














 

  

TENNESSEE AMERICAN WATER COMPANY 

DOCKET NO. 10-00189 

FIRST SET OF DATA REQUESTS OF THE  

CHATTANOOGA MANUFACTURERS ASSOCIATION 

 

 

Responsible Witness: Michael A. Miller 

Question: 

27. Please provide in tabular format the authorized rates of return in orders from around the 

country (if any), known to, presented by, reviewed by or referred to by any Company 

witness or employee relative to any AWW or TAWC affiliated entity, that supports or 

contradicts TAWC's opinion that an 11.5% return on common equity is fair, just, 

reasonable, or representative of current investor expectations for a water utility. Please 

include, but do not limit your response to the jurisdiction, docket number, authorized 

return, number of customers served and dates of the order(s) surveyed by any witness for 

Tennessee-American or its affiliate(s), the date the return rate became known to the 

Company witness, and the bases (if any) why a different return should be awarded to 

TAWC. 

 

Response: 

The Company objects to this question on the grounds that the requested information is 

overly broad, unduly burdensome, vague and ambiguous.  The Company further objects 

to this request on the grounds that it seeks information that is neither relevant nor 

reasonably calculated to lead to the discovery of admissible evidence.  Without waiving 

the objections, the calculation of the cost of equity capital is normally based on different 

methods and variations of the basic DCF, Risk Premium and CAPM methodologies 

which are based on financial market conditions at points in time and changes in investor 

expectations can and do occur based on any number of conditions present when such 

analysis supporting the cost of equity capital are prepared.  Based on Mr. Miller’s limited 

review, he is not aware of any AWW employee who has provided testimony or a study 

that determines, supports or contradicts the 11.5% cost of equity capital used by the 

Company.  
 

































































































































































 

  

TENNESSEE AMERICAN WATER COMPANY 

DOCKET NO. 10-00189 

FIRST SET OF DATA REQUESTS OF THE  

CHATTANOOGA MANUFACTURERS ASSOCIATION 

 

 

Responsible Witness: Michael A. Miller 

Question: 

33. Concerning the Company's development of cash working capital included in rate base, 

please provide the following: 

a. A description of the purpose of including cash working capital in rate base. 

b. Identify all previous Tennessee Regulatory Authority precedent for developing 

cash working capital in the manner proposed by the Company in this proceeding.  

c. Please describe the purpose of a lead-lag study in estimating an appropriate 

amount of cash working capital for regulated utility operations. 

d. Please provide a comparison of Tennessee-American's method for estimating an 

appropriate amount of cash working capital for Tennessee operations relative to 

the methodology used by affiliated AWW water utilities in other 

jurisdictions. 

 

Response: 

a. Working cash represents the capital invested by the Company as generated by the 

lead/lag from the time revenue is generated until collected, and time expenses are 

incurred until they are paid.  These timing differences are embedded in the capital 

structure of the Company.  The purpose of including working cash in rate base is 

to appropriately recognize in rate base working cash so that the Company can 

recover the appropriate cost of that invested capital in rates.  

b. The Company objects to this request as being overly broad and unduly 

burdensome, and requires research that can be performed by the CMA.  Without 

waiving these objections, the Company has performed a lead/lag study for this 

case and has determined its working cash consistently with the approach approved 

by the TRA in docket number 08-00039. 



 

  

c. The purpose is to determine the amount of days the Company has the use of 

revenue for expenses until the day the expense is paid for (lag) and the time 

between when revenue is recorded and when the cash from that revenue is 

received.  The lead/lag days are then applied to the appropriate cost of service 

elements to determine the appropriate working cash requirement to include in rate 

base. 

d. The Company objects to this question on the grounds that the request is overly 

broad, unduly burdensome, requires research that can be performed by the CMA, 

and requests information not in the possession of TAWC in the format requested.  

Without waiving these objections, in rate cases filed this year for the regulated 

subsidiaries of AWW in the states of Virginia, West Virginia, and Kentucky, the 

working cash was prepared from a lead/lag study using the same methodologies 

as used in the TAWC lead/lag study.   Mr. Miller has not researched the lead/lag 

studies filed in other jurisdictions for other AWW regulated subsidiaries.  
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