise’s Prices Based on Its Costs, suggested that the Board clarify the relationship of
this Statement to an enterprise’s regulatory accounting and to regulators’ actions. This Statement
does not address an enterprise's regulatory accounting. Regulators may require regulated
enterprises to maintain their accounts in a form that permits the regulator to obtain the
information needed for regulatory purposes. This Statement neither limits a regulator's actions
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nor endorses them. Regulators' actions are based on many considerations. Accounting addresses
the effects of those actions. This Statement merely specifies how the effects of different types of
rate actions are reported in general-purpose financial statements.

Economic Effects of Regulation

| 56. Tﬂekds;e;béli(ri‘ﬂlreshold issue in the Discussion Memorandum was: "Does rate regulation
introduce an economic dimension in some circumstances that should affect the application of
generally accepted accounting principles to rate-regulated enterprises?”

57. Most respondents to the Discussion Memorandum indicated that rate regulation does
introduce such an economic dimension in some circumstances. Respondents cited the
canse-and-effect relationship of costs and revenues as the principal economic effect of regnlation
that affects accounting for regulated enterprises. They noted that cost might be one factor used
by unregulated enterprises to establish prices, but it would often not be the most important
factor. Usually, prices are limited by the market An unregulated enterprise might desire to
price its goods or services at a level that would recover all costs and a reasonable profity
however, the market might not permit that price. Alternatively, an unregulated enterprise might
be able to increase its prices and its profit if competition does not limit its prices. In either case,
cost often is not the principal determinant of prices. In contrast, for an enterprise with prices
regulated on the basis of its costs, allowable costs are the principal factor that influences its
prices.

58. The economic effect cited by most respondents is the ability of a regulatory action to
create a future economic benefit—the essence of an asset. For example, consider a regulated
enterprise that incurs costs to repair damage caused by a major storm. If the regulator approves
recovery of the costs through rates over some future period or is expected to do so, the rate
action of the regulator creates a new asset that offsets the reduction in the damaged asset. The
enterprise has probable future economic benefits—the additional revenue that will result from
including the cost in allowable costs for rate-making purposes. The future benefits are obtained
or controlled by the enterprise as a result of a past event—incurring the cost that results in the
rate order. Thus, the criteria of Concepts Statement 3 for an asset are met.

59.  Most respondents that opposed special accounting for the effects of regulation cited the
need for comparability between regulated and unregulated enterprises. Paragraph 119 of FASB
Concepts Statement No. 2, Qualitative Characteristics of Accounting Information, indicates that
*. .. the purpose of comparison is to detect and explain similarities and differences.” The Board
concluded that comparability would not be enhanced by accounting as though regulation had no
effect. Regulation creates different circumstances that require different accounting.

Scope
60. The Discussion Memorandum discussed regulation of various industries, and it asked
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whether a Board pronouncement should identify specific industries that are affected. Most
respondents indicated that applicability of an FASB Statement on rate regulation should be
specified by clearly describing the nature of the regulated operations to which it applies rather
than by attempting to delineate specific industries. Some noted that changes in the political
environment can cause changes in the nature of regulation. Accordingly, whether an industry

meets the criteria for applicability might change over time.. The Board agreed with those

respondents and, accordingly, specified cnteria that focus on the nature of regulation rather than
on specific industries.

61. This Statement specifies the economic effects that result from the cause-and-effect
relationship of costs and revenues in the rate-regulated environment and how those effects are to
be accounted for. The nature of those effects led to the criteria for applicability of this Statement
(paragraph 5).

62. The first criterion is the existence of third-party regulation. That criterion is intended to
exclude contractual arrangements in which the govemnment, or another party that could be
viewed as a "regulator,” is a party to a contract and is the enterprise's principal customer. For
example, the normal Medicare and Medicaid arrangements are excluded from the scope of this
Statement because they are contractual-type amrangements between the provider and the
governmental agency that is responsible for payment for services provided.

63. Some respondents to the Exposure Draft indicated that cooperative utilities should be
included in the scope of this Statement. They observed that some cooperative utilities' rates are
subject to third-party regulation, but others' rates are set by their own goverming board. The
governing board is elected by the members of the cooperative, and it has the same authority as an
independent, third-party regulator. In their view, the difference between cooperative utilities that
are subject to third-party regulation and those that are not does not justify different accounting.
The Board agreed with those respondents, and modified the first criterion to include enterprises
with rates established by their own governing board providing that board is empowered by
statute or by contract to establish rates that bind customers.

64, A number of governmental utility respondents to the Exposure Draft asked that
governmental utilities be included within the scope of this Statement. They noted that many
governmental utiliies have been guided by the same accounting practices and standards as
investor-owned utilities in their general-purpose financial statements, and they expressed the
view that users' emphasis on comparability supports continuation of that practice. In their view,
the Board's decision not to address governmental utilities in this Statement should not preclude
them from applying it. The Board agreed with those respondents and modified paragraph 5(a) so
as not to preclude application by governmental utiliies with rates set by their own governing
board.

65. The second criterion is that the regulated rates are designed to recover the specific
enterprise's costs of providing the regulated services or products. If rates are based on industry

Copyright © 1982, Financial Accounting Standards Board Not for redistribution

Page 22



costs or some other measure that is not directly related to the specific enterprise's costs, there is

no cause-and-effect relationship between the enterprise’s costs and its revenues. In that case,

costs would not be expected to result in revenues approximately equal to the costs, thus, the

basis for the accounting specified in this Statement 1s not present under that type of regulation.

That criterion is intended to be applied to the substance of the regulation, rather than its form. If
_ an enterprise's regulated rates are based on the costs of a group of companies and the enterprise

is 50 large in relation to the group of companies that its costs are, I essence, the group's costs,
the regulation would meet the second criterion for that enterprise.

66. The last criterion requires that it be reasonable to assume that rates set at levels that will
recover the enterprise's costs can be charged to and collected from customers. Regardless of the
actions of the regulator, if the market for the enterprise’s regulated services or products will not
support a price based on cost, the enterprise's rates are at least partially controlled by the market.
In that case, the cause-and-effect relationship of costs and revenues that is the basis for the
accounting required by this Statement cannot be assumed to exist, and this Statement wounld not

apply.

67. The Board does not intend the last criterion as a requirement that the enterprise earn a fair
return on shareholders' investment under all conditions; an enterprise can eam less than a fair
return for many reasons unrelated to the ability to bill and collect rates that will recover
allowable costs.1” For example, mild weather might reduce demand for energy utility services.
In that case, rates that were expected to recover an enterprise's allowable costs might not do so.
The resulting decreased earnings do not demonstrate an inability to charge and collect rates that
would recover the enterprise's costs, rather, they demonstrate the uncertainty inherent in
estimating weather conditions.

68.  The last criterion also requires reasonable assurance that the regulated environment and its
economic effects will continue. That requirement must be evaluated in light of the
circumstances. For example, if the enterprise has an exclusive franchise to provide regulated
services or products in an area and competition from other services or products is minimal, there
is usually a reasonable expectation that it will continue to meet the other criteria. Exclusive
franchises can be revoked, but they seldom are. If the enterprise has no exclusive franchise but
has made the very large capital investment required to provide either the regulated services or
products or an acceptable substitute, fiuture competition also may be unlikely.

69.  Some respondents to the Discussion Memorandum questioned whether, m light of recent
events, it would ever be reasonable to assume that rates set at levels that will recover the
enterprise's costs can be charged to and collected from customers. They cited recent
developments—such as the use of solar devices as alternatives to certain energy utility services,
increasing competition in the telecommunications industry, and deregulation of various
transportation industries—as evidence that the environment of a regulated enterprise can change
rapidly. The Board concluded that users of financial statements should be aware of the
_ possibility of rapid, unanticipated changes in an industry, but accounting should not be based on
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such possibilities unless their occurrence is considered probable. However, changes of 2
long-term nature could modify the demand for an enterprise's regulated services sufficiently to
affect its qualifying under the criterion of subparagraph 5(c).

70. The first scope limitation of paragraph 8—excluding accounting for price controls

imposed_by govermmental action in times of emergency, high inflation, or other vwnuswal - =

conditions—was included in the Discussion Memorandum. Price controls imposed in periods of
unusual conditions are not expected to be applied consistently over an extended period. Indeed,
their duration usually is limited by statute. In that environment, assurance of future benefits
cannot be provided by probable future actions of the price control regulator because that
regulator may not exist at a given future date.

71.  Accounting for contracts in general was also excluded from the scope of the Discussion
Memorandum. The economic effects of cost reimbursement contracts are in some respects
similar to the economic effects of the type of regulation addressed by this Statement However,
most contracts tend to be relatively short-term, whereas regulation of enterprises covered by this
Statement is expected to continue beyond the foreseeable future. The Board noted that other
authoritative literature addresses contract accounting and concluded that it should exclude the
general 1ssue of contract accounting from the scope of this Statement.

72.  The Discussion Memorandum described rate-making processes in several industres and
asked whether each process justified the application of this Statement. As noted in paragraph 60,
the Board concluded that applicability of this Statement should be specified by describing the
nature of the regulated operations and the type of rate making to which it applies rather than by
attempting to delineate specific industries.

73.  In view of the nature of comments received, the Board concluded that the possible
application of this Statement to the health care industry should be discussed. The Board does not
intend to preclude application of the provisions of this Statement to the health care industry or to
any other industry. Rather, application of this Statement is limited to regulated operations that
meet the specified criteria for application.

74.  In general, rates for services in the health care industry are not regulated based on the
provider's costs. The federal Medicare and Medicaid programs usuelly are applied through a
contractual-type arrangement (paragraph 62). Some states are applying comprehensive,
prospective rate making to health care providers. In some cases, the rates set by state regulatory
agencies are accepted for Medicare and Medicaid reimbursement purposes. There is some
disagreement about the extent to which such rates are based on a provider's costs. If regulatory
agencies in those states base rates on the provider's costs and adopt a permanent system of
regulation, health care providers in those jurisdictions could be subject to the provisions of this
Statement. However, the criterion in subparagraph 5(c) also would have to be considered to
determine whether the Statement applies to the enterprise.

Copyright © 1982, Financial Accounting Standards Board Mot for redistribution

Page 24



General Standards of Accounting for the Effects of Regulation

75.  The Board concluded that, for general-purpose financial reporting, the principal economic
effect of the regulatory process is to provide assurance of the existence of an asset or evidence of

~ the diminution or elimination of the recoverability of an asset. The regulator's rate actions affect

the regulated enterprise's probable future benefits or lack thereof. Thus, an enterprise should
capitalize a cost if it is probable that future revenue approximately equal to the cost will result
through the rate-making process.

76. A number of respondents to the Exposure Draft asked for clanification of the types of costs
addressed by paragraph 9. Those respondents expressed the view that tangible assets should be
capitalized based on the criteria used by unregulated companies; paragraph 9 should be limited
to other assets. Paragraph 9 was intended to address only accounting for costs that would be
charged to expense by an unregulated enterprise, and the Board modified the paragraph to so
indicate.

77. The regulatory process, as usually practiced, has two aspects. First, either historical or
projected test period costs are used to compute the revenues necessary to provide for similar
costs during the period in which the rates will be in force. Second, test period costs are adjusted
to provide for recovery or to prevent recovery of costs that are considered unusual or
unpredictable. If unusual or unpredictable costs are not provided for in advance, they may be
recovered after their incurrence through increased rates provided for that purpose. In some
cases, rate orders do not specify whether costs are (a) included as normal test period costs, used
to compute rates that are intended to provide for similar future costs, or (b) incurred costs
designated for specific recovery. The Board concluded that costs should be capitalized only 1f
the future revenue is expected to be provided to permit recovery of the previously incurred cost
rather than merely to provide for recovery of hugher levels of similar future costs.

78.  Ifrates are designed to be adjusted automatically for changes in operating expenses (e.g.,
costs of purchased fuel), the regulator’s intent could be either to permit recovery of the incurred
cost or merely to provide for recovery of similar future costs. Normal operating expenses such
as fuel costs usually are provided for in current rates. In that case, the presumption is that the
rate increase 1§ intended to permit recovery of similar future costs. That presumption, which
would preclude capitalizing the incurred cost, can be overcome only if it is clear that the
regulator's intent is to provide recovery of the incurred cost.

79. Rate actions of a regulator can also impose a liability on a regulated enterprise in the
following ways:

a. A regulator can order a regulated enterprise to refund previously collected revenues.
b. A regulator can provide rates intended to recover costs that are expected to be incurred in
the future. Paragraphs 38 and 39 illustrate that possibility. The resulting increased charges
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to customers are liabilities and not revenues for the enterprise—the enterprise undertakes to
provide the services for which the increased charges were collected, and it is obligated to
return those increased charges if the future cost does not occur. The obligation will be
fulfilled either by refunding the increased charges through future rate reductions or by
paying the future costs with no corresponding effect on future rates. The resulting increases

.. in charges to customers are unearned revenues until they are eamed by their use for the .

mtended purpose.

c. For rate-making purposes, a regulator can recogmize a gain or other reduction of overall
allowable costs over a period of time. Paragraphs 35-37 illustrate that possibility. By that
action, the regulator obligates the enterprise to give the gain or other reduction of overall
allowable costs to customers by reducing future rates. Accordingly, the amount of the gain
or cost reduction is the appropriate measure of the obligation.

80. A number of respondents to the Exposure Draft asked the Board to clarify whether
paragraph 11(b), discussed in paragraph 79(b) above, was intended to apply to costs such as
nuclear plant decommissioning costs. Decommussioning costs are incurred costs in the current
accounting framework. Those costs and the related liabilities are imposed by regulation or
statute, similar to the liability to restore the land after strip mimng, discussed in paragraph 142 of
Concepts Statement 3. Accordingly, paragraph 11(b) does not address those costs.

Specific Standards Derived from the General Standards

81.  The specific standards derived from the general standards deal with recognition, as assets
and increases in net income, of allowable costs that are not usually accepted as incurred costs in
the present accounting framework. For the reasons explained below, the Board concluded that
recognition is appropriate for those allowable costs. However, the Board does not intend them to
be used as guidance for other applications of the general standards in paragraphs 9-12.

Allowance for Funds Used during Construction

82. Most respondents to the Discussion Memorandum supported the present practices of
public utilities in accounting for the allowance for funds used during construction. They noted
that the current income statement display reflects the regulatory process used in determining the
amount to be capitalized and, thus, aids the user in understanding the regulatory environment.
They cited the regulator's determination of the "cost" of equity capital as a basis for accepting
that amount as a cost, and they noted that unregulated enterprises do not have a similar basis.
They also noted that most utilities have an obligation to construct the facilities necessary to
provide regulated services. Thus, there is no option of not obtaining the required funds or using
accumulated funds to retire debt instead of investing in construction, and there is no available
"avoidable cost" to use as the measure of the cost of the funds nsed.

83. Respondents who opposed present practices of accounting for the allowance for funds
used during construction indicated that the cost of equity fiunds should be excluded from that
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allowance. Those respondents cited paragraph 49 of Statement 34, which states tha
recognition of the cost of equity capital does not conform to the present accf)unting ﬁa@ ework'.”
However, the arguments presented by those respondents supported capitalization of interest in
accordance with Statement 34, Capitalization of interest in accordance with Statement 34 would
be based on actual interest rates on outstanding debt and limited to the total amount of interest

cost incurred during the period._ In most cases, the effect on net income would be similar to. .

capitalizing an allowance that included a cost of equity funds.

84,  Some Board members believe that the allowances for funds used during construction,
computed under current utility practices, are appropriate measures of the costs of financing
construction and that the regulators' actions provide reasonable assurance of the existence of
assets that should be measured by the amount on which rates will be based. Other Board
members believe that those amounts are acceptable substitutes for the amount of interest that
would be capitalized in accordance with Statement 34 and that, absent a change in regulatory
practices, the cost of a change in those accounting practices would exceed any perceived
benefits. The Board concluded that the amounts capitalized for rate-making purposes also
should be capitalized for financial reporting purposes.

Intercompany Profit

85. Most respondents to the Discussion Memorandum indicated that enterprises should not
eliminate intercompany profits on sales to regulated affiliates if it is probable that, through the
rate-making process, future revenues in amounts approximately equal to the intercompany
transfer price will be provided. That revenue would result from inclusion of the intercompany
profits in the amount used by the regulator as allowable cost for purposes of depreciation and
return on investment. They noted that an enterprise does not recognize profits on sales to
unregulated affiliates because the profits are not validated by transactions with outside parties.
According to those respondents, however, an enterprise should recognize profits on sales to a
regulated affiliate to the extent that the profits are included in allowable costs in the rate-making
process because the profits are validated by the rate actions of the regulator. The regulator's
acceptance of the transfer price provides evidence of recoverability. For rate-making purposes,
the intercompany profits will be included in the depreciation used as an allowable cost, and the
undepreciated amount will be included in the investment on which a return is provided as an
allowable cost. Those respondents noted that ARB 51 did not require elimination of
intercompany profits on sales to regulated affiliates.

86. The Board concluded that intercompany profits on sales of assets to regulated affiliates
should not be eltminated in consolidated financial statements if the transfer price is reasonable
and it is probable that, through the rate-making process, future revenue approximately equal to
the transfer price will result from the regulated affiliate's use of those assets. In view of existing
regulatory practices, the Board further concluded that the transfer price usually should be
considered reasonable if the price is accepted or not challenged by the regulator that governs the
regulated affiliate. ~ Otherwise, reasonableness should be considered in light of the
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circumstances. For example, reasonableness might be judged by the return on investment earned
by the manufacturing or construction operations or by a comparison of the transfer prices with

prices available from other sources.

Other Specific Standards

Accounting for Income Taxes

87. In the past, enterprises generally have not provided for deferred income taxes if regnlated
rates to customers were based on taxes currently payable. Most respondents to the Discussion
Memorandum supported that practice based on the rationale of Opinion 11. Opinion 11
indicates that deferred taxes are the result of comprehensive interperiod allocation of income
taxes to achieve a proper "matching” of revenues and expenses. Those respondents indicated .
that a provision for deferred income taxes does not achieve a proper "matching” if rates to
customers are based on taxes currently payable. In that situation, the income tax expense should
be recorded in the future periods in which the taxes become payable and the regulator grants a
resulting rate increase. Those respondents also noted that Concepts Statement 3 concluded that
deferred taxes computed under the deferred method that is prescribed by Opinion 11 do not meet
the definition of a liability. They expressed the view that the Board should not require utilities to
commence to apply Opinion 11 when the Board may reconsider that Opinion in the near future.

88.  Other respondents indicated that deferred income taxes should be recorded in all cases.
However, if rates charged to customers are based on taxes currently payable, the recorded
deferred taxes should also result in an asset—the future benefit that wall result from treatment of
the taxes as allowable costs for regulatory purposes in the period in which those taxes become
payable.

89. Some Board members believe that the general standards (paragraphs 9-12)) would require
a regulated enterprise to record deferred income taxes. If it is probable that income taxes
payable in future years because of net reversal of timing differences will be recovered through
rates based on taxes payable at that time, the enterprise also would record an asset in an amount
equal to the deferred income taxes. Offsetting those deferred income taxes against the related
asset normally would not be appropriate because the asset will be realized through collections
from customers and the deferred income taxes will not be paid to the customers. However, the
Board concluded that any possible benefits of commencing to record deferred income taxes and
an offsetting asset at this time probably would not exceed the cost. Accordingly, if rates are
based on income taxes currently payable and it is probable that income taxes payable in future
vears because of net reversal of timing differences will be recovered through rates based on
income taxes payable at that time, this Statement does not permit deferred income taxes to be
computed or recorded in accordance with Opmion 11. However, it does require disclosure of the
cumulative amount of timing differences for which deferred income taxes have not been
provided. Approximate amounts of cumulative timing differences can be estimated without the
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complex calculations required by Opimon 11. That information, together with the disclosures
required by Opinion 11, should help users in estimating the possible future income tax and rate
effects of those timing differences. The Board will reconsider its conclusions on this matter in
the course of its project on accounting for income taxes, which was added to the agenda in

January 1982.

'90. A mumber of respondents to the Exposure Draft indicated that the disclosures required by

this Statement would be misunderstood by users. In their view, users might attempt to estimate
anrecorded deferred taxes as a charge to current income. The Board believes that users will
understand the required disclosures if affected companies explain that deferred taxes are not
provided because the method of rate making assures future recovery of future taxes, The Board
believes that it is important to disclose those costs which have to be recovered from future
customers through future rates.

Other Specific Accounting Matters

Recovery of Cost without Return on Investment

91, The Discussion Memorandum asked whether the recoverability criterion for capitalization
of costs should be based on recovery of cost (which excludes a return on equity capital) or on
recovery of cost of service (which includes a return on equity capital). In some cases, a regulator
may provide rates intended to recover an incurred cost over an extended period without a return
on the unrecovered cost during the recovery period. That issue was intended to elicit comments
on whether the capitalized costs should be carried at the present value of the amount to be
recovered in those cases. Most respondents interpreted that issue as asking whether any
capitalization of costs was justified if the enterprise would recover ifs cost but would not realize
a return on the unrecovered cost during the recovery period. Thus, many of the responses did
not address the valuation of the resulting asset.

92. The Board concluded that capitalized costs not related to a tangible asset provide a
measure of an intangible asset. Generally accepted zccounting principles do not necessarily
require the carrying amount of an intangible asset to be its discounted present value, nor do they
necessarily require an enterprise to consider a return on investment when evaluating possible
impairment of an intangible or depreciable asset. Accordingly, the Board concluded that it
should not impose such a requirement on regulated enterprises.

93. Some respondents to the Exposure Draft indicated that disclosure should be required for
capitalized costs that are recovered over an extended period without a return on investment
during the recovery period. Those respondents indicated that regulated enterprises should
provide the same types of disclosure for 2 given item as unregulated enterprises do.

94, The situations in question usually result from a problem encountered by a regulated
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enterprise—an abandoned plant, major storm damage, or a similar event. For troubled debt
restructurings, which are similar to the events in question, Statement 15 requires creditors that
agree to forego interest on outstanding loans to disclose the amounts of nonearning assets
included in the balance sheet. The Board agreed that regulated enterprises with capitalized costs
that are recovered over an extended period without a return on investment during the recovery

_ period should provide similar disclosure and, thus, added the requirements of paragraph 20._.. .

Accounting for Leases

95.  Statement 13, as amended, specifies criteria for classification of leases and the method of
accounting for each type of lease. For rate-making purposes, a regulator may include lease
payments in allowable costs as rental expense even though the lease would be classified as a
capital lease under the criteria of Statement 13. The Discussion Memorandum asked for views
on the economic effects of that regulatory treatment and how to account for those effects.

96. A number of respondents indicated that the classification of a lease is not affected by the
regulator's actions. In their view, rate actions of the regulator cannot eliminate obligations to
third parties unless the obligations were created by the regulator. Also, they observed that, over
the term of a capital lease, the aggregate lease payments are equal to aggregate amortization of
the leased asset and aggregate interest on the lease obligation. Thus, the regulator, by including
the lease payments in allowable costs, establishes the existence of probable future benefits
approximately equal to the combined amount of the capitalized leased asset and interest on the
lease obligation over the term of the lease. In their view, regulated enterprises should classify
leases in accordance with Statement 13 as amended. The Board agrees with that view.

97.  Other respondents indicated that the regulator's action establishes that there is no asset
related to the lease. They indicated that an income statement display consisting of amortization
and interest would mislead users if the regulatory process based rates on rental expense. In their
view, regulated enterprises should classify leases in accordance with their classification for
rate-making purposes. The Board concluded that such a view focuses on the mechanics of the
rate-making process rather than on the economic effects of the process. This Statement requires
that regulated enterprises account for the economic effects of the rate-making process; it does not
attempt to portray the mechanics of that process in financial statements.

98. The Board concluded that the nature of the expense elements for a capitalized lease
(amortization and interest) are not changed by the regulator's actior;, however, the timing of
expense recognition related to the lease should be modified to conform with the rate treatment,
Thus, amortization of the leased asset would be modified so that the total interest and
amortization recognized during a period would equal the rental expense included in allowable
cost for rate-making purposes during that period. Although this Statement requires the expense
elements of a capitalized lease to consist of amortization and interest regardless of the regulatory
treatment, the Board notes that generally accepted accounting principles do not require interest
expense or amortization expense to be shown as such in an income statement.
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Revenue Collected Subject to Refund

99.  In some jurisdictions, regulated enterprises are permitted to bill and collect requested rate
increases before the regulator has ruled on the request.

100.- Some respondents opposed reducing net income by the amount expected to be disallowed— - -

prior to the final rate action. In their view, if the enterprise requests the increase, the increase
must be supported by the evidence. In that case, management could not take the position that
some portion of the request is likely to be disallowed without providing the regulator a possible
basis for disallowance. Other respondents supported application of the loss contingency
provisions of Statement 5 to those rate increases. They indicated that utilities usually can predict
the outcome of a rate hearing by considering recent actions of the regulator. They also indicated
that it 1s misleading to include in net income revenue that is expected to be refunded.

101. The Board concluded that regulation does not have a2 unique economic effect that requires
special accounting for anticipated refunds of revenue. Rather, regulation results in a contingency
that should be accounted for in accordance with Statement 3, the same as other contingencies.

Refunds to Customers

102. The Discussion Memorandum asked whether the effects of rate-making transactions
applicable to prior periods should be charged to mcome in the year in which they become
estimable, as required by Statement 16 for other adjustments applicable to prior periods, or
accounted for as prior period adjustments.

103. Some respondents opposed applying Statement 16 to utility refunds. Most of those
respondents indicated that Statement 16 is not presently applied to significant refunds that could
not be estimated in advance. They indicated that including refunds in a year other than that in
which the amount refunded was included in income misstates both years, because the financial
statements would not accurately reflect permitted rates of return, trends, etc. They also noted
that current earnings could be reduced to a level at which existing covenants or state regulations
governing investments by certain institutional investors could preclude necessary financing.

104.  Respondents who favored applying Statement 16 to refunds indicated that the regulatory
process does not introduce unique economic effects that warrant different accounting. In their
view, the arguments supporting prior period adjustments for regulated enterprises are the same
arguments that were made by nnregulated enterprises before Statement 16 was issued.

105. The Board concluded that regulation does not have a unique economic effect that requires
special accounting for refunds. Rather, regulation results in resolution of a previous contingency
that should be accounted for the same as resolution of contingencies by unregulated enterprises.
Reconsideration of Statement 16 was not within the scope of this Statement.
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106. The Exposure Draft would have required disclosure of the pro forma effect of refunds on
net income of each period presented, computed as though the refunds were refroactively
recorded in the prior periods in which the revenue was recognized. A number of respondents
objected to that requirement on the basis that the proposed disclosure indicates a need for

restatement

107. The Board believes that users are interested in two aspects of refunds. They are concerned
about the impact of the refund in the year of the refund, and they also are concerned about the
effect of the refund on trends of permitted earnings. Neither prior period adjustment nor current
income charge provides all of the needed information. The Board concluded that users' needs
could be satisfied by disclosure of (a) the effect of the refund on net income of the current vear
and (b) the years in which the refunded revenue was recognized.

108. In making its determination, the Board considered whether the amount disclosed should
be net of related taxes. APB Opinion No. 30, Reporting the Results of Operations, prohibits
net-of-tax disclosure of unusual or infrequently occurring items that are not exiraordinary items.
The Board concluded that users would not be confused by a net-of-tax disclosure of the effect of
refunds. Users understand that refunds occur from time to time in public vtilites—and they are
concerned with the net effect rather than the gross amounts refunded. Accordingly, the Board
concluded that refunds should be disclosed mnet of their related tax effects. Based on comments
received and ifs deliberations, the Board decided that a narrow amendment of Opimion 30 for
utility refunds was justified. However, the Board's action s limited to utility refunds, and it 1s
not intended to otherwise modify or question the requirements of Opinion 30.

Rate Making Based on a Fair Valne Rate Base

109. Some state regulatory commissions use a "fair value rate base" for determining allowable
return or invested capital. Normally, those commissions do not permit recovery of the fair value
of the enterprise's assets by including depreciation of the fair value in allowable cost; rather,
depreciation is based on historical cost. The Discussion Memorandum asked whether that
procedure provides a basis for accounting for utility plant at its "fair value" in financial
statements prepared in accordance with generally accepted accounting principles.

110. Virtually all respondents opposed the use of fair value in financial statements.
Respondents indicated that fair value would present the enterprise's assets at an amount in excess
of the recoverable amount of those assets. The use of depreciation based on historical cost for
rate-making purposes limits recovery to that historical cost. Respondents also noted that the
realized rate of return based on historical cost is not proportionately greater in jurisdictions that
base rates on a fair value rate base than in other jurisdictions; thus, they question whether there is
substance to that special treatment.

111. The Board concluded that if the return on investment permitted in a jurisdiction is based
on fair value but recovery of cost is based on historical cost, the fair value of the assets should
not be recognized in general-purpose financial statements. The Board did not need to address
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the accounting implications if a commission were to use fair value to determine both recovery of
cost and return on capital invested because that practice currently is not used by regulators.

Acquisition Adjustments

112. A number of respondents to the Exposure Draft asked the Board to address accounting
for acquisition adjustments: Those adjustments are the differences between the amounts paid for—
an acquired utility and the acquired ufility’s book value of its assets and liabilities. Those
respondents indicated that utilities do not have goodwill because a utility cannot realize excess
profits. Thus, they considered the example of goodwill in Appendix B unnecessary.

113. Opinion 16 describes how the amount paid in 2 business combmation is allocated to the
assets obtained and the labilities assumed. Acquisition adjustments are values in excess of book
value of identifiable assets obtained, valuation adjustments applicable to liabilities assumed, or
goodwill or a combination of those items. Opinion 16 does not allow another possibility. The
example of accounting for intangibles in Appendix B of this Statement indicates the appropnate
accounting for goodwill. Additional guidance should not be needed about accounting for any
portions of acquisition adjustments that represent amounts allocable to identifiable assets or
liabilities such as property and equipment or intangibles amortizable over specific benefit
periods.

Evidence

114. Several issues in the Discussion Memorandum identified types of evidence that might be
available before a rate order is received and asked whether each would provide sufficient
assurance to warrant capitalizing costs. A number of respondents indicated that judgment is
needed to determine the adequacy of available evidence. In their view, all of the available
evidence has to be evaluated, and the resulting decision cannot be standardized. Other
respondents indicated that specific items did or did not provide adequate evidence, however, .
their responses appeared to differ based on the regulator involved and on their assumptions about
other related circumstances.

115. The Board concluded that it should not attempt to categorize types of evidence and the
reliance that should be based on each. Rather, this Statement indicates the degree of assurance
required, and judgment must be exercised to evaluate whether that degree of assurance is present
in various circumstances. In general, the Board concluded that costs should be capitalized only
if (@) it is probable that future revenue in an amount at least equal to the cost will result from
inclusion of that cost in allowable costs for rate-making purposes and (b) the future revenue will
be provided to permit recovery of the previously incurred cost rather than to provide for
expected levels of similar future costs.
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WIUN LT KEFURE U REVENUED, CAFRCNOED ANU INVED IWIENTOD

WATER COMPANIES

Company Name: Tennessee-American Water Co.
Month of Report:  June 2007

PSC--3.06
Amount for this Month Year-To-Date 12 Months-To-Date ]
This Year Last Year This Year Last Year This Year Last Year
(a) (b) {c) {d) {e) 0 (9
Operating Revenues
1. Residential SalesS.. ..o 1,740,012 1,519,318 7,148,774 6,517,734 14,225,457 13,410,823
2. Commercial Sales... 1,138,053 1,101,937 5,072,349 4,938,954 10,355,334 10,055,049
3. Industrial Sales........ 380,191 415,150 1,755,318 1,741612 3,690,703 3,478,301
4. Other Sales. ..o 699,185 751,365 3,206,492 3,036,566 6.675,609 6,079,340
5. Total Operating Revenues (ftem 1-4).................. 3,957.442 3,787,770 17,182,933 16.234,866 34,947,103 33,023,513
Operating Expenses
6. Source of Supply Expense...............c.o 12,437 6,222 74,659 79,344 187,487 212,282
7. Pumping and Water Treatment Expense.............. b 463,335 435,908 2,431,932 2,157,105 5,154,552 4,235,557
8. Transmission and Distribution-Operation............... 57,993 56,067 357,941 393,152 724,805 722,878
9. Transmission and Distribution-Maintenance.. 110,758 100,348 845,877 713,716 1,586,366 1,327,884
10. Customer Accounts and Sales Expense................ 110,299 153,807 785,346 812,070 1,709,542 1,714,441
11. Administrative and General Expense...........ccc.e.... 927,141 1,069,901 5,430,948 5,178,633 11,222,224 10.532,804
12. Depreciation and Amortization 392,645 358,070 2,265,154 2,123,805 4595410 4,137,702
13. Taxes Other Than Income Taxes...........cccccceveeernnnn 306,716 291,929 1,926,822 1,739,153 3,853,423 3,466,735
14 INCOME TAXES ..ottt 540,474 437,732 537,791 633,919 885,253 2,198,691
15. Total Operating Expenses (tem 6-14)...................] 2,921,797 <2,909,984 14,656,470 13,830,897 29819162 28,548 974
16. Net Operating Income (ltem Sless 15)................... 1,035,645 877,786 2,526,463 2,403,969 5.027,941 4,474,539
17 Other INCOMEB. ..o e 66,315 1,046 71,248 6,625 68,972 {1,620)
18. Miscelianeous Income Deductions 28,191 6,150 43,283 19,849 52,291 33,254
19. Interest Charges......coovovirioiniii e 372,043 291,963 1,924,373 1,591,378 3,642,089 3,022,373
20, Net INCOME. ..ot 701,727 580,719 630,055 799,367 1.402,533 1,417,292
Balance at End of Month Aver. for 12 Mo.-To-Date
This Year Last Year This Year Last Year
(h) 0) ] (k)
21. Utility Plant In Service........ (1) 192,838,206 177,013,297 186,090,519 169,461,998
22. Construction Work in Progress 2,730,672 1,136,656 2,146,933 3.234 868
23. Utility Plant Acquisition Adjustment 0 0 0 0
24. Property Held for Future Use 0 0 0 0
25. Accumulated Depreciation and Amort..(1) 55,705,683 51,354,529 53,656,710 50,176,392
26. Materials and SUpPPlieS........cccoiviiiiiieec e 311,007 300,509 327,468 301,925
27. Unamortized Investment Credit.. 1,154,448 1,230,819 1,189,450 1,272,185
28. Deferred InCome TaX........ocooveeriiiriecece e 18,643,485 17,870,833 17,838,344 17,178,479
29. Contributions in Aid of Construction.......................| 8,285,789 7,263,938 7,851,744 7,016,102
30. Cuslomer Advances for Construction... 5,985,705 4,732,027 5,550,903 4,575,543
31. Preferred StOCK. ... 1,381,600 1,382,100 1,381,725 1,382;100
32, CommOn StOCK....ocoiiiii e 13,754,235 13,754,235 13,754,235 13,754,235
33. Premium on Capital Stock and Other Capital. 8,288,918 4,788,768 6,830,535 4,788,768
34. Retained Earnings..........coocooeioeivivieie e 20,103,503 19,837,921 19,749,907 19,577,572
35. Long Term Debt........... (1) 53,802,292 39.932.230 44 628,977 40,256,852

(1) Includes Capital Lease



IENNESSEE-AMERICAN WA ITEK LUMPANT

SUPPLEMENTAL FINANCIAL DATA TO PSC-3.06

FOR THE MONTH ENDED JUNE 2007

Page 2

Average Average
Line Monthly for 12
# Balance MTD
1 Additions:
2 Piant in Service $189,391,155 $184,500,019
3 Plant Under Construction 1,948,397 2,146,833
4 Property Heid For Future Use 0 0
5 Materials. and Supplies 314,770 327.468
6 Other Additions:
7 Leased Utility Ptant 1,580,500 1,580,500
8 Unamortized Painting - net 0 168
9 Working Capital C/ 1,385,205 1,385,205
10
11 Total Additions 194,630,027 188,950,293
12
13
14 Deductions:
15 Accumulated Depreciaton and Amortization 54,760,097 53,656,710
16 .Accumulated Deferred Income Taxes 18.223,713 17,838,344
17 Unamortized Investment Credit - Pre 1971 39,928 40,702
18 Customer Deposits 0 0
19 Other Deductions:
20 Contributions in Aid of Construction 8,252,545 7.851,744
21 Customer Advances for Construction 5,865,090 5,550,903
22 All Other A/ (271,108) (261,814)
23
24
25
28 Total Deductions 86,870,267 84,676,482
27
28 Rate Base $107,759.760 $105,273,804
29
30 Net Operating income $1,035,645 $5,027,841
31 Adjustments to NOI
32 Allowance for funds used during construction 7,578 162,853
33 Adjustment to reflect effective federal
34 Income tax rate (debt assigned to parent) 12,226 141,673
35 Interest on customer deposits 0 0
36
37
38
39 Adjusted Net Operating Income $1.055.447 $5,332,467
40
41
42 Rate of return B/ 11.75% 5.07%
A/ All Other
Acqguisition adjustment 30 30
Accounts payable applicable to CWIP 14,130 53,825
Unpaid for materials and supplies 50,906 50,084
Taxes on CIAC-DEF. FIT & SIT (336,142) (365,823)
($271,106) (3261,914)
B/ Rate of return - Monthly (L25/118) x 12
C/ Per order
Cash working capital Lead Lag Study $543,000
Incidental coliection (1,981,081)
Average cash 366,529
Other components 2,456,357
Working cash $1.385205



August 29, 2007

CONTINUING SURVEILLANCE CONSIDERATIONS — June 2007

Estimate the effect on annual net operating income of very significant known changes
occurring within the period covered by the report, which are not fully reflected in the
revenue and expense amounts shown 1n the report.

(1) Employee wage increases $242,775
(including associated insurance & taxes)



WATER METERS IN SERVICE AT THE END OF THE PERIOD - 06/07

Meter Size Residential Commercial Industrial Other Total
(a) (b) (c) (d) (e) (f)
36.  5/8" 64,016 5,382 23 183 69,604
37.  3/4" 139 137 2 12 290
38. 1" 301 1,402 25 150 1,878
39, 112" 22 332 7 71 432
40— — 13 1.042 34 208 1,437
41. 3" 53 4 57
42,  4"&Over 30 27 41 98
43, Totals 64,491 8,378 168 737 73,796
INSTRUCTIONS

1. This report is required of all water companies which had operating revenues for the proceeding
year in excess of $1,500,000 as provided in the Commission's rules. Prepare on a typewriter
and file within 60 days after the end of the month covered by the report. Show amounts
adjusted to the nearest dollar.

2. If any amount for the current month differs materially from that for the previous month or the
same month a year ago and the difference is not self-explanatory, annotate the amount and
explain the occasioning facts under "Remarks".

3. List the type and number of other customers in the water meters in service section under
"Remarks".

REMARKS

N/A

I certify that to the best of my knowledge and belief this is a true and correct report:

Date: 77-0 v’— 07 , 20 (Signed) %/%M/ /%%

Title and Address: Director - Rate's & Revenues
1101 Broad Street, P. O. Box 6338
Chattanooga, TN 37401




MONTHLY REPORT OF REVENUES, EXPENSES AND INVESTMENTS

WATER COMPANIES

Company Name: Tennessee-American Water Co.
Month of Report; May 2007

w

PSC--3.06
Amount for this Month Year-To-Date 12 Months-To-Date
This Year Last Year This Year Last Year This Year Last Year
(@ (b) () (d) () () (@)
Operating Revenues
1. Residential Sales......coccoovvereiiei e 1,149,546 918,272 4,259,216 4,998,416 14,004,764 13,117 911
2. Commercial SAIeS......cooiiieiiei e 829,051 774,903 3,105,244 3,837,017 10,319,217 9,922,968
3. Industrial Sales 259,654 237,347 1,115,472 1,326,462 3,725,661 3,371,426
4. Other Sales........ 561,584 434,058 1,945,722 2,285,201 6,727,788 5,834,238
5. Total Operating Revenues (ltem 1-4)..........c.ooo. 2,799,836 2.364.580 10.425.654 12.447 096 34,777.430 32.246.543
Operaling Expenses
6. Source of Supply Expense................ooooe 17,103 13,149 45,118 73,122 181,272 226,246
7. Pumping and Water Treatment Expense.............. 417,545 379,858 1,551,053 1,721,197 5,127,125 4,162,299
8. Transmission and Distribution-Operation............... 53282 67,953 246,666 337,085 722,979 747,781
9. Transmission and Distribution-Maintenance. 130,463 132,033 604,656 613,368 1,575,955 1,366,041
10. Customer Accounts and Sales Expense...... 223,430 159,387 451,618 658,263 1,753,051 1,701,402
11. Administrative and General Expense........ 1.022,785 742,963 3,481,022 4,108,732 11,364,983 10.097,055
12. Depreciation and Amortization............ 392,356 352,893 1,480,154 1,765,735 4,560,836 4,103,186
13. Taxes Other Than Income Taxes.......oovevevveiinn 309,924 292 871 1,310,182 1,447 225 3,838,636 3,460,968
14, INCOME TAXES....oiiiee ot (34,097) (11,546) 31,414 196,187 782,511 2,099,528
15. Total Operating Expenses (ltem 6-14).................... 2,532,791 2,129,561 9,201,883 10,920,914 29,907,348 27,964,506
16. Net Operating Income (Item 5 less 15).......cc....... 267.044 235.019 1.223.771 1,526,182 4,870,082 4.282.037
17, Other INCOME........iiie e (2,128) 5849 7,061 5,580 3,703 711
18. Miscellaneous Income Deductions.. 7577 (285) 7,515 13,700 30,250 24,816
19. Interest Charges.......ocoovvveveee e 318,425 264,208 1,233,905 1,299,416 3,562,009 2,988,462
20. Net INCOME. ... (61.085) (23.055) (10.588) 218.646 1.281.526 1.269.470
Balance at End of Month Aver. for 12 Mo.-To-Date
This Year Last Year This Year Last Year
(h) 0] ) (k)
21. Utility Plant In Service........ [ T 192,508,675 174,710,232 184,771,777 168,004,178
22. Construction Work in Progress 1,878,222 1,967,829 2,014,098 3,642,050
23. Utility Plant Acquisition Adjustment 0 0 0 0
24. Property Held for Future Use.............ccooviviein. 0 0 0 0
25. Accumulated Depreciation and Amort..(1). ....| 55,307,243 51,112,691 53,294 114 49,956,258
26. Materials and Supplies.........ccooooiiiiiiiiieiiie 365,883 292,350 326,593 302,094
27. Unamortized Investment Credit.............................. 1,160,812 1,313,551 1,195,814 1,278,549
28. Deferred Income Tax 18,526,657 17,577 531 17,773,957 17,090,748
29. Contributions in Aid of Construction...................... 8,280,380 7,252,770 7,766,590 6,967,779
30. Customer Advances for Construction..................... 5,959,523 4,851,103 5,446,430 4,474 805
31. Preferred Stock 1,381,600 1,382,100 1,381,767 1,382,100
32. Common Stock 13,754,235 13,754,235 13,754,235 13,754,235
33. Premium on Capital Stock and Other Capital......... 8,288,918 4,788,768 6,538,856 4,788,768
34. Retained Earnings 19,399,957 19,263,043 19,727,776 19,553,642
35. Long Term Debt........... 53.812,199 39.939.875 43,473,138 40,265,837

(1) Includes Capital Lease



TENNESSEE-AMERICAN WATER COMPANY

Page 2
SUPPLEMENTAL FINANCIAL DATA TO PSC-3.06
FOR THE MONTH ENDED MAY 2007
Average Average
Line Monthly for 12
# Balance MTD
1 Additions:
2 Plant in Service $189,019,845 $183,181,277
3 Plant Under Construction 1,791,942 2,014,098
4 Property Held For Future Use 0 0
5 Matenals-and-Supplies 315 522 326 593
6 Other Additions:
7 Leased Utility Plant 1,580,500 1,580,500
8 Unamortized Painting - net 0 281
9 Working Capital C/ 1,385,205 1,385,205
10
11 Total Additions 194,103,014 188,497,954
12 :
13
14 Deductions:
15 Accumulated Depreciaton and Amortization 54,570,980 53,294,114
16 Accumulated Deferred Income Taxes 18,139,759 17,773,957
17 Unamortized Investment Credit - Pre 1871 40,057 40,960
18 Customer Deposits 0 o]
19 Other Deductions:
20 Contributions in Aid of Construction 8,245,897 7,766,590
21 Customer Advances for Construction 5,840,967 5,446,430
22 All Other A (267,091) (266,860)
23
24
25
26 Total Deductions 86,570,569 84,055,191
27
28 Rate Base $107,532,445 $104,442.763
29
30 Net Operating income $267,044 $4,870,082
31 Adjustments to NOI
32 Allowance for funds used during construction 10,122 155,194
33 Adjustment to reflect effective federal
34 Income tax rate (debt assigned to parent) 12,201 138,432
35 Interest on customer deposits 0 0
36
37
38
39 Adjusted Net Operating income $289.367 $5.164.708
40
41
42 Rate of return B/ 3.23% 4.95%
A/ All Other
Acgquisition adjustment $0 $Q
Accounts payable applicable to CWIP 16,225 53,825
Unpaid for materials and supplies 52,826 50,084
Taxes on CIAC-DEF. FIT & SIT (336,142) (370,769)
($267.091) ($266,860)
B/ Rate of return - Monthiy (L25/1L18) x 12
C/ Per order
Cash working capital Lead Lag Study $543,000
Incidental collection (1,981,081)
Average cash : 366,929
Other components 2,456,357

Working cash - . $1.385.205



July 17, 2007

CONTINUING SURVEILLANCE CONSIDERATIONS — May 2007

Estimate the effect on annual net operating income of very significant known changes
occurring within the period covered by the report, which are not fully reflected in the
revenue and expense amounts shown in the report.

(1) Employee wage increases $257.177
(including associated insurance & taxes)



WATER METERS IN SERVICE AT THE END OF THE PERIOD - 05/07

Meter Size Residential Commercial Industrial Other Total
(@) (b) (c) (d) (©) ()
36.  S/8" 63,959 5,372 23 182 69,370
37.  3/4" 138 138 2 14 279
38. 1" 298 1,399 25 150 1,844
39. 1172 22 332 7 71 - 432
02" 13 1,043 84 2938 ;429
41. 3" 49 4 44
42.  4"&Over 28 28 41 96
43, Totals 64,430 8,361 169 760 73,494
INSTRUCTIONS
1. This report is required of all water companies which had operating revenues for the proceeding

year in excess of $1,500,000 as provided in the Commission's rules. Prepare on a typewriter

and file within 60 days after the end of the month covered by the report. Show amounts
adjusted to the nearest dollar.

If any amount for the current month differs materially from that for the previous month or the
same month a year ago and the difference is not self-explanatory, annotate the amount and
explain the occasioning facts under "Remarks".

List the type and number of other customers in the water meters in service section under

"Remarks".

REMARKS

N/A

I certify that to the best of my knowledge and belief this is a true and correct report:

, 20 9 (Signed) - / £ g

Date: __ 7/ /71
/

Title and Address:

-~

Director - Rates & Revenues
1101 Broad Street, P. O. Box 6338
Chattanooga, TN 37401




WMUNIHLY REPORT OF REVENUES, EXPENSES AND INVESTMENTS

WATER COMPANIES

Company Name: Tennessee-American Water Co.
Month of Report:  April 2007

PSC--3.06
Amount for this Month Year-To-Date 12 Months-To-Date
This Year Last Year This Year Last Year This Year Last Year
(a) (b) {c) (d) (e) U] ()]
Operating Revenues
1. Residential Sales.........ccocoveeiiiiiiiiie 1,212,792 1,161,101 4,259,216 4,080,144 13,773,489 13,383,658
2. Commercial SaleS......c.ooiieiiii e 867,267 759,214 3,105,244 3,062,114 10,265,069 10,016,167
3. Industrial SaleS......cooiiiiiiice e 306,391 311,966 1,115,472 1.089,114 3,703,354 3,428,062
4. OIher SAlES.....vie vt e 543,243 533,983 1,945,722 1,851,142 6,600,262 5,931,814
5. Total Operating Revenues (ttem 1-4)..............c.o.. 2.929.694 2,766.264 10.425.654 10.082.514 34.342.174 32,758,701
Operafing Expenses
6. Source of Supply Expense.........c...cooein 8,283 11,847 45,118 53,973 177,317 224,209
7. Pumping and Water Treatment Expense.............. 404,060 334,061 1,551,053 1,341,339 5,089,439 4,103,888
8. Transmission and Distribution-Operation.............. 48,803 58,462 246,666 269,132 737,650 723,130
9. Transmission and Distribution-Maintenance.. .. 106,596 104,030 604,656 481,335 1,577,526 1,334,294
10. Customer Accounts and Sales Expense................ 89,051 151,356 451618 498,876 1,689,008 1,665,574
11. Administrative and General Expense.............oceee 922 610 892,637 3,481,022 3,365,769 11,085,161 10,157,242
12, Depreciation and Amortization............cooveeeienneennens 391,987 351,977 1,480,154 1,412,842 4,521,373 4,074,761
13. Taxes Other Than Income Taxes.......cccccevecerienn 305,419 311,476 1,310,182 1,154,354 3,821,583 3,335,657
14, INCOME TAXES . .evirieeie ettt 154,362 131,597 31414 207,734 805,062 2,432,321
15. Total Operating Expenses (Item 6-14).................... 2,431,171 2,347,443 9,201,883 8,791,354 29,504,119 28,051,076
16. Net Operating income (ltem 51less 15)................... 498.523 418.821 1.223,771 1.291,160 4,838.055 4,708,625
17. Other Income.......cooevieieiiicce e (969) (1.818) 7,061 (269) 11,680 (10,401)
18. Miscellaneous Income Deductions 12 (5,333) 7,515 13,985 22,388 23,462
19. Interest ChargesS.........covvviieeciieeeievee e 314,905 263,897 1,233,905 1,035,208 3,507,793 2,970,589
20. Net INCOME. oot 182.637 158,439 (10.588) 241,698 1,319,554 1.704,173
Balance at End of Month Aver. for 12 Mo.-To-Date
This Year Last Year This Year Last Year
(h) 0] () (k)
21. Utility Plant In Service........ (1).... | 192,248,713 173,842,759 183,288,573 166,708,954
22. Construction Work in Progress......... 930,414 2,172,690 2,021,566 3,954,438
23. Utility Plant Acquisition Adjustment... § 0 0 0 0
24. Property Held for Future Use.......cccocovivirienn 0 0 0 0
25. Accumulated Depreciation and Amort..(1).. 54,897,149 50,837,252 52,944,568 49,735,350
26. Matenals and Supplies............cccccoveieeeiennne. . 341,950 273,360 320,465 302.829
27. Unamortized Investment Credit...............cccoooeen.. 1,167,176 1,243,547 1,208,543 1,278,549
28. Deferred INCOME TaX..uoioviiioie e 18,509,031 17,314,515 17,694,863 17,009,860
29. Contributions in Aid of Construction.....................] 8,236,196 7,238,490 7,680,956 6,919,221
30. Customer Advances for Construction..................... 5,911,187 4.866,318 5,354 062 4.379,357
31. Preferred Stock 1,381,600 1,382,100 1,381,808 1,382,100
32, Common Stock 13,754,235 13,754,235 13,754,235 13,754,235
33. Premium on Capital Stock and Other Capital......... 8,288,918 4,788,768 6,247,177 4,788,768
34. Retained Earnings 19,456,682 19,285,736 19,716,366 19,581,878
35. Long Term Debt........... 53,822,029 39.948.818 42.317,111 40.542.996

(1) Includes Capital Lease



TENNESSEE-AMERICAN WATER COMPANY

Page 2
SUPPLEMENTAL FINANCIAL DATA TO PSC-3.06
FOR THE MONTH ENDED APRIL 2007
Average Average
Line Monthly for 12
# Balance MTD
1 Additions:
2 Plant in Service $188,545,263 $181,698,073
3 Plant Under Construction 1,770,372 2,021,566
4 Property Held For Future Use 0 ) 0
5 Matenals.and anpliac 302,932 320,465
8 QOther Additions:
7 Leased Utility Plant 1,590,500 1,590,500
8 Unamortized Painting - net 0 421
9 Working Capital C/ 1,385,205 1,385,205
10
11 Total Additions 193,594,272 187,016,230
12
13
14 Deductions:
15 Accumulated Depreciaton and Amortization 54,386,914 52,944 568
16 Accumulated Deferred Income Taxes 18,043,034 17,694,863
17 Unamortized investment Credit - Pre 1871 40,186 41,218
18 Customer Deposits 0 0
19 Other Deductions:
20 Contributions in Aid of Construction 8,237,276 7,680,956
21 Customer Advances for Construction 5,811,328 5,354,062
22 All Other A/ (263,597) (271,807)
23
24
25
26 Total Deductions 86,255,141 83,443,860
27
28 Rate Base $107.339.131 $103.572.370
29
30 Net Operating Income $498 523 $4,838,055
31 Adjustments to NOI
32 Altlowance for funds used during construction 9,440 151,192
33 Adjustment to refiect effective federal
34 Income tax rate (debt assigned to parent) 12,178 138,312
35 Interest on customer deposits o] 0
36 :
37
38
39 Adjusted Net Operating Income $520,140 $5.127.559
40
41
42 Rate of return B/ 5.81% 4.95%
A/ All Other
Acquisition adjustment 30 $0
Accounts payable applicable to CWIP 17,637 53,825
Unpaid for materials and supplies 54,908 50,084
Taxes on CIAC-DEF. FIT & SIT (336,142) (375,716)
($263.597) ($271.807)
B/ Rate of return - Monthly (L25 /L18) x 12
C/ Per order
Cash working capital Lead Lag Study $543,000
Incidental collection (1,981,081)
Average cash ) 366,929
Other components 2.456.357

Working cash $1,385,205



May 22, 2007

CONTINUING SURVEILLANCE CONSIDERATIONS — April 2007

Estimate the effect on annual net operating income of very significant known changes
occurring within the period covered by the report, which are not fully reflected in the
revenue and expense amounts shown in the report.

(1) Employee wage increases $271,579
(including associated insurance & taxes)



WATER METERS IN SERVICE AT THE END OF THE PERIOD - 04/07

Meter Size Residential Commercial Industrial Other Total
(a) (b) (c) (d) (e) ()
36, 5/8" 63,774 5.391 23 182 69,370
37.  3/4" 132 133 2 12 279
38. 1" 288 1,382 25 149 1.844
39, 112" 22 332 7 71 432
g7 2" I3 T.037 86 293 1,429
41. 3" 40 4 44
42, 4"&0Over 29 28 39 96
43. Totals 64.229 8.344 171 750 73.494
INSTRUCTIONS

1. This report is required of all water companies which had operating revenues for the proceeding
vear in excess of $1.500,000 as provided in the Commission's rules. Prepare on a typewriter
and file within 60 days after the end of the month covered by the report. Show amounts
adjusted to the nearest dollar.

2. If any amount for the current month differs materially from that for the previous month or the
same month a year ago and the difference is not self-explanatory, annotate the amount and
explain the occasioning facts under "Remarks".

List the type and number of other customers in the water meters in service section under
"Remarks".

W

REMARKS

N/A

I certify that to the best of my knowledge and belief this is a true and correct report

Date: 0//<Z_,L .20 J77  (Signed) /b/{

Title and Addreps:

Director - Rates& Revenu s *
1101 Broad Street, P. O. Box 6338
Chattanooga, TN 37401




MONTHLY REPORT OF REVENUES, EXPENSES AND INVESTMENTS

WATER COMPANIES

Company Name: Tennessee-American Water Co.
Month of Report: February 2007

b

PSC--3.06
Amount for this Month Year-To-Date 12 Months-To-Date
This Year Last Year This Year Last Year This Year Last Year
(a) (b) (©) (d) (&) () (9)
Operating Revenues
1. Residential Sales.......o.covceviiiiiiieiecr i 966,123 967,025 2,018,993 1,996,007 13,617,403 13,269,659
2. Commercial Sales. .. ..o 714,781 736,526 1,429,261 1,507,348 10,143,852 10.027.236
3. INAUSIAl SAIES....c.oveceie i 280,876 269173 524,840 539,942 3,661,894 3,372,580
4. Other SalesS......cooiee e 468,359 427,061 907,286 828,418 6,584,550 5,936,250
5. Total Operating Revenues (Item 1-4)..................... 2,430,139 2,399,786 4.880.380 4,871,715 34,007,699 32.605,725
Operating Expenses
6. Source of Supply Expense..............ccooooe. 12,718 21,783 25,550 38,986 178,736 223,700
7. Pumping and Water Treatment Expense............... 377,083 315,267 758,716 657,647 4,980,795 4,006,407
8. Transmission and Distribution-Operation............... 71,886 58,796 138,733 156,564 742,285 718,757
9. Transmission and Distribution-Maintenance... 239,160 110,458 382,774 287,767 1,549,211 1,374,931
10. Customer Accounts and Sales Expense............... 125,329 110,557 233,894 224 545 1,745,615 1,618,037
11. Administrative and General Expense... . 856,767 981,285 1,791,577 1,565,242 11,196,243 10,247,154
12. Depreciation and Amortization...........c.coceeenninne 360,683 356,597 723,086 709,114 4,468,033 3,927,848
13. Taxes Other Than Income TaxesS.......cccccuvevrernen. 296,069 247 883 601,440 563,729 3,703,466 2,876,394
14, INCOME TAXES....coiviviviccirieiee e eeeeeee e sve e (89,092) (25,549) (161,530) 68,278 751,574 2,655,336
15. Total Operating Expenses (item 6-14).................. 2,250,602 2,177,077 4,494 240 4,271 872 29,315,958 27,648 564
16. Net Operating Income (ltem 5less 15).................. 179.536 222,709 386,140 599,843 4,691,741 4,957 161
17. Other INCOME..... oot crnerma s eseas s 467 (134) 7,457 940 10,866 (7,343)
18. Miscellaneous Income Deductions . 890 10,045 4,303 10,337 22,823 24,197
19, Interest Charges...cc.cccoovevvvvveciiriieee e 303,975 252,855 609,016 510,286 3,407,824 2,927,097
20, NEtINCOME ..o (124.862) (40.325) (219.722) 80,160 1,271.960 1,998,524
Balance at End of Month Aver. for 12 Mo.-To-Date
This Year Last Year This Year Last Year
(h) 0] ) (k)
21. Utility Plant In Service........ [ P OO 188,872,625 175,107,190 180,369,713 164,157,908
22. Construction Work in Progress...........ccoooeveeeevnnne.. 2,219,487 369,821 2,065,468 4.580,817
23. Utility Plant Acquisition Adjustment 0 0 0 0
24. Property Held for Future Use..............ccoooiiin 0 0 0 0
25. Accumulated Depreciation and Amort..(1)............. 54,241,236 50,384,396 52,294,314 49,263,284
26. Materials and Supplies........ccc.coeeeveereeenenn. 305,137 303,442 315,554 313,740
27. Unamortized Iinvestment Credit............cc..cc.covnin. 1,179,904 1,256,275 1,221,271 1,291,277
28. Deferred Income TaX.....oovceeeeieeeii e 17,602,962 17,386,103 17,499,178 16,855,723
29. Contributions in Aid of Construction 8,239,059 7,118,946 7,514,232 6,815,226
30. Customer Advances for Construction.................... 5,649,193 4,977,428 5,172,050 4,196,729
31. Preferred StOcK.....cccov e 1,381,600 1,382,100 1,381,892 1,385,017
32, Common StOCK.....coceeeveireeeecrie e 13,754,235 13,754,235 13,754,235 13,754,235
33. Premium on Capital Stock and Other Capital. 8,288,918 4,788,768 5,663,818 4,788,768
34. Retained Earnings 19,236,497 19,123,548 19,690,248 19,578,156
35. Long Term Debt........... 54,861,457 39,966,494 41,161,010 41,093,990

(1) Includes Capital Lease



April 9, 2007

CONTINUING SURVEILLANCE CONSIDERATIONS - Februarv 2007
Estimate the effect on annual net operating income of very significant known changes
occurring within the period covered by the report, which are not fully reflected in the
revenue and expense amounts shown in the report.

(1) Employee wage increases $129,003
(including associated insurance & taxes)



WATER METERS IN SERVICE AT THE END OF THE PERIOD - 02/07

Meter Size Residential Commercial Industrial Other Total
(a) (b) (c) (d) (e) (f)

36. 5/8" 63,464 5.358 23 182 69,027
37. /4" 123 132 2 12 269
38. 1" 273 1,361 25 147 1.806
39. 112" 21 329 7 70 427
40, 27 I35 1,026 85 290 416
41, 3" 35 4 39
42. 4"&Over 29 29 37 95
43. Totals 63,896 8.270 171 742 73,079

INSTRUCTIONS

1. This report is required of all water companies which had operating revenues for the proceeding
year in excess of $1,500,000 as provided in the Commission's rules. Prepare on a typewriter
and file within 60 days after the end of the month covered by the report. Show amounts
adjusted to the nearest dollar.

[\

If any amount for the current month differs materially from that for the previous month or the
same month a year ago and the difference is not self-explanatory, annotate the amount and
explain the occasioning facts under "Remarks".

List the type and number of other customers in the water meters in service section under
"Remarks".

(U'S)

REMARKS

N/A

I certify that to the best of my knowledge and belief this is a true and correct report:

oo oo d o

Title and Address: Director - Ra'gks & Revenues
. 1101 Broad Street, P. O. Box 6338
Chattanooga, TN 37401

Date: °/7,’j:>2 7 .20 97




MUN I HLY REPUKI] UF KEVENULED, EAFPENDED AND INVED IIMIEN 1D

WATER COMPANIES

Company Name: Tennessee-American Water Co.
Month of Report:  March 2007

PSC--3.06
Amount for this Month Year-To-Date 12 Months-To-Date
This Year Last Year This Year Last Year This Year Last Year
(a) (b) () (d) ) (® (@)
Operating Revenues
1. Residential Sales......oovvvviiiieiececei e 1,027,431 923,036 3,046 424 2,919,043 13,721,799 13,273,293
2. Commercial Sales... 808,716 795,552 2237977 2,302,901 10,157,015 10,003,102
3. Industrial SAIES.....ciiieee e 284,242 237.206 809,081 777,148 3,708,929 3,315.403
4, Other SalIES. ... 495,193 488,742 1,402,479 1,317,160 6,591,001 5,853,230
5. Total Operating Revenues (Item 1-4)...........cc. 2.615,581 2.444 536 7.495,961 7.316.252 34178,744 32445028
Operating Expenses
6. Source of Supply Expense.............cooeeeee 11,285 9,141 36,835 48,127 180,881 218,067
7. Pumping and Water Treatment Expense............... 388.277 349,632 1,146,993 1,007.279 5,019,440 4.051,337
8. Transmission and Distribution-Operation............... 59,129 54,105 197,863 210,669 747,309 716,579
9. Transmission and Distribution-Maintenance..........| 115.286 89,538 498,060 377.304 1,574,960 1.351,922
10. Customer Accounts and Sales Expense................ 128,672 122,974 362,567 347,520 1,751.313 1,644,590
11. Administrative and General Expense............. 766,835 907.890 2558412 2473132 11,055,189 10,297,734
12. Depreciation and Amortization...........cccoceeiennnn 365,080 351,751 1,088,166 1,060,865 4,481 362 4,046,385
13. Taxes Other Than income Taxes........ccceeeveervenne. 403,323 279,149 1,004,763 842,878 3,827,640 3,317,681
14, INCOME TAXES..cuiioiiiiee e eie e 38,582 7.859 (122,948) 76,137 782,297 2,293,372
15. Total Operating Expenses (ltem 6-14)...................| 2,276,471 2,172,039 6,770,711 6,443,911 29,420,391 27,937,667
16. Net Operating Income (ltem 5 less 15)........cccoee.e. 339.110 272,497 725,250 872,341 4.758.353 4,507,361
17, Other INCOME.....oiiiiii e 572 608 8,029 1,548 10,831 (11,698)
18. Miscellaneous Income Deductions.......cccccceeeveinnncs 3,200 8.981 7.503 19,318 17,043 30,093
19. Interest Charges.......ocoeiveeieieiees e 309,985 261,024 919,001 771,311 3,456,785 2,947,102
20, NetINCOME....oiiiiicie e 26,497 3,101 (193.225) 83.260 1.295,356 1,518.468
Balance at End of Month Aver. for 12 Mo .-To-Date
This Year Last Year This Year Last Year
(h) 0) i) (k)
21. Utility Plant In Service........ (1) 190,986,422 174,366,052 181 754744 165,466 808
22. Construction Work in Progress.......ccccoovviceeceeeeine 1,578,516 863,075 2,125,089 4,232,059
23. Utility Plant Acquisition Adjustment... 0 0 0 0
24. Property Held for Future Use.............cccocinl 0 0 0 0
25. Accumuiated Depreciation and Amort..(1)............. 54 492 688 50,749,532 52,606,244 49 509,548
26. Materials and Supplies...........ccvvevveeevennns 291,867 301,519 314,749 308,781
27. Unamortized Investment Credit 1,173,540 1,249,911 1,214,907 1,284 913
28. Deferred Income TaX........cooocvvvieeieiieeiieeeeeeeee 18,464,214 17,310,512 17,595,320 16,929,706
29. Contributions in Aid of Construction 8,234,959 7,231,973 7,597,814 6,867,407
301 Customer Advances for Construction..................... 5,996,469 4,857,189 5,266,989 4,287 866
31. Preferred StOCK.......ooie i 1,381,600 1,382,100 1,381,850 1,383,558
32. Common StOCK.......covieeeieeee e 13,754,235 13,754,235 13,754,235 13,754,235
33. Premium on Capitat Stock and Other Capital......... 8,288,918 4,788,768 5,955,498 4,788,768
34. Retained Earnings.........oocoovioiiiieieecies e 19,270,362 19,127,888 19,702,121 19,572,774
35. Long Term Debt........... (1) e 39.957.691 39.957,691 41,161.010 40,818.553

(1) Includes Capital Lease




| ENNESSEE-AVMEKILAN WAITER COMPANY

. Page 2
SUPPLEMENTAL FINANCIAL DATA TO PSC-3.086
FOR THE MONTH ENDED MARCH 2007
Average Average
Line Monthly for 12
# Balance MTD
1 Additions:
2 Plant in Service $187,840,946 $180,164,244
3 Piant Under Construction 2,050,358 2,125,089
4 Property Held For Future Use 0 0
A Materiais_and_Supplies. 289 926 314,749
6 Other Additions:
7 Leased Utility Plant 1,590,500 1,590,500
8 Unamortized Painting - net 0 589
9 Working Capital C/ 1,385,205 1,385,205
10
11 Total Additions 193,156,935 185,580,376
12
13
14 Deductions:
15 Accumulated Depreciaton and Amortization 54,216,836 52,606,244
16 Accumulated Deferred Income Taxes . 17,887,702 17,595,320
17 Unamortized Investment Credit - Pre 1971 40,315 41,476
18 Customer Deposits 0 0
19 Other Deductions:
20 Contributions in Aid of Construction 8,237,636 7.5687.814
21 Customer Advances for Construction 5,778,042 5,266,589
22 All Other A/ (261,653) (2786,754)
23
24
25
26 Total Deductions 85,898,878 82,831,089
27
28 Rate Base $107.258.057 $102,749.287
29
30 Net Operating Income $339,110 $4,758,353
31 Adjustments to NOI
32 Allowance for funds used during construction 13,124 146,920
33 Adjustment to reflect effective federal
34 Income tax rate (debt assigned to parent) 12,169 137,210
35 Interest on customer deposits 0 0
36
37
38
39 Adjusted Net Operating Income $364.404 $5.042.483
40
41
42 Rate of return B/ 4.08% 4.91%
A/ All Other
Acquisition adjustment $0 $0
Accounts payable applicable to CWIP 13,883 53,825
Unpaid for materials and supplies 60,606 50,084
Taxes on CIAC-DEF. FIT & SIT (336,142) (380,663)
($261.653) ($276.754)
B/ Rate of return - Monthly (L25 / L18) x 12
C/ Per order
Cash working capital Lead Lag Study $543.000
Incidental collection (1,981,081)
Average cash ' 366,929
Other components 2,456.357

Working cash $1.385.205



May 17, 2007

CONTINUING SURVEILLANCE CONSIDERATIONS — March 2007

Estimate the effect on annual net operating income of very significant known changes
occurring within the period covered by the report, which are not fully reflected in the
revenue and expense amounts shown in the report.

(1 Employee wage increases $158.421
(including associated insurance & taxes) .



' WATER METERS IN SERVICE AT THE END OF THE PERIOD - 03/07

Meter Size Residential Commercial Industrial Other Total
(a) (b) (c) d (e) (H
36, 5/8" 63,627 5,376 23 182 69.208
37.  3/4" 125 133 2 12 272
38. 1" 276 1,373 25 147 1.821
39. 11/2" 21 329 7 71 428
4072 15 17031 85 289 1420
41. 3" 34 4 38
42, 4"&Over 29 29 38 96
43. Totals 64,064 8.305 171 743 73.283
INSTRUCTIONS

1. This report is required of all water companies which had operating revenues for the proceeding
year in excess of $1,500,000 as provided in the Commission's rules. Prepare on a typewriter
and file within 60 days after the end of the month covered by the report. Show amounts
adjusted to the nearest dollar.

2. If any amount for the current month differs materially from that for the previous month or the
same month a year ago and the difference is not self-explanatory, annotate the amount and
explain the occasioning facts under "Remarks".

3. List the type and number of other customers in the water meters in service section under
"Remarks".

REMARKS

N/A

I certify that to the best of my knowledge and belief this is a true and correct report:

Date: /61 AR_2007  (Siged) /// M;{ ///..//

Title and Addréss:/ Director - Rates & Revenues
1101 Broad Street, P. O. Box 6338
Chattanooga, TN 37401




2

MONTHLY REPORT OF REVENUES, EXPENSES AND INVESTMENTS

WATER COMPANIES

Company Name: Tennessee-American Water Co.
Month of Report: January 2007

PSC--3.06
Amount for this Month Year-To-Date 12 Months-To-Date
This Year Last Year This Year Last Year This Year Last Year
{a) (9] {c) (d) (e) () g
Operating Revenues
1 ResidentiaIpSales.g. .................................................. 1,052,870 1,028,982 1,052,870 1,028.982 13,618,306 13,158,586
2. Commercial Sales......ooooiii s 714,480 770,822 714,480 770,822 10,165,597 9,908,843
3. Industrial SaleS. . o 243,964 270,769 243,964 270,769 3,650,192 3,315,789
4. Other SalesS. ..ot 438,927 401,357 438,927 401,357 6,543,252 5,836,232
5. Total Operating Revenues (ltem 1-4)..................0. 2.450.241 2471.929 2.450.241 2471930 33,977.347 32.320.450
Operating Expenses
6. Source of Supply Expense. ... 12.832 17,203 12.832 17.203 187,801 226.908
7. Pumping and Water Treatment Expense..............] 381,634 342,380 381.634 342,380 4,918,979 3.870,075
8. Transmission and Distribution-Operation..............| 66,847 G§7,768 66,847 97,768 729,195 730,870
9. Transmission and Distribution-Maintenance.......... 143614 177.309 143614 177.309 1.420,509 1,355,490
10. Cusiomer Accounts and Sales Expense............... 108 565 113,988 108,565 113,988 1,730,844 1.666.465
11. Administrative and General Expense 834,808 583.957 934.809 583,957 11,320,761 10.056,801
12. Depreciation and Amortization......................... L 362.403 352.517 362,403 352,517 4,463,946 4.010.381
13 Taxes Other Than income Taxes...................... 305,371 315.846 305.371 315,846 3,655,280 2.820,108
14, Income Taxes. ... ... (72.438) 83,826 (72.438) 93,826 815,118 2,575,563
15. Total Operating Expenses (item 6-14)................... 2243638 2.094.794 2,243.637 2,094,794 28,242,433 27,512,761
18. Net Operating Income (ltem 5iess 15)................ . 206.804 377.135 206.604 377.136 4734 914 4.807.689
17 Other InCome.........ocooiiie RS 6,990 1074 6.990 1,074 10,266 (3.704)
18. Miscellaneous Income Deductions........................ 3.413 292 3413 292 31,978 14,594
19. Interest Charges. ... 305,041 257,431 305.041 257,431 3,356,705 2.912.105
20. NetIncome.....ooi (94.860) 120.486 (94 .860) 120.487 1.356.497 1.877.286
Balance at End of Month Aver. for 12 Mo.-To-Date
This Year Last Year This Year Last Year
(h) () @ k)
21. Utility Plant In Service........ ()i 188,435,291 173,943,115 178,222,593 162,758,391
22. Construction Work in Progress. ... . 2,353,071 2,018,208 1.911,330 4,915 656
23. Vltility Plant Acquisition Adjustment ... R 0 0 0 0
24. Property Held for Future Use.................. o 0 0 o] 0
25. Accumulated Depreciation and Amort (1)............ | 53,916,586 50.019.258 51,872,911 49,180,262
26. Materials and Supplies................o 272775 303.617 315412 326,490
27. Unamortized [nvestment Credit.. .. I 1,186.268 1,262,639 1.227.635 1.297 641
28. Deferred Income Tax............................. R 17.585 928 17,481,935 17 481,106 16,851,895
; 29. Contributions in Aid of Construction...................... 8.238,889 7,118,994 7.420.889 6,763,962
30. Customer Advances for Construction 5.688 465 5.006.286 5,116.069 4,084,256
31. Preferred Stock.................o . . 1,381,600 1,382,100 1,381.933 1,386,475
32. Common StOCK. ..o .} 13,754.235 13,754.235 13,754 235 13,754 235
33. Premium on Capital Stock and Other Capital....... . 8,288,918 4,788,768 5,372,139 4,788,768
34. Retamned Earnings...... ... . 19.351.690 19,163.300 16.680.635 19.598.637
| 35 Long Term Debt.......... (1) 39.871.057 43.277.632 39.919.764 41.369,312 |

(1) Includes Capital Lease




TENNESSEE-AMERICAN WATER COMPANY

SUPPLEMENTAL FINANCIAL DATA TO PSC-3.06

FOR THE MONTH ENDED JANUARY 2007

Page 2

Average Average
Line Monthly for 12
# Balance MTD
1 Additions
2 Plant in Service $187.099,395 $177.632.093
3 Plant Under Construction 1,986,748 1,911,330
4 Properly Held For Future Use 0 0
g Matenals and supplies 282.483 315,412
6 Other Additions:
7 Leased Ultility Plant 1.590,500 1.690.500
8 Unamortized Painting - net c 1.007
g Working Capital  C/ 1,385,205 1.385.205
10
11 Total Additions 182,324,309 182.83% 547
"
14 Deductions
15 Accumulated Depreciaton and Amortization 53.658.291 51872911
16 Accumulated Deferred Income Taxes 17.587.407 17,481,106
17 Unamortized investment Credit - Pre 1871 40,702 41,992
18 Customer Deposits 0 0
18 Other Deductions
20 Contributions in Aid of Construction 8.249.860 7.420.889
21 Customer Advances for Construction 5,683,346 5,116,069
22 All Other A/ (178,282) (286,647)
23
24
25
26 Total Deductions 85,040,324 81.746,320
27
28 Rate Base $107.283.985 §101.089.227
29
30 Net Operating Income $206.604 $4.734,814
39 Adjustments to NOI
32 Allowance for funds used during construction 11.512 131,702
33 Adjustment to refiect effective federal
34 Income tax rate {debt assigned to parent) 12,172 135,060
35 Interest on customer deposits 0 0
36
37
38
38 Adjustied Net Operating tncome $230,288 $5.001676
40
41
42 Rate of return B/ 258% 4.95%
A/ All Other
Acquisition adjustment $0 30
Accounts payabie applicable to CWIP 134,313 53,825
Unpaid for materials and suppiies 52,228 50,084
Taxes on CIAC-DEF. FIT & SIT (365.823) (390,558)
(3179.282) 1$286 647
B/ Rate of return - Monthly {L25/7 118} x 12
C/ Per order
Cash working capital Lead Lag Study $543,000
Incidental collection (1.981,081)
Average cash 366,929
Other components 2 456,357
Working cash $1,385.205



WATER METERS IN SERVICE AT THE END OF THE PERIOD - 01/07

Meter Size Residential Commercial Industrial Other Total
(a) (b) (©) (d) (e) ()

36, 5/8" 63.364 5,335 23 184 68.926
37, 34" 123 133 2 12 270
38 1" 274 1.357 25 147 1.803
39. 112" 20 328 7 70 425
40, 2" 13 1.021 85 290 1,411
41, 3" 33 4 37
42, 4"&Over 30 29 36 93
43, Totals 63,796 8.257 171 743 72,967

INSTRUCTIONS

This report is required of all water companies which had operating revenues for the proceeding
vear in excess of $1,500.000 as provided in the Commission's rules. Prepare on a tvpewriter
and file within 60 days after the end of the month covered by the report. Show amounts
adjusted to the nearest dollar.

If any amount for the current month differs materially from that for the previous month or the
same month a vear ago and the difference is not self-explanatory, annotate the amount and
explain the occasioning facts under "Remarks”.

List the tvpe and number of other customers in the water meters in service section under
"Remarks".

REMARKS

N/A

[ certify that to the best of my knowledge and belief this 1s a true and correct report

Date: //3 .20 07 (Signed) /Z{MM/;/Z{I//C_\

Title and Address: Director - Rates & Revenues
1 Broad Street, P. O. Box 6338
Chattanooga, TN 37401




MONTHLY REPORTY oF REVENUES, EXPENSFE.S AND INVESTMENTS

WATER COMPANIES

Company Name: Tennessee-American Water Co
Month of Report: December 2006

PSC--3.06
Amount for this Month Year-To-Date 12 Months-To-Date
This Year Last Year This Year Last Year This Year Las! Year
(@) (b) Q) () (&) () )
Operating Revenues
1. Residential Sales.............ci 992,783 1,207,467 13,594 417 13,213,682 13,594,417 13,213,682
2. Commercial SalES ...t 768,357 912,734 10,221,939 9.895 304 10,221,939 9,895,304
3 Industrial Sales............ 289,121 377,045 3,676,996 3,309,689 3,676,996 3,309,699
4. OthEr SAIES. ... .o 525,135 476,378 6.505,682 6,063,473 6,505,682 6.063,473
5. Total Operating Revenues (Item 1-4).................. 1 2575397 2,973,625 33,999,034 32.482 148 33.999.034 32,482.148
Operating Expenses
6. Source of Supply Expense.........coooo 11,314 14,120 192,172 219,943 192,172 219,943
7. Pumping and Water Treatment Expense...............| 343,248 369,726 4.879,725 3,836,347 4,879,725 3,836,347
8. Transmission and Distribution-Operation 56,030 64,342 760,116 709,555 760,116 709,555
9. Transmission and Distribution-Maintenance........... 177,799 84,452 1,454,204 1,269,126 1,454,204 1.269,126
10. Customer Accounts and Sales Expense............... 126,450 180,771 1,736,266 1,666,401 1,736,266 1.666.401
11. Administrative and General Expense.... 1,209,801 1,314,003 10,969,909 10,171.620 10,969,909 10.171.620
12. Depreciation and Amortization............................... 366,136 358.857 4,454,061 3,939,761 4,454 061 3,939,761
13. Taxes Other Than lncome Taxes.............c..c.......... 286,185 352,337 3.665,755 2,922 584 3,665,755 2.922 584
14, InCOME TAXES. ..o . 231,089 569,202 981,382 2,731,709 981.382 2,731,709
- . — —
15. Total Operating Expenses (Item 6-14) ... 2,808,052 3,307,808 29,093,590 27,467,046 29,093.590 27,467,046
16. Net Operating Income (Item 5 1ess 15).................. (232.655) (334 183) 4,805,444 5.015.102 4,905 444 5.015102
17, Other INCome. ... (1,863) (1,391) 4,350 (21,652) 4,350 (21,652)
18. Miscellaneous tncome Deductions........................ 2,996 (918) 28,857 14,189 28857 14,189
19. Interest Charges.............ccoovooieeee 309,650 261,449 3,309,095 2.894,038 3,308,095 2,854,038
20. NetIncome. ... (547.163) (596.10%) 1,571.842 2.085,223 1.571.842 2.,085223
Balance at End of Month Aver. for 12 Mo.-To-Date
This Year Last Year This Year Last Year
(W) i) i) (k)
21. Utility Ptant tn Service........ (1) 188,944,500 173,947 962 178,014,912 161,434,828
22. Construction Work in Progress................ccccocoe .. 1,580,421 1,022,155 1,883,424 5,083,737
23. Utility Plant Acquisition Adjustment......................| 0 0 0 0
24. Property Held for Future Use 0 0 0 0
25. Accumulated Depreciation and Amort..(1)............ . 53,399,996 49,655,974 51,648,133 49,094,339
26. Materials and Supplies.............ccccooo 292,151 297,113 317,983 336,223
27. Unamortized Investment Credit............................. 1,192,632 1,269,003 1,234,000 1,304,005
28. Deferred Income Tax............... . 17,578,886 17,462,754 17,471,607 16,427,636
29. Contributions in Aid of Construction. ... 8,260,830 7,059.987 7,327,564 6,707,041
30. Customer Advances for Construction.................... 5,678,228 5,191,657 5,059,221 3,974,887
31. Preferred Stock.... 1,381,100 1,382,100 1.381,975 1.387.933
32. Common StOCK ..o 13,754,235 13,754,235 13,754,235 13,754 235
33. Premium on Capital Stock and Other Capital......... 8.288,918 4,788,768 5,080,460 4,788,768
34, Retained Eamings. ... 19,440,795 19,045,502 19,665,136 19,628,776
35 Long Term Debl.......... (M) L 39.880.582 39,985,954 40.203.645 41,369,312

(1) Includes Capital Lease



TENNESSEE-AMERICAN WATER COMPANY
SUPPLEMENTAL FINANCIAL DATA TO PSC-3.06

FOR THE MONTH ENDED DECEMBER 2006

Page 2

Average Average
Line Monthly for 12
# Balance MTD
1 Additions:
2 Piant in Service $176.424 412 $176,424.412
3 Plant Under Construction 1,883,424 1,883,424
4 Property Held For Future Use 0 0
5 Matenals and Supplies 317983 ST77983
6 Other Additions
7 Leased Utility Plant 1,590,500 1,590.500
8 Unamortized Painting - net 1.255 1,255
9 Working Capital C/ 1,385,205 1,385,205
10
1" Total Additions 181,602,779 181,602,779
12
13
14 Deductions
15 Accumulated Depreciaton and Amonrtization 51,648 133 51,648 134
16 Accumulated Deferred Income Taxes 17,471,607 17,471,607
17 Unamortized Investment Credit - Pre 1971 42,250 42,250
18 Customer Deposits 0 0
19 Other Deductions
20 Contributions in Aid of Construction 7,327 564 7,327 564
21 Customer Advances for Construction 5059221 5059221
22 All Other A/ (241.784) (241,784)
23
24
25
26 Total Deductions 81,306,991 81,306,992
27
28 Rate Base $100.295,788 $100,285,787
29
30 Net Operating Income ($232,655) $4.905 444
31 Adjustments to NOI
32 Allowance for funds used during construction 18,032 123,261
33 Adjustment to reflect effective federal
34 Income tax rate (debt assigned to parent) 11,379 133,986
35 Interest on customer deposits 0 0
36
37
38
39 Adjusted Net Operating Income (3203 244) 55,162,691
40
41
42 Rate of return B/ -243% 515%
A/ All Other
Acquisition adjustment 30 $0
Accounts payable applicable to CWIP 53,825 53.825
Unpaid for matenals and suppiies 50,084 50.084
Taxes on CIAC-DEF FIT & SIT (345,693) (345,683)
($241 784) ($241,784)
B/ Rate of return - Monthly (L25 /L18) x 12
C/ Perorder
Cash working capital Lead Lag Study $543,000
Incidental coliection (1.881,081)
Average cash 366,929
Other components 2 456357
Working cash $1.385.205



WATER METERS IN SERVICE AT THE END OF THE PERIOD - 12/06

Meter Size Residential Commercial Industrial Other Total
(a) (b) (c) (d) (e) (0
36, 5/8" 63,143 5,356 24 188 68,711
37 3/4" 118 133 | 12 264
38. 1" 273 1,349 25 141 1,788
39. 11/2" 17 313 7 68 405
40. 2" 12 966 79 276 1,333
41, 3" 35 4 3
42, 4"&Over 29 31 34 94
43. Totals 63,563 8,181 167 723 72,634
INSTRUCTIONS
1. This report is required of all water companies which had operating revenues for the proceeding
vear in excess of $1,500,000 as provided in the Commission's rules. Prepare on a typewriter
and file within 60 days after the end of the month covered by the report. Show amounts
adjusted to the nearest dollar.
2. If any amount for the current month differs materially from that for the previous month or the
same month a year ago and the difference is not self-explanatory, annotate the amount and
explain the occasioning facts under "Remarks".
3. List the type and number of other customers in the water meters in service section under

"Remarks".

REMARKS

N/A

I certify that to the best of my knowledge and belief this is a true and correct report:

Date: \Ql}— 1

.20 07

(Signed)
Title and Address’

Jehat 4.

2l

Director - Rates & Revenues-
1101 Broad Street, P. O. Box 6338
Chattanooga, TN 37401




February 9, 2007

CONTINUING SURVEILLANCE CONSIDERATIONS ~ December 2006
Estimate the effect on annual net operating income of very significant known changes
occurring within the period covered by the report, which are not fully reflected in the
revenue and expense amounts shown in the report.

(1) Employee wage increases $70,169
(including associated insurance & taxes)
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WATER COMPANIES

Company Name: Tennessee-American Water Co.

g - November 20086
PSC-.3.06 Month of Report ove
Amount for this Month Year-To-Date 12 Months-To-Date
( This Year Last Year This Year Last Year This Year Last Year
(a) (b) © ) (e (f) (g
Operating Revenues
1. Residential Sales.......oooovioiveeei 1,254,177 1,087,922 12,601,634 12,006,215 13,809,101 13,364,033
2. Commercial Sales... 946,770 832,538 9,453,581 8,982,570 10,366,316 10,106,889
3. Industrial SAIES.....ooiii e 303,222 285,478 3,387,875 2,932,644 3,764,920 3,249,666
4. OthEr SAIES ..ot 691,656 489,576 5,980,547 5,587,095 6,456,925 6,221,475
5. Total Operating Revenues (ltem 1-4).................. 3,195.825 2,695,513 31.423.637 29.508.524 34.397,262 7 32,942,063
OperatingExpenses
6. Source of Supply Expense...................... 24,039 4317 180,858 205,824 194,977 175,512
7. Pumping and Water Treatment Expense.............. 399.818 308,207 4536477 3,466,621 4,906,203 3,835,031
8. Transmission and Distribution-Operation 65,556 59,558 704,086 645,213 768,428 697,753
9. Transmission and Distribution-Maintenance........... 90,649 107,328 1,276,405 1,184 675 1,360,857 1,273,049
10. Customer Accounts and Sales Expense................ 230,706 153,767 1,609,816 1,485,631 1,790,587 1,588,507
11. Administrative and General Expense....... 1,050,744 845543 9,760,107 8,857,618 11,074 110 10,045,472
12. Depreciation and Amortization.............c..cc..oo 350,489 339,024 4,087,926 3,580,905 4,446,782 3,852 617
13. Taxes Other Than IncOmMe Taxes.......occcveeereiiieirenes 299,365 272,626 3,379,570 2,570,247 3,731,907 2,865,732
14, INCOME TAXES....viieiiiiice et 104,162 164,569 750,292 2,162,506 1,319,495 2,554,307
15. Total Operating Expenses (ltem 6-14).................... 2,615,527 2,254,941 26,285,537 24.159,240 29,593,346 26,887,980
16. Net Operating Income (Item 5less 15)................... 580,298 440572 5,138,100 5.349.284 4,803,916 6,054,083
17. Other INCOME......ccooieiieie it 1,237 (7,108) 6,213 (20,262) 4,822 (4,715)
18. Miscellaneous Income Deductions..............ccccoe... (481) 2,807 25,862 15,107 24 944 15,670
19. Interest Charges.....c.oovvvvieeiiiiecceeeee s 292,716 239,807 2,999,445 2,632,589 3,260,894 2,871,848
20. Net INCOME. ..o 289,299 190,850 2,119.006 2,681.326 1,522,900 3,161,850
Balance at End of Month Aver. for 12 Mo .-To-Date
This Year Last Year This Year Last Year
(h) (i) ) (k)
21. Utility Plant In Service........ [ T 181,434,793 163,986,139 176,765.200 160,093,679
22. Construction Work in Progress..........ccooeveeveeeieean.. 3.469,458 6,626,502 1,836,902 5,287,939
23. Utility Plant Acquisition Adjustment........................ 0 0 0 0
24. Property Held for Future Use.........ccocooceveii i 0 0 0 0
25. Accumulated Depreciation and Amort..(1)............. 52,960,183 50,169,090 51,336,132 49,015,245
26. Materials and Supplies........cccoveivvveeeeieieee e 646,621 304,853 318,396 345,159
27. Unamortized Investment Credit.. 1,198,996 1,275,367 1,240,364 1,310,369
28. Deferred INCOME TaX....v.ooviieeieeveeece e 17,291,002 16,749,434 17,461,929 16,162,392
29. Contributions in Aid of Construction.......................] 7,312,160 6,871,208 7,227,494 6.653,648
30. Customer Advances for Construction... 5,409,523 4,827,735 5,018,673 3,837,974
31. Preferred StOCK......o.oooviviiiii e 1,381,600 1,382,100 1,382,058 1,389,392
32, COMMON StOCK. ...ttt 13,754,235 13,754,235 13,754,235 13,754,235
33. Premium on Capital Stock and Other Capital. 4,788,918 4,788,768 4,788,781 4,788,768
34. Retained Earnings.......ccccoovov v 20,663,222 20,214,123 19,632,195 19,641,155
35. Long Term Debt........... (D) 39.890.031 39.994,552 40,212 426 41.644.224

(1) Includes Capital Lease



JENNESSEE-AMERICAN WA TER CUMPANY

Page 2
SUPPLEMENTAL FINANCIAL DATA TO PSC-3.06
FOR THE MONTH ENDED NOVEMBER 2006
Average Average
Line Monthly for 12
# Balance MTD
1 Additions:
2 Plant in Service $175430.813 $175,174,700
3 Plant Under Construction 1,910,970 1,836,902
4 Property Held For Future Use 0 0
5 Materials and Supplies 320,331 318,396
6 Other Additions:
7 Leased Utility Plant 1,590,500 1,590,500
8 Unamortized Painting - net 1,370 1,532
9 Working Capital C/ 1,385,205 1,385,205
10
11 Total Additions 180,639,189 180,307,235
12
13
14 Deductions:
15 Accumulated Depreciaton and Amortization 51,488,873 51,336,132
16 Accumulated Deferred Income Taxes 17,461,854 17,461,929
17 Unamortized investment Credit - Pre 1971 42,379 42,508
18 Customer Deposits 0 0
19 Other Deductions:
20 Contributions in Aid of Construction 7,242,722 7,227,494
21 Customer Advances for Construction 5,002,947 5,018,673
22 All Other A (261,104) (246,485)
23
24
25
26 Total Deductions 80,977,671 80,840.251
27
28 Rate Base $99,661.518 $99.466.984
29
30 Net Operating Income $580,298 $4,803,916
31 Adjustments to NO!
32 Allowance for funds used during construction 24,004 150,312
33 Adjustment to refiect effective federal
34 Income tax rate (debt assigned to parent} 11,307 133,080
35 Interest on customer deposits 0 0
36
37
38
39 Adjusted Net Operating Income $615.609 $5,087,.308
40
41
42 Rate of return B/ 7.41% 5.11%
A/ Al Other
Acquisition adjustment $0 $0
Accounts payable applicable to CWIP 34,298 53,825
Unpaid for materials and supplies 51,159 50,084
Taxes on CIAC-DEF. FIT & SIT (346,561) (350,394)
(8261,104) ($246.485)
B/ Rate of return - Monthly (L25/118) x 12
C/ Per order
Cash working capital Lead Lag Study $543,000
Incidental collection (1,981,081)
Average cash 366,929
Other components 2.456,357

Working cash . $1.385,205



January 24, 2007

CONTINUING SURVEILLANCE CONSIDERATIONS — November 2006
Estimate the effect on annual net operating income of very significant known changes
occurring within the period covered by the report, which are not fully reflected in the
revenue and expense amounts shown in the report.

(D Employee wage increases $40,752
(including associated insurance & taxes)



WATER METERS IN SERVICE AT THE END OF THE PERIOD -11/06

Meter Size Residential Commercial Industrial Other Total
(a) (b) (c) (d) (e) @
36.  5/8" 63,269 5,381 24 188 08,862
37.  3/4" 123 131 2 12 268
38. 1" 283 1,358 25 144 1,810
39. 112" 20 329 7 70 426
402" 15 15023 86 289 H443
41, 3" 37 4 41
42.  4"&Over 29 31 36 96
43. Totals 63,710 8,288 175 743 72,916
INSTRUCTIONS
1. This report is required of all water companies which had operating revenues for the proceeding
year in excess of $1,500,000 as provided in the Commission's rules. Prepare on a typewriter
and file within 60 days after the end of the month covered by the report. Show amounts
adjusted to the nearest dollar.
2. If any amount for the current month differs materially from that for the previous month or the

(03]

same month a year ago and the difference is not self-explanatory, annotate the amount and
explain the occasioning facts under "Remarks".

List the type and number of other customers in the water meters in service section under
"Remarks".

REMARKS

N/A

[ certify that to the best of my knowledge and belief this is a true and correct repqrt:

Date: 3~ A ;20077 (Signed) )M‘A&CM/D 4 h\ﬂ,\,

Title and Address: Director - Rates & Revenues
. 1101 Broad Street, P. O. Box 6338
Chattanooga, TN 37401




MUN | HLY REPORT OF R

PSC--3.06

WATER COMPANIES

EVENUES, EXPENSES ANU INVES IMENID

Company Name: Tennessee-American Water Co.-
Month of Report:  October 2006

Amount for this Month Year-To-Date 12 Months-To-Date
This Year Last Year This Year Last Year This Year Last Year
() (b) (© (d) ) ( (@)
ven
1. Residentgipg:gz?ﬁ?.?...L.j.é.s,} ................................. 936,497 1,166,297 11,347,456 10,918,293 13,642,845 13,107,247
2. Commercial SAIES. ... 757,765 853,046 8,506,812 8,150,032 10,252,084 9,853,520
3. Industrial Sales 316,038 309,161 3,084,653 2,647,166 3,747,176 3,166,576
4, Other Sales......ccocvrvereireenicriiis 453,372 479,146 5,288,892 5,097,519 6,254,845 6,295,559
5. Total Operating Revenues (ftem 1-4)................. 2,463,671 2,807.650 28,227,813 26,813,010 33,896,950 32,422,902
OPCI a:ll I\_-’ EA}JCI BCTo
6. Source of Supply EXPENSE....ccoo..vvrevcrienen. 2,812 44,003 156,819 201,507 175,256 177,414
7. Pumping and Water Treatment Expense................ 367,723 295,667 4,136,659 3,158,414 4.814,592 3,829,537
8. Transmission and Distribution-Operation...... 52,225 46,810 638,530 585,654 762,431 697,251
9. Transmission and Distribution-Maintenance.. 99,580 120,377 1,185,757 1,077,347 1,377,536 1,234,400
10. Customer Accounts and Sales Expense................ 161,805 192,031 1,379,110 1,331,864 1,713,648 1,518,458
11. Administrative and General Expense....................| 944,618 791,752 8,709,364 8,012,074 10,868,910 9,902,367
12. Depreciation and Amortization............. 351,938 334,514 3,737,436 3,241,880 4,435 317 3,803,267
13. Taxes Other Than Income Taxes.........ccocovvecenn 326,544 276,085 3,080,205 2,297,621 3,705,168 2,888,694
14, INCOME TAXES ..o iieieiiiie e (284,796) 211,104 646,130 1,997,937 1,379,802 2,453,438
15. Total Operating Expenses (item 6-14).................... 2,022,549 2,312,342 23,670,010 21,904,298 29,232,760 26,504,826 -
16. Net Operating Income (item Sless 15)................. 441123 495,308 4,557,803 4,908,712 4,664,190 5,918,076
17, Other INCOME.....uviviveeieie e (3,470) 1,752 4,976 (13,153) (3,523) 3,898
18. Miscellaneous Income Deductions.. 5,188 (1,470) 26,343 12,300 28,232 12,407
19. Interest Charges..........cocceveiiniiiieiie e 281,211 240,784 2,706,729 2,392,782 3,207,985 2,867,013
20, Net INCOME.......ccooiviiiiin e 151,255 257,745 1,829,707 2490477 1,424,450 3,042,554
Balance at End of Month Aver. for 12 Mo .-To-Date
This Year Last Year This Year Last Year
(h) (i) 0 )
21. Utility Ptant In Service........ (T 181,125,770 163,693,851 175,311,146 159,325,622
22, Construction Work in Progress........ 3,023,591 5,542,090 2,099,989 5,181,658
23. Utility Plant Acquisition Adjustment.. 0 0 0 0
24. Property Held for Future Use..................... 0 0 0 0
25. Accumulated Depreciation and Amort..(1). 52,762,903 49,916,858 51,103,540 48,881,541
26. Materials and Suppli€s..........ccceevviiviennnnn. 273,964 327,956 289,915 352,870
27. Unamortized Investment Credit. 1,205,360 1,281,731 1,246,728 1,316,733
28. Deferred Income Tax....................... 17,222,957 16,665,821 17,416,798 15,906,267
29. Contributions in Aid of Construction....................... 7,287,070 6,877,444 7,190,748 6,591,244
30. Customer Advances for Construction 5,411,118 4,275,205 4,970,191 3,717,558
31. Preferred Stock 1,382,100 1,382,100 1,382,100 1,390,850
32. Common Stock 13,754,235 13,754,235 13,754,235 13,754,235
33. Premium on Capital Stock and Other Capital......... 4,788,768 4,788,768 4,788,768 4,788,768
34. Retained Earnings 20,355,677 19,998,063 19,594,770 19,584,566
35. Long Term Debt.......... (1) 39.899.407 40.003.839 40,221,136 41,919,020

(1) Includes Capital Lease




IENNEDOEL-ANCRILVAN VWA TLR VUIMFANT

Page 2
SUPPLEMENTAL FINANCIAL DATA TO PSC-3.06
FOR THE MONTH ENDED OCTOBER 2006
Average Average
Line Monthiy for 12
# Balance MTD
1 Additions:
2 Plant in Service $174,989,465 $173,720,646
3 Plant Under Construction 1,755,121 2,099,989
4 Property Held For Future Use 0 0
5 Materials and Supplies 287,702 289,815
] Other Additions:
7 Leased Utility Plant 1,590,500 1,590,500
8 Unamortized Painting - net 1.507 1.836
9 Working Capital C/ 1,385.205 1,385,205
10
11 Totat Additions 180,009,500 179,088,091
12
13
14 Deductions:
15 Accumulated Depreciaton and Amortization 51,341,742 51,103,541
16 Accumulated Deferred Income Taxes 17,478,939 17,416,798
17 Unamortized Investment Credit - Pre 1971 42,508 42 766
18 Customer Deposits 0 0
19 Other Deductions:
20 Contributions in Aid of Construction 7,235,778 7,190,748
21 Customer Advances for Construction 4,962,290 4,970,191
22 All Other A (264,568) (251,187)
23
24
25
26 Total Deductions 80,796,689 80,472.857
27
28 Rate Base $99.212.811 $98,615.234
29
30 Net Operating tncome $441,123 $4.664,190
31 Adjustments to NOI
32 Allowance for funds used during construction 19,077 157,276
33 Adjustment to reflect effective federal
34 Income tax rate (debt assigned to parent) 11,256 132,177
35 Interest on customer deposits 0 0
36
37
38
39 Adjusted Net Operating Income $471.456 $4.953.643
40
41
42 Rate of return B/ 5.70% 5.02%
A/ All Other
Acquisition adjustment $0 $0
Accounts payable applicable to CWIP 28,565 53,825
Unpaid for materials and supplies 54,471 50,084
Taxes on CIAC-DEF. FIT & SIT (347,604) (355,096)
($264.568) ($251.187)
B/ Rate of return - Monthly (L25/L18) x 12
C/ Per order
Cash working capital Lead Lag Study $543,000
Incidental collection (1,981,081)
Average cash 366,929
Other components 2,456,357

Working cash $1.385.205
—_— e



December 18, 2006

CONTINUING SURVEILLANCE CONSIDERATIONS - October 2006
Estimate the effect on annual net operating income of very significant known changes
occurring within the period covered by the report, which are not fully reflected in the
revenue and expense amounts shown in the report.

(1) Employee wage increases $260,244
(including associated insurance & taxes)



WATER METERS IN SERVICE AT THE END OF THE PERIOD -10/06

Meter Size Residential Commercial Industrial Other Total
(a) (b) (c) (d) (e) (H
36.  5/8" 63,386 5,406 24 186 69,002
37.  3/4" 129 125 2 12 268
38. 1" 291 1,364 25 146 1,826
39, 112" 20 328 7 70 425
40. 2" 15 1,024 26 289 1,414
41, 3" 1 39 4 44
42,  4"&Over 29 31 36 96
43. Totals 63,842 8,315 175 743 73,075
INSTRUCTIONS

This report is required of all water companies which had operating revenues for the proceeding

year in excess of $1,500,000 as provided in the Commission's rules. Prepare on a typewriter

and file within 60 days after the end of the month covered by the report. Show amounts
adjusted to the nearest dollar.

If any amount for the current month differs materially from that for the previous month or the
same month a year ago and the difference is not self-explanatory, annotate the amount and
explain the occasioning facts under "Remarks".

List the type and number of other customers in the water meters in service section under

"Remarks".

REMARKS

N/A

I certify that to the best of my knowledge and belief this is a true and correct report:

Date:  Llam Y , 2007
E(,L' Eii

(Signed)
Title and Ad

y ¢

Al

Director \ Rates

Revenues

1101 Broad Street, P. O. Box 6338
Chattanooga, TN 37401




MONTHLY REPORT OF REVENUES, EXPENSES AND INVESTMENTS

WATER COMPANIES

Company Name: Tennessee-American Water Co.
Month of Report:  September 2006

PSC--3.06
Amount for this Month Year-To-Date 12 Months-To-Date
This Year Last Year This Year Last Year This Year Last Year
{a) (b) (c) (d) (e} (f) )
Operating Revenues
1. Residential SaleS......coovicvieieeeeeec e 1,577,388 1,019,416 10,410,959 9,751,997 13,872,644 12,928,148
2. Commercial SAIES......cueeeiieenerveaerenres e 1,115,565 804,321 7,749,047 7,296,986 10,347,365 9,886,295
3. Industrial Sales. ..o 379,264 226,085 2,768,615 2,338,005 3,740,300 3,119,984
4. Other SaleS. . i 699,592 519,716 4,835,520 4,618,373 6,280,619 6,274,592
5. Total Operating Revenues (item 1-4).......ccooee 3,771,808 2,569,538 25,764.141 24,005,361 34.240.928 32,209.019
Operating Expenses
6. Source of Supply Expense..........ccccooeerenee 36,365 731 153,907 157,504 216,347 146,366
7. Pumping and Water Treatment Expense..... 534,412 357,473 3,768,936 2,862,747 4,742,536 3,869,203
8. Transmission and Distribution-Operation..... 76,491 51,683 586,305 538,844 757,016 698,628
9. Transmission and Distribution-Maintenance 153,986 114,528 1,086,177 956,970 1,398,333 1,197,235
10. Customer Accounts and Sales Expense................ 155,234 121,376 1,217,305 1,139,833 1,743,873 1,419,129
11. Administrative and General EXpense...............co... 863,614 817,922 7,764,746 7,220,322 10,716,044 9,761,491
12. Depreciation and Amortization 360,782 332,414 3,385,499 2,907,366 4,417,893 3,745,845
13. Taxes Other Than Income Taxes....coovvreevereeeincnnnns 454,098 276,047 2,753,662 2,021,536 3,654,709 2,908,029
14, INCOME TAXES..uevieeieieieecie e eieaeeeersrraaeneeeneaanae e 38,527 116,708 930,926 1,786.834 1,875,801 2,484,859
15. Total Operating Expenses (ltem 6-14)..........c......| 2,673,508 2,188,883 21,647,463 19,591,956 29,522,552 26,230,785
16. Net Operating Income (item 5less 15).......ccceeee. 1,098,300 380,656 4,116,678 4,413,405 4,718,376 5,978,234
17, Other INCOME....uviiiiiiie et 3,844 245 8,447 (14,905) 1,700 4,255
18. Miscellaneous income Deductions. (2,903) 7,704 21,155 13,770 21,574 16,874
19. Interest Charges.....cooivvireeeecineeniee e e 286,224 237,273 2,425,518 2,151,998 3,167,559 2,865,155
20. Net INCOME. vttt 818.823 135.923 1.678.452 2,232,732 1,530,943 3,100,460
Balance at End of Month Aver. for 12 Mo.-To-Date
This Year Last Year This Year Last Year
(h) (i) () (k)
21. Utility Plant In Service........ (1) e o 180,026,613 162,683,113 173,858,486 158,525,920
22. Construction Work in Progress . 2,690,507 4,994,649 2,309,864 5,152,553
23. Utility Plant Acquisition Adjustment..................cc.... 0 0 0 0
24. Property Held for Future Use......ccccooovveveiiicnrenee. 0 0 0 0
25. Accumulated Depreciation and Amort..(1)... 52,407,426 49,612,289 50,866,370 48,756,280
26. Materials and SUPPHES.....cccoouiiviiiiicie e 281,277 275,028 294,415 358,012
27. Unamortized Investment Credit...........ccooeveeveneenn. 1,211,724 1,288,095 1,253,092 1,323,097
28. Deferred Income Tax 17,583,148 16,728,307 17,370,370 15,685,260
29. Contributions in Aid of Construction 7,291,432 6,718,425 7,156,612 6,527,920
30. Customer Advances for Construction..........c...cou.. 5,294,529 4,160,289 4,875,531 3,642,406
31. Preferred Stock 1,382,100 1,382,100 1,382,100 1,392,308
32. CommOn SLOCK.....cvi et e 13,754,235 13,754,235 13,754,235 13,754,235
33. Premium on Capital Stock and Other Capital......... 4,788,768 4,788,768 4,788,768 4,788,768
34. Retained Earnings 20,184,104 19,723,726 19,564,969 19,539,326
35. Long Term Debt........... 39.904.759 40,013.017 40,229,839 42,193,638

(1) Includes Capital Lease




TENNESSEE-AMERICAN WATER COMPANY
SUPPLEMENTAL FINANCIAL DATA TO PSC-3.06

FOR THE MONTH ENDED SEPTEMBER 2006

Page 2

Average Average
Line Monthly for 12
# Balance MTD
1 Additions:
2 Plant in Service $174,484,376 $172,267,986
3 Plant Under Construction 1,614,180 2,309,864
4 Property Held For Future Use 0 0
5 Materials and Supplies 789,228 2844715
6 Other Additions:
7 Leased Ultility Plant 1,5690.500 1,590,500
8 Unamortized Painting - net 1,674 2,168
9 Working Capital C/ 1,385,205 1,385,205
10
11 Total Additions 179,365,163 177,850,138
12
13
14 Deductions:
15 Accumulated Depreciaton and Amortization 51,183,835 50,866,370
16 Accumulated Deferred Income Taxes 17,507,382 17,370,370
17 Unamortized Investment Credit - Pre 1971 42,637 43,024
18 Customer Deposits 0 0
19 Other Deductions:
20 Contributions in Aid of Construction 7,230,079 7,156,612
21 Customer Advances for Construction 4,912,420 4,875,531
22 All Other A/ (263,236) (255,806)
23
24
25
26 Total Deductions 80,613,117 80,056,101
27
28 Rate Base $98,752.046 $97,794.037
29
30 Net Operating Income $1,098,300 $4,718,376
31 Adjustments to NO!
32 Allowance for funds used during construction 15,407 160,549
33 Adjustment to reflect effective federal
34 Income tax rate (debt assigned to parent) 11,204 131,301
35 Interest on customer deposits 0 0
36
37
38
39 Adjusted Net Operating Income $1,124,911 $5,010.226
40
41
42 Rate of return B/ 13.67% 5.12%
A/ All Other
Acquisition adjustment $0 $0
Accounts payable applicable to CWIP 30,850 53,825
Unpaid for materials and supplies 54,680 50,084
Taxes on CIAC-DEF. FIT & SIT (348,766) (359,715)
($263.236) ($255.806)
B/ Rate of return - Monthly (L25/L18) x 12
C/ Perorder
Cash working capital Lead Lag Study $543,000
Incidental collection (1,981,081)
Average cash 366,929
Other components 2,456.357
Working cash $1,385.205



November 9, 2006

CONTINUING SURVEILLANCE CONSIDERATIONS — September 2006
Estimate the effect on annual net operating income of very significant known changes
occurring within the period covered by the report, which are not fully reflected in the
revenue and expense amounts shown in the report.

(1) Employee wage increases $305,456
(including associated insurance & taxes)



WATER METERS IN SERVICE AT THE END OF THE PERIOD - 09/06

Meter Size Residential Commercial Industrial Other Total
(a) (b) (c) (d) (e) (H
36, 5/8" 63,353 5,418 24 186 68,981
37.  3/4" 130 124 2 11 267
38. 1" 290 1,368 25 146 1,829
39, 11/2" 20 326 7 70 423
40, 2" 15 1,025 87 285 1,412
41, 3" 39 4 43
42, 4"&OQver 29 30 36 95
43, Totals 63,808 8,329 175 738 73,050
INSTRUCTIONS

1. This report is required of all water companies which had operating revenues for the proceeding

year in excess of $1,500,000 as provided in the Commission's rules. Prepare on a typewriter

and file within 60 days after the end of the month covered by the report. Show amounts
adjusted to the nearest dollar.

o

same month a year ago and the difference is not self-explanatory, annotate the amount and
explain the occasioning facts under "Remarks".

3. List the type and number of other customers in the water meters in service section under

"Remarks".

If any amount for the current month differs materially from that for the previous month or the

REMARKS

N/A

I certify that to the best of my knowledge and belief this is a true and correct report:

.20 i) Ppecda D A ALK

Date: ///7@/0é
/ 7

Title and Addrgg's: Director I(a/tes & Revenues
1101 Broad Street, P. O. Box 6338
Chattanooga, TN 37401




MONTHLY REPORT OF REVENUES, EXPENSES AND INVESTMENTS

WATER COMPANIES

Company Name: Tennessee-American Water Co.

Ig\,

PSC--3.06 Month of Report: August 2006
Amount for this Month Year-To-Date 12 Months-To-Date
This Year Last Year This Year Last Year This Year Last Year
(@) (b) () (d) {e) () {9)
Operating Revenues
1. Residential Sales........coovivevieiieceiiceeeee 1,145,328 1,205,909 8,833,571 8,732,581 13,314,673 12,987,941
2. Commercial Sales. 900,054 887,817 6,633,482 6,492,666 10,036,121 9,799,774
3. Industrial Sales.......... 395,639 260,726 2,389,352 2,111,920 3,587,121 3,198,910
4, Other SalBS...ccviiciiiiece et 606,797 514,419 4,135,928 4,098,657 6,100,744 6,405,200
5. Total Operating Revenues (item 1-4)....... oo 3,047,817 2,868,871 21,992,333 21,435,824 33,038,659 32,391,825
Operating Expenses
6. Source of Supply Expense.........ccoeecevennen. 18,224 45,511 117,542 156,772 180,713 147,313
7. Pumping and Water Treatment Expense...............| 485,363 385,518 3,234,525 2,505,274 4,565,598 3,823,157
8. Transmission and Distribution-Operation 58,502 49972 509,814 487,161 732,208 698,026
9. Transmission and Distribution-Maintenance........... 111,083 99,654 932,191 842,442 1,358,876 1,164,467
10. Customer Accounts and Sales Expense................ 101,596 128,425 1,062,071 1,018,458 1,710,015 1,453,880
11. Administrative and General Expense 868,726 829,962 6,901,132 6,402,400 10,670,352 9,576,951
12. Depreciation and Amortization............. 356,567 324,371 3,024,716 2,574,952 4,389,526 3,690,541
13. Taxes Other Than Income Taxes.....ccocovvvrvrveeenenee 279,687 275,709 2,299,563 1,745,489 3,476,658 2,928,953
14, INCOME TAXES . uuuuiiiieriierrieeieeeetitraeeeeee e s esnnaeaesea 212,882 217,480 892,399 1,670,126 1,953,982 2,662,623
15. Total Operating Expenses (item 6-14).................... 2,492,630 2,356,603 18,973,953 17,403,074 29,037,928 26,145,911
16. Net Operating Income (ltem 5 less 15)................... 555,187 512,268 3.018,380 4.032,750 4,000,731 6,245,914
17. Other INCOME.......oooiiiiiiieee et (1,878) 23 4,602 (15,150) (1,900) 2,098
18. Miscellaneous Income Deductions 0 (1,120) 24,058 6,065 32,181 15,337
19. Interest ChargesS....coeceiieeveereee e eeeeee e 283,493 247,490 2,139,295 1,914,725 3,118,608 2,873,486
20. NEt INCOME.c.eieeriiiiiiiieiteee et et e 269,817 265.921 859,629 2.096,810 848,042 3,359,189
Balance at End of Month Aver. for 12 Mo.-To-Date
This Year Last Year This Year Last Year
(h) (i) () (k)
21. Utility Ptant in Service........ (1) ee e ereeas 178,113,354 160,396,458 172,413,194 157,793,620
22. Construction Work in Progress........c.ccevevveennnenne. 1,815,581 5,971,609 2,501,876 5,116,008
23. Utility Plant Acquisition Adjustment..............ccc..c..... 0 0 0 0
24. Property Held for Future Us€......ovevveeriirerieieen, 0 0 0 0
25. Accumulated Depreciation and Amort..(1).............. 52,062,568 49,279,366 50,633,442 48,633,659
26. Materials and SUPPlES......cccveviereeceirieieecrien 270,179 342,094 293,894 368,973
27. Unamortized Investment Credit.. 1,218,088 1,294,459 1,259,457 1,329,461
28. Deferred INncome TaX.....ccccococviveeecieeiee e 17,578,393 16,748,187 17,299,134 15,456,926
29. Contributions in Aid of Construction..............cccueee, 7,284,370 6,714,615 7,108,862 6,473,755
30. Customer Advances for Construction..................... 4,867,468 3,680,878 4,781,012 3,580,139
31. Preferred StOCK.......oovvvivieeiiceieer et 1,382,100 1,382,100 1,382,100 1,393,767
32, Common StOCK.....cccoooviiiiiciee et 13,754,235 13,754,235 13,754,235 13,754,235
33. Premium on Capital Stock and Other Capital......... 4,788,768 4,788,768 4,788,768 4,788,768
34. Retained Earnings 19,905,802 20,215,863 19,526,604 19,489,850
35. Long Term Debt........... 39,913,988 40,022,123 40,238,860 42,468,082

(1) Includes Capital Lease



TENNESSEE-AMERICAN WATER COMPANY

Page 2
SUPPLEMENTAL FINANCIAL DATA TO PSC-3.06
FOR THE MONTH ENDED AUGUST 2006
Average Average
Line Monthly for 12
# Balance MTD
1 Additions:
2 Plant in Service $173,990,408 $170,822,694
3 Plant Under Construction 1,479,639 2,501,876
4 Property Held For Future Use : 0 0
5 Materials and Supplies 290,222 293,894
8] Other Additions:
7 Leased Utility Plant 1,590,500 1,680,500
8 Unamortized Painting - net 1,841 2,499
9 Working Capital C/ 1,385,205 1,385,205
10
11 Total Additions 178,737,815 176,596,668
12
13
14 Deductions:
15 Accumulated Depreciaton and Amortization 51,030,887 50,633,442
16 Accumulated Deferred Income Taxes 17,497,911 17,299,134
17 Unamortized Investment Credit - Pre 1971 42,766 43,282
18 Customer Deposits 0 0
19 Other Deductions:
20 Contributions in Aid of Construction 7,222,410 7,108,862
21 Customer Advances for Construction 4,864,657 4,781,012
22 All Other A/ (280,179) (260,424)
23
24
25
26 Total Deductions 80,378,452 79,605,308
27
28 Rate Base $98,359.363 $96,991,360
29
30 Net Operating Income $555,187 $4,000,731
31 Adjustments to NOI
32 Allowance for funds used during construction 11,144 165,661
33 Adjustment to reflect effective federal
34 Income tax rate (debt assigned to parent) 11,160 130,454
35 Interest on customer deposits 0 0
36
37
38
33 Adjusted Net Operating Income $577.492 $4.296 846
40
41
42 Rate of return B/ 7.05% 4.43%
A/ All Other
Acquisition adjustment %0 $0
Accounts payable applicable to CWIP 18,630 53,825
Unpaid for materials and supplies 51,411 50,084
Taxes on CIAC-DEF. FIT & SIT (350,220) (364,333)
($280.179) ($260.424)
B/ Rate of return - Monthly (L25/L18) x 12
C/ Per order
Cash working capital Lead Lag Study $543,000
Incidental collection (1,981,081)
Average cash 366,929
Other components . 2,456,357

Working cash $1,385.205



October 10, 2006

CONTINUING SURVEILLANCE CONSIDERATIONS ~ August 2006 Estimate
the effect on annual net operating income of very significant known changes occurring
within the period covered by the report, which are not fully reflected in the revenue and
expense amounts shown in the report.

(1) Employee wage increases $350,668
(including associated insurance & taxes)



WATER METERS IN SERVICE AT THE END OF THE PERIOD - 08/06

Meter Size Residential Commercial Industnal Other Total
(a) (b) (c) (d) (e) (H
36.  5/8" 63,371 5,437 24 185 69,017
37.  3/4" 128 124 2 11 265
38, 1" 294 1,361 26 141 1,822
39. 112" 21 325 : 7 70 423
40, 2" 15 1,019 87 286 1,407
41, 3" 39 3 42
42.  4"&Qver 29 31 36 96
43. Totals 63,829 8,334 177 732 73,072
INSTRUCTIONS

1. This report is required of all water companies which had operating revenues for the proceeding
year in excess of $1,500,000 as provided in the Commission's rules. Prepare on a typewriter
and file within 60 days after the end of the month covered by the report. Show amounts
adjusted to the nearest dollar.

2. If any amount for the current month differs materially from that for the previous month or the
same month a year ago and the difference is not self-explanatory, annotate the amount and
explain the occasioning facts under "Remarks".

3. List the type and number of other customers in the water meters in service section under
"Remarks".

REMARKS

N/A

I certify that to the best of my knowledge and belief this is a true and correct report:

Date: [0 | bl 20 0 G (Signed) \/V‘ M(z‘-r-‘i/ 4 Y‘i\b(?gb

Title and Address: - Director - Rates & Re\i(enues
1101 Broad Street, P. O. Box 6338
Chattanooga, TN 37401




MONTHLY REPORT OF REVENUES, EXPENSES AND INVESTMENTS

WATER COMPANIES

Company Name: Tennessee-American Water Co.

PSC--3.06 Month of Report:  July 2006
Amount for this Month Year-To-Date 12 Months-To-Date
This Year Last Year This Year Last Year This Year Last Year
(a) (b) () () (e) (f) (9)
Operating Revenues
1. Residential Sales..............ccooiovieivieieiieeec 1,170,510 1,208,078 7,688,244 7,526,671 13,375,254 12,835,190
2. Commercial SaleS......ooiviiviiiiieeeeieeccri e 794,475 825,640 5,733,428 5,604,849 10,023,884 9,754,602
3. Industrial Sales....vceiniiiiiiii e 252,101 278,193 1,993,713 1,851,194 3,452,209 3,164,171
4. OtNEr SAIES...uviiiiriiieeeie et etn et eaeans 492,566 563,539 3,529,131 3,584,238 6,008,367 6,407,593
5. Total Operating Revenues (Item 1-4)............cc....... 2,709,651 2,873,451 18,944,516 18.566.952 32,859,714 32,161,556
Operating Expenses
6. Source of Supply EXpense.........coceeveeennnn. 19,975 24,255 99,319 111,261 208,001 131,205
7. Pumping and Water Treatment Expense............... | 592,056 361,861 2,749,162 2,119,757 4,465,752 3.842,276
8. Transmission and Distribution-Operation..... 58,160 57,359 451,312 437,189 723,678 594,909
9. Transmission and Distribution-Maintenance 107,392 87,829 821,108 742,787 1,347 447 1,137,215
10. Customer Accounts and Sales Expense............... 148,405 126,002 960,475 890,033 1,736,844 1,409,095
11. Administrative and General Expense.......cccc.ovue... 853,773 754,989 6,032,406 5,572,438 10,631,588 9,457,819
12. Depreciation and Amortization 544,345 324,717 2,668,150 2,250,581 4,357,330 3,642,891
13. Taxes Other Than Income TaxesS.........ccccovevvvveenn. 280,723 274,778 2,019,876 1,469,780 3,472,680 2,953,467
T4, INCOME TAXES uuiieiieietiie et eee v et 45,597 285,708 679,517 1452645 . 1,958,580 2,661,392
15. Total Operating Expenses (Item 6-14)...................] 2,650,426 2,297,499 16,481,325 15,046,471 28,901,900 25,930,269
16. Net Operating Income (item 5 less 15).........cco..... 59,225 575,951 2,463,191 3.520,481 3,957,814 6,231,287
17. Other INCOME ..o (146) (1,765) 6,480 (15,172) 0 1,364
18. Miscellaneous Income Deductions.. 4,209 6,401 24,058 7.185 31,062 10,113
19. Interest Charges....ooevieiieiieeeerieesce e 264,424 204,192 1,855,802 1,667,236 3,082,604 2,851,007
20. Net INCOME..viiiieiiiicce e (209.554) 363,593 589,811 1.830,888 844,148 3,371,531
Balance at End of Month Aver. for 12 Mo.-To-Date
This Year Last Year This Year Last Year
(h) (i) () (k)
21. Utility Plant In Service........ (1) 177,551,267 159,853,805 170,936,786 157,214,301
22. Construction Work in Progress .. 1,493,254 6,133,139 2,848,211 5,153,496
23. Utility Plant Acguisition Adjustment.......c..coocceveene. 0 0 0 0
24. Property Held for Future Use.......ccoceciiiiiiiinnens 0 0 0 0
25. Accumulated Depreciation and Amort..(1) ...l 51,726,866 49,025,463 50,401,508 48,515,133
26. Materials and SUPPHES.....ccoociiiiieire 276,805 301,263 299,887 377,517
27. Unamortized Investment Credit..........ccccoveeninnnn 1,224,452 1,300,823 1,265,821 1,335,825
28. Deferred Income TaX....cccovveeeiennnnn. 17,463,466 16,845,812 17,229,950 15,229,079
29. Contributions in Aid of Construction... 7,269,797 6,726,440 7.061,382 6,420,552
30. Customer Advances for Construction. 4,759,433 3,480,403 4,682,129 3,551,647
31, Preferred StoCK.....ocovoviiieee oo 1,382,100 1,382,100 1,382,100 1,395,225
32. Common Stock..... e ——— . 13,754,235 13,754,235 13,754,235 13,754,235
33. Premium on Capital Stock and Other Capital.. 4,788,768 4,788,768 4,788,768 4,788,768
34. Retained Earmings....c.....ccvvecveieeencinaeene v, 19,630,599 19,932,150 19,552,443 19,418,899
35. Long Term Debt.........{1)...... 39,932,230 40,040,004 40,247,871 42,743,040

(1) Includes Capital Lease




TENNESSEE-AMERICAN WATER COMPANY

SUPPLEMENTAL FINANCIAL DATA TO PSC-3.06

FOR THE MONTH ENDED JULY 2006

Page 2

Average Average
Line Monthly for 12
# Balance MTD
1 Additions:
2 Piant in Service $173,628,630 $169,346,286
3 Plant Under Construction 1,431,647 2,848,211
4 Property Held For Future Use 0 0
—5 Materigis and-Suppties™ 293,086 299887 —
6 Other Additions:
7 l.eased Utility Plant 1,590,500 1,590,500
8 Unamortized Painting - net 2,008 2,830
9 Working Capital C/ 1,385,205 1,385,205
10
11 Total Additions 178,331,076 175,472,919
12
13
14 Deductions:
15 Accumulated Depreciaton and Amortization 50,883,503 50,401,508
16 Accumulated Deferred Income Taxes 17,486,414 17,229,950
17 Unamortized Investment Credit - Pre 1971 42,895 43,540
18 Customer Deposits 0 0
19 Other Deductions:
20 Contributions in Aid of Construction 7,213,558 7,061,382
21 Customer Advances for Construction 4,864,255 4,682,129
22 All Other A/ (280,090) (265,044)
23
24
25
26 Total Deductions 80,210,535 79,153,485
27
28 Rate Base $98.120.541 $96,319.454
29
30 Net Operating Income $59,225 $3,957,814
31 Adjustments to NOI
32 Allowance for funds used during construction 7,990 178,068
33 Adjustment to refiect effective federal
34 Income tax rate (debt assigned to parent) 11,133 129,639
35 Interest on customer deposits 0 0
36
37
38
38 Adjusted Net Operating Income $78,348 $4.265,521
40
41
42 Rate of return B/ 0.96% 4.43%
A/ All Other
Acquisition adjustment $0 $0
Accounis payable applicable to CWIP 20,533 53,825
Unpaid for materials and supplies 51,467 50,084
Taxes on CIAC-DEF. FIT & SIT (352,090) (368,853)
($280.090) ($265,044)
B/ Rate of return - Monthly (L25/L18) x 12
C/ Per arder
Cash working capital Lead Lag Study $543,000
Incidental collection (1,981,081)
Average cash 366,929
Other components 2,456,357
Working cash $1,385.205



September 11, 2006

CONTINUING SURVEILLANCE CONSIDERATIONS — July 2006 Estimate the
effect on annual net operating income of very significant known changes occurring
within the period covered by the report, which are not fully reflected in the revenue and
expense amounts shown in the report.

(1) Employvee wage increases $395,879
(including associated insurance & taxes)



WATER METERS IN SERVICE AT THE END OF THE PERIOD - 07/06

Meter Size Residential Commercial Industrial Other Total
(a) (b) (c) (d) (e) (H
36.  5/8" 63,188 5,434 24 184 68,830
37.  3/4" 125 124 2 10 261
38, 1" 286 1,362 26 141 1,815
29, 11/2" 20 324 7 70 421
40, 2" 15 1,012 87 287 1,401
41, 3" 42 4 46
42 4"&Qver 29 31 36 96
43. Totals 63,634 8,327 177 732 72,870
INSTRUCTIONS

1. This report is required of all water companies which had operating revenues for the proceeding
year in excess of $1,500,000 as provided in the Commission's rules. Prepare on a typewriter
and file within 60 days after the end of the month covered by the report. Show amounts
adjusted to the nearest dollar.

o

If any amount for the current month differs materially from that for the previous month or the
same month a year ago and the difference is not self-explanatory, annotate the amount and
explain the occasioning facts under "Remarks".

3. List the type and number of other customers in the water meters in service section under
"Remarks".

REMARKS

N/A

I certify that to the best of my knowledge and belief this is a true and correct report:

5 . y
Date: A+ ¥ .20 0 (Signed) \\mw Ar . \/\/\JLQQC\
Title and Address:™ Director - Rates & Revenues
1101 Broad Street, P. O. Box 6338

Chattanooga, TN 37401




MONTHLY REPORT OF REVENUES, EXPENSES AND INVESTMENTS

WATER COMPANIES

Company Name: Tennessee-American Water Co.

PSC--3.06 Month of Report:  June 2006
Amount for this Month Year-To-Date 12 Months-To-Date
This Year Last Year This Year Last Year This Year Last Year
(@ (b) (c) (d) (e) (U] (9)
Operating Revenues
1. Residential Sales........cccvvveiiniieieieeeeeeeee 1,519,318 1,226,406 6,517,734 6,320,593 13,410,823 12,910,869
2. Commercial Sales. 1,101,937 969,855 4,938,954 4,779,209 10,055,049 9,814,981
3. Industrial Sales.. 415,150 308,276 1,741,612 1,573,000 3,478,301 3,107,911
4, OtEr SAIES ...t 751,365 506,263 3,036,566 3,020,698 6,079,340 6,415,193
2
5. Total Operating Revenues (ltem 1-4)..........c...o...... 3,787,770 3.010.800 16.234.866 15,693,500 33,023,513 ™~ 32248954
Operating Expenses
6. Source of Supply Expense........ccceecvvcrennns 6,222 20,187 79,344 87,005 212,282 129,879
7. Pumping and Water Treatment Expense................ 435,908 362,650 2,157,105 1,757,896 4,235,557 3,833,847
8. Transmission and Distribution-Operation............... 56,067 80,971 393,152 379,829 722,878 689,108
9. Transmission and Distribution-Maintenance........... 100,348 138,505 713,716 654,958 1,327,884 1,120,959
10. Customer Accounts and Sales Expense 153,807 140,768 812,070 764,031 1,714,441 1,450,033
11. Administrative and General Expense.........cccccce.... i 1,069,901 634,151 5,178,633 4,817,449 10,532,804 9,456,838
12. Depreciation and Amortization..........ccceeeiveeriennnns 358,070 323,554 2,123,805 1,925,864 4,137,702 3,594,489
13. Taxes Other Than income Taxes. . 291,929 286,161 1,739,153 1,195,002 3,466,735 2,979,390
14, INCOME TAXES....oririeecrneriesreciteie e 437,732 338,569 633,919 1,166,937 2,198,691 2,686,163
15. Total Operating Expenses (ltem 6-14).........c..coe..... 2,908,983 2,325,517 13,830,897 12,748,971 28,548,974 25,940,706
16. Net Operating Income (ltem 51ess 15).....ccevrvrenns 877,787 685,283 2,403,969 2,944,529 4,474,539 6,308,248
17, Other INCOME....vviicieei ettt 1,046 3,376 6,625 (13,407) (1,620) (11,883)
18. Miscellaneous income Deductions.. 6,150 (2,288) 19,849 784 33,254 (3,779)
19. Interest Charges........ccveeveiricc v 291,963 258,052 1,591,378 1,463,043 3,022,373 2,883,361
20. Net INCOMEB ...ttt 580,720 432,895 799,367 1,467,295 1,417,292 3,416,783
Balance at End of Month Aver. for 12 Mo.-To-Date
This Year Last Year This Year Last Year
(h) (0 o (k)
21. Utility Plant In Service........ (1) 177,013,297 159,519,461 169,461,998 156,669,432
22. Construction Work in Progress.........cccevvvevveeveennnnn 1,136,656 6,022,838 3,234,868 5,103,285
23. Utility Plant Acquisition Adjustment. 0 0 0 0
24. Property Held for Future Use............cccovmiinnncns 0 0 0 0
25. Accumulated Depreciation and Amort..{1).............. 51,354,529 48,712,925 50,176,392 48,394,880
26. Materials and SUpPHES....ccevvvriecrreeneenns 300,508 302,529 301,925 387,675
27. Unamortized Investment Credit.... 1,230,819 1,307,187 1,272,185 1,342,189
28. Deferred Income TaX.....cccocevereeeneen. 17,870,833 16,818,063 17,178,479 14,992,890
29. Contributions in Aid of Construction.... 7,263,938 6,684,062 7,016,102 6,366,137
30. Customer Advances for Construction.... 4,732,027 3,523,171 4,575,543 3,541,107
31. Preferred StocK....occcovnrvccnverccericnen, 1,382,100 1,382,100 1,382,100 1,396,683
32, ComMMON StOCK....ciiieiiiiciiieecniienee e 13,754,235 13,754,235 13,754,235 13,754,235
33. Premium on Capital Stock and Other Capital.. 4,788,768 4,788,768 4,788,768 4,788,768
34. Retained Earnings......cccccovverevvevierinierncneens ... 19,837,921 19,550,762 19,577,572 19,347,845
35. Long Term Debt........... (1) et ae e | 39.932.230 40,040,046 40,256,852 43,016,507

(1) Includes Capital Lease




TENNESSEE-AMERICAN WATER COMPANY

SUPPLEMENTAL FINANCIAL DATA TO PSC-3.06

FOR THE MONTH ENDED JUNE 2006

Page 2

Average Average
Line Monthly for 12
# Balance MTD
1 Additions:
2 Plant in Service $173,239,941 $167,871,498
3 Plant Under Construction 1,421,379 3,234,868
4 Property Held For Future Use 0 0
5 Materials and Supplies - 295,798 301,825
6 Other Additions:
7 Leased Utility Plant 1,580,500 1,590,500
8 Unamortized Painting - net 2,174 3,161
9 Working Capital C/ 1,385,205 1,385,205
10
11 Total Additions 177,934,998 174,387,157
12
13
14 Deductions:
15 Accumulated Depreciaton and Amortization 50,742,943 50,176,391
16 Accumulated Deferred Income Taxes 17,490,238 17,178,479
17 Unamortized Investment Credit - Pre 1971 43,024 43,798
18 Customer Deposits 0 0
19 Other Deductions:
20 Contributions in Aid of Construction 7,204,185 7,016,102
21 Customer Advances for Construction 4,881,725 4,575,543
22 All Other A/ (289,546) (269,662)
23
24
25
26 Total Deductions 80,072,569 78,720,651
27
28 Rate Base $97.862,429 $95,666,506
29
30 Net Operating Income $877.787 $4,474,539
31 Adjustments to NOI
32 Allowance for funds used during construction (84) 193,631
33 Adjustment to reflect effective federal
34 Income tax rate (debt assigned to parent) 11,103 128,841
35 interest on customer deposits 0 0
36
37
38
39 Adjusted Net Operating Income $888.806 $4,797,011
40
41
42 Rate of return B/ 10.90% 5.01%
A/ All Other
Acquisition adjustment 30 $0
Accounts payable applicable to CWIP 14,130 53,825
Unpaid for materials and supplies 50,906 50,084
Taxes on CIAC-DEF. FIT & SIT (354,582) (373,571)
($289.546) ($269.662)
B/ Rate of return - Monthly (L25/L18) x 12
C/ Per order
Cash working capital Lead Lag Study $543,000
Incidental cotlection (1,981,081)
Average cash 366,929
Other components 2,456,357
Working cash $1.385,205



August 15, 2006

CONTINUING SURVEILLANCE CONSIDERATIONS — June 2006 Estimate the
effect on annual net operating income of very significant known changes occurring
within the period covered by the report, which are not fully reflected in the revenue and
expense amounts shown in the report.

(1)  Employee wage increases $441,091
(including associated insurance & taxes)



WATER METERS IN SERVICE AT THE END OF THE PERIOD - 06/06

Meter Size Residential Commercial Industrial Other Total
(a) (b) () (d) (e) (D
36.  5/8" 63,016 5,440 24 182 68,662
37. 3/4" 124 123 2 10 259
38. 1" 286 1,359 26 139 1,810
39, 11/2" 20 324 7 69 420
40, 2" 15 1,012 &9 287 1,403
41, 3" 46 4 50
42,  4"&Over 29 31 36 96
43, Totals 63,461 8,333 179 727 72,700
INSTRUCTIONS

This report is required of all water companies which had operating revenues for the proceeding

year in excess of $1,500,000 as provided in the Commission's rules. Prepare on a typewriter
and file within 60 days after the end of the month covered by the report. Show amounts
adjusted to the nearest dollar.

If any amount for the current month differs materially from that for the previous month or the

same month a year ago and the difference is not self-explanatory, annotate the amount and
explain the occasioning facts under "Remarks".

List the type and number of other customers in the water meters in service section under
"Remarks".

REMARKS

N/A

I certify that to the best of my knowledge and belief this is a true and correct report:

Date: 7— Q.l?

2004

(Signed)

ikt A

Ly

Title and Address:(/

“Director - Rates & R venues
1101 Broad Street, P. O. Box

Chattanooga, TN 37401

et
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‘WATER COMPANIES

Company Name: Tennessee-American Water Co.

‘s

PSC--3.06 Month of Report: May 2006
Amount for this Month Year-To-Date 12 Months-To-Date
This Year Last Year This Year Last Year This Year Last Year
(a) (b) (c) (d) (e) ) (@)
Operating Revenues
1. Residential Sales........coocveiriiviiiiiieeie e 918,272 1,184,019 4,998,416 5,094,187 13,117,911 12,876,845
2. Commercial Sales. 774,903 868,102 3,837,017 3,809,353 9,922,968 9,705,088
3. Industrial Sales...... 237,347 293,983 1,326,462 1,264,725 3,371,426 3,156,007
4, Other Sales.......ocooieiieieiieeeeeeeeee e 434,058 531,634 2,285,201 2,514,436 5,834,238 6,569,337
5. Total Operating Revenues (Item 1-4).......ccc........... 2,364,580 2,877,739 12,447,096 12,682,701 32,246,543 32,307.277
Operating Expenses
6. Source of Supply Expense........ccccovveninee. 13,149 11,112 73,122 66,819 226,246 116,376
7. Pumping and Water Treatment Expense...............] 379,858 321,447 1,721,197 1,395,245 4,162,299 3,857,053
8. Transmission and Distribution-Operation... 67,953 43,302 337,085 298,858 747,781 666,971
9. Transmission and Distribution-Maintenance. 132,033 100,286 613,368 516,454 1,366,041 - 1,081,569
10. Customer Accounts and Sales Expense....... 159,387 123,559 658,263 623,263 1,701,402 1,462,269
11. Administrative and General Expense.....................] 742,963 803,150 4,108,732 4,183,297 10,097,055 9,618,840
12. Depreciation and Amortization.......c..ccccoevevveneeienne 352,893 324,468 1,765,735 1,602,310 4,103,186 3,351,765
13. Taxes Other Than Income Taxes. 292,871 167,560 1,447,225 908,841 3,460,968 3,005,661
14, INCOME TAXES..ciiiveiearieeereriiirreeaeintiirreerereessnneeneesees (11,546) 321,248 196,187 828,369 2,099,528 2,743,871
15. Total Operating Expenses (Item 6-14)...................] 2,129,561 2,216,132 10,920,914 10,423,456 27,964,506 25,904,375
16. Net Operating Income (item 5less 15) ... 235,019 661,607 1,526,182 2,259,245 4,282,037 6,402,902
17, Other INCOME.....uviiiieceeeeee e 5,849 (5,262) 5,580 (16,784) 711 (33,485)
18. Miscellaneous Income Deductions... (285) (1,639) 13,700 3,072 24,816 (8,533)
19. Interest Charges.......ococovverciiiieiieeie e 264,208 246,335 1,299,416 1,204,991 2,988,462 2,864,920
20, Net INCOME....oviiiiiiieee et {23.055) 411,649 218,646 1,034,398 1,269,470 3,513,030
Balance at End of Month Aver, for 12 Mo.-To-Date
This Year Last Year This Year Last Year
(h) (i) i) (k)
21. Utility Plant In Service........ (1) 174,710,232 159,167,540 168,004,178 156,123,282
22. Construction Work in Progress........ 1,967,829 5,716,485 3,642,050 5,021,417
23. Utility Plant Acquisition Adjustment.. 0 0 0 0
24. Property Held for Future Use.........cccoo..... 0 0 0 0
25. Accumulated Depreciation and Amort..(1). 51,112,691 48,461,797 49,956,258 48,282,621
26. Materials and Supplies......c..cocvvvcerirnnnne. 292,350 301,173 302,094 396,695
27. Unamortized Investment Credit. 1,313,551 1,313,551 1,278,549 1,348,553
28. Deferred Income Tax........cccee...... 17,577,531 16,606,879 17,090,748 14,734,870
29. Contributions in Aid of Construction........ 7,252,770 6,670,068 6,967,779 6,315,592
30. Customer Advances for Construction..... 4,851,103 3,705,719 4,474,805 3,530,936
31. Preferred StOCK. .. vcvvviieeiiriiriiec e 1,382,100 1,382,100 1,382,100 1,398,142
32, ComMMON SOCK. ... ot ciireiree e e 13,754,235 13,754,235 13,754,235 13,754,235
33. Premium on Capital Stock and Other Capital......... 4,788,768 4,788,768 4,788,768 4,788,768
34. Retained Earnings 19,263,043 19,601,879 19,553,642 19,274,128
35. Long Term Debt........... 39,939,875 43,265,788 40,265,837 43.290,496

(1) Includes Capital Lease



TENNESSEE-AMERICAN WATER COMPANY

Page 2
SUPFPLEMENTAL FINANCIAL DATA TO PSC-3.06
FOR THE MONTH ENDED MAY 2006
Average Average
Line Monthly for 12
# Balance MTD
1 Additions:
2 Plant in Service $172,803,370 $166,413,678
3 Plant Under Construction 1,478,324 3,642,050
4 Property Held For Future Use 0 a
5 Materiatsana-Soppties 284,857 302,094
6 Other Additions:
7 Leased Utility Plant 1,590,500 1,580,500
8 Unamortized Painting - net 2,340 3,491
9 Working Capital C/ 1,385,205 1,385,205
10
11 Total Additions 177,554,596 173,337,018
12
13
14 Deductions:
15 Accumulated Depreciaton and Amortization 50,620,626 49,956,258
16 Accumulated Deferred Income Taxes 17,414,119 17,090,748
17 Unamortized Investment Credit - Pre 1971 43,153 44,056
18 Customer Deposits 0 0
19 Other Deductions:
20 Contributions in Aid of Construction 7,192,234 6,967,779
21 Customer Advances for Construction 4,911,665 4,474,805
22 All Other A/ (289,020) (274,281)
23
24
25
26 Total Deductions 79,892,777 78,259,365
27
28 Rate Base $97,661,819 $95,077,653
29
30 Net Operating Income $235,019 $4,282,037
31 Adjustments to NOI!
32 Allowance for funds used during construction 6,120 214,269
33 Adjustment to reflect effective federal
34 Income tax rate (debt assigned to parent) 11,081 128,061
35 Interest on customer deposits 0 0
36
37
38
39 Adjusted Net Operating Income $252,220 $4.624,367
40
41
42 Rate of return B/ 3.10% 4.86%
A/ All Other
Acquisition adjustment $0 $0
Accounts payable applicable to CWIP 16,225 53,825
Unpaid for materials and supplies 52,826 50,084
Taxes on CIAC-DEF. FIT & SIT (358,071) {(378,190)
($283,020) ($274,281)
B/ Rate of return - Monthly (L25/L18) x 12
C/ Per order
Cash working capitat Lead Lag Study $543,000
Incidental collection (1,981,081)
Average cash 366,929
Other components 2,456,357

Working cash $1.385,205



MONTHLY REPORT OF REVENUES, EXPENSES AND INVESTMENTS

WATER COMPANIES

Company Name: Tennessee-American Water Co.

‘2

PSC--3.06 Month of Report:  April 2006
Amount for this Month Year-To-Date 12 Months-To-Date
This Year Last Year This Year Last Year This Year Last Year
(2) (b) () @) (e) () ()
Operating Revenues
1. Residential Sales.........c.oveveriiiniiir s 1,161,101 1,050,738 4,080,144 3,810,168 13,383,658 12,779,958
2. Commercial Sales. 759,214 746,149 3,062,114 2,841,252 10,016,167 9,673,031
3. Industrial Sales....vvoveiviiiiiie 311,966 189,307 1,089,114 970,741 3,428,062 3,089,226
4. OthEr SalES...vvee vt e 533,983 455,399 1,851,142 1,982,802 5,931,814 6,554,008
5. Total Operating Revenues (item 1-4).........ccoooeeene 2,766.264 2,451,590 10,082,514 9,804,963 32,759,701 32,096.223
Operating Expenses
6. Source of Supply Expense..........c.ceeeenee 11,847 5,704 59,973 55,707 224,209 159,612
7. Pumping and Water Treatment Expense................ 334,061 281,509 1,341,339 1,073,798 4,103,888 3,810,182
8. Transmission and Distribution-Operation...... 58,462 51,910 269,132 255,556 723,130 655,602
9. Transmission and Distribution-Maintenance.... 104,030 121,659 481,335 416,167 1,334,294 1,036,225
10. Customer Accounts and Sales Expense....... 151,356 130,373 498,876 489,704 1,665,574 1,439,933
11. Administrative and General Expense..................... 892,637 1,033,129 3,365,769 3,380,147 10,157,242 9,711475
12. Depreciation and Amortization...........cccceevvveeviennnes 351,977 323,601 1,412,842 1,277,842 4,074,761 3429312
13. Taxes Other Than income Taxes. 311,476 293,500 1,154,354 741,281 3,335,657 3,126,735
14, INCOME TAXES..oiiviiiiiecectrc e 131,597 (7,353) 207,734 507,121 2,432,321 2,545,657
15. Total Operating Expenses (ltem 6-14).......cc.cc........ 2,347,443 2,234,033 8,791,354 8,207,323 28,051,076 25,914,733
16. Net Operating Income (Item 5 less 15).......cccocc.... 418,821 217,557 1,291,160 1,597,640 4,708.625 6,181,490
17. Other INCOME......oiiierecee e {1,818) (3,115) (269) (11,521) (10,401) (39,618)
18. Miscellaneous Income Deductions..........c.ccaeeeeveene (5,333) 1,298 13,985 4,711 23,462 4,904
19. Interest Charges....o.c.ceiiveeicieceeece e eeine 263,897 240,410 1,035,208 958,657 2,970,589 2,864,047
20. NetINCOME.....cciiiiiiieeeree et 158.439 (27,266) 241,698 622,751 1,704,173 3,272,921
Balance at £nd of Month Aver. for 12 Mo.-To-Date
This Year Last Year This Year Last Year
(h) 0] @ (k)
21, Utility Plant In Service........ (R P TTPRURIN 173,842,759 158,937,009 166,708,954 155,588,427
22. Construction Work in Progress.....cccoeveveviiiviveccnene 2,172,690 5,504,144 3,954,438 4,866,657
23. Utility Piant Acquisition Adjustment.. 0 0 0 0
24, Property Held for Future Use......cc.oceveeveiiireicieenne 0 0 0 0
25, Accumulated Depreciation and Amort..(1)............. 50,837,252 48,127,631 49,735,350 48,186,856
26. Materials and Supplies........cccoevivvveereennienn. 273,360 344,783 302,829 399,538
27. Unamortized Investment Credit........cc.ocoeeiiveeeiennee. 1,243,547 1,319,915 1,278,549 1,354,917
28. Deferred Income TaX.......ccoveevviioeconiccvieie e 17,314,515 16,352,661 17,009,860 14,463,105
29. Contributions in Aid of Construction.... 7,238,490 6,616,720 6,919,221 6,260,559
30. Customer Advances for Construction.. 4,866,318 3,768,433 4,379,357 3,496,885
31. Preferred StoCK........ooeevivievecienninn. 1,382,100 1,399,600 1,382,100 1,401,506
32. CommON SOCK. ... coveiieeiriecsiiveeereeeer e ..{ 13,754,235 13,754,235 13,754,235 13,754,235
33. Premium on Capita! Stock and Other Capital......... 4,788,768 4,788,768 4,788,768 4,788,321
34. Retained Earnings.......c..coovineine e 19,285,736 19,176,480 18,581,878 19,160,061
35. Long Term Debt........... [ P U OO TP 39,948,818 43,255,495 40,542,996 43,296,195

(1) Includes Capital Lease



TENNESSEE-AMERICAN WATER COMPANY

Page 2
SUPPLEMENTAL FINANCIAL DATA TO PSC-3.06
FOR THE MONTH ENDED APRIL 2006
Average Average
Line Monthly for 12
# Balance MTD
1 Additions:
2 Plant in Service $172,724,279 $165,118,454
3 Plant Under Construction 1,355,948 3,954,438
4 Property Held For Future Use 0 0
5 Materiatsama-Suppties 295484 30ZBL8
6 Other Additions:
7 Leased Utility Plant 1,590,500 1,590,500
8 Unamortized Painting - net 2,504 3,821
9 Working Capital C/ 1,385,205 1,385,205
10
1" Total Additions 177,353,920 172,355,247
12
13
14 Deductions:
15 Accumulated Depreciaton and Amortization 50,497,610 49,735,350
16 Accumulated Deferred Income Taxes 17,373,266 17,009,860
17 Unamortized investment Credit - Pre 1871 43,282 44,314
18 Customer Depasits 0 0
19 Other Deductions:
20 Contributions in Aid of Construction 7,177,100 6,919,221
21 Customer Advances for Construction 4,926,805 4,379,357
22 All Other A/ (290,761) (278,900)
23
24
25
26 Total Deductions 79,727,302 77,809,202
27
28 Rate Base $97,626,618 $94,546,045
29
30 Net Operating Income $418,821 $4,708,625
31 Adjustments to NOI
32 Allowance for funds used during construction 5,168 227,133
33 Adjustment to reflect effective federal
34 Income tax rate (debt assigned to parent) 11,076 127,288
35 Interest on customer deposits 0 0
36
37
38
39 Adjustied Net Operating income $435.065 $5,063.046
40
41
42 Rate of return B/ 5.35% 5.36%
A/ All Other
Acquisition adjustment $0 $0
Accounts payable applicable to CWIP 17,637 53,825
Unpaid for materials and supplies 54,908 50,084
Taxes on CIAC-DEF. FIT & SIT (363,306) (382,809)
($290,761) ($278,900)
B/ Rate of return - Monthly (L25 / L18) x 12
C/ Per order
Cash working capital Lead Lag Study $543,000
Incidental collection (1,981,081)
Average cash 366,929
Other components i . . 2,456.357

Working cash $1,385,205



WATER METERS IN SERVICE AT THE END OF THE PERIOD - 04/06

Meter Size Residential Commercial Industrial Other Total
(a) (b) (c) (d) (e) ()
36. 5/8" 62,646 5,423 24 180 68,273
37.  3/4" 119 122 2 10 253
38, 1" 272 1,347 26 138 1,783
39, 11/2" 22 324 7 68 421
40. 2" 14 1,009 88 278 1,389
41. 3" 41 4 45
42,  4"&OQOver 31 29 37 97
43. Totals 63,073 8,297 176 715 72,261
INSTRUCTIONS

year in excess of $1,500,000 as provided in the Commission's rules. Prepare on a typewriter
and file within 60 days after the end of the month covered by the report. Show amounts
adjusted to the nearest dollar.

same month a year ago and the difference is not self-explanatory, annotate the amount and
explain the occasioning facts under "Remarks".

List the type and number of other customers in the water meters in service section under
"Remarks".

This report is required of all water companies which had operating revenues for the proceeding

If any amount for the current month differs materially from that for the previous month or the

REMARKS

N/A

I certify that to the best of my knowledge and belief this is a true and correct report;

¢

Date: , 20 (Signed)
Title and Address:

irector - Rates
1101 Broad Street, P. O. Box 6338
Chattanooga, TN 37401




/
MONTHLY REPORT OF REVENUES, EXPENSES AND INVESTMENTS /B

WATER COMPANIES

Company Name: Tennessee-American Water Co.

PSC--3.06 Month of Report: March 2006
Amgunt for this Month Year-To-Date 12 Months-To-Date
This Year Last Year This Year Last Year This Year Last Year
() (b) {©) d _(e) {f) @
Operating Revenues
1. Residential SalES.......ccooceiiciiniicninencnineannieens 923,036 919,402 2,919,043 2,859,432 13,273,283 12,757,984
2. Commercial Sales........ccoviviieieieecie et 785,552 819,687 2,302,901 2,195,103 10,003,102 9,647,315
3. Industrial SAES....cccvivvinrireirer e 237,206 294,384 777,148 771435 3,315,403 3,129,516
4. Other SalES....cccceciiiiicre e e 488,742 571,762 1,317,160 1,527,403 5,853,230 6,644,841
5. Total Operating Revenues {(item 1-4}.....ccccceennn. 2,444,536 2,605,234 7,316,252 7,353,373 32,445,028 32,179,656
Operating Expenses
6. Source of Supply EXpense......ccccoeveevivennen. 9,141 14,773 48,127 50,003 218,067 168,855
7. Pumping and Water Treatment Expense...............] 349,632 304,702 1,007,279 792,289 4,051,337 3,827,768
8. Transmission and Distribution-Operation...... 54,105 56,283 210,669 203,646 716,579 652,861
9. Transmission and Distribution-Maintenance. 89,538 112,547 377,304 294,508 1,351,922 987,236
10. Customer Accounts and Sales Expense....... 122,974 96,422 347,520 369,331 1,644,590 1,412,346
11. Administrative and General Expense.. 907,890 857,310 2,473,132 2,347,018 10,297,734 9,510,588
12. Depreciation and Amortization............ 351,751 233,213 1,060,865 954,241 4,046,385 3,506,989
13. Taxes Other Than Income Taxes.......ccoeeeveerennn. 279,149 (162,138) 842,878 447 781 3,317,681 3,134,913
T4, INCOME TAXES..vvviiiierrieieeeiietie e stire e eesrtre e e ereraee et 7.859 369,824 76,137 514,474 2,293,372 2,659,927
15. Total Operating Expenses (ltem 6-14).........c.......... 2,172,039 1,882,935 6,443,911 5,973,291 27,937,667 25,861,483
18. Net Operating Income (ltem 5 less 15)..c.cveeueennnee. 272,497 722,299 872,341 1,380,082 4,507,361 6,318,173
17, Other INCOMEB..cccceiieeeeiiecree e 608 4,963 1,548 (8,406) (11,688) (28,616}
18. Miscellaneous Income Deductions... 8,981 3,085 19,318 3,413 30,093 (1,558)
19, Interest Charges. ..o 261,024 241,019 771,311 718,247 2,947,102 2,847,918
20, NELINCOME....cvvieiciiirece e e ] 3,101 483,158 83,260 650,016 1,518,468 3,443,197
Balance at End of Month Aver. for 12 Mo.-To-Date
This Year Last Year This Year Last Year
Q) (i) M (k)
21. Utility Plant In Service........ [ PSR 174,366,052 158,659,251 165,466,808 155,024,191
22. Construction Work in Progress 863,075 5,048,163 4,232,059 4,694,134
23, Utility Plant Acquisition Adjustment 0 0 0 0
24. Property Held for Future Use........ccoceeiiiiiinnns 0 0 0 0
25. Accumulated Depreciation and Amort..(1). 50,749,532 47,794,357 49,509,548 48,086,325
26. Materials and SUPPIES.....ooovriieiieieeee e 301,519 361,032 308,781 402,707
27. Unamortized Investment Credit............covveecveenenn. 1,249,911 1,326,279 1,284,913 1,361,281
28. Deferred Income Tax .| 17,310,512 16,422,725 16,929,706 14,223,636
29. Contributions in Aid of Construction.........cccevvnen 7,231,973 6,605,809 6,867,407 6,209,576
30. Customer Advances for Construction..................... 4,857,189 3,763,543 4,287,866 3,458,382
31. Preferred Stock 1,382,100 1,399,600 1,383,558 1,404,456
32. COMMON StOCK......coieievrreeitiereeaie e eeerairaessiin e 13,754,235 13,754,235 13,754,235 13,754,235
33. Premium on Capital Stock and Other Capital......... 4,788,768 4,788,768 4,788,768 4,787,873
34. Retained Earnings 19,127,888 19,192,474 19,572,774 19,067,099
35. Long Term Debt........... 39,957,691 43.262,932 40,818,553 43,303,883

(1)} Includes Capital Lease




TENNESSEE-AMERICAN WATER COMPANY

SUPPLEMENTAL FINANCIAL DATA TO PSC-3.06

FOR THE MONTH ENDED MARCH 2006

Page 2

Average Average
Line Monthly for 12
# Balance MTD
1 Additions:
2 Plant in Service $172,881,619 $163,876,308
3 Plant Under Construction 1,083,701 4,232,058
4 Property Held For Future Use 0 0
5 Materials and Supplies 302,859 308,781
6 Other Additions:
7 Leased Utility Plant 1,590,500 1,590,500
8 Unamortized Painting - net 2,666 4,150
9 Working Capital C/ 1,385,205 1,385,205
10
11 Total Additions 177,246,550 171,397,003
12
13
14 Deductions:
15 Accumutated Depreciaton and Amortization 50,384,395 49,508,549
16 Accumulated Deferred income Taxes 17,392,850 16,929,706
17 Unamortized Investment Credit - Pre 1971 43,411 44,572
18 Customer Deposits 0 0
19 Other Deductions:
20 Contributions in Aid of Construction 7,156,637 6,867,407
21 Customer Advances for Construction 4,946,968 4,287,866
22 All Other A/ (297,540) (283,518)
23
24
25
26 Total Deductions 79,626,721 77,355,582
27
28 Rate Base $97,619,829 $94,041,421
29
30 Net Operating Income $272,497 $4,507,361
31 Adjustments to NO!
32 Aliowance for funds used during construction 6,999 239,127
33 Adjustment to reflect effective federal
34 Income tax rate (debt assigned to parent) 11,076 126,528
35 Interest on customer deposits ¢ 0
36
37
38
39 Adjusted Net Operating Income $290.572 $4,873,016
40
41
42 Rate of return B/ 3.57% 5.18%
A/ All Other
Acquisition adjustment 30 30
Accounts payable applicable to CWIP 13,883 53,825
Unpaid for materials and supplies 60,606 50,084
Taxes on CIAC-DEF. FIT & SIT (372,029) (387,427)
($297,540) ($283,518)
B/ Rate of return - Monthly (L25 /L18) x 12
C/ Per order
Cash working capita! Lead Lag Study $543,000
Incidental collection (1,981,081)
Average cash 366,929
Other components 2,456,357
Working cash $1,385.205



May 17, 2006

CONTINUING SURVEILLANCE CONSIDERATIONS -~ March 2006 Estimate

the effect on annual net operating income of very significant known changes occurring

within the period covered by the report, which are not fully reflected in the revenue and
expense amounts shown in the report.

(1) Employee wage increases ($47,861)
(including associated insurance & taxes)

2) Revenues due to 3-9-05 rate increase $86



WATER METERS IN SERVICE AT THE END OF THE PERIOD - 03/06

Meter Size Residential Commercial Industrial Other Total
(a) (b) (c) (d) (e) (H
36.  5/8" 62,503 5,406 23 176 68,108
37.  3/4" 116 124 2 10 252
38. 1" 255 1,338 26 139 1,758
39. 11/2" 21 322 7 68 418
40. 2" 16 1,011 88 278 1,393
41. 3" 36 4 40
42, 4"&Over 31 29 37 97
43, Totals 62,911 8,208 175 712 72,066
INSTRUCTIONS

. This report is required of all water companies which had operating revenues for the proceeding

year in excess of $1,500,000 as provided in the Commission's rules. Prepare on a typewriter
and file within 60 days after the end of the month covered by the report. Show amounts
adjusted-to the nearest dollar.

same month a year ago and the difference is not self-explanatory, annotate the amount and
explain the occasioning facts under "Remarks".

List the type and number of other customers in the water meters in service section under
"Remarks".

If any amount for the current month differs materially from that for the previous month or the

REMARKS

N/A

I certify that to the best of my knowledge and belief this is a true and correct report:

Date: 9 -} 200k (Signed) ///aéﬁx/ //f-ﬁ/ /(/

Title and Address: ’  Director - Rafes & Revenues
1101 Broad Street, P. O. Box 6338
Chattanooga, TN 37401




_MONTHLY REPORT OF REVENUES, EXPENSES AND INVESTMENTS

WATER COMPANIES

Company Name: Tennessee-American Water Co.

3

~

PSC--3.06 Month of Report: February 2006
Amount for this Month Year-To-Date 12 Months-To-Date
This Year Last Year This Year Last Year This Year Last Year
(a) (b) _(¢) (d) (e) _H ()
Operating Revenues
1. Residential Sales.......cooccvvveccviiiniiiniececiic e 967,025 856,953 1,996,007 1,940,031 13,269,659 12,913,761
2. Commercial Sales.......cueiieeererenerisaseesaenasaesassaenn ] 736,526 618,133 1,507,348 1,375,416 10,027,236 9,648,256
3. Industrial Sales . 269,173 212,382 539,942 477,051 3,372,580 3,079,059
4, Other Sales. ..o e 427,061 427,043 828,418 955,641 5,936,250 6,663,672
5. Total Operating Revenues (Item 1-4).........ccccveeu.n. 2,399,786 2,114,511 4,871,715 4,748,139 32,605,725 32,304,748
Operating Expenses
6. Source of Supply Expense.........ccccoerennnee 21,783 24,991 38,986 35,229 223,700 163,851
7. Pumping and Water Treatment Expense.............. 315,267 278,935 657,647 487,587 4,006,407 3,884,917
8. Transmission and Distribution-Operation 58,796 71,009 156,564 147,363 718,757 656,221
9. Transmission and Distribution-Maintenance........., 110,458 91,016 287,767 181,962 1,374,931 988,495
10. Customer Accounts and Sales Expense............... 110,557 158,985 224,545 272,909 1,618,037 1,429,476
11. Administrative and General Expense 981,285 790,932 1,565,242 1,489,708 10,247,154 9,447,091
12. Depreciation and Amortization...........ccccvevvvenrennne 356,597 439,130 709,114 721,028 3,927,848 3,674,669
13. Taxes Other Than Income Taxes....c.ccoceeveenrccenas 247,883 291,598 563,729 609,919 2,876,394 3,614,516
14, INCOME TAXES..enrevrevereereerereer s e ereeseeseemesesss e (25,549) (105,323) 68,278 . 144,650 2,655,336 2,435,224
15. Total Operating Expenses (Item 6-14)..................| 2,177,077 2,041,273 4,271,872 4,090,355 27,648,564 26,294,460
16. Net Operating Income (ltem 5 less 15).................. 222,709 73,238 599,843 657,784 4,957,161 6,010,288
17. Other INCoOMEe....cccoviiiiieii e, (134) 3,506 940 (13,369) (7,343) (20,403)
18. Miscellaneous Income Deductions..........ccccoeevnes 10,045 442 10,337 328 24,197 (4,298)
19. Interest Charges......ccovvveivervvvriereeeiceer e 252,855 237,863 510,286 477,228 2,927,097 2,845,702
20. NEtINCOME...cceitiiiiiiercitete ettt (40,325) (161.561) 80,160 166,859 1,998,524 3,148,481
Balance at End of Month Aver. for 12 Mo.-To-Date
This Year Last Year This Year Last Year
(h) () ) (k)
21. Utility Plant In Service........ (D)o 175,107,190 158,312,986 164,157,908 154,463,936
22. Construction Work in Progress.........cccevvevenneeeees. 369,821 4,387,895 4,580,817 4,528,452
23. Utility Plant Acquisition Adjustment..............cc..oo..f 0 0 0 0
24. Property Held for Future Use . 0 0 0 0
25. Accumulated Depreciation and Amort..(1)............| 50,384,396 49,388,133 49,263,284 47,985,268
26. Materials and Supplies.........cccoeeriecinrceenienseennnend 303,442 456,438 313,740 405,375
27. Unamortized Investment Credit. ..l 1,256,275 1,332,643 1,291,277 1,367,645
28. Deferred INCOME TaX....ccccoomeineeniernennniese e 17,386,103 14,940,157 16,855,723 13,964,254
29. Contributions in Aid of Construction............cc....... 7,118,946 6,503,776 6,815,226 6,159,214
30. Customer Advances for Construction. W 4,977,428 3,627,753 4,196,729 3,400,306
31, Preferred StoCK........ccoovvriice e, 1,382,100 1,399,600 1,385,017 1,407,406
32. CommOn StOCK......cccivciiiiirienieeie e 13,754,235 13,754,235 13,754,235 13,754,235
33. Premium on Capital Stock and Other Capital........ 4,788,768 4,788,768 4,788,768 4,787,426
34. Retained Earnings........cceoveveeriiceneenrenie s 19,123,548 19,369,317 19,578,156 18,960,911
35. Long Term Debt........... (1) 39.966,494 43,270,368 41,093,990 43,310,952

(1) Includes Capital Lease



WATER METERS IN SERVICE AT THE END OF THE PERIOD - 02/06

Meter Size Residential Commercial Industrial Other Total
(a) (b) () (d) (e (H
36, 5/8" 62,477 5406 23 176 68,082
37.  3/4" 116 124 2 10 252
38 1" 255 1,338 26 139 1,758
39. 11/72" 21 322 7 68 418
40. 2" 16 1,011 88 278 1,393
41. 3" 36 4 40
42. 4"&Over 31 29 37 97
43, Totals 62,885 8,268 175 712 72,040
INSTRUCTIONS

. This report is required of all water companies which had operating revenues for the proceeding

year in excess of $1,500,000 as provided in the Commission's rules. Prepare on a typewriter
and file within 60 days after the end of the month covered by the report. Show amounts
adjusted to the nearest dollar.

same month a year ago and the difference is not self-explanatory, annotate the amount and
explain the occasioning facts under "Remarks".

List the type and number of other customers in the water meters in service section under
"Remarks".

If any amount for the current month differs materially from that for the previous month or the

REMARKS

N/A

1 certify that to the best of my knowledge and belief this is a true and correct report:

Date: _ */-.00 ,20 % (Signed) ”/W / @%\/

Title and Addreds: Director - Rates & Revenues -
1101 Broad Street, P. O. Box 6338
Chattanooga, TN 37401




MOUONINLT RErwing wa

v e —

WATER COMPANIES

Company Name: Tennessee-American Water Co.
Month of Report:  January 2006

PSC--3.06
Amount for this Month Year-To-Date 12 Months-To-Date
This Year Last Year This Year Last Year This Year Last Year
(a) {b) (€} (d) (e) ) {9)
Operating Revenues
1. Residential SaMes......cevireeeceiceenieieressseeeicenneineas 1,028,982 1,083,077 1,028,982 1,083,077 13,159,586 12,854,350
2. Commercial Sales... 770,822 757,283 770,822 757,283 9,808,843 9,717,800
3. Industrial Sales.... . 270,769 264,669 270,769 264,669 3,315,789 3,122,724
4. Other SAIBS...c.eeerrieeeierrteeecaerssrsecsies e aseeens 401,357 528,598 401,357 528,588 5,936,232 6,713,344
5. Total Operating Revenues (ltem 1-4).....coceiinne 2,471,929 2,633,627 2,471,830 2,633,627 32,320,450 32,408,218
Operating Expenses )
6. Source of Supply EXpense.......cccccvvverernen. 17,203 10,238 17,203 10,238 226,908 141,800
7. Pumping and Water Treatment Expense...............] 342,380 208,652 342,380 208,652 3,970,075 3,924,655
8. Transmission and Distribution-Operation............... 97,768 76,353 97,768 76,353 730,970 627,747
9. Transmission and Distribution-Maintenance.. .. 177,309 90,946 177,308 90,946 1,355,490 997,803
10. Customer Accounts and Sales Expense................ 113,988 113,924 113,988 113,924 1,666,465 1,378,492
11. Administrative and General Expense........c.cc......... 583,957 698,776 583,957 698,776 10,056,801 9,526,673
12. Depreciation and Amortization.......... 352,517 281,898 352,517 281,888 4,010,381 3,636,018
13. Taxes Other Than income Taxes.. 315,846 318,322 315,846 318,322 2,820,108 3,627,129
14, INCOME TAXES...ievivieeererreererieee et et 93,826 249,972 93,826 248,972 2,575,563 2,498,860
15. Total Operating Expenses (item 6-14)......ccccoueen 2,094,794. 2,049,081 2,094,794 2,049,081 27,512,761 26,359,177
16. Net Operating Income (item 5 iess 15).....c.cceeeueenn. | 377,135 584,546 377.136 584,546 4,807,689 6,049,041
17. Other INCOME...cieieieieeetrece et 1,074 (16,874) 1,074 (16,874) (3,704) (41,584)
18. Miscellaneous Income Deductions " 292 (113) 292 (113) 14,594 (11,438)
19. Interest Charges......ccoceevvvciiienieeeecee s 257,431 239,364 257,431 239,364 2,812,105 2,782,332
20. Net INCOME..ciiiiicrieciree et 120,488 328,421 120,487 328,421 1,877,286 3,236,563
Balance at End of Month Aver. for 12 Mo.-To-Date
This Year Last Year This Year Last Year
(h) [0) Q) (k)
21. Utility Plant in Service........ [ ) U UUR 173,943,115 158,060,359 162,758,391 153,912,724
22. Construction Work in Progress......... . 2,018,206 4,035,178 4,915,656 4,375,086
23. Utility Plant Acquisition Adjustment... 0 0 0 0
24. Property Held for Future Use........cccoovnne 0 0 0 0
25. Accumulated Depreciation and Amort..(1).. 50,019,258 48,988,181 49,180,262 47,718,481
26. Materials and Supplies.............. e . 303,617 420,418 326,490 398,059
27. Unamortized Investment Credit........cooveeeiviievecennns 1,262,639 1,339,007 1,297,641 1,374,009
28. Deferred INCOmMe TaX..cvvriicrenree et evieenns 17,481,835 14,790,833 16,651,895 13,771,869
29. Contributions in Aid of Construction.........cccceeevvnn. 7,118,994 6,435,942 6,763,962 6,116,272
30. Customer Advances for Construction... 5,006,286 3,683,857 4,084,256 3,339,512
31. Preferred Stock 1,382,100 1,399,600 1,386,475 1,410,356
32. COMMON SEOCK . .eoiriierieere ettt 13,754,235 13,754,235 13,754,235 13,754,235
33. Premium on Capital Stock and Other Capital. 4,788,768 4,788,768 4,788,768 4,786,978
34. Retained Eamings.....ccevvvvvicieieinevieemreveseeeeseeenns 19,163,300 19,524,975 19,598,637 18,898,099
35. Long Term Debt........... (1) { 43,277,632 43.277,632 41,369,312 41,734,627

(1) Inciudes Capital Lease




Fage

SUPPLEMENTAL FINANCIAL DATA TO PSC-3.06

FOR THE MONTH ENDED JANUARY 2006

Average Average
Line Monthly for 12
# Balance MTD
1 Additions:
2 Plant in Service $172,355,038 $161,167,891
3 Plant Under Construction 1,520,181 4,915,656
4 Property Held For Future Use 0 0
5 “Eterals ang Subpliss 300,365 326490
6 Other Additions:
7 Leased Utility Plant 1,590,500 1,580,500
8 Unamortized Painting - net 3,152 4,811
9 Working Capital C/ 1,385,205 1,385,205
10
11 Total Additions 177,154,441 168,390,553
12
13
14 Deductions:
15 Accumulated Depreciaton and Amortization 49,837,616 48,180,262
16 Accumulated Deferred income Taxes 17,472,345 16,651,885
17 Unamortized Investment Credit - Pre 1971 43,798 45,088
18 Customer Deposits ’ 0 0
19 Other Deductions:
20 Contributions in Aid of Construction 7,089,491 6,763,962
21 Customer Advances for Construction 5,088,971 4,084,256
22 All Other A (204,233) (288,353)
23
24
25
26 Total Deductions 79,337,888 76,437,110
27
28 Rate Base 597,816,453 $92,953 443
29
30 Net Operating Income $377,135 $4,807,689
31 Adjustments to NOI
32 Aliowance for funds used during construction 3,07 250,128
33 Adjustment to reflect effective federal
34 income tax rate (debt assigned to parent) 11,098 124,885
35 Interest on customer deposits 0 0
36
37
38
39 Adjusted Net Operating Income $391.304 $5,182,702
40
41
42 Rate of return B/ 4.80% 5.58%
A/ All Other
Acquisition adjustment $0 $0
Accounts payable applicable to CWIP 134,313 53,825
Unpaid for materials and supplies 52,228 50,084
Taxes on CIAC-DEF. FIT & SIT (390,774) (392,262)
(3$204,233) ($288.353)
B/ Rate of return - Monthly (L25/L18) x 12
C/ Per order
Cash working capital Lead Lag Study $543,000
Incidental collection (1,981,081}
Average cash 366,929
Other components 2,456,357

Working cash . 51,385,205



March 9, 2006

CONTINUING SURVEILLANCE CONSIDERATIONS — January 2006 Estimate
the effect on annual net operating income of very significant known changes occurring

within the period covered by the report, which are not fully reflected in the revenue and
expense amounts shown in the report.

(1) Employee wage increases $72,829
(including associated insurance & taxes)

(2) Revenues due to 3-9-05 rate increase $18,276



WATER METERS IN SERVICE AT THE END OF THE PERIOD - 01/06

Meter Size Residential Commercial Industrial Other Total
(a) (b) (©) (d) (e) (0
36.  5/8" 62,210 5,416 23 177 67,826
37.  3/4" 115 123 2 11 251
38, 1" 249 1,336 26 139 1,750
39, 11/72" 21 319 7 68 415
40, 2 16 1,026 88 280 1,410
41, 3" 42 4 46
42.  4"&OQver 31 28 35 94
43. Totals 62,611 8,293 174 714 71,792
INSTRUCTIONS

1. This report is required of all water companies which had operating revenues for the proceeding
year in excess of $1,500,000 as provided in the Commission's rules. Prepare on a typewriter
and file within 60 days after the end of the month covered by the report. Show amounts
adjusted to the nearest dollar.

2. If any amount for the current month differs materially from that for the previous month or the
same month a year ago and the difference is not self-explanatory, annotate the amount and
explain the occasioning facts under "Remarks".

3. List the type and number of other customers in the water meters in service section under
"Remarks".

REMARKS

N/A

I certify that to the best of my knowledge and belief this is a true and correct report:

Date: _ 3 - /( 2006 (Signed) //a/@ﬂ / ///JZ_

Title and Address: - Directdr -(Rates & Revenues
1101 Broad Street, P. O. Box 6338
Chattanooga, TN 37401




WIUNITHLY KEPURI UF REVENUED, EAFPENDED AND INVED!

WATER COMPANIES

MEN1S

Company Name: Tennessee-American Water Co.
Month of Report: December 2005

PSC--3.06
Amount for this Month Year-To-Date 12 Months-To-Date
This Year Last Year This Year Last Year This Year Last Year
(a) (b) () (d) (e) (f) @)
Operating Revenues
1. Residential Sale8. ..o rcerieriicr e 1,207,467 1,357,818 13,213,682 12,551,835 13,213,682 12,551,935
2. Commercial Sales......cooviveerrieeieeieinr e 912,734 1,124,319 9,895,304 9,563,971 9,895,304 9,563,971
3. INdUstrial SAlES..coieririee e 377,045 317,022 3,309,689 3,038,885 3,309,689 3,038,889
4, Oher SalES..uuiiiiirreeeeeeeereeie s n et 476,378 634,380 6,063,473 6,700,925 6,063,473 6,700,925
5. Total Operating Revenues (ltem 1-4)......ccceeeicns 2,873,625 3,433,539 32,482,148 31,855,720 32,482,148 31,855,720
Operating Expenses
6. Source of Supply Expense........coeveeunnenn 14,120 (30,311) 219,943 135,000 219,943 135,000
7. Pumping and Water Treatment Expense............... 369,726 368,410 3,836,347 3,989,361 3,836,347 3,989,361
8. Transmission and Distribution-Operation............... 64,342 52,541 709,555 633,541 709,555 633,541
9. Transmission and Distribution-Maintenance... 84,452 88,374 1,269,126 1,037,344 1,269,126 1,037,344
10. Customer Accounts and Sales Expense................ 180,771 102,877 1,666,401 1,393,399 1,666,401 1,393,399
11. Administrative and General Expense..................... { 1,314,003 1,187,854 10,171,620 9,394,639 10,171,620 9,394,639
12. Depreciation and Amortization 358,857 271,712 3,939,761 3,754,329 3,939,761 3,754,329
13. Taxes Other Than INcome TaxeS..cocvvveereeceecrcrvnnnnns 352,337 295,485 2,922,584 3,548,142 2,922,584 3,548,142
14, INCOME TAXES uieiceiiieieeciieire ettt e 569,202 391,801 2,731,709 2,267,446 2,731,709 2,267,446
15. Total Operating Expenses (Item 6-14)........ccccoe... 3,307,808 2,728,742 27,467,046 26,153,201 27,467,046 26,153,201
16. Net Operating Income (item 5 less 15).........cceeed (334,183) 704,797 5,015,102 5,702,519 5,015,102 5,702,519
17, Other INCOME..euiiiii et (1,391) 15,547 (21,652) (39,244) (21,652) (39,244)
18. Miscellaneous Income Deductions (918) 563 14,189 (7,074) 14,189 (7,074)
19. Interest Charges....c.ooovvveeiieeieiireenr et 261,449 239,259 2,894,038 2,735,172 2,894,038 2,735,172
20, NEt INCOME..oiiii ettt 4 (596,105) 480,522 2,085,223 2,835.177 2,085,223 2,835,177
Balance at £End of Month Aver, for 12 Mo.-To-Date
This Year Last Year This Year Last Year
(h) ) ) (k)
21, Utility Plant In Service........ (1) 173,947,962 157,854,177 161,434,828 153,371,399
22. Construction Work in Progress...... 1,022,155 3472579 5,083,737 4,232,108
23. Ulility Plant Acquisition Adjustment... 0 0 0 0
24, Property Held for Future Use........ccocoeee 0 0 0 0
25. Accumulated Depreciation and Amort..(1).. 49,655,974 48,706,851 49,084,339 47,452,879
26. Materials and Supplies............ 297,113 404,342 336,223 383,010
27. Unamortized Investment Credit......ocoevereeviceivnnninn, 1,269,003 1,345,371 1,304,005 1,380,373
28. Deferred INCOME TaX....iciieicnineieececnreieceneneennenns 17,462,754 14,279,826 16,427,636 13,612,715
28. Contributions in Aid of Construction..........ccccc.eeee.. 7,059,987 6,419,265 6,707,041 6,079,157
30. Customer Advances for Construction..................... 5,191,657 3,548,703 3,974,887 3,268,745
31. Preferred StOCK. ... e 1,382,100 1,399,600 1,387,833 1,413,306
32, ComMMON StOCK...ccirieriiriesieitecceie et 13,754,235 13,754,235 13,754,235 13,754,235
33. Premium on Capital Stock and Other Capital.........;| 4,788,768 4,788,768 4,788,768 4,786,531
34. Retained Earnings....covevceeveneriiis e 19,045,502 19,194,044 18,628,776 18,828,679
35. Long Term Debt........... (1) eereemeiiercsee e 39,985,954 ~ 43,284,896 41,369,312 40,158,252

(1) Includes Capital Lease




TENNESSEE-AMERICAN WATER COMPANY

Page 2
SUPPLEMENTAL FINANCIAL DATA TO PSC-3.06
FOR THE MONTH ENDED DECEMBER 2005
Average Average
Line Monthly for 12
# Balance MTD
1 Additions:
2 Plant in Service $159,844,328 $159,844,328
3 Plant Under Construction 5,083,737 5,083,737
4 Property Held For Future Use 0 0
5 Materiatsand-Suppties 3367223 336,223
6 Other Additions:
7 Leased Utility Plant 1,590,500 1,690,500
8 Unamortized Painting - net 5,143 5,143
9 Working Capital C/ 1,385,205 1,385,205
10
11 Total Additions 168,245,136 168,245,136
12
13
14 Deductions:
15 Accumuiated Depreciaton and Amortization 49,094,339 49,094,338
16 Accumutated Deferred Income Taxes 16,427,636 16,427,636
17 Unamortized Investment Credit - Pre 1971 45,346 45,346
18 Customer Deposits 0 0
19 Other Deductions:
20 Contributions in Aid of Construction 6,707,041 6,707,041
21 Customer Advances for Construction 3,974,887 3,874,887
22 All Other A (158,180) (158,180)
23
24
25
26 Total Deductions 76,091,069 76,091,068
27
28 Rate Base $392,154,067 $92,154,068
29
30 Net Operating income ($334,183) $5,015,102
31 Adjustments to NO|
32 Allowance for funds used during construction 237,038 255,458
33 Adjustment to reflect effective federal
34 Income tax rate (debt assigned to parent) 10,456 124,026
35 Interest on customer deposits 0 0
36
37
38
39 Adjusted Net Operating Income ($86,689) $5,394,586
40
41
42 Rate of return B/ -1.13% 5.85%
A/ All Other
Acquisition adjustment $0 30
Accounts payable applicable to CWIP 53,825 53,825
Unpaid for materials and supplies 50,084 50,084
Taxes on CIAC-DEF. FIT & SIT (262,089) (262,089)
($158,180) (5158.180)
B/ Rate of return - Monthiy (L25 /L18) x 12
C/ Per order
Cash working capital Lead Lag Study $543,000
Incidental collection (1,981,081)
Average cash 366,929
Other components 2,456,357

Working cash $1,385,205



February 10, 2006

CONTINUING SURVEILLANCE CONSIDERATIONS — December 2005 Estimate
the effect on annual net operating income of very significant known changes occurring
within the period covered by the report, which are not fully reflected in the revenue and
expense amounts shown in the report.

(1) Employee wage increases $133,175
(including associated insurance & taxes)

(2) Revenues due to 3-9-05 rate increase $ 33,940



WATER METERS IN SERVICE AT THE END OF THE PERIOD - 12/05

Meter Size Residential Commercial Industrial Other Total
(a) (b) (© (d (© (D
36.  5/8" 62,195 5,437 23 178 67,833
37.  3/4" 117 122 2 11 252
38. 1" 257 1,339 26 138 1,760
39, 112" 21 318 7 68 414
40, 7" 17 1,029 83 28T TAT5
41, 3" 1 46 4 51
42.  4"&QOver 30 29 35 94
43. Totals 62,608 8,321 175 715 71,819
INSTRUCTIONS

1. This report is required of all water companies which had operating revenues for the proceeding
year in excess of $1,500,000 as provided in the Commission's rules. Prepare on a typewriter

and file within 60 days after the end of the month covered by the report. Show amounts
adjusted to the nearest dollar.

2. 1f any amount for the current month differs materially from that for the previous month or the

same month a year ago and the difference is not self-explanatory, annotate the amount and
explain the occasioning facts under "Remarks".

3. List the type and number of other customers in the water meters in service section under
"Remarks".

REMARKS

N/A

L certify that to the best of my knowledge and belief this is a true and correct report:

Date: /[e/}fuw]\/ A 20 0k (Signed) m(i((%ﬁ ,Aj YV\ «ﬂ/l\/

Title and Address: Director - Rates & Revenues
1101 Broad Street, P. O. Box 6338
Chattanooga, TN 37401




MONTHLY REPORT OF R

EVENUES, EXPENSES AND INVESTMENTS
WATER COMPANIES

Company Name: Tennessee-American Water Co.
Month of Report: November 2005

;B»"

pSC--3.06
R’* Amount for this Month Year-To-Date 12 Months-To-Date
This Year Last Year This Year Last Year This Year Last Year
(a) (b) (c) {d) (e) (f) ©)]
Operating Revenues
1. Residential SaleS.....cccvrvvvevinnennns 1,087,922 831,136 12,006,215 11,194,117 13,364,033 12,767,372
2. Commercial Sales 832,538 579,169 8,982,570 8,439,652 10,106,889 9,641,735
3. Industrial Sales....coicveeeenicieciinrenrin 285,478 202,388 2,932,644 2,721,867 3,249,666 3,129,742
4, Other Sales......covveveieeeieeeir e 489,576 563,660 5,587,095 6,066,545 6,221,475 6,672,575
5. Total Operating Revenues (ltem 1-4)........ccoeoenee. 2.695,513 2,176,353 29,508,524 28,422,181 32,942,063 32,211.424
Operating Expenses
6. Source of Supply EXpense.......cccceeeeennens 4,317 6,219 205,824 165,311 175,512 167,065
7. Pumping and Water Treatment Expense............... 308,207 302,713 3,466,621 3,620,951 3,835,031 4,051,869
8. Transmission and Distribution-Operation.... 59,558 59,056 645,213 581,000 697,753 623,620
g. Transmission and Distribution-Maintenance.........., 107,328 68,680 1,184,675 948,970 1,273,049 1,024 540
10. Customer Accounts and Sales Expense.......ccc...... 153,767 83,718 1,485,631 1,290,523 1,688,507 1,279,662
11. Administrative and General Expense 845,543 702,438 8,857,618 8,206,785 10,045,472 8,901,249
12. Depreciation and Amortization..........cecceeevniinnins 339,024 289,675 3,580,905 3,482,617 3,852,617 3,950,618
13, Taxes Other Than INCOmMe TaXeS...c.coeeeiveriverrnennrans 272,626 295,588 2,570,247 3,252,857 2,865,732 3,592,005
14, INCOME TAXES. 1 eaeiarrrarreeiereeeeeeeenserrerermraeeessinerini . 164,569 63,700 2,162,506 1,875,645 2,554,307 2,549,344
15. Total Operating Expenses (Item 6-14)......c.ccccoenene 2,254,941 1,871,787 24,159,240 23,424,459 26,887,980 26,139,972
16. Net Operating Income (Item 5 1ess 15)......ccoeevvennd 440,572 304,566 5,349,284 4,997,722 6,054,083 6,071,452
17, Other INCOME....uiii it (7,108) 1,504 (20,262) (54,791) (4,715) 51,196
18. Miscellaneous Income Deductions............ccceeveee. 2,807 (456) 15,107 (7,637) 15,670 36,779
19. Interest Charges...ccoovcvvvcrericreeiiee e 238,807 234,972 2,632,589 2,485,913 2,871,848 2,708,624
20. NEt INCOMEB..ooiiecieeceeieecee et s eeevae e cnssreennes 190,850 71,554 2,681,326 2,454 655 3,161,850 3,377.245
Balance at End of Month Aver. for 12 Mo.-To-Date
This Year Last Year This Year Last Year
() 0} (0 (k)
21. Utility Plant In Service........ [ 1 163,986,138 154,769,448 160,093,679 152,844,236
22. Construction Work in Progress.......ccccccovuviveeecnene.. 6,626,502 5,351,128 5,287,939 4,116,547
23. Utility Plant Acquisition Adjustment......c.c..ccveceveenennd 0 0 0 0
24. Property Held for Future Use 0 0 0 0
25. Accumulated Depreciation and Amort..(1}............., 50,168,090 48,564,646 49,015,245 47,178,547
26. Materials and SUPPlES.......cc.veevveeieeieicece e 304,853 397,389 345,159 387,460
27. Unamortized Investment Credit......cccco.ovevviieeiinnnns 1,275,367 1,351,735 1,310,369 1,386,737
28. Deferred INCOME TaX..ovvviiiieieeieerieeeee e 16,749,434 13,675,932 16,162,392 13,506,491
28. Contributions in Aid of Construction........ccccvveeveenl 6,871,208 6,122,358 6,653,648 6,040,023
30. Customer Advances for Construction..........c.cce..... 4,827,735 3,382,735 3,837,974 3,203,415
31, Preferred StOCK...cocccvveiviei et 1,382,100 1,399,600 1,389,392 1,416,256
32. COMMON StOCK.ceceiirecteireeieericeer e ee s 13,754,235 13,754,235 13,754,235 13,754,235
33. Premium on Capital Stock and Other Capital.........; 4,788,768 4,788,768 4,788,768 4,786,083
34. Retained Earmings....ocee i cvvevercececeeee e 20,214,123 19,535,053 19,641,155 18,784,925
35. Long Term Debt........... (1)t 39,994,552 43.282,102 41,644,224 38,581,823

(1) Includes Capital Lease



IENNEDSEE-AMERICAN WATER COMPANY

Page 2
SUPPLEMENTAL FINANCIAL DATA TO PSC-3.06
FOR THE MONTH ENDED NOVEMBER 2005
Average Average
Line Monthly for 12
# Balance MTD
1 Additions:
2 Plant in Service $158,706,770 $158,503,179
3 Plant Under Construction 5,452,972 5,287,939
4 Property Held For Future Use 0 0
5 Materials and Supplies. 339,779 345 159
6 Other Additions:
7 Leased Utility Plant 1,590,500 1,590,500
8 Unamortized Painting - net 5,309 5,475
9 Working Capital C/ 1,385,205 1,385,205
10
11 Total Additions 167,480,535 167,117,457
12
13
14 Deductions:
15 Accumulated Depreciaton and Amortization 49,043,281 49,015,245
16 Accumulated Deferred income Taxes 16,333,534 16,162,392
17 Unamortized Investment Credit - Pre 1971 45,475 45,604
18 Customer Deposits 0 0
19 Other Deductions:
20 Contributions in Aid-of Construction 6,674,955 6,653,648
21 Customer Advances for Construction 3,864,272 3,837,974
22 All Other A/ (178,530) (173,309)
23
24
25
26 Total Deductions 75,782,987 75,541,554
27
28 Rate Base $91.697.548 $91,575,903
29
30 Net Operating Income $440,572 $6,054,083
31 Adjustments to NO!
32 Allowance for funds used during construction 237,038 219,519
33 Adjustment to reflect effective federal
34 Income tax rate (debt assigned to parent) 10,404 123,725
35 Interest on customer deposits 0 0
36
37
38
39 Adjusted Net Operating Income $688.014 $6.397,327
40
41
42 Rate of return B/ 8.00% 8.99%
A/ All Other
Acquisition adjustment 50 $0
Accounts payable applicable to CWIP 34,298 53,825
Unpaid for materials and supplies 51,159 50,084
Taxes on CIAC-DEF. FIT & SIT (263,987) (277,218)
($178.530) (5173.309)
B/ Rate of return - Monthly (L25/ L18) x 12
C/ Per order
Cash working capital Lead Lag Study $543,000
Incidental coliection (1,981,081)
Average cash : 366,929
Other components 2,456,357

Working cash $1.385.205



January 17, 2006

CONTINUING SURVEILLANCE CONSIDERATIONS — November 2005 Estimate
the effect on annual net operating income of very significant known changes occurring
within the period covered by the report, which are not fully reflected in the revenue and
expense amounts shown in the report.

(1) Employee wage increases $193,520
(including associated insurance & taxes)

(2)  Revenues due to 3-9-05 rate increase $ 49,605



WATER METERS IN SERVICE AT THE END OF THE PERIOD -11/05

Meter Size Residential Commercial Industrial Other Total
(a) () (c) (d) (e) €]
36,  5/8" 62,326 5,443 23 178 67,970
37.  3/4" 119 122 2 11 254
38, 1" 265 1,343 26 140 1,774
39. 11727 : 21 318 7 68 414
402" T8 1,032 38 281 1,419
41, 3" 1 45 4 50
42, 4"&Over v 30 29 35 94
43. Totals 62,750 8,333 175 717 71,975
INSTRUCTIONS

1. This report is required of all water companies which had operating revenues for the proceeding
year in excess of $1,500,000 as provided in the Commission's rules. Prepare on a typewriter
and file within 60 days after the end of the month covered by the report. Show amounts
adjusted to the nearest dollar. '

[§9)

If any amount for the current month differs materially from that for the previous month or the
same month a year ago and the difference is not self-explanatory, annotate the amount and
explain the occasioning facts under "Remarks".

3. List the type and number of other customers in the water meters in service section under
"Remarks".

REMARKS

N/A

I certify that to the best of my knowledge and belief this is a true and correct report:

Date: _/~/§ 2006 (Signed) Nfaetia W 4 - // /a
: Title and Address: ' Director - Rates & Revenues

1101 Broad Street, P. O. Box 6338
Chattanooga, TN 37401




WATER COMPANIES

Company Name: Tennessee-American Water Co.
Month of Report: October 2005

o/

pPsC-3.06
Amount for this Month Year-To-Date 12 Months-To-Date
This Year Last Year This Year Last Year This Year Last Year
(a) (b) {c) (d) (e) ] @
Operating Revenues
1. ResidentialpSaIes .................................................... 1,166,297 987,197 10,918,293 10,362,981 13,107,247 12,756,159
2. Commercial Sales.. 853,046 885,821 8,150,032 7,860,483 9,853,520 9,659,122
3. Industrial Sales.... 309,161 262,569 2,647,166 2,519,479 3,166,576 3,137,990
4, Other SAIBS... .ot 479,146 458,179 5,097,519 5,502,885 6,295,559 6,579,191
5. Total Operating Revenues (Item 1-4).................... 2,807,650 2.593.766 26,813,010 26.245.828 32,422,902 32,132,462
Operating Expenses
6. Source of Supply Expense.......ccccecveenne 44 003 12,955 201,507 159,093 177 414 163,929
7. Pumping and Water Treatment Expense............... 295,667 335,333 3,158,414 3,318,238 3,829,537 4,080,360
8. Transmission and Distribution-Operation...... 46,810 48,188 585,654 521,944 697,251 613,618
9. Transmission and Distribution-Maintenance........... 120,377 83,211 1,077,347 880,291 1,234,400 1,041,807
10. Customer Accounts and Sales Expense........ 192,031 92,702 1,331,864 1,206,805 1,518,458 1,298,402
11. Administrative and General Expense...... 791,752 650,876 8,012,074 7,504,346 9,902,367 8,750,820
12. Depreciation and Amortization............. 334,514 277,092 3,241,880 3,192,842 3,803,267 4,056,623
13. Taxes Other Than Income Taxes.. . 276,085 295,420 2,297,621 2,957,069 2,888,694 3,599,812
14, INCOME TAXES...ccvvereeenrictee et ceeete et 211,104 242 524 1,997,837 1,811,945 2,453,438 2,530,414
15. Total Operating Expenses (item 6-14)................., 2,312,342 2,038,301 21,904,298 21,552,673 26,504,826 26,135,785
16. Net Operating Income (ltem 5 less 15)................... 495,308 555,465 4,908,712 4,693,155 5,918,076 5,996,677
17. Other INCOmMe.....uovcveiviieecieeecere, 1,752 2,109 (13,153) (56,295) 3,898 40,094
18. Miscellaneous Income Deductions (1,470) 2,997 12,300 (7,181) 12,407 38,285
19. Interest Charges.................. JTR e 240,784 7 238,926 2,392,782 2,260,941 2,867,013 -~ 2,648,723
20. NetIncome........cocooivervenioeiee e ] 257,745 315.651 2490477 2,383,100 3.042,554 3,349,763

Balance at End of Month

Aver. for 12 Mo.-To-Date

This Year Last Year This Year Last Year
h) [0) (@ (]
21. Utility Plant In Service........ [ 163,693,851 154,097 435 159,325,622 152,438,733
22. Construction Work in Progress....... 5,542,090 5,192,826 5,181,658 3,883,738
23. Utility Plant Acquisition Adjustment..........cco............ 0 0 0 0
24. Property Held for Future Use.............. 0 0 0 0
25. Accumulated Depreciation and Amort..(1)... 49,916,858 48,413,725 48,881,541 46,884,808
26. Materials and Supplies........o.ooooeeeeereeee ] 327,956 389,651 352,870 385,033
27. Unamortized Investment Credit.............oooovvevveino. 1,281,731 1,358,099 1,316,733 1,399,465
28. Deferred Income Tax 16,665,821 14,013,739 15,906,267 13,351,168
29. Contributions in Aid of Construction 6,877,444 6,117,558 6,591,244 6,021,713
30. Customer Advances for Construction 4,275,205 3,373,388 3,717,558 3,149,145
31. 1,382,100 1,399,600 1,390,850 1,419,206
32. CommOn StOCK.......veoeieieeieeeeeeeeeeeeeeeeee 13,754,235 13,754,235 13,754,235 13,754,235
33. Premium on Capital Stock and Other Capital......... 4,788,768 4,788,768 4,788,768 4,785,636
34. Retained Eamnings 19,998,063 19,455,185 19,584,566 18,597,582
35. Long Term Debt........... (1) 40.003.839 43.299.253 41,919,020 37.005.338

(1) Includes Capital Lease



) Page 2
SUPPLEMENTAL FINANCIAL DATA TO PSC-3.06

FOR THE MONTH ENDED OCTOBER 2005

Average Average
Line Monthly for 12
# Balance MTD
1 Additions:
2 Plant in Service $158,337,883 $157,735,122
3 Plant Under Construction 5,335,619 5,181,658
4 Property Held For Future Use 0 0
5 Matenrials and Supplies 343,271 352,870
[} Uther Additions:
7 Leased Utility Plant 1,590,500 1,590,500
8 Unamortized Painting - net 5,475 5,806
9 Working Capital C/ 1,385,205 1,385,205
10
11 Tota! Additions 166,997,953 166,251,161
12
13
14 Deductions:
15 Accumulated Depreciaton and Amortization 48,930,700 48 881,541
16 Accumulated Deferred income Taxes 16,291,945 15,906,267
17 Unamortized Investment Credit - Pre 1971 ’ 45,604 45,862
18 Customer Deposits 0 4]
19 Other Deductions:
20 Contributions in Aid of Construction 6,655,330 6,591,244
21 Customer Advances for Construction 3,767,925 3,717,558
22 All Other A/ (183,228) (188,437)
23 .
24
25
26 Total Deductions 75,508,276 74,954,035
27
28 Rate Base $91.489.677 $91.297.126
29
30 Net Operating Income $495 308 $5,918,078
31 Adjustments to NOI
32 Allowance for funds used during construction 237,038 202,692
33 Adjustment to reflect effective federal
34 Income tax rate (debt assigned to parent) 10,380 123,467
35 interest on customer deposits 0 0
36
37
38
39 Adjusted Net Cperating income $742.726 $6,244.235
40
41
42 Rate of return B/ 9.74% 6.84%
Al Al Other
Acquisition adjustment 30 50
Accounts payable applicable to CWIP 28,565 53,825
Unpaid for materials and supplies 54,471 50,084
Taxes on CIAC-DEF. FIT & SIT (266,264) (292,346)
{$183.228) ($188,437)
B/ Rate of return - Monthly (L25/118) x 12
C/ Perorder
Cash working capital Lead Lag Study $543,000
incidental collection (1,981,081}
Average cash 366,929
Other components 2,456,357

Working cash '$1.385.205



WATER METERS IN SERVICE AT THE END OF THE PERIOD - 10/05

Meter Size Residential Commercial Industrial Other Total
(a) (®) (c) @ (e) ®
36.  5/8" 62,485 5,438 23 177 68,143
37. 3/4" 120 121 2 11 254
38, 1" 277 1,351 27 139 1,794
39. 11/2" 21 316 7 68 412
49— 18 1,027 88 279 1,412
41. 3" 1 45 4 50
42,  4"&Over 3 29 35 94
43. Totals 62,922 8,348 176 713 72,159
INSTRUCTIONS

1. This report is required of all water companies which had operating revenues for the proceeding
year in excess of §1,500,000 as provided in the Commission's rules. Prepare on a typewriter
and file within 60 days after the end of the month covered by the report. Show amounts
adjusted to the nearest dollar.

2. If any amount for the current month differs materially from that for the previous month or the
same month a year ago and the difference is not self-explanatory, annotate the amount and
explain the occasioning facts under "Remarks".

3. List the type and number of other customers in the water meters in service section under
"Remarks".

REMARKS

N/A

I certify that to the best of my knowledge and belief this is a true and correct report:

Date: . /47 -7 7 ,20 9 (Signed) /} l/j/m//// y///é‘““_/

Title and Addre Diredtor - Rdtes & Revenues
1101 Broad Street, P. O. Box 6338
Chattanooga, TN 37401




MONTHLY REPORT OF REVENUES, EXPENSES AND INVESTMENTS . !

WATER COMPANIES

Company Name: Tennessee-American Water Co.
Month of Report: September 2005

>

S

PSC--3.06
Amount for this Month Year-To-Date 12 Months-To-Date
This Year Last Year This Year Last Year This Year Last Year
(a) (b) {c) (d) (e) H ()]
Operating Revenues
1, Residential Sales....covvrerrereririiiiinisisnr e 1,019,416 1,079,209 9,751,997 9,375,784 12,928,148 12,787,184
2. Commercial Sales 804,321 717,798 7,296,986 6,974,662 9,886,295 9,573,318
3. Industrial Sales....... 226,085 305,011 2,338,005 2,256,910 3,119,984 3,166,669
4, Othel SAIBS...cueeireieeeeteeiete et sie e sceree e ebesiens 519,716 650,324 4,618,373 5,044,706 6,274,592 6,715,243
5. Total Operating Revenues (ltem 1-4).........ccoieee 2,569,538 2,752,343 24,005.361 23,652,062 32.209.018 32.242.424
Operating Expenses
6. Source of Supply Expense.........ccceevueenenne 731 1,678 157,504 146,138 146,366 153,583
7. Pumping and Water Treatment Expense............... 1 357,473 311,427 2,862,747 2,982,805 3,869,203 4,102,413
8. Transmission and Distribution-Operation............... 51,683 51,081 538,844 473,756 698,628 644,400
9. Transmission and Distribution-Maintenance........... 114,528 81,760 956,970 797,079 1,197,235 1,059,091
10. Customer Accounts and Sales Expense..... 121,376 156,127 1,139,833 1,114,104 1,419,129 1,337,801
11. Administrative and General Expense...... 817,922 633,382 7,220,322 6.853,471 9,761,491 8,772,748
12. Depreciation and AMortization.........c.cecvveererirennnne 332,414 277,110 2,907,366 2,915,850 3,745,845 4,091,834
13. Taxes Other Than Income TaxeS.....covveerceccvnesnne 276,047 296,971 2,021,536 2,661,649 2,908,029 3,613,417
14, INCOME TAXES....uuirrereeeiirriereere et se e ernesen s 116,708 294,472 1,786,834 1,569,421 2,484,859 2,539,139
15. Total Operating Expenses (ltem 6-14).......cccceeenen, 2,188,883 2,104,008 19,591,956 19,514,373 26,230,785 26,314 427
16. Net Operating Income (ltem 5less 15)......coeeeeennd 380,656 648.335 4,413,405 4,137,689 5,978,234 5,927,997
17, Other INCOME....ce et et s 245 (1,912) (14,905) (58,404) 4,255 43,408
18. Miscellaneous Income Deductions..........cc.ccovene. 7,704 6,168 13,770 (10,178) 16,874 39,274
19. Interest Charges.....ccoevvvevvveceveenennn et 237,273 245,604 2,151,998 2,022,015 2,865,155 2,586,432
20, Net INCOME....cuiirirntreerrie e et ene b 135,923 394,651 2,232,732 2,067,448 3,100,460 3,345,700
Balance at End of Month Aver, for 12 Mo.-To-Date
This Year Last Year This Year Last Year
() (i) Q) (k)
21. Utility Plant In Service........ [ TR 162,683,113 153,895,512 158,525,920 151,746,812
22. Construction Work in Progress........covevevvveeeesneen, 4,994,649 4,556,116 5,152,553 3,941,576
23. Utility Plant Acquisition Adjustment.............ccc........ 0 0 0 0
24. Property Held for Future Use....oovmeeeinneiececnennnne. 0 0 0 0
25. Accumulated Depreciation and Amort..(1).............. 49,612,289 48,140,828 48,756,280 46,571,036
26. Materials and SUPPiES......cocvcveervmrer e 275,028 406,561 358,012 382,241
27. Unamortized Investment Credit......c.cccooeeeeveennnnns 1,288,095 1,364,463 1,323,097 1,405,829
28. Deferred Income TaX......ccoceenrenane, 16,728,307 13,988,302 15,685,260 13,215,977
29. Contributions in Aid of Construction.............coe...d 6,718,425 6,068,443 6,527,920 5,999,010
30. Customer Advances for Construction..........ceune 4,160,289 3,413,080 3,642,406 3,094,290
31, Preferred StoCK. ..ot 1,382,100 1,399,600 1,392,308 1,422,156
32, COmMMON SOCK....cciieeeiie i 13,754,235 13,754,235 13,754,235 13,754,235
33. Premium on Capital Stock and Other Capital. 4,788,768 4,788,768 4,788,768 4,785,188
34. Retained Earmings.......cocoeeeevieveeceoveveeeereneereeeeenen 19,723,726 19,130,023 19,539,326 18,511,038
35. Long Term Debt........... (et 40,013,017 43,308,347 42,183,638 35,422,006

(1) Includes Capital Lease



November 21, 2005

CONTINUING SURVEILLANCE CONSIDERATIONS — September 2005 Estimate
the effect on annual net operating income of very significant known changes occurring
within the period covered by the report, which are not fully reflected in the revenue and
expense amounts shown in the report.

(1 Employee wage increases $397,082
(including associated insurance & taxes)

(2) Revenues due to 3-9-05 rate increase $ 80,428



WATER METERS IN SERVICE AT THE END OF THE PERIOD - 09/05

[ Meter Size Residential Commercial Industrial Other Total
(a) (b) (c) (d) (e) (H
36.  5/8" 62,551 5,477 23 177 68,228
37.  3/4" 122 119 3 11 255
38, 1" 277 1,351 27 139 1,794
39, 1172 21 315 7 68 411
40, 27 18 1,035 33 281 1,422
41, 3" 1 43 4 48
42, 4"&Over 30 29 35 94
43, Totals 62,990 8,370 177 715 72,252
INSTRUCTIONS

1. This report is required of all water companies which had operating revenues for the proceeding
year in excess of $1,500,000 as provided in the Commission's rules. Prepare on a typewriter
and file within 60 days after the end of the month covered by the report. Show amounts
adjusted to the nearest dollar.

2. If any amount for the current month differs materially from that for the previous month or the
same month a year ago and the difference is not self-explanatory, annotate the amount and
explain the occasioning facts under "Remarks".

3. List the type and number of other customers in the water meters in service section under
"Remarks".

REMARKS

N/A

I certify that to the best of my knowledge and belief this is a true and correct report:

Date: (A - ,200% (Signed) ”{4& /w,-./)f{ /Zf.j&
. . Title and Address: Director - Rates & Revenues
1101 Broad Street, P. O. Box 6338
Chattanooga, TN 37401




MONTHLY REPORT OF REVENUES, EXPENSES AND INVESTMENTS

WATER COMPANIES

Company Name: Tennessee-American Water Co.
Month of Report: August 2005

PSC--3.06
Amount for this Month Year-To-Date 12 Months-To-Date
This Year Last Year This Year Last Year This Year Last Year
(a) (b) Q) (d) (e {f) ()
Operating Revenues
1. Residential Sales...c.ococrvienincervne e 1,205,908 1,053,159 8,732,581 8,296,575 12,987,941 12,925,783
2. Commercial Sales 887,817 842,645 6,492,666 6,256,863 9,799,774 9,791,703
3. Industrial Sales........ . 260,726 225,987 2,111,920 1,951,899 3,198,910 3,163,194
4, Other SalES.....cocuieeiieierseereee e 514,419 516,812 4,008,657 4,394,382 6,405,200 6,768,331
5. Total Operating Revenues (Item 1-4).........ccceeeeee 2,868,871 2,638,603 21,435,824 20,899,719 32,391.825 32.649.011
Operating Expenses
6. Source of Supply Expense......c.cocoocmnnienne 45,511 29,404 156,772 144,460 147,313 155,118
7. Pumping and Water Treatment Expense............... 385,518 404,636 2,505,274 2,671,477 3,823,157 4,192,238
8. Transmission and Distribution-Operation............... 49,972 46,856 487,161 422,676 698,026 709,196
9. Transmission and Distribution-Maintenance........... 99,654 72,402 842,442 715,319 1,164,467 1,100,513
10. Customer Accounts and Sales Expense...... 128,425 83,640 1,018,458 957,977 1,453,880 1,296,719
11. Administrative and General Expense........ 829,962 710.831 6,402,400 6,220,089 9,576,951 8,886,506
12. Depreciation and Amortization........ 324,371 276,721 2,574,952 2,638,740 3,690,541 4,126,813
13. Taxes Other Than income Taxes... 275,709 300,223 1,745,489 2,364,678 2,928,953 3,625,354
14, INCOME TAXES.civiiiiirierieernerrerereniereaaerereerrereeeienmrnnanas 217,480 216,250 1,670,126 1,274,949 2,662,623 2,610,579
15. Total Operating Expenses {(item 6-14)...........o.col 2,356,603 2,140,963 17,403,074 17,410,365 26,145,911 26,703,036
16. Net Operating Income (ltem 5less 15).....c.cceenvnne. 512,268 497,640 4,032,750 3,489,354 6,245,914 5,945,975
17. Other INCOME....oiciiii e 23 (712) (15,150) (56.492) 2,098 50,578
18. Miscellaneous Income Deductions. (1,120} (6,344) 6,065 (16,346) 15,337 41,480
19. Interest Charges....coiieeeineveeeee e 247,490 225,010 1,914,725 1,776,411 2,873,486 2,512,641
20. Net INCOME....ooviiiiieieiei e oo 265,921 278.262 2,096,810 1,672,797 3,359,189 3,442,432
Balance at End of Month Aver. for 12 Mo.-To-Date
This Year Last Year This Year Last Year
(h) @ G) )
21. Utility Plant In Service........ (1) 160,396,458 153,444,634 157,793,620 151,057,764
22. Construction Work in Progress....... 5,971,609 6,421,469 5,116,008 4,022,062
23. Utility Plant Acquisition Adjustment. 0 0 0 0
24. Property Held for Future Use..........c....... 0 0 0 0
25. Accumulated Depreciation and Amort..(1)....cc....... 49,279,366 47,857,053 48,633,659 46,259,169
26. Materials and SUPPIES.......ccovvvireereceecreeiereeeeeve) 342,094 444,622 368,973 377,604
27. Unamortized Investment Credit... 1,284,459 1,370,827 1,329,461 1,412,193
28. Deferred InCoOme TaX.....ocoeveeiieieieivereeeeecisceeens 16,748,187 14,014,018 15,456,926 13,068,957
29. Contributions in Aid of Construction....................... 6,714,615 6.076,186 6,473,755 5,958,490
30. Customer Advances for Constructuon 3,680,878 3,338,974 3,580,139 3,040,315
31. Preferred StocK......ccoovrvncreciionnne.. 1,382,100 1,399,600 1,393,767 1,425,106
32. CommOoN StOCK......ocovvireireeriecrieie e evesieaane 13,754,235 13,754,235 13,754,235 13,754,235
33. Premium on Capital Stock and Other Capital........ 4,788,768 4,788,768 4,788,768 4,784,741
34. Retained Earmings.......cooeeoeeeenvenrineceneee e e 20,215,863 19,364,443 19,489,850 18,422,637
35. Long Term Debt........... (1)t 40,022,123 43,321,613 42,468,082 33,845,415

(1) Includes Capital Lease




TENNESSEE-AMERICAN WATER COMPANY

. Page 2
SUPPLEMENTAL FINANGCIAL DATA TO PSC-3.06
FOR THE MONTH ENDED AUGUST 2005
Average Average
Line Monthly for 12
# Balance MTD
1 Additions:
2 Plant in Service $157,522,859 $156,203,120
3 Plant Under Construction 5,352,431 5,116,008
4 Property Held For Future Use 0 §]
5 Materials and Supplies 353,716 368,973
S] Other Additions:
7 Leased Utility Plant 1,590,500 1,590,500
8 Unamortized Painting - net 5,806 6,470
9 Working Capital C/ 1,385,205 1,385,205
10
11 Total Additions 166,210,517 164,670,276
12
13
14 Deductions:
15 Accumulated Depreciaton and Amortization 48,722,232 48,633,659
16 Accumulated Deferred Income Taxes 16,190,665 15,456,926
17 Unamortized Investment Credit - Pre 1971 45,862 46,378
18 Customer Deposits 0 0
19 Other Deductions:
20 Contributions in Aid of Construction 6,619,679 6,473,755
21 Customer Advances for Construction 3,655,470 3,580,139
22 All Other A {202,484) (218,693)
23
24
25
26 Total Deductions 75,031,424 73,972,164
27
28 Rate Base $91,179,093 $90,698,112
29
30 Net Operating income $512,268 $6,245,914
31 Adjustments to NOI
32 Allowance for funds used during construction 23,551 187,830
33 Adjustment to reflect effective federal
34 Income tax rate (debt assigned to parent) 10,345 122,988
35 Interest on customer deposits 0 0
36
37
38
39 Adjusted Net Operating Income $546,164 $6,556,732
40
41
42 Rate of return B/ 7.19% 7.23%
A/ All Other
Acquisition adjustment $0 $0
Accounts payable applicable to CWIP 18,630 53,825
Unpaid for materials and supplies 51,411 50,084
Taxes on CIAC-DEF. FIT & SIT (272,525) (322,602)
(5202,484) ($218,693)
B/ Rate of return - Monthly (L25/118) x 12
C/ Per order
Cash working capital Lead Lag Study $543,000
Incidental collection (1,981,081)
Average cash ' 366,929
Other components 2,456,357

Working cash $1,385,205



October 21, 2005

CONTINUING SURVEILLANCE CONSIDERATIONS — August 2005 Estimate the
effect on annual net operating income of very significant known changes occurring
within the period covered by the report, which are not fully reflected in the revenue and
expense amounts shown in the report.

(1)  Employee wage increases $458,251
(including associated insurance & taxes)

(2) Revenues due to 3-9-05 rate increase $ 95,587



WATER METERS IN SERVICE AT THE END OF THE PERIOD - 08/05

Meter Size Residential Commercial Industrial Other Total
() (b) (c) (d) (e) €]
36.  5/8" 62,461 5,486 23 177 68,147
37.  3/4" 121 115 3 11 250
38. 1" 274 1,353 27 141 1,795
39. 11/72" 21 314 7 68 410
40, 2" 18 1,029 88 280 1,415
41, 3" 1 40 4 45
42. 4"&Over 29 29 35 93
43, Totals 62,896 8,366 177 716 72,155
INSTRUCTIONS

1. This report is required of all water companies which had operating revenues for the proceeding
year in excess of $1,500,000 as provided in the Commission's rules. Prepare on a typewriter
and file within 60 days after the end of the month covered by the report. Show amounts
adjusted to the nearest dollar.

o

If any amount for the current month differs materially from that for the previous month or the
same month a year ago and the difference is not self-explanatory, annotate the amount and
explain the occasioning facts under "Remarks".

3. List the type and number of other customers in the water meters in service section under
"Remarks".

REMARKS

N/A

I certify that to the best of my knowledge and belief this is a true and correct report

Date: /{0 - 429 ,20 05 (Signed) .~ %4@4;&y// / ’0 /L

Title and Addreé& Director - Rates'& Revenues
1101 Broad Street, P. O. Box 6338
Chattanooga, TN 37401




MONTHLY REPORT OF REVENUES, EXPENSES AND INVESTMENTS

WATER COMPANIES

Company Name: Tennessee-American Water Co.
Month of Report:  July 2005

PSC--3.06
Amount for this Month Year-To-Date 12 Months-To-Date
This Year Last Year This Year Last Year This Year Last Year
(@) (b (c) {d) {e) 1) {9)
Operating Revenues
1. Residential Sales......cviieccrmminimsenneeiieres 1,206,078 1,281,757 7,526,671 7,243,416 12,835,180 12,837,917
2. Commercial Sales.......ceevreerieeermniensmmnieiinreniennd 825,640 886,019 5,604,849 5,414,218 9,754,602 9,697,793
3. INAUSERAL SAIES...ccveiree e eereere e nienene 278,193 221,834 1,851,194 1,725,912 3,164,171 3,188,171
4, Other SAIES...icieiierieee e 563,539 571,140 3,584,238 3,877,570 6,407,593 6,692,976
5. Total Operating Revenues (Item 1-4).......c..ceeene 2,873,451 2.960,850 18,566,952 18,261,116 32,161,556 32,416,857
Operating Expenses
6. Source of Supply EXpPense....c..covvmereennens 24,255 22,929 111,261 115,056 131,205 126,141
7. Pumping and Water Treatment Expense............... 361,861 353,432 2,119,757 2,266,841 3,842,276 4,133,688
8. Transmission and Distribution-Operation.... . 57,359 51,558 437,189 375,820 694,909 743,978
8. Transmission and Distribution-Maintenance..........| 87,829 71,573 742,787 642,917 1,137,215 1,132,215
10. Customer Accounts and Sales Expense..... 126,002 166,940 890,033 874,337 1,409,095 1,317,166
11. Administrative and General Expense....... e 754,989 754,008 5,572,438 5,509,258 9,457,819 8,806,609
12. Depreciation and Amortization...........cceevivrecvicnnns 324,717 276,315 2,250,581 2,362,019 3,642,891 4,162,288
13. Taxes Other Than Income Taxes.....c.ccvvceecnecnnenns 274,778 300,701 1,469,780 2,064,455 2,953,467 3,638,735
14, INCOME TAXES..cciiie et eraee e ressee s 285,708 310,479 1,452,645 1,058,699 2,661,392 2,538,059
15. Total Operating Expenses (Item 6-14)...................] 2,297,499 2,307,835 15,046,471 15,269,402 25,930,269 26,598,879
16. Net Operating Income {item 5 less 15)....c.ccveieend 575,951 652,915 3,520,481 2,991,714 6,231,287 5,817.978
17, Other INCOME....eiiieiitere et et (1,765) (15,012) (15,172) (55,780) 1,364 47,124
18. Miscellaneous Income Deductions 6,401 (7,491) 7,185 (10,002) 10,113 48,212
19. Interest Charges. ..o ievcciineniie e e senenes 204,192 236,547 1,667,236 1,551,401 2,851,007 2,475,244
20. Net INCOME..ciiiiiiiie e ] 363,593 408,847 1,830.888 1,394,535 3,371,531 3,341,646
Balance at End of Month Aver, for 12 Mo.-To-Date
This Year Last Year This Year Last Year
(h) 0] )] (k)
21. Utility Plant In Service........ (1) 159,853,805 153,315,366 157,214,301 150,398,059
22. Construction Work in Progress.....c..ccceuoneaeeennaen. 6,133,139 5,530,606 5,153,496 3,882,405
23. Utility Plant Acquisition Adjustment..........c....ccoveeen. | 0 0 0 0
24, Property Held for Future Use........c.ccoveenrininieecnnns 0 0 0 0
25. Accumulated Depreciation and Amort..(1).............. 49,025,463 47,582,434 48,515,133 45,948,381
26. Materials and SUPPHES....eveervieieereie e 301,263 423,157 377,517 374,447
27. Unamortized Investment Credit..........ccevvveevevennnnnen 1,300,823 1,377,191 1,335,825 1,418,557
28. Deferred INCOME TaX....vccveereronriereseeeereteeeeieiens 16,845,812 14,011,550 15,229,079 12,905,146
29. Contributions in Aid of Construction..........c.cccev.n 6,726,440 6,073,460 6,420,552 5,815,206
30. Customer Advances for Construction..................... 3,480,403 3,353,923 3,551,647 2,992,872
31. Preferred StOCK. ... ovveecieici e acceenree e sreeaneres 1,382,100 1,399,600 1,395,225 1,427,389
32. COomMmMON StOCK...cuiciicrerrieeiece et et 13,754,235 13,754,235 13,754,235 13,754,235
33. Premium on Capital Stock and Other Capital. 4,788,768 4,788,768 4,788,768 4,784,293
34. Retained Earmnings.......ccoveerievieeeecriceeereeveeceeenn 18,932,150 19,079,510 19,418,899 18,313,828
35. Long Term Debt........... [ T 40,040,004 43,321,613 42,743,040 32,267.552

(1) Includes Capital Lease



TENNESSEE-AMERICAN WATER COMPANY

-Page 2
SUPPLEMENTAL FINANCIAL DATA TO PSC-3.06
FOR THE MONTH ENDED JULY 2005
Average Average
Line Monthly for 12
# Balance MTD
1 Additions:
2 Piant in Service $157,339,559 $155,623,801
3 Plant Under Construction 5,263,977 5,153,496
4 Property Held For Future Use 0 0
5 Materials-ang-Supplies 365,377 —37F61F
[ Other Additions:
7 Leased Utility Plant 1,580,500 1,590,500
8 Unamortized Painting - net 5,972 6,802
9 Working Capital C/ 1,385,205 1,385,205
10
1 Total Additions 165,940,590 164,137,321
12
13
14 Deductions:
15 Accumulated Depreciaton and Amortization 48,642,641 48,515,133
16 Accumuiated Deferred income Taxes 16,111,018 15,229,079
17 Unamortized Investment Credit - Pre 1971 45,991 46,636
18 Customer Deposits 0 0
19 Other Deductions:
20 Contributions in Aid of Construction 6,606,117 6,420,552
21 Customer Advances for Construction 3,651,840 3,551,647
22 All Other A (204,998) (233,822)
23
24
25
26 Total Deductions 74,852,609 73,529,225
27
28 Rate Base $91,087,981 $90.608,096
29
30 Net Operating Income $575,951 $6,231,287
31 Adjustments to NOI
32 Aliowance for funds used during construction 23,553 178,701
33 Adjustment to reflect effective federal
34 Income tax rate (debt assigned to parent) 10,335 122,775
35 Interest on customer deposits 0 0
36
37
38
39 Adjusted Net Operating Income $609.832 $6,530,763
40
41
42 Rate of return B/ 8.03% 7.21%
A/ All Other
© Acquisition adjustment 30 $0
Accounts payable applicable to CWIP 20,533 53,825
Unpaid for materials and supplies 51,467 50,084
Taxes on CIAC-DEF. FIT & SIT (276,998) (337,731)
(3204,998) ($233.822)
B/ Rate of return - Monthly (L25/L18) x 12
C/ Per order
Cash working capital Lead Lag Study $543,000
Incidental collection (1,981,081)
Average cash 366,929
) Ot.her components 2,456,357

Working cash $1,385,205



WATER METERS IN SERVICE AT THE END OF THE PERIOD - 07/05

Meter Size Residential Commercial Industrial Other Total
(a) (b) (c) (d) (e) (H)
36. 5/8" 62,204 5,486 23 178 67,891
37.  3/4" 120 111 3 11 245
38, 1" 274 1,349 27 141 1,791
39, 11/2" 21 313 7 68 409
402" 18 1,031 B8 280~ 1,417
41, 3" 1 33 4 38
42, 4"&OQOver 29 29 35 93
43, Totals 62,638 8,352 177 717 71,884
INSTRUCTIONS

1. This report is required of all water companies which had operating revenues for the proceeding
year in excess of $1,500,000 as provided in the Commission's rules. Prepare on a typewriter
and file within 60 days after the end of the month covered by the report. Show amounts
adjusted to the nearest dollar.

2. If any amount for the current month differs materially from that for the previous month or the
same month a year ago and the difference is not self-explanatory, annotate the amount and
explain the occasioning facts under "Remarks".

3. List the type and number of other customers in the water meters in service section under
"Remarks".

REMARKS

N/A

I certify that to the best of my knowledge and belief this is a true and correct report:

(Signed) ﬁﬁc/aﬁ/ ///4\/&

Title and Ad8réss: Director - Rates & Revenues
1101 Broad Street, P. O. Box 6338
Chattanooga, TN 37401

Date: [~ '/"

,20 08



NMUNEHLY REPURL OF REVENUES, EXPENSES AND INVESTMENTS

WATER COMPANIES

Company Name: Tennessee-American Water Co.

Month of Report:  June 2005

/e '

PSC--3.06
Amount for this Month Year-To-Date 12 Months-To-Date
This Year Last Year This Year Last Year This Year Last Year
{a) {b) () (d) {e) () (9)
Operating Revenues
1. Residential Sales......ocoviiierieniire s 1,226,406 1,192,382 6,320,593 5,961,659 12,910,869 12,574,456
2. Commercial Sales.........coooeeiviieenieneere e e 969,855 859,963 4,779,209 4,528,199 9,814,981 9,528,880
3. INAUSHral SAIBS...cvvie e 308,276 356,371 1,973,000 1,503,978 3,107,811 3,206,043
4. Other SaleS..ueieiicieriieeerieeiriesreeeitrecteeeiresreesee e 506,263 660,406 3,020,698 3,306,430 8,415,183 6,563,257
5. Total Operating Revenues (ltem 1-4)......cccoeeenneene 3,010,800 3,069,122 15,693,500 15,300,266 32,248,954 31,872,636
Operating Expenses
6. Source of Supply Expense.......cccoevviricnns 20,187 6,684 87,005 92,127 129,879 103,337
7. Pumping and Water Treatment Expense...............] 362,650 385,856 1,757,896 1,913,409 3,833,847 4,107,573
8. Transmission and Distribution-Operation...... 80,971 58,834 379,829 324,262 689,108 791,152
9. Transmission and Distribution-Maintenance.. 138,505 99,115 654,958 571.344 1,120,959 1,142,022
10. Customer Accounts and Sales Expense.... 140,768 153,004 764,031 707,397 1,450,033 1,313,770
11. Administrative and General Expense... 634,151 796,153 4,817,449 4,755,250 9,456,838 8,575,370
12. Depreciation and Amortization.......... 323,554 80,830 1,825,864 2,085,704 3,594,489 4,198,153
13. Taxes Other Than Income Taxes.. 286,161 312,432 1,195,002 1,763,754 2,979,390 3,647,171
14, INCOME TAXES..veiieeeuiererrie e creraeetae e rer e e erenee s 338,569 396,276 1,166,937 748,220 2,686,163 2,412,745
15. Total Operating Expenses (Item 6-14).......ccccueneend 2,325,517 2,289,184 12,748,971 12,961,467 25,940,706 26,291,293
16. Net Operating Income (ltem 51ess 15)...cccceireeenncns 685,283 779,938 2,944,529 2,338,799 5,308,248 5,581,343
17. Other Income.......coveeeeeeevcinnecennee 3,376 (18,225) (13,407) (40,768) (11,883) 56,544
18. Miscellaneous Income Deductions... . (2,288) (7,042) 784 (2,511) (3,779) 53,058
19, Interest Charges ..ot 258,052 239,611 1,463,043 1,314,854 2,883,361 2,416,384
20. Net INCOME......ooeveiiiiie e e 432,895 529,144 1,467,295 985,688 3,416,783 3,168,445
Balance at End of Month Aver. for 12 Mo.-To-Date
This Year Last Year This Year Last Year
(h) (i) Q) (k)
21. Utility Plant In Service........ (1) | 159,519,461 152,965,672 156,669,432 149,745,081
22. Construction Work in Progress...... 6,022,838 5,040,412 5,103,285 3,761,244
23. Utility Plant Acquisition Adjustment... 0 0 0 0
24. Property Held for Future Use......cccceeeennnenne 0 0 0 0
25. Accumulated Depreciation and Amort..(1).. .| 48,712,925 47,365,821 48,394,880 45,639,025
26. Materials and Supplies......cccoceviieicvieececeeiea 302,529 410,771 387,675 370,960
27. Unamortized Investment Credit..........ccceoeevevnnnnen. 1,307,187 1,383,555 1,342,189 1,424,921
28. Deferred Income Tax .| 16,818,063 13,721,826 14,992,890 12,727,227
29. Contributions in Aid of Construction.............ccevv.... 6,684,062 6,077,516 6,366,137 5,867,893
30. Customer Advances for Construction.........c........... 3,523,171 3,401,124 3,541,107 2,947,668
31. Preferred Stock 1,382,100 1,399,600 1,396,683 1,429,673
32. CommOon SEOCK....cve et 13,754,235 13,754,235 13,754,235 13,754,235
33. Premium on Capital Stock and Other Capital......... 4,788,768 4,788,768 4,788,768 4,783,846
34. Retained Earnings | 19,550,762 18,666,151 19,347,845 18,212,296
35. Long Term Debt........... E1) e el 40,040,046 43,327,917 43,016,507 30,690,752

(1) Includes Capital Lease




TENNESSEE-AMERICAN WATER COMPANY

Page 2
SUPPLEMENTAL FINANCIAL DATA TO PSC-3.06
FOR THE MONTH ENDED JUNE 2005
Average Average
Line Monthly for 12
# Balance MTD
1 Additions:
2 Plant in Service $157,185,601 $155,078,832
3 Plant Under Construction 5,116,117 5,103,285
4 Property Hetd For Future Use 0 0
5 Materals-and-Supplies. 364,306 384676—
6 Other Additions:
7 Leased Utility Plant 1,590,500 1,590,500
8 Unamortized Painting - net 6,138 7,133
9 Working Capital C/ 1,385,205 1,385,205
10
11 Total Additions 165,650,957 163,552,730
12
13
14 Deductions:
15 Accumulated Depreciaton and Amortization 48,578,837 48,394,880
16 Accumulated Deferred Income Taxes 15,988,553 14,992,890 .
17 Unamortized Investment Credit - Pre 1971 46,120 46,894
18 Customer Deposits Q 0
19 Other Deductions: )
20 Contributions in Aid of Construction 6,586,063 6,366,137
21 Customer Advances for Construction 3,680,413 3,541,107
22 All Other A/ (217,926) (248,950)
23
24
25
26 Total Deductions 74,662,060 73,092,958
27
28 Rate Base $90,988,897 $90,459.772
29
30 Net Operating Income $685,283 $6,308,248
31 Adjustments to NOI
32 Allowance for funds used during construction 20,555 163,559
33 Adjustment to reflect effective federal
34 Income tax rate (debt assigned to parent) 10,323 122,543
35 Interest on customer deposits 0 0
36
37
38
39 Adjusted Net Operating Income $716,161 $6,594,350
40
41
42 Rate of return B/ 9.45% 7.29%
A/ All Other
Acquisition adjustment $0 $0
Accounts payable applicable to CWIP 14,130 53,825
Unpaid for materials and supplies 50,906 50,084
Taxes on CIAC-DEF. FIT & SIT (282,962) (352,859)
 {8217,928) {$248,950)
B/ Rate of return - Monthly (L25 /L18) x 12
C/ Per order
Cash working capital Lead Lag Study $543,000
Incidental collection (1,881,081}
Average cash 366,929
Other components 2,456,357
Working cash $1,385,205



August 17, 2005

CONTINUING SURVEILLANCE CONSIDERATIONS ~ June 2005 Estimate the
effect on annual net operating income of very significant known changes occurring
within the period covered by the report, which are not fully reflected in the revenue and
expense amounts shown in the report.

(D Employee wage increases $580,587
(including associated insurance & taxes)

(2) Revenues due to 3-9-05 rate increase $126,915



WATER METERS IN SERVICE AT THE END OF THE PERIOD - 06/05

Meter Size Residential Commercial Industrial Other Total
(a) ®) (c) (d) (e ®
36.  5/8" 62,116 5,487 24 177 67,804
37.  3/4" 118 111 3 11 243
38. 1" 272 1,348 27 141 1,788
39, 11/2" 21 311 7 68 407
402" 18 1,028 T8 280 1,414
41, 3" 38 4 42
42, 4"&Over 29 29 35 93
43. Totals 62,545 8,352 178 716 71,791
INSTRUCTIONS

1. This report is required of all water companies which had operating revenues for the proceeding
year in excess of $1,500,000 as provided in the Commission's rules. Prepare on a typewriter
and file within 60 days after the end of the month covered by the report. Show amounts
adjusted to the nearest dollar.

|89

[f any amount for the current month differs materially from that for the previous month or the
same month a year ago and the difference is not self-explanatory, annotate the amount and
explain the occasioning facts under "Remarks".

3. List the type and number of other customers in the water meters in service section under
"Remarks".

REMARKS

N/A

I certify that to the best of my knowledge and belief this is a true and correct report:

Date:  7/35 20 g5 (Signed) Moelo D { S et
! _Title and Address: . Director - Rates & Revenues
1101 Broad Street, P. O. Box 6338
Chattanooga, TN 37401




MONTHLY REPORT OF REVENUES, EXPENSES AND INVESTMENTS

WATER COMPANIES

Company Name: Tennessee-American Water Co.

R

PSC--3.06 Month of Report: May 2005
Amount for this Month Year-To-Date 12 Months-To-Date
This Year Last Year This Year Last Year This Year Last Year
(a) (b) (c) (d) (e) () (g)
Operating Revenues
1. Residential Sales.......ooieevec i 1,184,019 1,087,132 5,084,187 4,769,277 12,876,845 12,318,217
2. Commercial SaleS.....ucivvriieiririrrreereen e eenie e 868,102 836,044 3,809,353 3,668,236 9,705,088 9,377,069
3. Industrial SalES.....couveiieeeieirrerire e 293,983 227,203 1,264,725 1,147,607 3,156,007 3,170,718
4, Other SaleS.. .o 531,634 516,305 2,514,436 2,646,024 6,569,337 6,397,448
5. Total Operating Revenues (item 1-4).........ccceceiene 2,877,739 2.666.684 12,682,701 12,231,144 32,307,277 31,263,451
Operating Expenses
6. Source of Supply EXpense.......ccuamnnns 11,112 54,348 66,819 85,443 116,376 96,729
7. Pumping and Water Treatment Expense............... ] 321,447 274,576 1,395,245 1,527.553 3,857,053 4,107,713
8. Transmission and Distribution-Operation....... 43,302 31,833 298,858 265,428 666,971 886,875
9. Transmission and Distribution-Maintenance........... 100,286 54,943 516,454 472,229 1,081,569 1,184,514
10. Customer Accounts and Sales Expense..... 123,559 101,223 623,263 554,393 1,462,269 1,304,013
11. Administrative and General Expense.......c..ccccee... 803,150 895,786 4,183,297 3,959,097 9,618,840 8,322,014
12. Depreciation and Amortization.............cccoveecvnnenee. 324,468 402,015 1,602,310 2,004,874 3,351,765 4,429,466
13. Taxes Other Than Income Taxes.......ccceeeevvecerrreenn. 167,560 288,634 908,841 1,451,322 3,005,661 3,647,919
14, INCOME TAXES..cciicvvieeiecnreerireereraereesrressreeesneeseeons 321,248 123,034 828,369 351,944 2,743,871 2,139,398
15. Total Operating Expenses (ltem 6-14)........c..c.......| 2,216,132 2,226,492 10,423,456 10,672,283 25,904,375 26,118,641
16. Net Operating Income (ltem 5 less 15)........c.ccee..e. 661,607 440,192 2,259,245 1,558,861 6,402,902 5,144,810
17, Other INCOME..c..oiiciiiiiereei et (5,262) (11.396) (16,784) (22,543) (33,485) 70,834
18. Miscellaneous Income Deductions . (1,639) 11,798 3,072 4,531 (8,533) 68,662
19, Interest Charges. .o iivnicceeeeeiceiesee e 246,335 245,461 1,204,991 1,075,243 2,864,920 2,359,826
20. NetINCOME.....uoiiiieiic et 411,649 171,537 1,034,398 456.544 3,513,030 2,787,156
Balance at End of Month Aver. for 12 Mo.-To-Date
This Year Last Year This Year Last Year
h) _{ @ (k).
21. Utility Plant In Service........ [ O 159,167,540 152,749,271 156,123,282 149,101,618
22. Construction Work in Progress.........cceeeecvcevnnvenns 5,716,485 3,859,370 5,021,417 3,670,234
23. Utility Plant Acquisition Adjustment.........c.cccceeeeneenn. 0 0 0 0
24, Property Held for Future Use.......cccovvvevvvviieevennnenn. 0 0 0 0
25. Accumulated Depreciation and Amort..(1).............. 48,461,797 47,312,616 48,282,621 45,322,658
268. Materials and SUPPHES...c.vvveeer e 301,173 335,291 396,695 367,733
27. Unamortized Investment Credit.. 1,313,551 1,389,919 1,348,553 1,431,285
28, Deferred INCOME TaX....coceriveveivireerireeeeresienaeeennnes 16,606,879 13,345,690 14,734,870 12,563,443
28, Contributions in Aid of Construction.............cocce... 6,670,068 6,009,673 6,315,592 5,819,598
30. Customer Advances for Construction..................... 3,705,719 3,297,107 3,530,936 2,890,573
31. Preferred StoCK......ccooviereninirrececeeie e 1,382,100 1,422,470 1,398,142 1,431,956
32. CommON StOCK......ccuiiiieeiecerii et 13,754,235 13,754,235 13,754,235 13,754,235
33. Premium on Capital Stock and Other Capital. 4,788,768 4,783,398 4,788,768 4,783,398
34, Retained Earnings 19,601,879 18,233,081 19,274,128 18,123,862
35. Long Term Debt........... (D)o, 43,265,788 43,334,170 43,290,496 298,113,852

(1) Includes Capital Lease



TENNESSEE-AMERICAN WATER COMPANY
Page 2

SUPPLEMENTAL FINANCIAL DATA TO PSC-3.06

FOR THE MONTH ENDED MAY 2005

Average Average
Line Monthly for 12
# Balance MTD
1 Additions:
2 Plant in Service $157,036,929 $154,532,782
3 Piant Under Construction 4,938,373 5,021,417
4 Property Heid For Future Use 0 0
5 ‘Materiatsamd-Suppties 376,759 396,695
6 Other Additions:
7 Leased Utility Plant 1,590,500 1,590,500
8 Unamortized Painting - net 6,304 7,465
9 Working Capital C/ 1,385,205 1,385,205
10
11 Total Additions 165,334,080 162,934,064
12
13
14 Deductions:
15 Accumulated Depreciaton and Amortization 48,552,020 48,282,622
16 Accumulated Deferred Income Taxes 15,822,651 14,734,870
17 Unamortized Investment Credit - Pre 1971 46,249 47,152
18 Customer Deposits 0 0
19 Other Deductions:
20 Contributions in Aid of Construction 6,566,463 6,315,592
21 Customer Advances for Construction 3,711,861 3,530,936
22 All Other A (218,312) (262,434)
23
24
25
26 Total Deductions 74,480,932 72,648,738
27
28 Rate Base $90,853,148 $90,285.326
29
30 Net Operating Income $661,607 $6,402,902
31 Adjustments to NO!
32 Allowance for funds used during construction 18,984 152,424
33 Adjustment to reflect effective federal
34 Income tax rate (debt assigned to parent) 10,308 122,300
35 Interest on customer deposits 0 Q
36
37
38
39 Adjusted Net Operating Income $690,899 $6.677.626
40
41
42 Rate of return B/ 9.13% 7.40%
A/ All Other
Acquisition adjustment $0 $0
Accounts payable applicable to CWIP 16,225 53,825
Unpaid for materials and supplies 52,826 50,084
Taxes on CIAC-DEF. FIT & SIT (287,363) (366,343)
. ($218,312) (5262.434)
B/ Rate of return - Monthly (L25/L18) x 12
C/ Per order
Cash working capital Lead Lag Study $543,000
Incidental collection (1,981,081)
Average cash 366,929
Other components 2,456,357
Working cash $1,385,205



July 19, 2005

CONTINUING SURVEILLANCE CONSIDERATIONS ~ May 2005 Estimate the
effect on annual net operating income of very significant known changes occurring
within the period covered by the report, which are not fully reflected in the revenue and
expense amounts shown in the report.

(1) Employee wage increases $641,755
(including associated insurance & taxes)

(2) Revenues due to 3-9-05 rate increase $472,709
(March, April & May)



WATER METERS IN SERVICE AT THE END OF THE PERIOD - 05/05

Meter Size Residential Commercial Industrial Other Total
(a) (b) (©) d () (0
36.  5/8" 61,952 5,482 23 177 67,634
37, 3/4" 113 109 3 11 236
38. 1" 263 1,332 27 141 1,763
39, 11/2" 21 310 7 67 405
40, 2" 18 1,019 88 280 1,405
41, 3" 37 4 41
42.  4"&Over 30 29 35 94
43. Totals 62,367 8,319 177 715 71,578
INSTRUCTIONS

1. This report is required of all water companies which had operating revenues for the proceeding
year in excess of $1,500,000 as provided in the Commission's rules. Prepare on a typewriter
and file within 60 days after the end of the month covered by the report. Show amounts
adjusted to the nearest dollar.

!\)

If any amount for the current month differs materially from that for the previous month or the
same month a year ago and the difference is not self-explanatory, annotate the amount and
explain the occasioning facts under "Remarks".

3. List the type and number of other customers in the water meters in service section under
"Remarks".

REMARKS

N/A

I certify that to the best of my knowledge and belief this is a true and correct report:

Date: ,/u/}/ A8 ,2085  (Signed) j?fu:/qu/f /{ MLL[%Z/

Title and Address:* ©  Director - Ratds & Revenues
1101 Broad Street, P. O. Box 6338
Chattanooga, TN 37401




MONTHLY REPORT OF REVENUES, EXPENSES AND INVESTMENTS

WATER COMPANIES

Company Name: Tennessee-American Water Co.

PSC--3.06 Month of Report:  April 2005
Amount for this Month Year-To-Date 12 Months-To-Date
This Year Last Year This Year Last Year This Year Last Year
(a) (b) (c) (d) (e) ) (a)
Operating Revenues
1. Residential Sales...........coveveiiii e 1,050,736 1,028,762 3,810,168 3,682,145 12,779,958 12,190,821
2. Commercial SAleS........c.vvevvieiiee e 746,149 720,433 2,941,252 2,832,192 9,673,031 9,336,689
3. Industrial Sales . 199,307 239,596 970,741 920,404 3,089,226 3,178,776
4. Other SaleS....c.. oot 455,399 546,232 1,982,802 2,129,719 6,554,008 6,339,150
5. Tofal Operating Revenues (tem 14y 00T 2451590 2,535,023 9.804:963———9:564 460——32,096,223-——31,045:436———
Operating Expenses
6. Source of Supply Expense........ccccccouininnne 5,704 14,947 55,707 31,095 159,612 42,436
7. Pumping and Water Treatment Expense... 281,509 299,096 1,073,798 1,252,977 3,810,182 4,123,026
8. Transmission and Distribution-Operation...... 51,910 49,169 255,556 233,495 655,602 958,977
9. Transmission and Distribution-Maintenance. . 121,659 72,669 416,167 417,286 1,036,225 1,226,826
10. Customer Accounts and Sales Expense................ 130,373 102,786 499,704 453,170 1,439,933 1,306,154
11. Administrative and General Expense.......c.c........... 1,033,129 832,242 3,380,147 3,083,311 9,711,475 8,033,323
12. Depreciation and Amortization 323,601 401,278 1,277,842 1,602,859 3,429,312 4,339,126
13. Taxes Other Than income Taxes........c.ccccccevreeee. 293,500 301,678 741,281 1,162,688 3,126,735 3,659,230
14, INCOME TAXES......ccoeiiieiiieeee ettt (7,353) 106,917 507,121 228,910 2,545,657 2,207,077
15. Total Operating Expenses (Item 6-14).................... 2,234,033 2,180,782 8,207,323 8,445,791 25,014,733 25,896,175
16. Net Operating income (Item 5 less 15)................... 217.557 354,241 1,597,640 1,118,669 6,181,490 5,149.261
17. Other INCOME...c..omveir oot eeerenene (3,115) 7,887 (11,521) (11,147) (39,618) 104,915
18. Miscellaneous Income Deductions... 1,298 (5,164) 4,711 (7,267) 4,804 56,999
19. interest Charges............ccocecevvveeecinieieas 240,410 224,281 958,657 829,782 2,864,047 2,337,189
20. Net INCOMe. ..o (27.266) 143,011 622,751 285,007 3,272,921 2,859,988
Balance at End of Month Aver. for 12 Mo.-To-Date
This Year Last Year This Year Last Year
(h) _(0) 0] (K
21. Utility Plant In Service........ (D) 158,937,009 152,166,186 155,588,427 148,469,504
22. Construction Work in Progress ..l 5,504,144 3,433,865 4,866,657 3,658,785
23. Utility Plant Acquisition Adjustment...............c..cc.... 0 0 0 0
24. Property Held for Future Use.............ccooieeiin 0 0 0 0
25. Accumulated Depreciation and Amort..(1). .| 48,127,631 46,921,258 48,186,856 45,000,099
26. Materials and Supplies........ccocoooeviiiiiieieiie e 344,783 382,811 399,538 370,523
27. Unamortized Investment Credit..............ccccoeeeen. 1,319,915 1,396,283 1,354,917 1,437,649
28. Deferred Income Tax ..! 16,352,661 13,479,041 14,463,105 12,424,844
29. Contributions in Aid of Construction........................ 6,616,720 . 6,004,930 6,260,559 5,776,700
30. Customer Advances for Construction..................... 3,768,433 3,306,393 3,496,885 2,842,301
31. Preferred Stock 1,399,600 1,435,000 1,401,506 1.434,578
32. Common Stock 13,754,235 13,754,235 13,754,235 13,754,235
33. Premium on Capital Stock and Other Capital......... 4,788,768 4,783,398 4,788,321 4,783,278
34. Retained Earnings ..] 19,176,480 18,060,930 19,160,061 18,074,762
35. Long Term Debt........... (1) 43,255,495 43,347,757 43.296,195 28,287,152

(1) Includes Capital Lease



TENNESSEE-AMERICAN WATER COMPANY

SUPPLEMENTAL FINANCIAL DATA TO PSC-3.06

FOR THE MONTH ENDED APRIL 2005

Page 2

Average Average
Line Monthly for 12
# Balance MTD
1 Additions:
2 Plant in Service $156,901,901 $153,997,927
3 Plant Under Construction 4,743,845 4,866,657
4 Property Held Far Future Use 0 o]
5 Materials and Supplies 395.668 399,538
6 Other Additions:
7 Leased Utility Plant 1,590,500 1,590,500
8 Unamortized Painting - net 6,470 7,797
9 Working Capital C/ 1,385,205 1,385,205
10
11 Tota! Additions 165,023,589 162,247 624
12
13
14 Deductions:
15 Accumulated Depreciaton and Amortization 48,574,576 48,186,857
16 Accumulated Deferred income Taxes 15,626,594 14,463,105
17 Unamortized investment Credit - Pre 1971 46,378 47,410
18 Customer Deposits 0 0
19 Other Deductions:
20 Contributions in Aid of Construction 6,540,562 6,260,559
21 Customer Advances for Construction 3,713,397 3,496,885
22 All Other A (221,021) (275,785)
23
24
25
26 Total Deductions 74,280,486 72,179,031
27
28 Rate Base $90,743,103 $90.068.593
29
30 Net Operating Income $217.557 $6,181,490
31 Adjustments to NOI
32 Allowance for funds used during construction 17,162 140,018
33 Adjustment to refiect effective federal
34 Income tax rate (debt assigned to parent) 10,296 122,030
35 Interest on customer deposits o] 0
36
37
38
39 Adjusted Net Operating Income $245,015 $6.443.538
40
41
42 Rate of retumn B/ 3.24% 7.15%
AJ All Other
Acquisition adjustment 30 $0
Accounts payable applicabie to CWIP 17,637 53,825
Unpaid for materials and supplies 54,908 50,084
Taxes on CIAC-DEF. FIT & SIT (293,566) (379,694)
(5221.021) ($275.785)
B/ Rate of return - Monthly (L25/118) x 12
C/ Perorder
Cash working capital Lead Lag Study $543,000
Incidental collection (1,981,081)
Average cash 366,929
Other components 2,456,357
Working cash $1,385.205



May 18, 2005
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MONTHLY REPORT OF REVENUES, EXPENSES AND INVESTMENTS

WATER COMPANIES

Company Name: Tennessee-American Water Co.
March 2005

PSC--3.06 Month of Report:
Amount for this Month Year-To-Date 12 Months-To-Date
This Year Last Year This Year Last Year This Year Last Year
(a) (b) {c) () (e) {f) )]
Operating Revenues
1. Residential SaleS.....occoviiinrineeree e 919,402 1,075,178 2,859,432 2,653,383 12,757,984 12,127,672
2. CommeTCial SaleS.....cvveiieereiirerreeeerernrieerereeeesend 819,687 820,628 2,195,103 2,111,759 9,647,315 9,355,086
3. Industrial Sales.... 294,384 243,927 771,435 680,808 3,129,516 3,227,599
4, OINEE SAIES...eeveiciireeieevertrree s cteae e ieenseeeeeneeraosins 571,762 590,593 1,527,403 1,583,487 6,644,841 6,269,802
5. Total Operating Revenues {ltem 1-4)........cccceenenn. 2,605.234 2,730,326 7,353,373 7,029,437 32,179,656 30,980,258
Operating Expenses
6. Source of Supply Expense.........cccccevvveiane 14,773 9,769 50,003 16,148 168,855 29,501
7. Pumping and Water Treatment Expense... 304,702 361,850 792,289 953,881 3,827,768 4,051476
8. Transmission and Distribution-Operation....... . 56,283 59,643 203,646 184,326 652,861 1,002,542
9. Transmission and Distribution-Maintenance..........,| 112,547 113,806 294,508 344,617 987,236 1,247,872
10. Customer Accounts and Sales Expense.......c........ 96,422 113,552 369,331 350,384 1,412,346 1,274,394
11. Administrative and General Expense . 857,310 793.813 2,347,018 2,231,069 9,510,588 7,939,063
12. Depreciation and AMortization.........c..cceovevecervneenns 233,213 400,893 954,241 1,201,581 3,506,989 4,249,881
13. Taxes Other Than Income Taxes......ccccvermreenvennne (162,138) 317,465 447,781 861,010 3,134,913 3,656,669
T4, INCOME TAXES.cieiiiteerrerirrtervrersecriesererernaenrerstaaeeeonn 369,824 145,121 514,474 121,993 2,659,927 2,271,742
15. Total Operating Expenses (Item 6-14)......cccceveeen 1,882,935 2,315,912 5,973,291 6,265,009 25,861,483 25,723,140
16. Net Operating income (Item 5less 15)....ccceecreenee. 722,298 414 414 1,380,082 764,428 6,318,173 5.257,119
17. Other INCOME..cuiiiiriiiiitcrrte et 4,863 13,176 (8,4086) (18,034) (28,616) 75,784
18. Miscellaneous Income Deductions.......c.ceeveeeiiennn. 3,085 345 3,413 (2,103) (1,558) 63,000
18. Interest Charges......coievieeirceneeeiieereenresee e 241,019 238,803 718,247 605,501 2,847,918 2,334,975
20. Net INCOME ..ot 483,158 188,442 650,016 141,996 3,443,197 2,934,928

Balance at End of Month

Aver. for 12 Mo.-To-Date

This Year Last Year This Year Last Year
(h) 0] )] (k)
21. Utility Plant In Service........ (1) e 158,659,251 151,936,183 155,024,191 147,871,720
22. Construction Work in Progress.......ccovcveeeeeeevveennns 5,048,163 3,059,985 4,694,134 3,668,060
23. Utility Plant Acquisition Adjustment..........c.occeeveennes 0 0 0 0
24, Property Held for Future Use....cccoenvenne. 0 0 0 0
25. Accumulated Depreciation and Amort..(1).............. 47,794,357 46,581,675 48,086,325 44,686,750
26. Materials and SUppies.....cccccvrniicriierre e 361,032 393,049 402,707 368,483
27. Unamortized Investment Credit. 1,326,279 1,402,647 1,361,281 1,444,013
28. Deferred Income TaX....covvereees 16,422,725 13,310,142 14,223,636 12,273,716
28. Contributions in Aid of Construction.... 6,605,809 6,001,464 6,209,576 5,738,427
30. Customer Advances for Construction.. 3,763,543 3,066,640 3,458,382 2,784,464
31, Preferred StocK....coveeeveeersiceerens 1,399,600 1,435,000 1,404,456 1,436,157
32. CommMON SOCK....coceiiireieercreeeire e 13,754,235 13,754,235 13,754,235 13,754,235
33. Premium on Capital Stock and Other Capital 4,788,768 4,783,398 4,787,873 4,783,158
34, Retained EarmingS...oveveeeeieeviennecennreeneenas 419,192,474 17,918,214 19,067,099 18,018,002
35. Long Term Debt........... [ o 43,262,932 43,347,758 43,303,883 27.459.710

(1) Includes Capital Lease




TENNESSEE-AMERICAN WATER COMPANY

Page 2
SUPPLEMENTAL FINANCIAL DATA TO PSC-3.06
FOR THE MONTH ENDED MARCH 2005
Average Average
Line Monthly for 12
# Balance MTD
1 Additions:
2 Piant in Service $156,753,699 $153,433,691
3 Piant Under Construction 4,490,412 4,604,134
4 Property Held For Future Use 0 0
5 Materials and Supplies 412,630 402,707
6 Other Additions:
7 Leased Utility Plant 1,590,500 1,590,500
8 Unamortized Painting - net 6,636 8,129
9 Working Capital C/ 1,667,918 1,567,918
10
11 Total Additions 164,821,795 161,697,079
12
13
14 Deductions:
15 Accumuiated Depreciaton and Amortization 48,723,557 48,086,325
18 Accumulated Deferred Income Taxes 15,384,571 14,223,636
17 Unamortized investment Credit - Pre 1971 46,507 47,668
18 Customer Deposits 0 0
19 Other Deductions:
20 Contributions in Aid of Construction 6,515,176 6,209,576
21 Customer Advances for Construction 3,695,051 3,458,382
22 All Other A/ (217,993) (286,280)
23
24
25
26 Tota!l Deductions 74,146,869 71,739,307
27
28 Rate Base $90,674,926 $89,957,772
29
30 Net Operating Income $722,299 $6,318,173
31 Adjustments to NOI
32 Allowance for funds used during construction 12,538 128,527
33 Adjustment to reflect effective federal
34 Income tax rate {(debt assigned to parent) 10,288 121,783
35 Interest on customer deposits 0 0
36
37
38
39 Adjusted Net Operating Income $745,125 $6,568,483
40
41
42 Rate of return B/ 9.86% 7.30%
A/ All Other
Acquisition adjustment $0 %0
Accounts payable applicable to CWIP 13,883 53,825
Unpaid for materials and supplies 60,606 50,084
Taxes on CIAC-DEF. FIT & SIT (292,482) {390,189)
($217,993) ($286,280)
B/ Rate of return - Monthly (L25/L18) x 12
C/ Per order
Cash working capital Lead Lag Study $525,000
Incidental collection (1,981,081)
Average cash 366,929
Other components : ' 2,657,070

Working cash $1,567,918



April 29, 2005

CONTINUING SURVEILLANCE CONSIDERATIONS — March 2005 Estimate the
effect on annual net operating income of very significant known changes occurring
within the period covered by the report, which are not fully reflected in the revenue and
expense amounts shown in the report.

Employee wage increases ($42,102)
(including associated insurance & taxes)



WATER METERS IN SERVICE AT THE END OF THE PERIOD - 03/05

Meter Size Residential Commercial Industrial Other Total
(a) (b) (c) (d) (¢) 63)
36.  5/8" 61,751 5,487 22 177 67,437
37. 3/4" 107 108 3 11 229
8. 1" 250 1,320 28 139 1,737
39112 21 308 7 67 403
40. 2" 18 1,017 89 280 1,404
41. 3" 40 4 44
42, 4"&Over 30 30 35 95
43. Totals 62,147 8,310 179 713 71,349
INSTRUCTIONS
1. This report is required of all water companies which had operating revenues for the proceeding

year in excess of $1,500,000 as provided in the Commission's rules. Prepare on a typewriter
and file within 60 days after the end of the month covered by the report. Show amounts
adjusted to the nearest dollar.

same month a year ago and the difference is not self-explanatory, annotate the amount and
explain the occasioning facts under "Remarks".

List the type and number of other customers in the water meters in service section under
"Remarks".

If any amount for the current month differs materially from that for the previous month or the

REMARKS

N/A

I certify that to the best of my knowled ge and belief this is a true and correct rgport:

. Date: Mmf AS 200 (Signed) /ﬂulgwﬁ'(l qu@L\

Title and Address: ‘Director - Rates & Revenues
1101 Broad Street, P. O. Box 6338
Chattanooga, TN 37401
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WATER COMPANIES

e e Ity

Company Name: Tennessee-American Water Co.
Month of Report:  February 2005

PSC--3.06
Amount for this Month Year-To-Date 12 Months-To-Date
This Year Last Year This Year Last Year This Year Last Year
{a) {v) (c) (d) () {f) g
(6] ting Revenues
1. Residentia?graale";? ............................... 856,953 797,543 1,940,031 1,578,205 12,913,761 11,968,707
2. Commercial Sales.. 618,133 687,677 1,375,416 1,291,131 9,648,256 9,234,874
3. InAUStial SAIES....covviiiiee e 212,382 256,047 477,051 436,881 3,079,059 3,294,006
4. Other Sales...c.uiieeieeiee et 427,043 476,715 955,641 992,894 6,663,672 6,132,199
5. Total Operating Revenues (ltem 1-4)......ccociies 2,114.511 2,217,982 4,748,139 4,299,111 32,304,748 30,627,786
Operating-Expenses
8. Source of Supply EXPense...c.ccmviriesinn, 24,991 2,941 35,229 6,379 163,851 20,946
7. Pumping and Water Treatment Expense..............., 278,935 318,673 487,587 592,031 3,884,917 3,959,598
8. Transmission and Distribution-Operation...... 71,009 42,536 147,363 124,683 656,221 1,051,692
9. Transmission and Distribution-Maintenance.... 91,016 100,324 181,962 230,811 988,495 1.261,374
10. Customer Accounts and Sales Expense....... 158,985 108,000 272,909 236,832 1,429,476 1,301,375
11. Administrative and General Expense..... 790,932 870,513 1,489,708 1,437,256 9,447,091 7,994,977
12. Depreciation and Amortization..........ccceeeeiiiiniens 439,130 400,479 721,028 800,688 3,674,669 4,158,733
13. Taxes Other Than Income TaxeS...ccvvverrrivereernrinnnne 291,598 304,210 609,919 543.545 3,614,516 3,641,406
14, INCOME TAXES..uvieoiieiieieeteeieeere st saes e (105,323) (41,686) 144,650 (23,128) 2,435,224 2,152,931
15. Total Operating Expenses (ltem 6-14)......... S— . 2,041,274 2,105,990 4,090,355 3,949,097 26,294 460 25,543,032
16. Net Operating Income (item 5 less 15)..........cccueeee 73,237 111,992 657.784 350,014 6,010,288 5,084,754
17. Other INCOME..ici et 3,506 (17.676) (13,369) {32.210) (20,403) 66,743
18. Miscellaneous Income Deductions.. 442 (6,699) 328 (2,448) (4,298) 70,405
19. Interest Charges.. oo 237,863 174,494 477,228 366,698 2,845,702 2,321,718
20. Net INCOME....ciiiiiiiiiccce e eaaee e (161.562) (73,479) 166,859 (46,446) 3,148,481 2,759,374
Balance at End of Month Aver. for 12 Mo.-To-Date
This Year Last Year This Year Last Year
(h) ) () )
21. Utility Plant in Service........ [ SRS 158,312,986 151,698,443 154,463,936 147,284,243
22. Construction Work in Progress........ocvceenveenenroens 4,387,895 2,547,501 4,528,452 3,696,097
23. Utility Plant Acquisition Adjustment......................... 0 Q 0 0
24. Property Held for Future Use......c.cccene.. 0 0 0 0
25. Accumulated Depreciation and Amort..(1)... 49,388,133 46,186,686 47,985,268 44 379,192
26. Materials and Supphies.....cccoccvvveireceininnnenn. 456,438 368,647 405,375 364,586
27. Unamortized Investment Credit 1,332,643 1,409,011 1,367,645 1,450,377
28. Deferred INComMe TaX..couevveueeveveeecreeee et 14,940,157 12,631,530 13,964,254 12,110,482
29. Contributions in Aid of Construction...........cceceei ) 6,503,776 5,988,467 6,159,214 5,700,193
30. Customer Advances for Construction. 3,627,753 2,898,217 3,400,306 2,742,746
31. Preferred StocK.....ocovevviiecee e 1,399,600 1,435,000 1,407,406 1439615
32. ComMMON STOCK.....ieeviiee et 13,754,235 13,754,235 13,754,235 13,754,235
33. Premium on Capital Stock and Other Capital.. 4,788,768 4,783,398 4,787,426 4,783,038
34. Retained Earnings.............. 19,369,317 18,615,581 18,960,911 17,988,399
35. Long Term Debit........... (1)t 43,270,368 24,354 471 43,310,952 26.632,755

(1) Includes Capital Lease




| ENNESSEE-AMERICAN WATER COMPANY

SUPPLEMENTAL FINANCIAL DATA TO PSC-3.06

FOR THE MONTH ENDED FEBRUARY 2005

Page 2

Average Average
Line Monthly for 12
# Balance MTD
1 Additions:
2 Plant in Service $156,596,172 $152,873,436
3 Plant Under Construction 4,211,536 4,528,452
4 Property Held For Future Use 0 0
5 Materials and Supplies 438,428 408,376
6 Other Additions:
7 Leased Utility Plant 1,590,500 1,590,500
8 Unamortized Painting - net 6,802 8,461
9 Working Capital C/ 1,567,918 1,567,918
10
11 Total Additions 164,411,356 160,974,142
12
13
14 Deductions:
15 Accumulated Depreciaton and Amortization 49,188,157 47,985,268
16 Accumulated Deferred income Taxes 14,865,495 13,864,254
17 Unamortized Investment Credit - Pre 1971 46,636 47,926
18 Customer Deposits 0 0
19 Other Deductions:
20 Contributions in Aid of Construction 6,469,859 6,159,214
21 Customer Advances for Construction 3,660,805 3,400,306
22 All Other A (228,472) (296,936)
23
24
25
26 Total Deductions 74,002,480 71,260,032
27
28 Rate Base $90.408,876 $89,714,110
29
30 Net Operating Income $73,237 $6,010,288
31 Adjustments to NOI
32 Allowance for funds used during construction 11,794 120,207
33 Adjustment to reflect effective federal
34 income tax rate {debt assigned to parent) 10,258 121,556
35 Interest on customer deposits 0 0
36
37
38
39 Adjusted Net Operating income $95.289 $6,252,051
40
41
42 Rate of return B/ 1.26% 6.97%
A/ All Other
Acquisition adjustment $0 30
Accounts payable applicable to CWIP 8,313 53,825
Unpaid for materials and supplies 54,500 50,084
Taxes on CIAC-DEF. FIT & SIT (291,285) (400,845)
($228.472) ($296.936)
B/ Rate of return - Monthly (L25/L18) x 12
C/ Per order
Cash working capital Lead Lag Study $525,000
Incidental collection (1,981,081)
Average cash 366,929
Other components 2,657,070
Working cash $1.567,918



April 7, 2005

CONTINUING SURVEILLANCE CONSIDERATIONS — February 2005 Estimate
the effect on annual net operating income of very significant known changes occurring
within the period covered by the report, which are not fully reflected in the revenue and
expense amounts shown in the report.

Employee wage increases . ($52,520)
(including associated insurance & taxes)



WATER METERS IN SERVICE AT THE END OF THE PERIOD - 02/05

Meter Size Residential Commercial Industrial Other Total
(a) (b) (c) (d) (e) 0
36, 5/8" 61,719 5,487 22 177 67,405
37. 3/4" 107 108 3 11 229
38. 1" 248 1,320 28 139 1,735
39. 112" 21 307 7 67 402
40. 2" 18 1,017 89 280 1,304
41, 3" 38 1 4 43
42, 4"&Over 30 30 35 95
43. Totals 62,113 8,307 180 713 71,313
INSTRUCTIONS
1. This report is required of all water companies which had operating revenues for the proceeding

(397

year in excess of $1,500,000 as provided in the Commission's rules. Prepare on a typewriter
and file within 60 days after the end of the month covered by the report. Show amounts
adjusted to the nearest dollar.

If any amount for the current month differs materially from that for the previous month or the

same month a year ago and the difference is not self-explanatory, annotate the amount and
explain the occasioning facts under "Remarks".

List the type and number of other customers in the water meters in service section under
"Remarks".

REMARKS

N/A

I certify that to the best of my knowledge and belief this is a true and correct report;

Date:‘ ‘7/\'5 ,20 U5 (Signed) %&/?,[//f/ M«C

Title and Address:_  Director - Rates & Revenues
1101 Broad Street, P. O. Box 6338
Chattanooga, TN 37401




MONTHLY REPORT OF REVENUES, EXPENSES AND INVESTMENTS

WATER COMPANIES

Company Name: Tennessee-American Water Co,
Month of Report: January 2005

433

PSC--3.06
Amount for this Month Year-To-Date 12 Months-To-Date
This Year Last Year This Year Last Year This Year Last Year
(@) (b) (€) d) (e) {f) ()
Operating Revenues
1. Residential Sales..........ocoverviveiie e 1,083,077 780,663 1,083,077 780,663 12,854,350 12,303,560
2. Commercial Sales 757,283 603,454 757,283 603,454 9,717,800 9,381,255
3. industrial Sales................... 264,669 180,834 264,669 180,834 3,122,724 3,295,373
4. Other SaleS....covrieiriiieie e e ere et s 528,598 516,179 528,598 516,179 6,713,344 6,091,468
5. Total Operating Revenues (ltem 1-4)......cccecenvinen 2,633.628 2,081,130 2,633,627 2,081,130 32,408,218 31,071,656
Operating Expenses
6. Source of Supply Expense.......ccocovennenne. 10,238 3,438 10,238 3,438 141,800 19,182
7. Pumping and Water Treatment Expense............... 208,652 273,358 208,652 273,358 3,924,655 3,934,794
8. Transmission and Distribution-Operation............... 76,353 82,146 76,353 82,146 627,747 1,108,331
9. Transmission and Distribution-Maintenance..........| 90,946 130,487 90,946 130,487 997,803 1,284,281
10. Customer Accounts and Sales Expense 113,924 128,832 113,924 128,832 1,378,492 1,302.670
11. Administrative and General EXpense.........oocceennnd 698,776 566,743 698,776 566,743 9,526,673 7,758,033
12. Depreciation and Amortization........cccccveveeeceennnens 281,898 400,209 281,898 400,209 3,636,018 4,069,311
13. Taxes Other Than Income Taxes 318,322 239,334 318,322 239,334 3,627,129 3,640,055
14, INCOME TAXES .uoicueiereererrireeerraeaeaseessaeeseeensaanenee 249,972 18,558 249,972 18,558 2,498,860 2,438,184
15. Total Operating Expenses (Item 6-14).......ccccveeenee 2,049,082 1,843,105 2,049,081 1,843,105 26,359,177 25,555,841
16. Net Operating Income (ltem 5less 15)......ccceee. 584,546 238,025 584,546 238,025 6,049,041 5,515,815
17. Other INCOME.....cviiieeer e (16,874) (14,534) (16,874) (14,534) (41,584) 83,007
18. Miscellaneous Income Deductions (113) 4,251 (113) 4,251 (11,438) 77,389
19, Interest Charges....coouiceeererenrereeeeree e 239,364 192,204 239,364 192,204 2,782,332 2,369,811
20, Net INCOME..cccuiiirieir e 328.420 27,036 328.421 27.036 3,236,563 3,151,622
Balance at End of Month Aver. for 12 Mo.-To-Date
This Year Last Year This Year Last Year
(h) (i) () (k)
21. Utility Plant In Service........ (1)t 158,060,359 151,564,464 153,912,724 146,696,927
22. Construction Work in Progress.....cecernivnvicesens 4,035,178 2,319,445 4,375,086 3,754,133
23. Utility Plant Acquisition Adjustment. 0 0 0 0
24. Property Held for Future Use.............. 0 0 0 0
25. Accumulated Depreciation and Amort..(1) ....| 48,988,181 45,800,950 47,718,481 44,079,173
26. Materials and SUPPlES....cccvvrvciineeeeenne 420,418 359,831 398,059 362,824
27. Unamortized Investment Credit... 1,339,007 1,415,375 1,374,008 1,456,741
28. Deferred Income TaX.....cccevvevreennne. 14,790,833 12,880,991 13,771,869 12,037,424
29. Contributions in Aid of Construction... 6,435,942 5,990,564 6,116,272 5,658,951
30. Customer Advances for Construction.... 3,693,857 2,844,652 3,339,512 2,719,464
31. Preferred StocK....oiecireceecieciee 1,399,600 1,435,000 1,410,356 1,443,073
32. Common StOCK.......ccueceereiiiieeecere e .l 13,754,235 13,754,235 13,754,235 13,754,235
33. Premium on Capital Stock and Other Capital......... 4,788,768 4,783,398 4,786,978 4,782,918
34. Retained Earnings........cccceerrevvveiecceeseeeeeieeieenienns 19,524,975 18,668,998 18,898,099 17,896,175
35. Long Term Debt........... (1) 43,277,632 24,361,132 41,734,627 27.3898,057

(1) includes Capital Lease



TENNESSEE-AMERICAN WATER COMPANY

SUPPLEMENTAL FINANCIAL DATA TO PSC-3.06

FOR THE MONTH ENDED JANUARY 2005

Page 2

Average Average
Line Monthly for 12
# Balance MTD
1 Additions:
2 Plant in Service $156,366,768 $152,322,224
3 Plant Under Construction 3,753,878 4,375,086
4 Property Held For Future Use Q. 0
5 Materials and Supplies 412,380 398,059
6 Other Additions:
7 Leased Utility Plant 1,580,500 1,590,500
8 Unamortized Painting - net 7,133 8,792
9 Working Capital C/ 1,567,918 1,567,818
10
11 Total Additions 163,698,577 160,262,579
12
13
14 Deductions:
15 Accumulated Depreciaton and Amortization 48,847,516 47,718,481
16 Accumulated Deferred Income Taxes 14,535,329 13,771,869
17 Unamortized Investment Credit - Pre 1971 46,894 48,184
18 Customer Deposits 0 0
19 Other Deductions:
20 Contributions in Aid of Construction 6,427,603 6,116,272
21 Customer Advances for Construction 3,621,280 3,339,512
22 All Other A (170,593) (307,911)
23
24
25
26 Total Deductions 73,308,028 70,686,407
27
28 Rate Base $90,390,548 $89,576,172
29
30 Net Operating Income $584,546 $6,049,041
31 Adjustments to NO!
32 Allowance for funds used during construction 8,401 111,510
33 Adjustment to reflect effective federal
34 Income tax rate (debt assigned to parent) 10,256 121,375
35 interest on customer deposits 0 0
36
37
38
39 Adjusted Net Operating Income $603,203 $6,281.926
40
41
42 Rate of return B/ 8.01% 7.01%
A/ All Other
Acquisition adjustment $0 $0
Accounts payable applicable to CWIP 134,313 53.825
Unpaid for materials and supplies 52,228 50,084
Taxes on CIAC-DEF. FIT & SIT (357,134) (411,820)
($170,593) (5307.911)
B/ Rate of return - Monthly (L25/L18) x 12
C/ Per order
Cash working capital Lead Lag Study $525,000
Incidental collection {1,981,081)
Average cash 366,929
Other components + 2,857,070
Working cash $1.567.918



WATER METERS IN SERVICE AT THE END OF THE PERIOD - 01/05

( Meter Size Residential Commercial Industrial Other Total
(a) () () (d) (e) ®
36.  5/8" 61,379 5,482 23 174 67,058
37.  3/4" 107 107 3 11 228
38. 1" 245 1,310 29 138 1,722
39, 11/2" 20 307 7 65 399
40. 2 18 1,014 89 281 1,402
41, 3" 36 3 39
42, 4"&Over 30 30 35 95
43, Totals 61,769 8,286 181 707 70,943
INSTRUCTIONS

1. This report is required of all water companies which had operating revenues for the proceeding
year in excess of $1,500,000 as provided in the Commission's rules. Prepare on a typewriter
and file within 60 days after the end of the month covered by the report. Show amounts
adjusted to the nearest dollar.

2. If any amount for the current month differs materially from that for the previous month or the
same month a year ago and the difference is not self-explanatory, annotate the amount and
explain the occasioning facts under "Remarks".

3. List the type and number of other customers in the water meters in service section under
"Remarks".

REMARKS

N/A

I certify that to the best of my knowledge and belief this is a true and correct report:

Date: .F-2 9 ' , 20 (]§ (Signed) M/Z/é/// A ,(,Zé/\/

Title and Addre@ Director - Rates & Revenues
1101 Broad Street, P. O. Box 6338
Chattanooga, TN 37401




MONTHLY REPORT OF REVENUES, EXPENSES AND INVESTMENTS . ‘%

WATER COMPANIES
Company Name: Tennessee-American Water Co.

Month of Report: December 2004

PSC--3.06
Amount for this Month Year-To-Date 12 Months-To-Date
This Year Last Year This Year Last Year This Year Last Year
() (b) (c) (d) (e) ) ()
Operating Revenues
1. Residential Sales.....ooooviiviiieiee e 1,357,818 1,573,255 12,551,935 12,108,737 12,551,935 12,108,737
2. COmMMErCial SAIES.....c.cooviveeeeceiee e e eene et 1,124,319 1,202,083 9,563,971 9,227,658 9,563,971 9,227 658
3. Industrial Sales 317,022 407 875 3,038,889 3,289,109 3,038,889 3,289,109
4, Other Sales.... oo 634,380 606,030 6,700,925 5,916,258 6,700,925 5.916,258
5. Total Operating Revenues (item 1-4)........ccocoeee... 3,433,539 3,789,243 31,855,720 30,541,762 31,855,720 30,541,762
Operating Expenses
8. Source of Supply Expense......cccevveveecreenn, (30,311) 1,753 135,000 16,755 135,000 16,755
7. Pumping and Water Treatment Expense...............] 368,410 430,918 3,989,361 3,956,670 3,989,361 3,856,670
8. Transmission and Distribution-Operation..... 52,541 42,620 633,541 1,124,145 633,541 1,124,145
9. Transmission and Distribution-Maintenance.... 88,374 75,569 1,037,344 1,256,410 1,037,344 1,256,410
10. Customer Accounts and Sales Expense...... 102,877 {10,860) 1,393,399 1,321,646 1,393,399 1,321,646
11. Administrative and General Expense........ 1,187,854 694,465 9,394,639 7,590,799 9,394,639 7,590,799
12. Depreciation and Amortization........ 271,712 468,001 3,754,329 3,912,004 3,754,329 3,812,004
13. Taxes Other Than Income Taxes 295,485 339,349 3,548,142 3,664,656 3,548,142 3,664,656
14, INCOME TAXES...eiiiienrreriiieeireerveaeieeeenre e eeenreeiee e 391,801 673,699 2,267,446 2,356,627 2,267,446 2,356,627
15. Total Operating Expenses (ltem 6-14).........c.......... 2,728,742 2,715,514 26,153,201 25,199,712 26,153,201 25,199,712
16. Net Operating income (Item 5 less 15)......cccvnen.ns 704,797 1,073,729 5,702,519 5,342,050 5,702,519 5,342,050
17, Other INCOME ...t 15,547 105,987 (39,244) 100,041 (39,244) 100,041
18. Miscellaneous Income Deductions......c.ceccevienens 563 44,416 (7,074) 73,536 (7,074) 73,536
19. Interest Charges...coc.oovvinvresieeieeecr et 239,259 212,711 2,735,172 2,354,670 2,735,172 2,354,670
20. Net INCOME.....cccoiiiiiicec et 480,522 922,589 2,935177 3,013,885 2,935,177 3,013,885
Balance at End of Month Aver. for 12 Mo.-To-Date
This Year Last Year This Year Last Year
) @ ) (k)
21, Utility Plant In Service........ (1) oo ereeerieeaned 157,854,177 151,528,217 153,371,399 146,111,309
22, Construction Work in Progress........coveeviivvniieneens 3,472,579 2,085,839 4,232,108 3,814,565
23. Utility Plant Acquisition Adjustment.............cceueened 0 0 0 0
24. Property Held for Future Use 0 0 0 0
25. Accumulated Depreciation and Amort..(1).............. 48,706,851 45,426,870 47,452,879 43,784,744
26. Materials and SUPPIES...c.oiiiiiivieeceiceeeeee s 404,342 337,743 393,010 365,192
27. Unamortized Investment Credit .. 1,345,371 1,421,739 1,380,373 1,463,105
28, Deferred InCOme TaX...c.vcovvieeveveeeirneriseeecseeerceens 14,279,826 13,005,137 13,612,715 11,928,772
29. Contributions in Aid of Construction.........c..c.oe.e..... 6,419,265 5,949,653 6,079,157 5,617,503
30. Customer Advances for Construction. 3,548,703 2,764,749 3,268,745 2,707,558
31. Preferred StOCK........coocvuierie e ccee e 1,399,600 1,435,000 1,413,306 1,446,532
32. CommON StOCK....ccocevviierirereeceeetieteeee e e 13,754,235 13,754,235 13,754,235 13,754,235
33. Premium on Capital Stock and Other Capital........ 4,788,768 4,783,398 4,786,531 4,782,798
34. Retained Eamnings.......ccoceeceoeviecieceeceie e 19,194,044 18,668,998 18,828,679 17,773,360
35. Long Term Debt........... {1 43,284,896 24,367,740 40,158,252 28,145,282

(1) Includes Capital Lease



TENNESSEE-AMERICAN WATER COMPANY

Page 2
SUPPLEMENTAL FINANCIAL DATA TO PSC-3.06
FOR THE MONTH ENDED DECEMBER 2004
Average Average
Line Monthly for 12
# Balance MTD
1 Additions:
2 Plant in Service $151,780,941 $151,780,941
3 Plant Under Construction 4,232,108 4,232,108
4 Property Held For Future Use 0 0
5 Materials and Supplies 393,010 393,010
6 Other Additions:
7 Leased Utility Plant 1,580,458 1,590,458
8 Unamortized Painting - net 9,124 9,124
9 Working Capital C/ 1,567,918 1,567,318
10
11 Total Additions 159,573,559 158,573,559
12
13
14 Deductions:
15 Accumulated Depreciaton and Amortization 47,452,879 47,452,878
16 Accumulated Deferred Income Taxes 13,612,715 13,612,715
17 Unamortized Investment Credit - Pre 1971 48,442 48,442
18 Customer Deposits 0 0
19 Other Deductions:
20 Contributions in Aid of Construction 6,079,157 6,079,157
21 Customer Advances for Construction 3,268,745 3,268,745
22 All Other A (395,640) (395,640)
23
24
25
26 Total Deductions 70,066,298 70,066,297
27
28 Rate Base $89,507,261 $89,507,262
29
30 Net Operating income $704,797 $5,702,519
31 Adjustments to NO!
32 Allowance for funds used during construction 9,143 104,970
33 Adjustment to reflect effective federal
34 Income tax rate {debt assigned to parent) 10,155 121,212
35 Interest on customer deposits 0 0
36
37
38
39 Adjusted Net Operating Income $724.085 $5,928,701
40
41
42 Rate of return B/ 9.71% 6.62%
A/ All Other
Acquisition adjustment $0 $0
Accounts payable applicable to CWIP 53,825 53,825
Unpaid for materials and supplies 50,084 50,084
Taxes on CIAC-DEF. FIT & SIT (499,549) (499,549)
($395,640) ($395,640)
B/ Rate of return - Monthly (L25/L18) x 12
C/ Per order
Cash working capital Lead Lag Study $525,000
Incidental collection (1,981,081)
Average cash . 366,929
Other components ’ 2,857,070

Working cash $1,567.918



February 4, 2005

CONTINUING SURVEILLANCE CONSIDERATIONS — December 2004 Estimate
the effect on annual net operating income of very significant known changes occurring
within the period covered by the report, which are not fully reflected in the revenue and
expense amounts shown in the report.

Employee wage increases ($73,356)
(including associated insurance & taxes)



WATER METERS IN SERVICE AT THE END OF THE PERIOD - 12/04

Meter Size Residential \ Commercial Industrial Other Total
(a) (b) (c) d) (e) (H)
36.  5/8" 61,497 5,501 24 176 67,198
37.  3/4" 107 108 3 11 229
38, 1" 248 1,315 29 138 1,730
39 1.1/2" 20 208 6 65 399
40. 2V 18 1,006 90 281 1,395
41, 3" 46 3 49
42,  4"&Over 30 30 35 95
43. Totals 61,890 8,314 182 709 71,095
INSTRUCTIONS
1

o

and file within 60 days after the end of the month covered by the report. Show amounts
adjusted to the nearest dollar.

. This report is required of all water companies which had operating revenues for the proceeding
year in excess of $1,500,000 as provided in the Commission's rules. Prepare on a typewriter

If any amount for the current month differs materially from that for the previous month or the

same month a year ago and the difference is not self-explanatory, annotate the amount and

explain the occasioning facts under "Remarks".

List the type and number of other customers in the water meters in service section under

"Remarks".

REMARKS

N/A

I certify that to the best of my knowledge and belief this is a true and correct report:

Date: \7'/

20200

(Signed)

Mecloy 4.

[/

Title and Address: |

Director -'Rates'& Revenues
1101 Broad Street, P. O. Box 6338
Chattanooga, TN 37401
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WATER COMPANIES
Company Name: Tennessee-American Water Co.
PSC--3.06 Month of Report: November 2004
Amount for this Month Year-To-Date 12 Months-To-Date
This Year Last Year This Year Last Year This Year Last Year
(a) {b) {c) (d) (e) 0] @)
Operating Revenues
1. Residential Sales...........ccccocooiviiiieeeeeee 831,136 819,923 11,194,117 10,535,482 12,767,372 11,463,990
2. Commercial Sales.........ccoooi e 579,169 596,556 8,439,652 8,025,575 9,641,735 8,677,034
3. Industrial Sales 202,388 210,636 2,721,867 2,881,234 3,129,742 3,075,050
4, Other Sales.......oovvieiieee e 563,660 470,275 6,066,545 5,310,227 6,672,575 5,724,652
5. Total Operating Revenues (ltem 1-4)........ccceeveee 2,176,353 2,097,390 28,422,181 26,752,518 32211424 28,940,726
-Operating-Expenses
6. Source of Supply EXpPeNnse.....c..ceceecinuranne 6,219 3,083 165,311 15,002 167,065 16,083
7. Pumping and Water Treatment Expense...............} 302,713 331,204 3,620,951 3,525,751 4,051,869 3,846,452
8. Transmission and Distribution-Operation........ 58,056 49,054 581,000 1,081,525 623,620 1,182,755
9. Transmission and Distribution-Maintenance........... 68,680 85,947 948,970 1,180,841 1,024,540 1,297,635
10. Customer Accounts and Sales Expense............... 83,718 102,458 1,290,523 1,332,507 1,279,662 1,433,209
11. Administrative and General Expense 702,438 552,009 8,206,785 6,896,334 8,901,249 7,360,073
12. Depreciation and Amortization..........cc.oecceviieneans 289,675 395,681 3,482,617 3,444,004 3,950,618 3,770,607
13. Taxes Other Than income Taxes............cc.cceeeunean. 295,588 303,394 3,252,657 3,325,307 3,582,005 3,626,757
14 INCOME TAXES.evevereeeeeeeereeeeeeeeee e eee e es e, 63,700 44770 1,875,645 1,682,928 2,549,344 1,797,199
15. Total Operating Expenses (Item 6-14)............... 1,871,787 1,867,600 23,424 459 22,484,199 26,139,972 24,330,770
16. Net Operating Income (ltem 5 less 15).................. 304.566 229,790 4,997,722 4,268,319 6.071.452 4,609,956
17. Other INCOMe.... e e 1,504 (9,598) (54,791) (5,946) 51,196 (1,916)
18. Miscellaneous Income Deductions..........c......o.c... (456) 1,050 (7,637) 29,120 36,779 29,290
19. Interest Charges. ..o 234,972 175,071 2495913 2,141,959 2,708,624 2,368,374
20. NetINComMe......oioiieeece e 71.554 44,071 2454655 2,091,294 3,377,245 2.210,376
Balance at End of Month Aver. for 12 Mo.-To-Date
This Year Last Year This Year Last Year
(m (0 { ()
21. Utility Plant In Service........ [ PR 154,769,448 149,903,412 152,844,236 145,527,667
22. Construction Work in Progress....... 5,351,128 2,557,421 4,116,547 3,884,684
23. Utility Plant Acquisition Adjustment.... 0 0 0 0
24. Property Held for Future Use.......c...ccceeeneel 0 ] 0 0
25. Accurnulated Depreciation and Amort..(1).............. 48,564,646 45,027,777 47,179,547 43,500,623
26. Materials and SUPPHES......ccevervvieieccieee e ] 397,389 368,261 387,460 366,860
27. Unamortized Investment Credit... 1,351,735 1,504,471 1,386,737 1,469,469
28. Deferred INCome TaX....o.oooocvevriiveeveciiircnreeree. 13,675,932 11,812,051 13,506,491 11,808,112
29. Contributions in Aid of Construction.......................| 6,122,358 5,902,646 6,040,023 5,552,038
30. Customer Advances for Construction 3,382,735 2,731,498 3,203,415 2,699,174
31. Preferred StocK......coooet evviiieeciveeceer e 1,399,600 1,435,000 1,416,256 1,449,990
32. CommON StOCK. ....eoeiiiiiie et 13,754,235 13,754,235 13,754,235 13,754,235
33. Premium on Capital Stock and Other Capital........ 4,788,768 4,783,398 4,786,083 4,782,678
34. Retained Earnings.......ccocoiiiieeiieeieaeerneere e e 19,535,053 18,474,952 18,784,925 17,757,190
35. Long Term Debt........... (1 e e 43.292,102 24,374,297 38,581,823 28,908,227

(1) Includes Capital Lease




T R I R e N ot

Page 2
SUPPLEMENTAL FINANCIAL DATA TO PSC-3.06

FQOR THE MONTH ENDED NOVEMBER 2004

Average Average
Line Monthly for 12
# Balance MTD
1 Additions:
2 Plant in Service $151,373,420 $151,253,778
3 Plant Under Construction 4,301,157 4,116,547
4 Property Held For Future Use 0 0
5 Materials and Supplies 391,980 387,460
6 Other Additions:
7 Leased Utility Ptant 1,590,455 1,590,458
8 Unamortized Painting - net 9,290 9,456
9 Working Capitat C/ 1,567,918 1,567,318
10
11 Total Additions 159,234,220 158,925,617
12
13
14 Deductions:
15 Accumulated Depreciaton and Amortization 47,338,881 47,179,547
16 Accumulated Deferred Income Taxes 13,552,069 13,506,491
17 Unamortized investment Credit - Pre 1971 48,571 48,700
18 Customer Deposits 0 0
19 Other Deductions:
20 Contributions in Aid of Construction 6,048,238 6,040,023
21 Customer Advances for Construction 3,243,294 3,203,415
22 All Other A (418,422) (385,992)
23
24
25
26 Total Deductions 69,812,631 69,592,184
27
28 Rate Base $89,421,589 $89,333.433
29
30 Net Operating Income $304,566 $6,071,452
31 Adjustments to NOI
32 Allowance for funds used during construction 14,141 99,236
33 Adjustment to reflect effective federal
34 Income tax rate (debt assigned to parent) 10,1486 121,155
35 Interest on customer deposits 0 0
36
37
38
39 Adjusted Net Operating Income $328.853 $6,201,843
40
41
42 Rate of return B/ 4.41% 7.04%
A/ All Other
Acquisition adjustment $0 30
Accounts payable applicable to CWIP 34,298 53,825
Unpaid for materials and supplies 51,159 50,084
Taxes on CIAC-DEF. FIT & SIT (503,879) (489,901)
($418,422) ($385,992)
B/ Rate of return - Monthly (L25/118) x 12
C/ Per order
Cash working capital Lead Lag Study $525,000
Incidental collection (1,981,081)
Average cash 366,929
Other components 2,657,070

Working cash $1.567.918



January 24, 2005

CONTINUING SURVEILLANCE CONSIDERATIONS — November 2004 Estimate
the effect on annual net operating income of very significant known changes occurring
within the period covered by the report, which are not fully reflected in the revenue and
expense amounts shown in the report.

Employee wage increases ($83,774)
(including associated insurance & taxes)



WATER METERS IN SERVICE AT THE END OF THE PERIOD -11/04

Meter Size Residential Commercial Industrial Other Total
(a) (b) (c) (d) (e) )
36.  5/8" 61,607 5,500 24 176 67,307
7. 3/4" 110 111 3 11 235
38. 1" 253 1,322 29 137 1,741
39, 11727 20 309 6 65 400
40, 2" 18 1,011 90 281 1,400
41, 3" 45 4 49
42, 4"&Over 30 30 35 95
43, Totals 62,008 8,328 182 709 71,227
INSTRUCTIONS

1. This report is required of all water companies which had operating revenues for the proceeding
year in excess of $1,500,000 as provided in the Commission's rules. Prepare on a typewriter
and file within 60 days after the end of the month covered by the report. Show amounts
adjusted to the nearest dollar.

2. If any amount for the current month differs materially from that for the previous month or the
same month a year ago and the difference is not self-explanatory, annotate the amount and
explain the occasioning facts under "Remarks".

3. List the type and number of other customers in the water meters in service section under
"Remarks".

REMARKS

N/A

I certify that to the best of my knowledge and belief this is a true aAd correct report:

Date: (\’ML I\ 20 96 (Signed) V\“,\u\«p& \\’\.»52)1/
. (J ) . Title and Address: i Director - Rates & Revenues

\ 1101 Broad Street, P. O. Box 6338
Chattanooga, TN 37401




MONTHLY REPORT OF REVENUES, EXPENSES AND INVESTMENTS

WATER COMPANIES

Company Name: Tennessee-American Water Co.
Month of Report: October 2004

"8

PSC--3.06
Amount for this Month Year-To-Date 12 Months-To-Date
This Year Last Year This Year Last Year This Year Last Year
(a) (b) () (d) (e) ) {9)
in nues
1. Resident(ijalpgraalgs?ﬁf\./.e, ......................................... 987,197 1,018,232 10,362,981 9,715,559 12,756,159 11,553,286
2. Commercial Sales.. 885,821 800,017 7,860,483 7,429,019 9,659,122 8,774,775
3. Industrial Sales....... 262,569 291,248 2,510,479 2,670,598 3,137,990 3,126,339
4, Other SAlES...ccceviiieee e rrceran e e 458,179 584,231 5,502,885 4,839,952 6,579,191 5,687,057
5. Total Operating Revenues (item 14} 2,593,766 2,703,728 26,245,828 24,655,128 32,132,462 28,141,457
Operating Expenses
6. Source of Supply Expense.......ccceevvviienee 12,955 2,608 159,083 11,919 163,929 14,646
7. Pumping and Water Treatment Expense................ 335,333 357,386 3,318,238 3,194,547 4,080,360 3,828,067
8. Transmission and Distribution-Operation........ 48,188 78,969 521,944 1,032,472 613,618 1,229,516
9. Transmission and Distribution-Maintenance........... 83,211 100,496 880,291 1,094,884 1,041,807 1.336,325
10. Customer Accounts and Saies Expense......... 92,702 132,100 1,206,805 1,230,049 1,298,402 1,449,198
11. Administrative and General Expense....... 650,876 672,805 7,504,346 6,344,325 8,750,820 7,333,671
12. Depreciation and AmMortization..........ccveeverveierenannee 277,092 312,303 3,192,942 3,048,323 4,056,623 3,699,222
13. Taxes Other Than Income Taxes.....cccocevvevveernncen. 295,420 303,026 2,957,069 3,021,913 3,599,812 3,623,619
14, INCOME TAXES..ueiriiieicreieentir ettt 242,524 251,249 1,811,945 1,638,158 2,530,414 1,871,690
15. Total Operating Expenses (item 6-14)................... ] 2,038,300 2,216,942 21,552,673 20,616,600 26,135,785 24,386,954
16. Net Operating Income (Item 5 iess 15)......ccccvcuus... 555,466 486,786 4,693,155 4,038,528 5,996,677 4,754,503
17, Other INCOME....viiieeeeeecs e 2,109 5424 (56,295) 3,652 40,094 9,271
18. Miscellaneous Income Deductions 2,997 3,886 (7,181) 28,070 38,285 37,240
19. Interest Charges......ccoeveeeeevcvee e 238,926 176,635 2,260,941 1,966,888 2,648,723 2,416,428
20. Net INCOME.....ci i 315,652 311,589 2,383,100 2,047,222 3,349,763 2,310,106
Balance at End of Month Aver. for 12 Mo.-To-Date
This Year Last Year This Year Last Year
(h) (i) ) (k)
21. Utility Plant In Service........ (1)t 154,097,435 145,794,383 152,438,733 144,931,048
22, Construction Work in Progress.........ceeeeevveveeeneee.. 5,192,826 5,886,879 3,883,738 4,018,054
23. Utility Plant Acquisition Adjustment............cc......... 0 0 0 0
24. Property Held for Future Use..........cou......... 0 0 0 0
25. Accumulated Depreciation and Amort..(1).............. 48,413,725 44,648,469 46,884,808 43,242,538
26. Materials and SUPPUES.......covvecveeiieceei e 389,651 356,155 385,033 364,402
27. Unamortized Investment Credit.. 1,358,099 1,434,467 1,399,465 1,469,469
28. Deferred INCOME TaX.uiioveiiiieee e 14,013,739 12,391,450 13,351,168 11.773.478
29. Contributions in Aid of Construction.........cecoevev....... 6,117,558 5,845,121 6,021,713 5,490,512
30. Customer Advances for Construction... 3,373,388 2,715.123 3,149,145 2,692,149
31. Preferred StOCK....voceeieeeecieeetceeeeeesee e 1,399,600 1,435,000 1,419,206 1,453,448
32. Common Stock 13,754,235 13,754,235 13,754,235 13,754,235
33. Premium on Capital Stock and Other Capital. 4,788,768 4,783,398 4,785,636 4,782,558
34. Retained Earings..........ccovveveicomeeeceeeer e 19,455,185 18,416,651 18,597,582 17,723,763
35. Long Term Debt........... (1).... 43,299,253 24.380,803 37,005,339 29.664,302

(1) Includes Capital Lease



TENNESSEE-AMERICAN WATER COMPANY

Page 2
SUPPLEMENTAL FINANCIAL DATA TO PSC-3.08
FOR THE MONTH ENDED OCTOBER 2004
Average Average
Line Monthly for 12
# Balance MTD
1 Additions:
2 Plant in Service $151,192,867 $150,848,275
3 Plant Under Construction 4,196,159 3,883,738
4 Property Held For Future Use 0 0
5 Materials and SUpplies 397,433 385,033
6 Other Additions:
7 Leased Ultility Piant 1,580,450 1,590,458
8 Unamortized Painting - net 9,456 9,788
9 Working Capital  C/ 1,567,918 1,567,918
10
11 Total Additions 158,948,289 158,285,210
12
13
14 Deductions:
15 Accumulated Depreciaton and Amortization 47,216,305 46,884,808
16 Accumulated Deferred Income Taxes 13,539,683 ° 13,351,168
17 Unamortized Investment Credit - Pre 1971 48,700 48,958
18 Customer Deposits 0 0
19 Other Deductions:
20 Contributions in Aid of Construction 6,040,826 6,021,713
21 Customer Advances for Construction 3,229,350 3,149,145
22 All Other A/ (423,848) (374,517)
23
24
25
26 Total Deductions 69,651,016 69,081,275
27
28 Rate Base $89,297,273 $89.203,935
29
30 Net Operating Income $555,466 $5,996,677
31 Adjustments to NO|
32 Allowance for funds used during construction 15,335 105,280
33 Adjustment to reflect effective federal
34 Income tax rate (debt assigned to parent) 10,132 121,096
35 Interest on customer deposits 0 0
36
37
38
39 Adjusted Net Operating Income $580,933 $6.223.063
40
41
42 Rate of return B/ 7.81% 6.98%
A/ All Other
Acquisition adjustment $0 $0
Accounts payable applicable to CWIP 28,565 53,825
Unpaid for materials and supplies 54,471 50,084
Taxes on CIAC-DEF. FIT & SIT (506,884) (478,426)
($423,848) (8374,517)
B/ Rate of return - Monthly (L25 / L18) x 12
C/ Per order
Cash working capital Lead Lag Study $525,000
Incidental collection (1,981,081)
Average cash 366,929
Other components 2,657,070

Working cash $1,567.918
—_— v



November 16, 2004

CONTINUING SURVEILLANCE CONSIDERATIONS — October 2004 Estimate
the effect on annual net operating income of very significant known changes occurring
within the period covered by the report, which are not fully reflected in the revenue and
expense amounts shown in the report.

Employee wage increases ($22,017)
(including associated insurance & taxes)



WATER METERS IN SERVICE AT THE END OF THE PERIOD -10/04

Meter Size Residential Commercial Industrial Other Total
(a) (b) (© (d) (e) (0
36.  5/8" 61,872 5,513 24 176 07,585
37.  3/4" 113 111 3 11 238
38. 1" 259 1,332 29 138 1,758
39, 11/2" 20 308 6 65 399
40. 2" 18 1,012 91 281 1,402
41, 3" 46 4 50
42, 4"&OQver 30 30 35 95
43, Totals 62,282 8,352 183 710 71,527
INSTRUCTIONS

1. This report is required of all water companies which had operating revenues for the proceeding
year in excess of $1,500,000 as provided in the Commission's rules. Prepare on a typewriter
and file within 60 days after the end of the month covered by the report. Show amounts
adjusted to the nearest dollar.

2. If any amount for the current month differs materially from that for the previous month or the
same month a year ago and the difference is not self-explanatory, annotate the amount and
explain the occasioning facts under "Remarks". )

3. List the type and number of other customers in the water meters in service section under
"Remarks".

REMARKS

N/A

I certify that to the best of my knowledge and belief this is a true and correct report:

.20 74 (Signed) e lep 4 Ay Lo
: Title and Address: Director - Rates & Revenues
1101 Broad Street, P. O. Box 6338
Chattanooga, TN 37401

Date:  /2//7
7




MONTHLY REPORT OF REVENUES, EXPENSES AND INVESTMENTS

WATER COMPANIES

Company Name: Tennessee-American Water Co.
Month of Report: September 2004

PSC--3.06
Amount for this Month Year-To-Date 12 Months-To-Date
T W This Year Last Year This Year Last Year This Year Last Year
(@) (b) (€} (d) (e) () (@)
Operating Revenues fr
1. Residential Sales........c..oovvciiiviiieiccccee e, 1,079,209 1,217,798 9,375,784 8,697,327 12,787,194 11,558,479
2. Commercial SaleS.. ..o iveeee et 717,799 936,184 6,974,662 6,629,002 9,573,318 8,771,797
3. Industrial Sales 305,01 301,536 2,256,910 2,379,350 3,166,669 3,115,288
4. Other SAlES..c..uv vt 650,324 703,412 5,044,706 4,245 721 6,715,243 5,504,584
5. Total Operating Revenues (Item 1-4)........ccceeen. 2.752.343 3,158,930 23,652,062 21,951,400 32,242,424 29,040,148
Operating Expenses
6. Source of Supply Expense.....cccoceeecnenn. 1,678 3,213 146,138 9,310 153,583 15,536
7. Pumping and Water Treatment Expense..............., 311,427 401,252 2,982,905 2.837,161 4,102,413 3,826,062
8. Transmission and Distribution-Operation..... 51,081 115,877 473,756 953,502 644,400 1,274,361
9. Transmission and Distribution-Maintenance 81,760 123,182 797,079 994,398 1,059,091 1,350,403
10. Customer Accounts and Sales Expense... 156,127 115,045 1,114,104 1,097,949 1,337,801 1,431,213
11. Administrative and General Expense........cc.......... 633,382 747,138 6,853,471 5,671,520 8,772,749 7,265,834
12. Depreciation and Amortization........... 277,110 312,089 2,915,850 2,736,020 4,091,834 3,688,479
13. Taxes Other Than Income Taxes... 296,971 308,908 2,661,649 2,712,887 3,613,417 3,614,568
14, INCOME TAXES ...tiieiiieeeeceeee et 294,472 365,912 1,569,421 1,386,909 2,539,139 1,822,124
15. Total Operating Expenses (Item 6-14).................... 2,104,008 2,492,616 19,514,373 18,399,656 26,314,427 24,288,580
16. Net Operating Income (ltem 5 less 15)................... 648,335 666,314 4,137 689 3,551,744 5,927,997 4,751,568
17, Other INCOME....ooiiiieii e eee s (1,912) 5,257 (58,404) (1,772) 43,409 2,823
18. Miscellaneous Income Deductions.. 6,168 8,374 (10,178) 24,084 39,274 43,153
19, Interest Charges........ooveevieee i 245,604 171,813 2,022,015 1,790,253 2,586,432 2,471,332
20. Net INCOME......coveiricriteeieee e ) 394.651 491,384 2,067,448 1,735,635 3,345,700 2,239,906
Balance at End of Month Aver. for 12 Mo.-To-Date
This Year Last Year This Year Last Year
(h) (i () (k)
21. Utility Plant In Service........ (1) 153,895,512 145,626,931 151,746,812 144,659,809
22, Construction Work in Progress.... 4,556,116 5,521,954 3,941,576 3,871,319
23. Utility Plant Acquisition Adjustment..... 0 0 Q 0
24. Property Held for Future Use................. 0 0 0 0
25. Accumulated Depreciation and Amort..(1). 48,140,828 44,398,424 46,571,036 42,991,656
26. Materials and Supplies.........ccocoovvven... 406,561 350,905 382,241 366,480
27. Unamortized Investment Credit. 1,364,463 1,440.831 1,405,829 1,475,833
28. Deferred INCOME TaXu\vivrveceerreeeeeereeoeoeo 13,988,302 10,885,677 13,215,977 10,610,677
28. Contributions in Aid of Construction........................ 6,068,443 5,582,201 5,999,010 5,434,062
30. Customer Advances for Construction. 3,413,080 2,765,380 3,094,290 2,686,865
31. Preferred StOCK.....ccoviviiveiciieeceeee oo 1,399,600 1,435,000 1,422,156 1,456,907
32. Common Stock 13,754,235 13,754,235 13,754,235 13,754,235
33. Premium on Capital Stock and Other Capital... 4,788,768 4,783,398 4,785,188 4,782,438
34. Retained Earnings 19,130,023 18,069,212 18,511,038 17,681,648
35. Long Term Debt........... 43.306,347 24,387,257 35,422,006 30,420,303

(1

Includes Capital Lease




. TENNESSEE-AMERICAN WATER COMPANY

Page 2
SUPPLEMENTAL FINANCIAL DATA TO PSC-3.06
FOR THE MONTH ENDED SEPTEMBER 2004
Average Average
Line Monthly for 12
# Balance MTD
1 Additions:
2 Plant in Service $151,046,859 $150,156,354
3 Plant Under Construction 4,085,419 3,941,576
4 Property Held For Future Use 0 0
5——Materialsard-Supplies 391,538 382,247
6 Other Additions:
7 Leased Utility Plant 1,590,444 1,590,458
8 Unamortized Painting - net 9,822 10,120
9 Working Capital C/ 1,567,918 1,567,918
10
11 Total Additions 158,691,800 157,648,667
12
13
14 Deductions:
15 Accumulated Depreciaton and Amortization 47,083,258 46,571,037
16 Accumulated Deferred Income Taxes 13,487,010 13,215,977
17 Unamortized Investment Credit - Pre 1971 48,829 49,216
18 Customer Deposits 0 0
19 Other Deductions:
20 Contributions in Aid of Construction 6,032,301 5,999,010
21 Customer Advances for Construction 3,213,345 3,094,290
22 All Other A/ (425,026) (363,044)
23
24
25
26 Total Deductions 69,439,717 68,566,486
27
28 Rate Base $89,252.183 $89.082.181
29
30 Net Operating Income $648,335 $5,927,997
31 Adjustments to NOI
32 Allowance for funds used during construction 12,673 131,621
33 Adjustment to reflect effective federat
34 Income tax rate (debt assigned to parent) 10,126 121,158
35 Interest on customer deposits 0 0
36
37
38
39 Adjusted Net Operating Income $671,134 $6,180,776
40
41
42 Rate of return B/ 9.02% 5.94%
A/ All Other
Acquisition adjustment $0 $0
Accounts payable applicable to CWIP 30,850 53,825
Unpaid for materials and supplies 54,680 50,084
Taxes on CIAC-DEF. FIT & SIT (510,556) (466,853)
($425,026) ($363,044)
B/ Rate of return - Monthly (L25 / L18)x 12
C/ Per order
Cash working capitat Lead Lag Study §525,000
Incidental collection (1,981,081)
Average cash 366,923
Other components . . 2.657,070

Working cash $1.567,918
— 0T O



WATER METERS IN SERVICE AT THE END OF THE PERIOD - 09/04

Meter Size Residential Commercial Industrial Other Total
() (®) (c) d (e) 6]
36. 5/8" 61,728 5,524 24 178 67,454
37.  3/4" 113 111 3 11 238
38, 1" 260 1,329 29 139 1,757
39, 11/2" 20 306 6 65 397
40, 2" 18 1,011 91 280 1,400
41, 3" 43 5 48
42,  4"&OQOver 30 30 35 95
43, Totals 62,139 8,354 183 713 71,389
INSTRUCTIONS

1. This report is required of all water companies which had operating revenues for the proceeding
year in excess of $1,500,000 as provided in the Commission's rules. Prepare on a typewriter
and file within 60 days after the end of the month covered by the report. Show amounts
adjusted to the nearest dollar.

2. If any amount for the current month differs materially from that for the previous month or the
same month a year ago and the difference is not self-explanatory, annotate the amount and
explain the occasioning facts under "Remarks".

3. List the type and number of other customers in the water meters in service section under
"Remarks",

REMARKS

N/A

I certify that to the best of my knowledge and belief this is a true and correct report:

,20 £ (Signed) //ZMZ_

Title and Address: Director - Rates & Revenues
1101 Broad Street, P. O. Box 6338
Chattanooga, TN 37401

Date: A~/




MONTHLY REPORT OF REVENUES, EXPENSES AND INVESTMENTS

WATER COMPANIES

Company Name: Tennessee-American Water Co.
Month of Report: August 2004

PSC--3.06
Amount for this Month Year-To-Date 12 Months-To-Date
This Year Last Year This Year Last Year This Year Last Year
(a) (b) (c) (d) (e) {f) ()
ing R
1. Residentgfgr;gr;?....?.\.lf.r?.lff ................................. 1,053,159 965,293 8,296,575 7,479,528 12,925,783 11,463,648
2. Commercial Sales 842,645 748,735 6,256,863 5,692,818 9,791,703 8,640,764
3. Industrial Sales......vuieunnen 225,987 250,964 1,951,899 2,077,814 3,163,194 3,107,759
4. Other SAlES....ccevvverrerreermseiiesss s 516,812 441,457 4,394,382 3,542,309 6,768,331 5,398,371
5. Total Operating Revenues (ltem 1-4)................ 2,638,603 2,406,449 20,899,719 18,792,470 32,649,011 28,610,542
Operating Expenses
6. Source of Supply Expense........cceerrerenne. 29,404 427 144,460 6,097 155,118 14,884
7. Pumping and Water Treatment Expense............... 404,636 346,086 2,671,477 2,435,909 4,192,238 3,780,022
8. Transmission and Distribution-Operation 46,856 81,638 422,676 837,625 709,196 1,251,655
9. Transmission and Distribution-Maintenance..........| 72,402 104,104 715,319 871,216 1,100,513 1,343,505
10. Customer Accounts and Sales Expense................ 83,640 104,087 957,977 982,904 1,296,719 1,468,289
11. Administrative and General Expense....... 710,831 630,934 6,220,089 4,924,382 8,886,506 7,021,672
12. Depreciation and Amortization..............ccocvevviviennaes 276,721 312,196 2,638,740 2,423,931 4,126,813 3,687,429
13. Taxes Other Than Income Taxes........ccevmenrniannns 300,223 313,604 2,364,678 2,403,979 3,625,354 3,606,309
14, INCOME TAXES.....cvrreerrrrerererresreererseeesserseessessissessans 216,250 143,730 1,274,949 1,020,997 2,610,579 1,733,020
15. Total Operating Expenses (ltem 6-14)...................] 2,140,963 2,036,806 17,410,365 15,907,040 26,703,036 23,906,785
16. Net Operating Income (Item 5less 15)....ccocoeennnins 497,640 369,643 3,489,354 2,885,430 5,945,975 4,703,757
17. Other INCOME.......ceivverererecrcrrenieeeeens (712) (4,166) (56,492) (7,029) 50,578 (1,394)
18. Miscellaneous Income Deductions (6,344) 388 (16,346) 15,710 41,480 46,364
19. Interest Charges.......ooveeerenieerevercre e 225,010 187,613 1,776,411 1,618,440 2,512,641 2,520,723
20. Net INCOME.....ooiieiicee et | 278,262 177476 1,672,797 1,244,251 3,442,432 2,135,276
Balance at End of Month Aver. for 12 Mo.-To-Date
This Year Last Year This Year Last Year
(h) (i) (i) (k)
21. Utility Plant In Service........ (1) 153,444,634 145,528,185 151,057,764 144,396,405
22. Construction Work in Progress.........ccoeeeeveeeeennnn. 6,421,469 4,745,578 4,022,062 3,731,710
23. Utility Plant Acquisition Adjustment.........cccoccevvnnnen, 0 0 0 0
24. Property Held for Future Use........cccovevereercccnine. 0 0 0 4]
25. Accumulated Depreciation and Amort..(1).............. 47,857,053 44,127 586 46,259,169 42,736,010
26. Materials and SUPPlES.....ccveereerrrcerererrereecierreienees 444,622 406,747 377,604 368,138
27. Unamortized Investment Credit 1,370,827 1,447,195 1,412,193 1,482,197
28. Deferred Income TaX....ccooveeeerrernnne 14,014,018 10,835,677 13,068,957 10,560,677
29. Contributions in Aid of Construction............cceevevn..d 6,076,186 5,556,774 5,958,480 5,398,780
30. Customer Advances for Construction...........coce.eu... 3,338,974 2,769,659 3,040,315 2,676,097
31. Preferred Stock 1,399,600 1,427,000 1,425,106 1,462,490
32, COMMON STOCK....urieurerrereeeresieieeereseesreseesaeeseesrannas 13,754,235 13,754,235 13,754,235 13,754,235
33. Premium on Capital Stock and Other Capital......... 4,788,768 4,783,398 4,784,741 4,782,318
34. Retained Earnings 19,364,443 18,058,752 18,422 637 17,646,853
35. Long Term Debt........... 43,321,613 48,305,131 33,845,415 29.804,427

(1) Includes Capital Lease




WATER METERS IN SERVICE AT THE END OF THE PERIOD - 08/04

Meter Size Residential Commercial Industrial Other Total
(a) (b) (c) (d) (e) (H
36.  5/8" 61,650 5,531 24 178 67,383
37.  3/4" 113 110 3 11 237
38, 1" 262 1,330 29 141 1,762
39, 11/2" 19 306 6 64 395
40. 2" 19 1,010 91 280 1,400
41, 3" 43 4 47
42,  4"&Qver 30 30 35 95
43, Totals 62,063 8,360 183 713 71,319
INSTRUCTIONS

1. This report is required of all water companies which had operating revenues for the proceeding
year in excess of $1,500,000 as provided in the Commission's rules. Prepare on a typewriter
and file within 60 days after the end of the month covered by the report. Show amounts
adjusted to the nearest dollar.

2. If any amount for the current month differs materially from that for the previous month or the
same month a year ago and the difference is not self-explanatory, annotate the amount and
explain the occasioning facts under "Remarks".

3. List the type and number of other customers in the water meters in service section under
"Remarks".

REMARKS

N/A

I certify that to the best of my knowledge and belief this is a true and correct report:

, 20 0>/ (Signed) /ﬁuw / /%.»«M,\

Title and Address: Director - Rates & Revenues
1101 Broad Street, P. O. Box 6338
Chattanooga, TN 37401

Date: /& /5{0
7



MONTHLY REPORT OF R

EVENUES, EXPENSES AND INVESTMENTS
WATER COMPANIES

Company Name: Tennessee-American Water Co.
Month of Report:  July 2004

PSC--3.06
Amount for this Month Year-To-Date 12 Months-To-Date
This Year Last Year This Year Last Year This Year Last Year
(@ (b) {c) d) (e V) @
Operating Revenues
1. Residential Sales.......cooviiiiiieie e 1,281,757 1,018,296 7,243,416 6,514,236 12,837,917 11,741,919
2. Commercial SaleS.....ccoviiiiiiei e 886,019 717,106 5414218 4,944,083 9,697,793 8,756,511
3. Industrial Sales............... 221,934 239,806 1,725,912 1,826,850 3,188,171 3,164,384
4, Other Sales.....ccoooiirece e e . 571,140 441,420 3,877,570 3,100,852 6,692,976 5,498,501
5. Total Operating Revenues (Item 1-4).........cc.co.... 2.960.850 2416.628 18,261,116 16,386,021 32,416.857 29,161,315
Operating Expenses
6. Source of Supply Expense..........ccccooeee. 22,929 125 115,056 5,670 126,141 16,775
7. Pumping and Water Treatment Expense............... 353,432 327,317 2,266,841 2,089,823 4,133,688 3,878,917
8. Transmission and Distribution-Operation.... 51,558 98,732 375,820 755,987 743,978 1,277,759
9. Transmission and Distribution-Maintenance........... 71,573 81,380 642,917 767,112 1,132,215 1,368,580
10. Customer Accounts and Sales Expense......c......... 166,940 163,544 874,337 878,817 1,317,166 1,468,053
11. Administrative and General Expense 754,008 522,769 5,509,258 4,293,448 8,806,609 6,918,518
12. Depreciation and Amortization.............ccceoireneees 276,315 312,180 2,362,019 2,111,735 4,162,288 3,683,268
13. Taxes Other Than income Taxes.......c..cococeeviennns 300,701 309,137 2,064,455 2,090,375 3,638,735 3,613,791
14, INCOME TAXES.....oeieiierieerieiiceee e 310,479 185,165 1,058,699 877.267 2,538,059 1,925,677
15. Total Operating Expenses (ltem 6-14)................... 2,307,935 2,000,349 15,269,402 13,870,234 26,598,879 24,151,338
16. Net Operating Income (Item 5 less 15).......c.cccveeee. 652,915 416,279 2.991,714 2,515,787 5.817,978 5,008,977
17. Other INCOME.....cuviviceieeieice e (15,012) (5,592) (55,780) (2,863) 47,124 6,452
18. Miscellaneous Income Deductions...............cccc.e. (7,491) (2,645) (10,002) 15,322 48,212 41,341
19. Interest Charges........c.occvveeveveeeeiiecc e 236,547 177,687 1,551,401 1,430,827 2,475,244 2,565,020
20. Net INCOME......cooiiiiiiice e 408,847 235,645 1.394.535 1,066,775 3.341,646 2.410.068
Balance at End of Month Aver. for 12 Mo.-To-Date
This Year Last Year This Year Last Year
(h) 0} ) ()
21. Utitity Plant In Service........ (G T 153,315,366 145 479,624 150,398,059 144,124,938
22. Construction Work in Progress......... 5,530,606 4,076,683 3,882,405 3,616,718
23. Utility Plant Acquisition Adjustment... 0 0 0 0
24. Property Held for Future Use...........c.......... . 0 0 0 0
25. Accumulated Depreciation and Amort..(1).............. 47 582,434 43,870,165 45,948,381 42,478,685
26. Materials and Supplies.........cccooeoeiviiiiiiiicee el 423,157 381,312 374,447 364,407
27. Unamortized Investment Credit.. 1,377,191 1,453,559 1,418,557 1,488,561
28. Deferred Income TaX........occoovvveeoeeecvccee e 14 011,550 10,785,677 12,905,146 10,510,677
29. Contributions in Aid of Construction....................... 6,073,460 5,505,699 5,915,206 5,342,818
30. Customer Advances for Construction.. 3,353,923 2,811,478 2,992,872 2,663,335
31. Preferred StocK........oooiviviiiieiic e, 1,399,600 1,427,000 1,427,389 1,468,740
32. COommMON StOCK. ..ccuviieie e 13,754,235 13,754,235 13,754,235 13,754,235
33. Premium on Capital Stock and Other Capital. 4,788,768 4,783,398 4,784,293 4,782,198
34, Retained EarningS......c...ooovoceiivoieeeec e 19,079,510 17,861,114 18,313,829 17,636,478
35. Long Term Debt........... (D) 43,321,613 47,614,659 32,267,552 28,561.805

(1) Includes Capital Lease



) TENNESSEE-AMERICAN WATER COMPANY

Page 2
SUPPLEMENTAL FINANCIAL DATA TO PSC-3.06
FOR THE MONTH ENDED JULY 2004
Average Average
Line Monthly for 12
# Balance MTD
1 Additions:
2 Piant in Service $150,751,798 $148,807,601
3 Plant Under Construction 3,684,455 3,882,405
4 Property Held For Future Use 0 0
5 Materials and Supplies 381,837 374,447
6 Other Additions:
7 Leased Utility Plant 1,590,429 1,590,458
8 Unamortized Painting - net 9,954 10,783
9 Working Capital C/ 1,567,918 1,567,918
10
11 Total Additions 157,986,491 156,233,612
12
13
14 Deductions:
15 Accumulated Depreciaton and Amortization 46,821,634 45,948,381
16 Accumulated Deferred Income Taxes 13,340,110 12,905,146
17 Unamortized Investment Credit - Pre 1971 49,087 49,732
18 Customer Deposits 0 0
19 Other Deductions:
20 Contributions in Aid of Construction 6,020,868 5,915,206
21 Customer Advances for Construction 3,166,865 2,992,872
22 All Other A/ (459,790) (408,409)
23
24
25
26 Total Deductions 68,938,774 67,402,928
27
28 Rate Base $898.047.717 $88.830.684
29
30 Net Operating Income $652,915 $5,817,978
31 Adjustments to NOI
32 Allowance for funds used during construction 10,411 159,503
33 Adjustment to reflect effective federal
34 Income tax rate (debt assigned to parent) 10,103 120,982
35 Interest on customer deposits 0 0
36
37
38
39 Adjusted Net Operating Income $673.429 $6.098.463
40
41
42 Rate of return B/ 9.08% 6.87%
A/ All Other
Acquisition adjustment $0 $0
Accounts payable applicable to CWIP 20,533 53,825
Unpaid for matertals and supplies 51,467 50,084
Taxes on CIAC-DEF. FIT & SIT (531,790) (512,318)
($459.790) ($408.409)
B/ Rate of return - Monthly (L25/1L18) x 12
C/ Per order
Cash working capital Lead Lag Study $525,000
Incidental collection (1,981,081)
Average cash 366,929
Other components 2.657.070

Working cash $1.567.918



September 17, 2004

CONTINUING SURVEILLANCE CONSIDERATIONS — July 2004 Estimate the
effect on annual net operating income of very significant known changes occurring
within the period covered by the report, which are not fully reflected in the revenue and
expense amounts shown in the report.

Employee wage increases ($56.218)
(including associated insurance & taxes)

Revenues due to 8-7-03 rate increase $ 27.639



WATER METERS IN SERVICE AT THE END OF THE PERIOD - 07/04

Meter Size Residential Commercial Industrial Other Total
(a) (b) (c) (d) (e) ()
36.  5/8" 61,558 5.565 24 179 67,326
37. 3/4" 113 112 3 11 239
38, 1" 261 1,331 29 140 1,761
39, 112" 18 309 6 63 396
40. 2" 19 998 91 278 1,386
41. 3" 45 4 49
42, 4"&Over 29 30 34 93
43. Totals 61,969 8.389 183 709 71.250
INSTRUCTIONS

1. This report is required of all water companies which had operating revenues for the proceeding
year in excess of $1,500,000 as provided in the Commission's rules. Prepare on a typewriter
and file within 60 days after the end of the month covered by the report. Show amounts
adjusted to the nearest dollar.

2. If any amount for the current month differs materially from that for the previous month or the
same month a year ago and the difference is not self-explanatory, annotate the amount and
explain the occasioning facts under "Remarks".

3. List the type and number of other customers in the water meters in service section under
"Remarks".

REMARKS

N/A

I certify that to the best of my knowledge and belief this is a true and correct report:

Date: lff. 23 .200¥  (Signed) _MJ 4 ,/7/%
. Title and Address: Manéger T'Rafes & Revenues

1101 Broad Street, P. O. Box 6338
Chattanooga, TN 37401
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WATER COMPANIES

Company Name: Tennessee-American Water Co.

pPSC-3.06 Month of Report: May 2004
r Amount for this Month Year-To-Date 12 Months-To-Date
This Year Last Year This Year Last Year This Year Last Year
(a) {b) () {d) {e) {f) (@)
Operating Revenues
1. Residential Sales.....coeverevvrcecieniireie e 1,087,132 959,736 4,769,277 4,559,797 12,318,217 12,053,005
2. COmMMErcial SAlBS.....covreveeiireereacrrnireeeerrreraanannes 836,044 795,664 3,668,236 3,518,825 9,377,069 9,016,898
3. Industrial Sales....covecererriiiiiiieie e 227,203 235,260 1,147,607 1,265,997 3,170,719 3,149,970
4, Other SAIES...ccvevcreereieerserrieirir e 516,305 458,009 2,646,024 2,164,836 6,397,446 5,548,071
5. Total Operating Revenues (Item 1-4).......c.ccoceeenes 2,666,684 2,448,668 12,231,144 11,509,455 31,263,451 29,767,944
Operating Expenses
6. Source of Supply Expense.....cccoeenieeens 54,348 55 85,443 5,469 96,729 20,348
7. Pumping and Water Treatment Expense............. 274 576 289,889 1,527,553 1,376,510 4,107,713 3,847,966
8. Transmission and Distribution-Operation 31,933 104,035 265,428 502,698 886,875 1,228,916
9. Transmission and Distribution-Maintenance........... 54,943 97,255 472,229 544,125 1,184,514 1,372,974
10. Customer Accounts and Sales Expense................ 101,223 103,364 554,393 572,026 1,304,013 1,396,323
11. Administrative and General Expense.........ccce.e... 895,786 607,095 3,959,097 3,227,882 8,322,014 6,807,462
12. Depreciation and Amortization.......c.cceeeeeeveneieenenn. 402,015 311,875 2,004,874 1,487,412 4,429 466 3,677,782
13. Taxes Other Than Income Taxes.......cocervuirennnes 288,634 299,945 1,451,322 1,468,058 3,647,919 3,607,155
14, INCOME TAXES rueertrreeenrrrmeenerserneesss et sreae e aeen 123,034 190,713 351,944 569,173 2,139,398 2,241,982
15. Total Operating Expenses (ltem 6-14)......cccceeveen 2,228,492 2,004,026 10,672,283 9,753,353 26,118,641 24,200,908
16. Net Operating Income (item 5 less 15).................. 440,192 444,643 1,558,861 1,756,102 5,144,810 5,567,036
17. Other INCOME....ovcrveeaieverrrieerereerceesrmrrnaes (11,396) 22,685 (22,543) 6,664 70,834 22,323
18. Miscellaneous Income Deductions... - 11,798 135 4,531 9,405 68,662 51,129
19. Interest Charges.......ccoeeaeveeennee i 245,461 222,824 1,075,243 1,070,087 2,359,826 2,675,310
20, NEEINCOME...ouiieirerre et 171,537 244,369 456,544 683,274 2,787,156 2,862,920
Balance at End of Month Aver. for 12 Mo.-To-Date
This Year Last Year This Year Last Year
() 0 i (k)
21. Utility Plant In Service........ [ TR 152,749,271 145,163,892 149,101,618 143,559,716
22. Construction WOork in Progress......ccccceereneerrecernecnnes 3,858,370 3,721,888 3,670,234 3,460,703
23. Utility Plant Acquisition Adjustment..........ccoccooeel 0 0 0 0
24. Property Held for Future Use......cccceeennneee 0 0 0 0
25. Accumulated Depreciation and Amort..(1). 47,312,616 43,441,914 45,322,658 41,965,015
26. Materials and Supplies.............. 335,291 368,767 367,733 362,198
27. Unamortized Investment Credit 1,389,919 1,466,287 1,431,285 1,501,289
28. Deferred Income TaX.....ccoeeveevennen. 13,345,690 10,685,677 12,563,443 10,410,677
29. Contributions in Aid of Construction.... 6,009,673 5,494,897 5,819,598 5,227,567
30. Customer Advances for Construction. 3,297,107 2,717,844 2,890,573 2,643,192
31. Preferred StOCK ... ceecieeecien e . 1,422,470 1,453,840 1,431,956 1,481,240
32, COMMON SOCK.-eevricieecetireeeeeeeriseeeere et eeene e 13,754,235 13,754,235 13,754,235 13,754,235
33. Premium on Capital Stock and Other Capital......... 4,783,398 4,781,958 4,783,398 4,781,958
34. Retained Earnings 18,233,081 17,643,885 18,123,862 17,556,827
35. Long Term Debt........... [ OO ORI 43,334,170 33,412,572 29,113,952 28,133,014

(1) Includes Capital Lease
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. Page 2
SUPPLEMENTAL FINANCIAL DATA TO PSC-3.06
FOR THE MONTH ENDED MAY 2004
Average Average
Line Monthly for 12
# Balance MTD
1 Additions:
2 Plant in Service $150,432,509 $147,511,160
3 Plant Under Construction 3,044,033 3,670,234
4 Property Held For Future Use 0 0
5 Materials-and-Supplies 367,826 367733
6 Other Additions:
7 Leased Utility Ptant 1,590,400 1,690,458
8 Unamortized Painting - net 10,286 11,447
9 Working Capital C/ 1,567,918 1,567,918
10
11 Total Additions 157,013,072 154,718,950
12
13
14 Deductions:
15 Accumulated Depreciaton and Amortization 46,560,637 45,322,658
16 Accumulated Deferred Income Taxes 13,128,479 12,563,443
17 Unamortized Investment Credit - Pre 1971 49,345 50,248
18 Customer Deposits 0 0
19 Other Deductions:
20 Contributions in Aid of Construction 5,999,020 5,819,598
21 Customer Advances for Construction 3,082,602 2,890,573
22 Ali Other A (457,589) (391,727)
23
24
25
26 Total Deductions 68,363,494 66,254,793
27
28 Rate Base $88.649,578 $88.464,157
29
30 Net Operating Income $440,192 $5,144,810
31 Adjustments to NOI
32 Aliowance for funds used during construction 6,578 192,544
33 Adjustment to reflect effective federal
34 Income tax rate (debt assigned to parent) 10,058 120,932
35 Interest on customer deposits 0 0]
36
37
38
39 Adjusted Net Operating income $456.,828 $5,458,286
40
41
42 Rate of return B/ 5.18% 6.17%
A/ All Other
Acquisition adjustment $0 $0
Accounts payable applicable to CWiP 16,225 53,825
Unpaid for matenals and supplies 52,826 50,084
Taxes on CIAC-DEF. FIT & SIT (526,640) (495,636)
(8457,589) ($391,727)
B/ Rate of retum - Monthly (L25/ L18) x 12
C/ Perorder
Cash working capitat Lead Lag Study $525,000
Incidental coliection (1,881,081)
Average cash 366,929
Other components 2,657,070

Working cash © $1.567,918
e 51.567.018



July 29, 2004

CONTINUING SURVEILTLANCE CONSIDERATIONS — Mav 2004 Estimate the
effect on annual net operating income of very significant known changes occurring

within the period covered by the report, which are not fully reflected in the revenue and
expense amounts shown in the report.

Employee wage increases ($79,019)
(including associated insurance & taxes)

Revenues due to 8-7-03 rate increase $ 307,954



WATER METERS IN SERVICE AT THE END OF THE PERIOD - 05/04

r Meter Size Residential Commercial Industrial Other Total
(a) (b) (c) (d) (e) 69
36. 5/8" 61,156 5,541 24 179 66,900
37.  3/4" 112 111 3 11 237
38, 1" 252 1,319 29 139 1,739
39, 11/2" 17 310 6 63 396
402" T 18 999 92 278 1,387
41 3 41 1 4 46
42, 4"&Over 29 30 34 93
43. Totals 61,555 8,350 185 708 70,798
INSTRUCTIONS

1. This report is required of all water companies which had operating revenues for the proceeding
year in excess of $1,500,000 as provided in the Commission's rules, Prepare on a typewriter
and file within 60 days after the end of the month covered by the report. Show amounts
adjusted to the nearest dollar.

2. 1If any amount for the current month differs materially from that for the previous month or the
same month a year ago and the difference is not self-explanatory, annotate the amount and
explain the occasioning facts under "Remarks".

3. List the type and number of other customers in the water meters in service section under
"Remarks".

REMARKS

N/A

I certify that to the best of my knowledge and belief this is a true and correct report:

Date: 4 , 20 (Signed)
Title and Address: Director - Rates & Revenues

1101 Broad Street, P. O. Box 6338
Chattanooga, TN 37401
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Company Name: Tennessee-American Water Co.
Month of Report: June-2004

pPs7--3.06
Amount for this Month Year-To-Date 12 Months-To-Date
This Year Last Year This Year Last Year This Year Last Year
(@ (b) © () (e) Ul (@)
Operating Revenues
1. Residential Sales......coivvvicnneniircnsieeceerrresnaness 1,192,382 936,143 5,961,659 5,495,940 12,574,456 11,944 438
2. Commercial Sales.... 859,963 708,152 4,528,199 4,226,977 9,528,880 8,907,587
3. Industrial Sales......ccceiecerieeieen e 356,371 321,047 1,503,978 1,587,044 3,206,043 3,156,625
4, Other SAIES....ccvcenreirecrin s s 660,406 494,595 3,306,430 2,659,431 6,563,257 5,574,293
5. Total Operating Revenues (ltem 1-4)....cccocoeeennnecs 3,069,122 2,459,937 15,300,266 13,969,392 31,872,636 29,582,943
Qperating Expenses
6. Source of Supply Expense.......coccovvveenennnns 6,684 76 92,127 5,545 103,337 20;005
7. Pumping and Water Treatment Expense............... 385,856 385,996 1,913,409 1,762,506 4,107,573 3,909,596
8. Transmission and Distribution-Operation...... . 58,834 154,557 324,262 657,255 791,152 1,286,981
9. Transmission and Distribution-Maintenance. 99,115 141,607 571,344 685,732 1,142,022 1,409,418
10. Customer Accounts and Sales Expense... 153,004 143,247 707,397 715,273 1,313,770 1,453,800
11. Administrative and General Expense..... 796,153 542,797 4,755,250 3,770,679 8,575,370 6,912,371
12. Depreciation and Amortization............ 80,830 312,143 2,085,704 1,799,555 4,198,153 3,680,359
13. Taxes Other Than Income Taxes.........cccvverrrevneeenne 312,432 313,180 1,763,754 1,781,238 3,647,171 3,624,875
14, INCOME TAXES.crrrrreerereaereraerensernesesarosersessvarsssnsnens 396,276 122,929 748,220 692,102 2,412,745 2,041,623
15. Total Operating Expenses-(ltem 6-14)......c.ccovunnenncd 2,289,184 2,116,532 12,961,467 11,869,885 26,291,293 24,339,028
16. Net Operating Income (Item 51e8S 15).....ccueccrreenee 779,938 343,405 2,338,799 2,099,507 5,581,343 5,243,915
17. Other INCOME....covveeiirenrecirr e (18,225) (3,935) (40,768) 2,729 56,544 17,628
18. Miscellaneous Income Deductions........c.cccocerunene. (7,042) 8,562 (2,511) 17,967 53,058 59,461
19. Interest Charges......cevvevevevveerernecreessesisesssssrssnns 239,611 183,053 1,314,854 1,253,140 2,416,384 2,624,683
20. Net iNCOME....covererrerreririercreneenenereesresressnesenneed 529,144 147,855 985,688 831,128 3,168,445 2,577,399
Balance at End of Month Aver. for 12 Mo.-To-Date
This Year Last Year This Year Last Year
(h) 0} @ (k)
21. Utility Plant In Service........ [ 152,965,672 145,244,123 149,745,081 143,846,244
22. Construction Work in Progress e 5,040,412 3,948,283 3,761,244 3,538,324
23. Utility Plant Acquisition Adjustment...........ccoceueeee.e.d 0 0 0 0
24. Property Held for Future Use........cccoveeviivricreecnncnne 0 0 0 0
25. Accumulated Depreciation and Amort..(1) .| 47,365,821 43,569,419 45,639,025 42,221,844
26. Materials and Supplies....c..uevevenmreeecreernrenssiennnes 410,771 372,046 370,960 362,981
27. Unamortized Investment Credit... 1,383,555 1,459,923 1,424,921 1,494,925
28. Deferred Income TaX....covveeeervennes .| 13,721,826 10,735,677 12,727,227 10,460,677
29. Contributions in Aid of Construction...........cvevveee.d 6,077,516 5,497,981 5,867,893 5,285,539
30. Customer Advances for Construction.........cceu.c.e.... 3,401,124 2,715,978 2,947,668 2,649,148
31. Preferred StOcK.....evveveerrnrenremenennnes 1,399,600 1,427,000 1,429,673 1,474,990
32. CommOon StOCK.....cvvieeceereerarieserseeseeeeaseannns .| 13,754,235 13,754,235 13,754,235 13,754,235
33. Premium on Capital Stock and Other Capital......... 4,788,768 4,783,398 4,783,846 4,782,078
34. Retained Earnings.......ccccovvvevevseenneenrersenneens ...] 18,666,151 17,604,939 18,212,296 17,603,471
35. Long Term Debht........... (et eei e 43,327 917 24,406,318 30,690,752 27,377,305

(1) Includes Capita! Lease



Loy -

SUPPLEMENTAL FINANCIAL DATA TO PSC-3.06

FOR THE MONTH ENDED JUNE 2004

Average Average
Line Monthly for 12
# Balance MTD
1 Additions:
2 Plant in Service $150,589,620 $148,154,623
3 Plant Under Construction 3,376,763 3,761,244
4 Property Held For Future Use 0 0
5 Materials and Supplies 375,067 370,960
B Other Additions:
7 Leased Utility Plant 1,590,417 1,590,458
8 Unamortized Painting - net 10,120 11,115
9 Working Capital C/ 1,567,918 1,567,918
10
11 Total Additions 157,509,905 155,456,318
12
13
14 Deductions:
15 Accumulated Depreciaton and Amortization 46,694,834 45,639,024
16 Accumulated Deferred Income Taxes 13,228,203 12,727,227
17 Unamortized Investment Credit - Pre 1971 49,216 49,990
18 Customer Deposits 0 0
19 Other Deductions:
20 Contributions in Aid of Construction 6,012,103 5,867,893
21 Customer Advances for Construction 3,135,689 2,947,668
22 All Other A (455,573) (395,549)
23
24
25
26 Total Deductions 68,664,472 66,836,253
27
28 Rate Base $88,845,433 $88,620.065
29
30 Net Operating Income $779,938 $5,581,343
31 Adjustments to NOJ
32 Allowance for funds used during construction 9,420 175,706
33 Adjustment to reflect effective federal
34 Income tax rate (debt assigned to parent) 10,080 110,915
35 Interest on customer deposits 0 0
36
37
38
39 Adjusted Net Operating income $799.438 $5,867,964
40
41
42 Rate of return B/ 10.80% 6.62%
A/ All Other
Acquisition adjustment ’ $0 $0
Accounts payable applicable to CWIP 14,130 53,825
Unpaid for materials and supplies 50,908 50,084
Taxes on CIAC-DEF. FIT & SIT (520,609) (499,458)
($455,573) ($395,549)
B/ Rate of return - Monthly (L257 L18) x 12
C/ Per order
Cash working capital Lead Lag Study $525,000
Incidental coliection (1,981,081)
Average cash 366,929
Other components ’ 2,657,070

Working cash . . $1,567,918



August 16, 2004

CONTINUING SURVEILLANCE CONSIDERATIONS = June 2004 Estimate the
effect on annual net operating income of very significant known changes occurring
within the period covered by the report, which are not fully reflected in the revenue and
expense amounts shown in the report.

Employee wage increases ($67,619)
(including associated insurance & taxes)

Revenues due to 8-7-03 rate increase $ 170,094



WATER METERS IN SERVICE AT THE END OF THE PERIOD - 06/04

Meter Size Residential Commercial Industrial Other Total
(a) (®) (c) (d) (e) ®
36. 5/8" 61,438 5,556 24 180 67,198
37. 3/4" 113 111 3 11 238
38. 1" 257 1,327 29 140 1,753
39, 11/2" 17 313 6 63 399
402" 19 997 92 278 1,386
41, 3" 1 43 4 48
42, 4"&Qver 29 30 34 93
43. Totals 61,845 8,376 184 710 71,115
INSTRUCTIONS

1. This report is required of all water companies which had operating revenues for the proceeding
year in excess of $1,500,000 as provided in the Commission's rules. Prepare on a typewriter
and file within 60 days after the end of the month covered by the report. Show amounts
adjusted to the nearest dollar.

2. If any amount for the current month differs materially from that for the previous month or the
same month a year ago and the difference is not self-explanatory, annotate the amount and
explain the occasioning facts under "Remarks".

3. List the type and number of other customers in the water meters in service section under
"Remarks".

REMARKS

N/A

I certify that to the best of my knowledge and belief this is a true and correct report:

Date: §-24-04 , 20 (Signed) %/«Mf//fw/,é

Title and Address: Director - Rates & Revenues
: 1101 Broad Street, P. O. Box 6338
Chattanooga, TN 37401




WATER COMPANIES

Company Name:
Month of Report:  April 2004

Tennessee-American Water Co.

PSC--3.06
Amount for this Month Year-To-Date 12 Months-To-Date
This Year Last Year This Year Last Year This Year Last Year
(@) )] (e (d) (€ ® @
Operating Revenues

1. Residential Sales............ccooii 1,028,762 965,613 3,682,145 3,600,081 12,190,821 12,139,229
2. Commercial Sales 720,433 738,830 2,832,192 2,723,160 9,336,689 8,882,197

3. industrial Sales....... 239,596 288,419 920,404 1,030,737 3,178,776 3,202,566

4 Other SaleS.........oovieeieiiieii e 546,232 476,984 2,129,719 1,706,827 6,339,150 5,584,268

5. Total Operating Revenues {ltem 1-4)................... 2.535,023 2,469,846 9,564.460 9,080,785 31,045,436 29,908,260

Operating-Expenses

6. Source of Supply Expense....................... 14,947 2,012 31,085 5,414 42,436 22,072

7. Pumping and Water Treatment Expense............. 299,096 227,546 1,252,977 1,086,621 4,123,026 3,895,175

8. Transmission and Distribution-Operation 49,169 92,734 233,495 398,663 958,977 1,238,241

9. Transmission and Distribution-Maintenance......... 72,669 93,715 417,286 446,870 1,226,826 1,402,131
10. Customer Accounts and Sales Expense.............. 102,786 71,026 453,170 468,662 1,306,154 1,441,072
11. Administrative and General Expense 832,242 737,982 3,063,311 2,620,787 8,033,323 6,700,132
12. Depreciation and Amortization..................cceeee 401,278 312,033 1,602,859 1,175,737 4,339,126 3,675,868
13. Taxes Other Than Income Taxes...........o....o...oe. 301,678 289117 1,162,688 1,168,113 3,659,230 3,606,920
14, INCOME TAXES. .. .ot 106,917 171,582 228,910 378,460 2,207,077 2,252,620
15. Total Operating Expenses (ltem 6-14).................. 2,180,782 " 2,007,747 8,445,791 7,749 327 25,896,175 24,234,231
16. Net Operating Income (item S less 15)................ 354,241 462,099 1,118,669 1,311,458 5,149,261 5,674,029
17. Other INCOME..c.ooiiiviiiiie et 7,887 (21,244) (11,147) (16,021) 104,915 (2,374)
18. Miscellaneous Income Deductions..........c........c... (5,164) 837 (7,2687) 9,270 56,999 49,698
19. Interest Charges...........cceveiiiiiiiciiiin e, 224,281 222,067 829,782 847,263 2,337,189 2,739,935
20. Net InCome........oocooviiii e e 143,011 217,951 285,007 438,904 2,859,988 2.882.022

Balance at End of Month

Aver. for 12 Mo.-To-Date

This Year Last Year This Year Last Year
(h) [0) ) (k)
21. Utility Piant In Service........ (1) 152,166,186 144,992,784 148,469,504 143,254,225
22. Construction Work in Progress........... 3,433,865 3,545,164 3,658,785 3,393,010
23. Utility Plant Acquisition Adjustment 0 0 0 0
24, Property Held for Future Use...........cccccoooveee e, 0 0 0 0
25. Accumulated Depreciation and Amort..(1). 46,921,258 43,161,062 45 000,099 41,701,518
26. Materials and SUPpPIes........ccccocooieveeeiec e 382,811 358,334 370,523 362,166
27. Unamortized Investment Credit............................. 1,396,283 1,472,651 1,437,649 1,507,653
28, Deferred Income TaX.......coccooeeeviiooieiceeiciie e 13,479,041 10,635,677 12,424,844 10,360,677
29. Contributions in Aid of Construction..................... 6,004,930 5,545,652 5,776,700 5,169,695
30. Customer Advances for Construction.. 3,306,393 2,612,356 2,842,301 2,635,696
31. Preferred Stock 1,435,000 1,453,940 1,434,578 1,487,370
32, Common StOCK. ... 13,754,235 13,754,235 13,754,235 13,754,235
33. Premium on Capital Stock and Other Capital... 4,783,398 4,781,958 4,783,278 4,781,958
34. Retained Earnings...........cccocoovvviiiieeiieieeeeeee 18,060,930 17,379,799 18,074,762 17,492,303
35. Long Term Debt........... (1) 43,347 757 24,340,991 28,287,152 28,971,985

(1) Includes Capital Lease




Page 2
SUPPLEMENTAL FINANCIAL DATA TO PSC-3.06

FOR THE MONTH ENDED APRIL 2004

Average Average
Line Monthly for 12
# Bajance MTD
1 Additions:
2 Plant in Service $150,250,944 $146,879,045
3 Plant Under Construction 2,840,199 3,658,785
4 Property Held For Future Use o] 0
5 Materials and Supplies 376,084 370,523
6 Other Additions:
7 Leased Utility Plant 1,590,375 1,590,458
8 Unamortized Painting - net 10,452 11,779
9 Working Capital C/ 1,567,918 1,567,918
10
11 Total Additions 156,635,972 154,078,508
12
13
14 Deductions:
15 Accumulated Depreciaton and Amortization 46,372,642 45,000,099
16 Accumulated Deferred income Taxes 13,075,426 12,424,944
17 Unamortized Investment Credit - Pre 1971 ) 49,474 50,506
18 Customer Deposits 0 0
19 Other Deductions:
20 Contributions in Aid of Construction 5,996,357 5,776,700
21 Customer Advances for Construction 3,028,975 2,842,301
22 All Other A (455,487) (385,351)
23
24
25
26 Total Deductions 68,067,387 65,709,199
27
28 Rate Base $88,568,585 $88.369,309
29
30 Net Operating Income $354,241 $5,149,261
31 Adjustments to NOI
32 Allowance for funds used during construction 5,671 211,713
33 Adjustment to refiect effective federal
34 Income tax rate (debt assigned to parent) 10,049 120,874
35 Interest on customer deposits 0 0
36
37
38
39 Adjusted Net Operating Income $369.961 $5,481,848
40
41
42 Rate of return B/ 5.01% 6.20%
A/ All Other
Acquisition adjustment $0 $0
Accounts payable applicable to CWIP 17,637 53,825
Unpaid for materials and supplies 54,908 50,084
Taxes on CIAC-DEF. FIT & SIT (528,032) (489,260)
(3455.,487) ($385.351)
B/ Rate of return - Monthly (L25/L18) x 12
C/ Per order
Cash working capital Lead Lag Study $525,000
Incidental collection (1,981,081)
Average cash 366,929
Other components . R 2,657,070

Working cash $1,567.918



June 29, 2004

CONTINUING-SURVEIHHEEANCE-CONSIDERATIONS=April-2004 Estimate the

effect on annual net operating income of very significant known changes occurring
within the period covered by the report, which are not fully reflected in the revenue and
expense amounts shown in the report.

Employee wage increases ($90,419)
(including associated insurance & taxes)

Revenues due to 8-7-03 rate increase $ 450,409



WATER METERS IN SERVICE AT THE END OF THE PERIOD - 04/04

Meter Size Residential Commercial Industrial Other Total
(a) (b) (c) (d) (e) 63)
36.  5/8" 61,037 5,535 25 178 66,775
37.  3/4" 111 111 3 11 236
38. 1" 252 1,307 29 139 1,727
39. 11727 19 306 6 62 393
40. 2T 17 991 92 276 1,376
41. 3" 40 4 44
42. 4"&Over 29 30 34 93
43, Totals 61,436 8,319 185 704 70,644
INSTRUCTIONS
1. This report is required of all water companies which had operating revenues for the proceeding
year in excess of $1,500,000 as provided in the Commission's rules. Prepare on a typewriter
and file within 60 days after the end of the month covered by the report. Show amounts
adjusted to the nearest dollar.
2. If any amount for the current month differs materially from that for the previous month or the
same month a year ago and the difference is not self-explanatory, annotate the amount and
explain the occasioning facts under "Remarks".
3. List the type and number of other customers in the water meters in service section under

"Remarks".

REMARKS

N/A

Date:

Title and Address:

[ ates & Revenues
1101 Broad Street, P. O. Box 6338
Chattanooga, TN 37401




MONTHLY REPORT OF REVENUES, EXPENSES AND INVESTMENTS

WATER COMPANIES

Company Name:

Tennessee-American Water Co.

PSC--3.06 Month of Report:  March 2004
Amount for this Month Year-To-Date 12 Months-To-Date
This Year Last Year This Year Last Year This Year Last Year
(a) (b) (©) (d) (e) (f) (@
Operating Revenues
1. Residential Sales.................o 1,.075178 914213 2,653,383 2,634,449 12,127,672 12,078,857
2. Commercial Sales. 820,628 700,416 2,111,759 1,984,330 9,355,086 8,953,414
3. Industrial Sales... ..o 243,927 310,334 680,808 742,319 3,227,599 3,188,652
4. Other SaIES......cccvooiiiee i 590,593 452,891 1,583,487 1,229,845 6,269,902 5,571,668
5. Total Operating Revenues (Item 1-4)...................... 2,730.326 2.377.854 7,029,437 6.590,943 30,980,259 29,792,591
Operating Expenses
6. Source of Supply Expense...............coc.ooo.. 9,769 1,214 16,148 14,856 29,501 20,402
7. Pumping and Water Treatment Expense................ 361,850 269,972 953,881 847,522 4,051,476 4,006,430
8. Transmission and Distribution-Operation................ 59,643 108,793 184,326 305,829 1,002,542 1,250,215
9. Transmission and Distribution-Maintenance... 113,806 127,308 344,617 353,154 1,247,872 1,428,055
10. Customer Accounts and Sales Expense................ 113,552 140,533 350,384 385,820 1,274,394 1,477 191
11. Administrative and General Expense...................... 793,813 849 727 2,231,069 1,894,822 7,939,063 6,453,095
12. Depreciation and Amortization..............c.cceeiirin 400,893 309,745 1,201,581 863,704 4,249 881 3,673,615
13. Taxes Other Than Income Taxes 317,465 302,202 861,010 868,995 3,656,669 + 3,607,861
14, INCOME TAXES....ieiiiceiei oot ceee e nce e 145121 27,826 121,993 209,560 2,271,742 2,207,049
15. Total Operating Expenses (tem 6-14).................... 2,315,912 2,137,320 6,265,009 5,744,262 25,723,140 24,123,913
16. Net Operating ncome (ltem Sless 15)................... 414414 240.534 764,428 846,681 5257119 5,668.678
17. Other tncome......oocoeiiiiiniiies 13,176 4135 (19,034) 5,223 75,784 18,277
18. Miscellaneous income Deductions. 345 6,234 (2,103) 5,750 63,000 57,918
19, Interest Charges........ocoooeiiii e 238,803 225,546 605,501 625,195 2,334,975 2,807,105
20. Net InCome. ..ot 188.442 12.889 141,996 220.959 2,934.928 2,821,932
Balance at End of Month Aver. for 12 Mo.-To-Date
This Year Last Year This Year Last Year
(h) 0 0 )
21. Utility Plant In Service........ [ T 151,936,183 144 886,454 147,871,720 142,978,613
22. Construction Work in Progress...............co.cceeee. 3,059,985 3,396,427 3,668,060 3,311,414
23. Utility Plant Acquisition Adjustment......................... 0 0 0 0
24. Property Held for Future Use 0 0 0 0
25. Accumulated Depreciation and Amort..(1)............. 46,581,675 42,890,985 44 686,750 41,463 535
26. Materials and Supplies.......c.coovooiiiiiiii 393,049 346,286 368,483 362,187
27. Unamortized investment Credit....................oooooo. 1,402,647 1,479,015 1,444 013 1,514,017
28. Deferred INCOME TaX........ocooiiiriiiiieciii e 13,310,142 11,351,324 12,273,716 10,310,677
29. Contributions in Aid of Construction....................... 6,001,464 5,542,661 5,738,427 5,095,801
30. Customer Advances for Construction.................... 3,066,640 2,566,024 2,784,464 2,638,772
31. Preferred Stock. ... 1,435,000 1,476,500 1,436,157 1,493,500
32. Common Stock........ooceiiiiiii i 13,754,235 13,754,235 13,754,235 13,754,235
33. Premium on Capital Stock and Other Capital.......... 4,783,398 4,781,958 4,783 158 4,781,958
34. Retained EamMIiNgS........ccoooooiiiiiiiiee e 17,918,214 17,562,978 18,018,002 17,426,593
35. Long Term Debt........... (1) 43,347,758 33,424,295 27.459,710 30,567,287

(1) Includes Capital Lease




TENNESSEE-AMERICAN WATER COMPANY

Page 2
SUPPLEMENTAL FINANCIAL DATA TO PSC-3.06
FOR THE MONTH ENDED MARCH 2004
Average Average
Line Monthly for 12
# Balance MTD
1 Additions:
2 Plant in Service $150,142,697 $146,281,262
3 Plant Under Construction 2,642,310 3,668,060
4 Property Heid For Future Use fa) 0.
5 Materials and Supplies 373,842 368,483
6 Other Additions:
7 Leased Utility Plant 1,590,333 1,590,458
8 Unamortized Painting - net 10,617 12,110
9 Working Capital C/ 1,567,918 1,567,918
10
11 Total Additions 156,327,717 153,488,291
12
13
14 Deductions:
15 Accumulated Depreciaton and Amortization 46,189,770 44,686,750
16 Accumulated Deferred Income Taxes 12,940,888 12,273,716
17 Unamortized Investment Credit - Pre 1971 49,603 50,764
18 Customer Deposits 0 o]
19 Other Deductions:
20 Contributions in Aid of Construction 5,993,499 5,738,427
21 Customer Advances for Construction 2,936,503 2,784 464
22 Afl Other A (454,537) (401,402)
23
24
25
26 Total Deductions 67,655,726 65,132,719
27
28 Rate Base $88,671,991 $88,355572
29
30 Net Operating Income $414,414 $5,257,119
31 Adjustments to NOI
32 Altowance for funds used during construction 4218 231,114
33 Adjustment to reflect effective federal
34 income tax rate (debt assigned to parent) 10,061 120,824
35 Interest on customer deposits 0 o]
36
37
38
39 Adjusted Net Operating Income $428,693 $5,609.057
40
41
42 Rate of return B/ 5.80% 6.35%
A/ Alf Other
Acquisition adjustment 30 $0
Accounts payable applicable to CWIP 13,883 53,825
Unpaid for materials and supplies 60,606 50,084
Taxes on CIAC-DEF. FIT & SIT (529,026) (505,311)
($454,537) (3401.402)
B/ Rate of return - Monthly (L25/L18) x 12
C/ Per order
Cash working capital Lead Lag Study $525,000
Incidental collection (1,981,081)
Average cash ) . . 366,929
Other components 2.657.070

Working cash $1.567,918



May 28, 2004

CONTINUING SURVEILLANCE CONSIDERATIONS — March 2004 Estimate the
effect on annual net operating income of very significant known changes occurring
within the period covered by the report, which are not fully reflected in the revenue and
expense amounts shown in the report.

Employee wage increases ($48,978)
(including associated insurance & taxes)

Revenues due to 8-7-03 rate increase $ 588,269



WATER METERS IN SERVICE AT THE END OF THE PERIOD - 03/04

Meter Size Residential Commercial Industrial Other Total
(a) (b) (© () (©) (9
36. 5/8" 60,901 5,553 26 177 66,657
37 3/4" 106 111 3 11 231
38. 1" 230 1,286 29 139 1,684
39, 1 1/2" 19 506 6 62 393
40— 14 O82 92 273 1361
41, 3" 39 4 43
42 4"&QOver 1 28 30 34 93
43 Totals 61,271 8,305 186 700 70.462
INSTRUCTIONS

(U8

This report is required of all water companies which had operating revenues for the proceeding

year in excess of $1,500,000 as provided in the Commission's rules. Prepare on a typewriter
and file within 60 days after the end of the month covered by the report. Show amounts
adjusted to the nearest dollar.

If any amount for the current month differs materially from that for the previous month or the

same month a year ago and the difference is not self-explanatory, annotate the amount and
explain the occasioning facts under "Remarks".

List the type and number of other customers in the water meters in service section under
"Remarks".

REMARKS

N/A

I certify4Rat to the best of my knowledge and belief thigls a trye’and correct report:

. 200 (Signed)
Title and Address:

Director’- Rates & Revenyes
1101 Broad Street, P. O. Box 6338
Chattanooga, TN 37401




WATER COMPANIES
Company Name: Tennessee-American Water Co.

PSC--3.06 Month of Report: February 2004
Amount for this Month Year-To-Date 12 Months-To-Date
This Year Last Year This Year Last Year This Year Last Year
{a) (b) () () © ) {9
Operating Revenues
1. Residential Sales...... . 797,543 1,134,396 1,578,205 1,720,235 11,966,707 12,106,882
2. Commercial Sales. 687,677 834,058 1,291,131 1,283,914 9,234,874 8,954,629
3. industrial Sales. ... 256,047 257,414 436,881 431,984 3,294,006 3,160,273
4. Other SAIES......covviiiiiie e 476,715 435,984 992 894 776,953 6,132,199 5,551,162
5. Total Operating Revenues (ltem 1-4)...................... 2,217,981 2.661,852 4.299 111 4,213,086 30,627,786 29,772,946
Operating Expenses
6. Source of Supply Expense..............cc...o... 2941 1,177 6,379 2,188 20,946 19,688
7. Pumping and Water Treatment Expense................ 318,673 293,869 592,031 589,103 3,959,598 4,060,173
8. Transmission and Distribution-Operation................ 42,536 99,175 124,683 197,136 1,051,692 1,252,715
9. Transmission and Distribution-Maintenance........... 100,324 123,231 230,811 225847 1,261,374 1,425,298
10. Customer Accounts and Sales Expense 108,000 109,295 236,832 257,103 1,301,375 1,485,024
11. Administrative and General Expense...................... 870,513 634,569 1,437,256 1,033,078 7,994,977 6,077,803
12. Depreciation and Amortization..........ccccoorcverieenn 400,479 311,056 800,688 553,959 4,158,733 3,673,449
13. Taxes Other Than Income Taxes... 304,210 302,859 543,545 566,794 3.641,406 3,583,723
14, INCOME TaAXES.....oiiieeeiieieiieeee et ctee e e e rneeee e (41,686) 243,567 (23,128) 180,568 2,152,931 2,309,615
15. Total Operating Expenses (item 6-14).................... 2,105,991 2,118,798 3,949,097 3,605,776 25,543,032 23,887,488
16. Net Operating Income (ltem 5 less 15)................... 111,990 543 054 350,014 607.310 5,084,754 5,885,458
17, Othel INCOME..... i e (17,676) (1,412) (32,210) 1,088 66,743 12212
18. Miscellaneous Income Deductions. (6,699) 285 (2,448) 683 70,405 58,253
19. Interest Charges........ccooooiiiiiiciicc 174,494 222,587 366,698 399,650 2,321,718 2,867,543
20, Net INCOMEe.........cooiiiiiccieeee e (73.481) 318,770 (46,446) 208.065 2,759.374 2,971,874
Balance at End of Month Aver. for 12 Mo.-To-Date
This Year Last Year This Year Last Year
(h) 0) i) (K)
21. Utility Plant In Service........ (1) 151,698,443 144 650,655 147,284,243 142,686,731
22. Construction Work in Progress...........ccccoeveeeeennns 2,547,501 3,243,829 3,696,097 3,225,796
23. Utility Plant Acquisition Adjustment.............c.....c..... 0 0 0 0
24. Property Held for Future Use . 0 0 0 0
25. Accumulated Depreciation and Amort..(1)............. 46,186,686 42,586,457 44,379,192 41,223,016
26. Materials and SUPplies.......ccccooeeeviemrericee e 368,647 347,498 364,586 363,482
27. Unamortized Investment Credit... . 1,409,011 1,485,379 1,450,377 1,520,381
28. Deferred income TaX........oreeeieennnn. .} 12,831,530 10,535,677 12,110,482 10,260,677
29. Contributions in Aid of Construction..... .| 5,988,467 5,493,559 5,700,193 5,008,112
30. Customer Advances for Construction.................... 2,898,217 2,618,826 2,742,746 2,643,799
31. Preferred StOCK........cooiieiiiiiiiiccie e 1,435,000 1,476,500 1,439,615 1,497,750
32. Common Stock.......cccoovvviiiiriiiece e . 13,754,235 13,754,235 13,754,235 13,754,235
33. Premium on Capital Stock and Other Capital. 4783 398 4,781 958 4,783,038 4,781 958
34. Retained Earnings........cccooooviiiiiiiececeeeee 18,615,581 17,531,834 17,988,399 17,331,299
35. Long Term Debt........... (1) 24,354,471 24,354,471 26,632,755 32,162,388

(1) Includes Capital Lease



Page 2
SUPPLEMENTAL FINANCIAL DATA TO PSC-3.06

FOR THE MONTH ENDED February 2004

Average Average
Line Monthly for 12
# Balance MTD
1 Additions:
2 Plant in Service $150,041,203 $145,693,784
3 Plant Under Construction 2,433,473 3,696,097
4 Property Held For Future Use 0 0
5 Materials and-Suppiies 364,239 364586
6 Other Additions:
7 Leased Utility Plant 1,590,250 1,590,458
8 Unamortized Painting - net 10,783 12,442
9 Working Capital C/ 1,567,918 1,567,918
10
11 Total Additions 156,007,866 152,925,285
12
13
14 Deductions:
15 Accumutated Depreciaton and Amortization 45,993,818 44,379,192
16 Accumuiated Deferred Income Taxes 12,756,261 12,110,482
17 Unamortized Investment Credit - Pre 1971 49,732 51,022
18 Customer Deposits 0 0
19 Other Deductions:
20 Contributions in Aid of Construction 5,988,516 5,700,193
21 Customer Advances for Construction 2,871,435 2,742,746
22 All Other A (467,968) (394,657)
23
24
25
26 Total Deductions 67,192,794 64,588,978
27
28 Rate Base $88.815.072 $88,336.307
29
30 Net Operating Income $111,990 $5,084,754
31 Adjustments to NOI
32 Aliowance for funds used during construction 3,097 251,272
33 Adjustment to reflect effective federal
34 Income tax rate (debt assigned to parent) 10,077 120,761
35 Interest on customer deposits 0 o]
36
37
38
39 Adjusted Net Operating Income $125,164 $5,456,787
40
41
42 Rate of return B/ 1.69% 6.18%
A/ All Cther
Acquisition adjustment $0 $0
Accounts payable applicable to CWIP 8,313 53,825
Unpaid for materials and supplies 54,500 50,084
Taxes on CIAC-DEF. FIT & SIT (530,781) (498,566)
(3467.968) ($394,657)
B/ Rate of return - Monthly (L25/L.18) x 12
C/ Perorder
Cash working capitaf Lead Lag Study $525,000
Incidental collection (1.981,081)
Average cash 366,929
Other components . 2,657,070

Working cash $1,567,918



April 29, 2004

CONTINUING SURVEHN.LANCE CONSIDERATIONS = February 2004 Estimate
the effect on annual net operating income of very significant known changes occurring
within the period covered by the report, which are not fully reflected in the revenue and
expense amounts shown in the report.

Employee wage increases ($62,433)
(including associated insurance & taxes)

Revenues due to 8-7-03 rate increase $ 730,724



WATER METERS IN SERVICE AT THE END OF THE PERIOD - 02/04

Meter Size Residential Commercial Industrial Other Total
(a) (b) (© (d) (e) ()
36,  5/8" 60,766 5,550 27 180 66,523
37 3/4" 105 111 3 12 231
38 1" 221 1,267 28 140 1,656
39 11/2" 19 302 6 61 388
40, 2" 14 081 02 273 1366
41. 3" 37 4 41
42 4"&Over 27 30 34 91
43 . Totals 61,125 8,275 186 704 70,290
INSTRUCTIONS

1. This report is required of all water companies which had operating revenues for the proceeding
year in excess of $1,500,000 as provided in the Commission's rules. Prepare on a typewriter
and file within 60 days after the end of the month covered by the report. Show amounts
adjusted to the nearest dollar.

2. If any amount for the current month differs materially from that for the previous month or the
same month a year ago and the difference is not self-explanatory, annotate the amount and
explain the occasioning facts under "Remarks".

3. List the type and number of other customers in the water meters in service section under
"Remarks".

REMARKS

N/A

I certify thajeto the best of my knowledge and belief this 4 correcy.report:

Date: .200 (Signed)

Title and Address:

Director - Ratds & Revénues
1101 Broad Stieet, P, O. Box 6338
Chattanooga, 37401




MUNIHLY KEPOUKI Or REVENUED, CAFENDED ANU INVED I MENTO
WATER COMPANIES

Company Name:

Month of Report:

Tennessee-American Water Co.
January 2004

PSC--3.06
Amount for this Month Year-To-Date 12 Months-To-Date
This Year Last Year This Year Last Year This Year Last Year
(a) (b) {c) (d) () (f) (@
Operating Revenues
1. Residential Sales.....coeeiieneineeviericniccicec e 780,663 585,839 780,663 585,839 12,303,560 11,786,915
2. Commercial Sales....iervrmiieerieniccre e 603,454 449,856 603,454 449,856 9,381,255 8,737,404
3. Industrial Sales 180,834 174,570 180,834 174,570 3,295,373 3,174,536
4. Other SAIES.....uveeeeeeeeeierie it ere s 516,179 340,969 516,179 340,969 6,091,468 5,516,295
5. Total Operating Revenues (ltem 1-4)......ccceceennes 2,081,129 1.551.235 2.081,130 1,651,234 31,071,656 29,215,150
Operating Expenses
6. Source of Supply Expense.........c.ceeeeveenne, 3,438 1,011 3,438 1,011 19,182 18,944
7. Pumping and Water Treatment Expense............... 273,358 295,234 273,358 295,234 3,934,794 4,063,489
8. Transmission and Distribution-Operation............... 82,146 97,961 82,146 97,961 1,108,331 1,291,375
9. Transmission and Distribution-Maintenance 130,487 102,616 130,487 102,616 1,284,281 1,400,330
10. Customer Accounts and Sales Expense................ 128,832 147,808 128,832 147,808 1,302,670 1,494,272
11. Administrative and General EXpense........c.cceceeve.nd 566,743 398,509 566,743 398,509 7,759,033 5,849,731
12. Depreciation and Amortization 400,209 242,903 400,209 242,903 4,069,311 3,671,643
13. Taxes Other Than INCOME TaXeS....ocveervmmrrreeenerrnns 239,334 263,935 239,334 263,935 3,640,055 3,562,990
14, INCOME TAXES..uureiriiiereameeisctteaereraresaaessreaseseeaeeeae 18,558 (62,999) 18,558 (62,999) 2,438,184 2,144,024
15. Total Operating Expenses (ltem 6-14).......ccvceee 1,843,105 1,486,978 1,843,105 1,486,978 25,555,841 23,496,798
16. Net Operating Income (ltem 5 1ess 15).c.cccvrerreenen 238.024 64,257 238,025 64,256 5,515,815 5,718,352
17, Other INCOME .urviiirierrernrecreeecrensreesraesenareessanrasneas (14,534) 2,500 (14,534) 2,500 83,007 13,743
18. Miscellaneous Income Deductions. 4,251 398 4,251 398 77,389 57,968
19. Interest Charges......ccceevuiieecveniesree et eeeeens 192,204 177,063 192,204 177,063 2,369,811 2,929,432
20. Net INCOME. ittt ce s cene e s e ere e 27,035 (110,704) 27,036 (110,705) 3,151,622 2,744,685
Balance at End of Month Aver. for 12 Mo.-To-Date
This Year Last Year This Year Last Year
(h) 0) i) (k)
21. Utility Plant In Service........ [ TR 151,564,464 144,537,053 146,696,927 142,400,869
22. Construction Work in Progress . 2,319,445 3,044,636 3,754,133 3,124,991
23. Utility Plant Acquisition Adjustment.........cceccnvienees 0 0 0 0
24. Property Held for Future Use........oceeoevcervccmcricnenns 0 0 0 0
25. Accumulated Depreciation and Amort..(1)... 45,800,950 42,267,803 44,079,173 40,982,558
26. Materials and Supplies.............. 359,831 388,248 362,824 368,858
27. Unamortized Investment Credit 1,415,375 1,491,743 1,456,741 1,526,745
28. Deferred INCOME TaX.iivveueivieeceieerieesierecnvereseenes 12,880,991 10,485,677 12,037,424 10,210,677
29. Contributions in Aid of Construction................ 5,990,564 5,493,188 5,658,951 4,924,911
30. Customer Advances for Construction. 2,844 652 2,701,798 2,719,464 2,642,712
31. Preferred StocK....oovvviivreernricierenerenes 1,435,000 1,476,500 1,443,073 1,502,000
32. Common Stock 13,754,235 13,754,235 13,754,235 13,754,235
33. Premium on Capital Stock and Other Capital....... 4,783,398 4,781,958 4,782,918 4,781,958
34, Retained Earnings....cccceoeivireceeieenineneeenecneeieenes 18,668,998 17,195,214 17,896,175 17,264,635
35. Long Term Debt........... (Do 24,361,132 24,361,132 27,389,057 33,757,290

(1) Includes Capital Lease
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SUPPLEMENTAL FINANCIAL DATA TO PSC-3.06
FOR THE MONTH ENDED January 2004
Average Average
Line Monthly for 12
# Balance MTD
1 Additions:
2 Plant in Service $148,956,090 $145,106,469
3 Plant Under Construction 2,202,642 3,754,133
4 Property Held For Future Use 0 ]
5 Materials-and-Suppties 348, 78F—————362,;824—
6 Other Additions:
7 Leased Utility Plant 1,590,250 1,590,458
8 Unamortized Painting - net 11,115 12,774
9 Working Capital C/ 1,567,918 1,567,918
10
11 Total Additions 155,676,802 152,394,576
12
13
14 Deductions:
15 Accumulated Depreciaton and Amortization 45,613,910 44,079,173
16 Accumulated Deferred Income Taxes 12,843,064 12,037,424
17 Unamortized Investment Credit - Pre 1971 49,990 51,280
18 Customer Deposits 0 0
19 Other Deductions:
20 Contributions in Aid of Construction 5,970,109 5,658,951
21 Customer Advances for Construction 2,804,701 2,719,464
22 Ali Other A (402,628) (387,522)
23
24
25
26 Total Deductions 66,979,146 64,158,770
27
28 Rate Base $88.697,656 $88.235,806
28
30 Net Operating Income $238,024 $5,515,815
31 Adjustments to NOI
32 Allowance for funds used during construction 1,861 272,144
33 Adjustment to reflect effective federal
34 Income tax rate (debt assigned to parent) 10,063 120,654
35 interest on customer deposits 0 0
36
37
38
39 Adjusted Net Operating Income $249,948 $5.908,613
40
41
42 Rate of return B/ 3.38% 6.70%
A/ All Other
Acquisition adjustment 30 30
Accounts payable applicable to CWIP 134,313 53,825
Unpaid for materials and supplies 52,228 50,084
Taxes on CIAC-DEF. FIT & SIT (589,169) (491,431)
(5402,628) ($387.522)
B/ Rate of return - Monthly (L25/L18) x 12
C/ Per order
Cash working capital Lead Lag Study $525,000
Incidental collection (1,981,081)
Average cash 366,929
Other components 2,657,070

Working cash ’ $1.567.918



WATER METERS IN SERVICE AT THE END OF THE PERIOD - 01/04

Meter Size Residential Commercial Industrial Other Total
(2) (b) (c) (d) (e) 63]
36. 3/8" 60,689 5,549 27 180 66,445
37.  3/4" 105 111 3 12 231
38. 1" 222 1,265 28 140 1,655
39, 112" 19 301 6 61 387
40. 2" 14 978 92 273 1,357
41, 3" 36 4 40
42. 4"&Over 27 30 34 91
43. Totals 61,049 8,267 186 704 70,206
INSTRUCTIONS

1. This report is required of all water companies which had operating revenues for the proceeding
year in excess of $1,500,000 as provided in the Commission's rules. Prepare on a typewriter
and file within 60 days after the end of the month covered by the report. Show amounts
adjusted to the nearest dollar.

2. If any amount for the current month differs materially from that for the previous month or the
same month a year ago and the difference is not self-explanatory, annotate the amount and
explain the occasioning facts under "Remarks".

3. List the type and number of other customers in the water meters in service section under
"Remarks".

REMARKS

N/A

I certify that to the best of my knowledge and belief this is a true and correct report:

Date: , 20 (Signed)
Title and Address: Director - Rates & Revenues
) 1101 Broad Street, P. O. Box 6338
Chattanooga, TN 37401




March 26, 2004

CONTINUING SURVEILLANCE CONSIDERATIONS — Januarv 2004 Estimate

the effect on annual net operating income of very significant known changes occurring
within the period covered by the report, which are not fully reflected in the revenue and
expense amounts shown in the report.

Employee wage increases ($75,888)
(including associated insurance & taxes)

Revenues due to 8-7-03 rate increase $ 859,393



U.S. Drought Monitor

Tennessee

Drought Conditions (Percent Area)

(07/22/2008 map)

None | D0O-D4
Current 325 | 675 | 533 | 408 | 44 | 00
LastWeek | 355 | 675 | 533 | 408 | 44 | 0.0

3 Months Ago
(05/06/2008 map)

466 | 534

394 | 228 0.0 0.0

Start of
Calendar Year | 274 | 726
(01/01/2008 map)

608 | 538 | 468 | 199

Start of
Water Year 0.0 [ 100.0
(10/02/2007 map)

100.0 | 100.0 | 857 | 61.3

One Year Ago 00 | 1000
(07/31/2007 map) ’ ’

100.0 [ 96.4 | 65.0 59

Intensity:

DO Abnormally Dry
D1 Drought - Moderate
. D2 Drought - Severe

The Drought Monitor focuses on broad-scale conditions.
Local conditions may vary. See accompanying text summary

for forecast statements.

Bl D3 Drought - Extreme
Bl D4 Drought - Exceptional

http://drought.unl.edu/dm

July 29, 2008

Valid 7 a.m. EST

USDA A
o o o i i r\gﬂ if
m Ns:wu;m;]ht Mitigation Centar l&}&

Released Thursday, July 31, 2008

Author: B. Fuchs, NDMC, and L. Edwards, WRCC
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