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TENNESSEE AMERICAN WATER COMPANY
DOCKET NO. 10-00189
SUPPLEMENTAL DISCOVERY REQUEST OF THE
CONSUMER ADVOCATE AND PROTECTION DIVISION

Responsible Witness:

Question:

123.

In testimony before the Kentucky Public Service Commission, Mr. Mike Miller testified
that weather normalization had been used in Tennessee since 1989. In TAWC's appeal of
Docket 08-00039, the Company utilizes pre-filed testimony from a 1991 Tennessee
Public Service Commission ("TPSC") in support of its ‘position on Dr. Spitznagel's
weather normalization adjustment. The TRA does not maintain public records of TPSC
dockets. Provide copies of all testi1ﬁony and final orders of the rate cases, from 1985

through 1995, filed by TAWC before the TPSC that are in the company's possession.

Response:

The Company objects to this request on the grounds that it is overly broad, unduly
burdensome and seeks information that is neither relevant nor reasonably calculated to
lead to the discovery of admissible evidence. In addition, most of the pertinent data was
in the working papers and accounting exhibits which are not part of the case files

maintained by the Company for each TAWC rate case.

Without waiving these objections, the Company has reviewed the orders and testimony in
its rate case files and provides the testimony of Mr. Edwin Oxley and Mr. Edward Grubb,
employees of AWWSC who provided testimony concerning the weather normalization
issue in the Company’s 1991 and 1996 rate cases which both ended in settlement. In Mr.
Oxley’s testimony in the 1991 case, (beginning on page 3, question and answer 10) he
indicates the Company used the weather normalization approach used by the Staff in the
Company’s previous rate case (case number TPSC U-89-15388). In Mr. Grubb’s
testimony from the 1996 rate case (Case number U-96-00959) he again describes
(beginning on page 3-line 15 and continuing to page 6 line 9) that the Company utilized
the regression model developed by the Tennessee Public Service Commission Staff and

has been used by the Staff in the last three rates cases.



Copies of the testimony of Mr. Oxley and Mr. Grubb are attached to this response and
identified as TN-CAPD-SUPPLEMENTAL-Q123-ATTACHMENT. The Company
could find no other mention of WNA because its historical TAWC rate case records are
limited and presumably because the cases ended in settlement with no dispute or issue

regarding the WNA approach.

December 8, 2010 Supplemental Response:
As stated during the December 2, 2010 meet and confer, the Company will make its copy
of all rate case testimony and final orders from 1985 through 1995 available at the offices

of Bass, Berry & Sims, PLC for inspection and copying.

January 4, 2010 Supplemental Response:
See the attached documents, labeled as TN-CAPD-SUPPLEMENTAL-QI123-
SUPPLEMENTAL ATTACHMENT, for the materials selected for copying by the

Consumer Advocate.
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BEFORE THE TENNESSEE PUBLIC SERVICE COMMISSION

Nashville, Tennessee

IN RE: PETITION-OF TENNESSEE-AMERICAN WATER
: COMPANY TO PLACE INTO EFFECT A REVISED
TARIFF
. DOCKET NO. U-83-7226
" ON REMAND
PETITION OF TENNESSEE-AMERICAN WATER
COMPANY TO PLACE INTO EFFECT A
REVISED TARIFF

DOCKET NO. U-85-7338

ORDER.

These matters are before ‘the Tennessee Public Service Commiséibn
upon the petition filed by Tennessee-American Water Company (hereinafter.
Tennessee-American or Company) on January 8, 1985 to increase its rate§

and charges to produce .$2,807,901 in additional annual revenues.

The Commission held service hear{ngs on May 2 and May 20, 1985
in Cnattanooga to permit the customers of the Company to comment on the
Company's quality of service. The financial hearing was held on June 3,
1985 before Chairman Jane G. Eskind, CommiSsioner Frank D. Cochran and
Commissi;ﬁer Keith Bissell in Chattanboga, Tennessee. The following

appearances were entered:

APPEARANCES:

MR. WILLIAM L. TAYLOR, JR., MR. WILLIAM D. SPEARS, &nd
MR. J. DUANE CANTRELL, Attorneys, 8th Floor, Blue Cross
Building, Chattanooga, Tennessee 37402, appearing

on behalf of Petitioner, Tennessee-American Water
Company. _

MR. DANIEL R. LOFTUS, Attorney, 18th Floor, First
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American Center, Nashville, Tennessee 37239; MR.
W. LEE MADDUX, 400 Pioneer Bank Building, Chattanooga,
Tennessee 37402; and MR. ROBERT KIRK WALKER and '
‘MR, WILLIAM C. CARRIGER, Attorneys, 1200 Maclellan
. Building, Chattanooga, Tennessee 37402, appearing -
on behalf of Intervenors, City of Chattanooga; City of
Signal Mountain; and Chattanooga Manufacturers - '
Association. '

.MR. DON SCHOLES, Assistant General Counsel, Tennessee
Public Service Commission, C-1-103 Cordell Hull
Building, Nashville, Tennessee 37219, appearing on
behalf of the Commission Staff.

The Commission considered these matteérs &t its Commission Conference

. on June 18, 1985. Upon consideration of the record in these proceedings,

the Commiss-iori conc]udes:that the Company is entitled to a rate increase -
which will produce $1,340,796 in additional annual revenues}- In support
6f its decision, the Commission makes the following findings and
conclusions.

REMAND

On April 11, 1985 the Tennessee Court of Appeals remanded the
Company‘s previous rate case, Docket No. U-83-7226, to the Commissioh
to either reconvene hearings on the Company's cost of equity or issue
a new ordér based on the re;ord in that case. Because the Company haﬂ
a pending rate case before the'Commission, a ‘hearing on the Cbmpany's
need for additional revenues, which includes a consideration of the cost
of equity for the Company, was already scheduled for June of 1985,
Because the Commission has set new rates for the Compaﬁy in this case

which replace-the rates set in Docket No. U-83-7226, no further action

on the remand of Docket No. U-83-7226 is.neéessary.

-2 -
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DESCRIPTION OF PETITIONER

Tennessee-American is a water distribution company which serves
substantially all of the City of Chattancoga and adjacent territory in
the states of Tennessee and Géorgia. The Company is a wholly-owned subsidiary
of American Water WOrké Company, Inc. (hereinafter AWWC). The Company

' presently serves approximately 63,000 customers,

CRITERIA FOR ESTABLISHING JUST AND REASONABLE RATES

To establish just and reasonable rates for the Company, the

:3 Commission has selected a test period and made findings in the following
E“ areas to test the Company's earnings under its current rate structure:
d (1) The investment or rate base upon which the utility
£
B ' should be permitted to earn a fair rate of return.
% (2)  The proper level of revenues for the utility.
E (3) The proper level of expenses for the uti]ity;
%v .~ . (4) The rate of return the utility should earn.
i o :
§ Both the Company and the Staff have used as a test period the
% " twelve months ending June 30; 1986. At the beginning of the hearing, the

. Company and the Staff entered a stipulation in which the.Company accepted
.'the rate base, level of revenues, and all expense levels of the Staff for

~ the test year except for (1) fuel and power, (2) customer accounting,

t]

W

. and (3) federal income tax. We find that the test year, rate base,
ff;Z;énues, and expenses upon which the Staff and the tdmpany aéree should
| Vbe.adopted for sett%ng rates in this case. . In addition to the disputed
i expense jssues, the Company's papita] structure and rate of return are

: also disputed issues in this case.
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FUEL AND POWER EXPENSE

The Company has included a 5% increase in electricity.rafes
in its level of fuel and power expense for the test year. The Staff
adjusted this 5% increase out of its level of fuel and power expense for

the test year.

Company witness, Mr. Edwin Oxley, testified that the Company
had included a 5% increase in electricity rates in its fuel and power
expense because the Manader of the Chattanooga Electric Power Board had
informed the Company that the Board projected'a 5% increase for October 1,
1985. Tr. 134. Staff witness Ms. Roﬁyn Yazdian testified that the
‘Manager of.the Power Board informéd her that the proposed 5% increase
is to be a'direct pass-through from TVA to the Company by the Power Board.
Tr. 338. Ms. Yazdian further testified that Mr. Victor Villa of TVA
had informed her that no f1na1 dec1s1on had been made concerning the 5%
1ncrease in e]ectr1c1ty rates for the Chattanooga Electric Power Board

Tr. 338.

We find that the level of fuel and power expense projected by the
Company, which includes the 5% increase in electricity rates, should be
adopted 1in thia case. The Company's supplier of electricity, Chattanooga
Power Electric Board, has told the Company to expect a 5% increase in
electricity costs~daring the test year. The Company must make its future
efEEnse projections using the 5% increase. Therefore, the Commission
should include the 5% increase in the Company's expenses and for setting

rates in this case.
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CUSTOMER ACCOUNTING EXPENSE

The Staff has reduced the customer accounting expense projected

by the Company for the test year by making two adjustiments. First, the
Staff reduced the Company's Purolator Courier expenses by $10,527.
Seéond, the Staff reduced the Company's billing computer services costs

by $147, 748. - S }

We find tﬁgt the Staff's adjustment for reduced Purolator -
Courier expense should be adopted. During the Staff's investigation
the Company revised its estimate of Purolator Courier expense for the
test year dowrward from $18,327 to $7,800. The Sfaff used the Company's '

new estimate of Purolator Courier expense for the test year

The Company argued at the hear1ng that the projected level of
Puro]ator Courier expense or1g1na11y estimated by the Company is the
appropr1ate level for the test year. Mr. Edgemon testified that the
A  Company did revise its estimate of Puro]ator'Courier expense during
fhe Staff's investigation. He further stated, however, that the Combany
failed to inform the Staff that Purolator Courier expense would increase
because of the conversion from bi-monthly to monthly meter reading. With
monthly meter reading, meter reading documents must be sent to the data
‘center on a monthly rather than bi-monthly basis. The Company contends
that the or1g1na1 projection of Puro]ator Courier expense was sufficient

tn_50ver the cost of the new expense

Staff has used the latest estimate of Purolator Courier expense
for the test year provided by the Company. In an attempt to support its

original projection, the Company has reviewed its expenses since the Staff

-5 -
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c]o;éd its investigation and found that the Purolator Courier expense
would probably increase. The Company was aware of the chénge frém bi-
monthly to monthly. meter reading when the Staff was conducting its
investigation and.fafled to include any increase for Puro]ator_Coufier
expense. Staff arques that the Cbmmjssion should not permit the Company |
to select one expense which has inqreased since the end of the Staff's
ihvestigatfon and include this expense in the test year without reviewing
all other expenses. We agree; If the Staff had another bpportunify to
review the Company's expenses since the close of its investigation,
expenses which may have decreased may have aiso been found. An
eXaminétion of the Company's revenues since the close of the Staff's
‘investigation might have produced a different level of revenues. To
preserve the match between revenues and expenses, we accept the Staff's

level of Purolator Courier expense.

The Staff's reduction of computer billing services expénsé
involves a dispu£e over a change in the method of a]iocatiﬁg these costs,
Before 1984 éach of the American Water_WOrks Service-Company'§ (Hereinafter.
Service Compény) data processing centers functioned indépeﬁdent of each A
other with coordination frém a general office. Each center was treated
as a éeparate cost center allocating costs to each subsidiary water
distribution company based on the number of bills rendered for that

_company. In 1984 all three centers were brought under the direct

Supervision of the general office. Services are now provided system-
wide, and work for any company can be done at any center. The Service
Company also changed its method of allocating the costs of its three data

centers. The Sefvice Company now combines the costs of all three billing

-6 -
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centers and bills out ‘the cost on a per bill basis systém—wide.-

Company witness Mr. Dillard Edgemon testified that the Sérvice
Company's changé in the method of a]]pcating costs caused some of the’
subsidiaries of Awa'to realize increases and some décreaSes,inftheir
current computer bi]]ing services costs. Tr. 83. Tennessee-American

realized an iﬁcrease in computer bi]]ing'services cost per bill under
the new procedure. Mr. Gaines testified that the average computer
billing services cost per bill increaséd from 18.6 cents in 1983 to 23;8‘
cents in 1984. The Company's original computér billing services costs
for the test year would incfegse the average cost per bill to 41.2 cents.

Tr. 291.

Staff contends that the new allocation procedure shifts a
disproportionate amount of computer billing services costs-to Tennessee-

American. Therefore, Staff used a historical trend to project cbmputef

billing services costs for the test year. The Staff's level of expense

results in an average cost of 2f.6 cents per bill for the test year.

At the hearing Mr. Edgemon testified thaf the computer billing
services co§ts for the first four months of 1985 were below budget
and that the cost per bill to Tennessee-American was actually 31.3 cents
per bill. To ref1ect this decrease the Company.revised its estimate of
‘Computer billing services costs for the test year to $236,624 which ekceeds

[ ..

the Staff's projection by $74,294. e

The Commission finds that the Company's revised level of

computer billing services expense should be adopted in this case. The
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Anew billing allocation procedure results in a more accuraté distribution )
bf computer billing costs to the operating companies of AWNC; Tr. 83.

Mr; Edgemon testified that an overall cost savings ‘has been realized

with ‘the 1985 budget being only .6% higher than 1984. Tr. 83. The .
staff's level of computer billing serQices expense-is 1gss tﬁan the

expense actually inéurred in 1984. Tennessee-American will continue to

be billed by the Service Company for computer billing service costs

at the increased level under the new allocation method. 'The higher cost is
an expense which is presently being -incurred and will continue to be

incurred. Rates must be set to cover this expense.

By bringing the management of all three data processing centers
under the supervision of the general office, the Company receivéslbenefits
from the entire data processing départment of the Service Company not
avai]ab]é before. Programming resources can be shared which allows for
program development to be accomplished at any center. - Large implementation
efforts of new systems ¢dn’be developed by in-house personnél which might
be’qost prohibitive if each center continued as aﬁ’independent management
and cost center. Centralization bf data processing resources provides for
a betfer system of disaster planning and backup. Standardizgd-security
procedures for all three data cénters provide better protection against

~ unauthorized éntry. Centralization permits the coordinated purchasing

S Gﬁ—hardware, software, and supplies which results in lower costs and.

’ better'vendor suppbrt. These benefits which result from centralization
will benefit the Company's ratepayers now and in the future. The Company's.

| projected computer billing services expense is reasonable and will be

~adopted.
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INTEREST EXPENSE

The Staff has calculated the éompany's interest expense to be
used in computing its federal ihcome taXes by multiplying the weighted‘
cost of debt recommenaed by Dr. Westfield by the Staff's rate base.  The
Company contends that the appropriate interest e*pense'for the test year
.is the actual interest expense reported on the books of -the Company.

The Staff's method of computihg interest expense take§ into account the

tax saVingQ which result from the Company'ff]ing a consolidated tax

~return with its parent, American Water Works- Company, and includes the

assignment of an interest component to that portion of the Company's

rate base financed by accumulated deferred investment tax credit (ADITC).

The Staff's computation of interest expense recognizes the tax
savings thch result from the Company filing'é consolidated tax return.
with its parenf. AWWC. Cdnsolidated tax savings adjustments have been
made for a number of ufi]ities in Tennessee which participate in filing
a consolidated tax return with their parent ho]ding companies., The
recognition of consolidated tax savings in a utility's cost of service
recognizes that'the utility actually pays Tess tax as a result of the
consolidated filing than it would pay if it filed a separate return. The
Commission méde this same consolidated tax savings adjustment for the
Company in its last rate case. The Commission's use of a tax savings
zﬂiystmeht has been expressly upheld by the Tennessee Supreme Court.
United Inter-Mountain. Telephone Co. v. Public Service Commission, 555 S.W.

2d 389, 392-93 (Tenn. 1977).

In computing the Company's interest expense, the Staff has assigned

an interest component to that portion of the Company's'rate-base which is

_9-
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‘financed by ADITC, This adjustnent is commonly known as interest
synchronization. ADITC permits a utility to generate capital without.
the Company incurring additional debt or its investors supplying funds.-
The‘tax credit reduces the utility's tax liability to the-Internal |
Revenue Servfce (IRS) by a percentage of the cost of eligible property
purcha;ed during the tax year. At the same time, the utility's tax
11abijity for ratemaking purposes is not reduced. Therefore, funds
oollected from ratépayers to cover the utility's tax liability for rate-
making purpooes, which will never be paid to the IRS because of the tax
credit, are used by the utility to finance plant and eduipment.; The

.'capital financed by ADITC is not financed by debt or investor supplied

funds but is generated by tax benefits under the Internal Revenue Code.

In calculating the Company's overall cost of service, the
Commission must include a debt cost for that portion of the rate base
. financed by ADITC. The Staff contends that in calculating the Company's

interest expense for federal income taxes the Commission should include

interest expense for that portion of the Company's rate base financed
by ADITC. The Staff's .calculation thereby.synchronizes the interest
expense used to determine the Company's overall cost of service with the

- interest expense used to determine the Company's federal incame tax expense.

The Company.argues that no interest expense associated with ADITC
ﬁhou]d be included in the Company's federal income tax calculation. The
Company points out that it will not be able to use this interest expense
to reduco its federal income tax expense.  In addition, the Company contends
that the Staff's computation of interest expense may make the Company

_ineligible for the ADITC under I.R.C. § 46 (f)(2) and regulations

- 10 -
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promulgated thereunder. Section 46 (f)(2) of the Internal ReVehue Code -
and the accompanying regulations providé that a utility remains é]igib]e
for the credit as long as cost of service is reduced by no more than "a

ratable portion of the credit" and as long as no reduction is made in the

rate base.

The Commission has addressed this issue in several recent rate

cases. In éach case the Commission has adopted the interest synchronizatfon

method to compute interest expense. In each case the Commission has found

that interest synchronization does not violate section 46 (f)(2). The
interest synchronization method doés not result in more than ratable
-reduction in cost of service in violation of sectioﬁ 46 (f)(2).. The
Staff's method assumes that cost of service would remain exactly the same
if ADITC did not exist because the Company would finance its p]ant'by a
combination of debt and equity in the same proportion as in the capital
structure. No ¢hange in the percentage of debt wou]d occur, and.therefore
no change would occur in the tax liability used to compute cbst‘of service.
Accordingly, cost of service remains unaffected by using the iﬁterest

) synchronization method to calculate the Company's interest deduction in

Computing its federal income tax. See New England Telephone & Telegraph

Co. v. Public Utilities Commission, 448 A. 2d 272 (Me 1982).

Moreover, the legislative history of section 46 (f) clearly
demoristrates that Congress intended both the ratepayers and investors

= 0f a utility tb share the benefits of the investment tax credit. The

rporemVeNis HaiaNin A LNV R u e T
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T TIY o PO it R vt
= o i

House Report to the Revenue Act of 1971, the statute which added section
% (f) states:

_In restoring the investment credit for public utility
property of regulated companies, the committee has given
careful consideration to the impact of this credit on

- 11 -
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ratemaking decisions. Although there are many different
“ways of treating the credit for ratemaking purposes, your
committee, in general, believes that it is appropriate to
. divide the benefits of the credit between the customers
of the regulated industries and the investors in the
regulated industries. ’

H.R. Rep. No. 533, 92d Cong., 1st Sess. 24, (1971)
U. S. Code Cong. & Ad. News 1971, 1839.

Under the Staff's interést synchronization method, both the investors and-
ratepayers benefit from the credit. The uti]ity obtains interest-free
éapita], and the ratepayers receive lower rates as a re§u1t of the lower
cost of service from the interest deduction.

The Commission used the interest synchronization method to compute
the Company's interest expense in its last rate case. The Company

challenged the use of interest synchronization on the appeal of its last

rate case to the Chancery Court of Davidson County. The Court affirmed

the Commission's use of interest synchronization. Tennessee-American Co.

v. Tennessee Public Service Commission, No. 83-1887—1 (Tenn. Ch. Ct.

July 27, 1984.1/

1/ Courts and state commissions adopting interest synchronization.-
Union Electric Cao. v. FERC, 668 F. 2d 389, 393-95, (8th Cir. 1981);
Nepco Municipal Rate Committee v. FERC, 668 F. 2d 1327, 1337-38 (b.C.
Cir. 1981), cert. denied, 102 S. Ct. 2929 (1982); New England Telephone
& Telegraph Co. v. Public Utilities Commission, 448 A. 2d 272, 304-09 .
(Me. 1982); Narragansett Electric Co. v. Burke, 475 A. 2d 1379, 1384-86
(R. I. 1984); Re Continental Telephone Co. of the South = Alabama, 62
"P.U.R. 4th 61, 107-09 (ATa. PSC 1984); Re Oklahoma Gas & Electric Co.,
61 P.U.R. 4th 113, 114-15 (Ark. PSC 1984); Re Iowa Power & Light Co.

59 P.U.R. 4th 599, 613 (Iowa St. Commerce Commission 1984); Re o
Kansas City Power & Light Co. 38 P.U.R. 4th 1, 25-27, (Mo PSC 1980);
Re Ohjo Bell Telephone Co. 58 P.U.R. 4th 423, 460-62 (Ohio PUC 1984);

— Pennsylvania Public Utility Commission v. Pennsylvania Power Co.,. 60
P.U.R. 4th 593, 635-38 (Pa. PUC 1984). -

Courts and state commissions rejecting interest synchronization.
Commonwealth of Kentucky ex rel. Beshear v, Continental Telephone Co,
No. 82-CA-2649-MR (Ky. Ct. App. July 22, 1983); North Carolina

ex rel. Utilities Commission v. Carolina Telephone & Telegraph Co.

61 N.C. App. 42, 300 S.E. 2d 395, 398-401 (1983); Re Commonwealth
Edison Co., 61 PUR 4th 1, 19-20 (I11. Comwnerce Commission 1934); .

Re Southwestern Bell Telephone Co. 42 P.U.R. 4th 89, 124-25 (Kansas
State Corp. Commission 1981); "Re Consumers Power Co., 63 PUR 4th

- 12 -
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We find that both the consolidated tax savings adjustment and
jnterest synchronization adjustment are appropriate. Therefore, the

_interest expense developed by the staff for the test year will be adopted

in this case.:

ADDITIONAL EXPENSE FOR MONTHLY METER READING

In their brief the Intervenors requested that the Commission
disallow the increased costs for monthly meter reading of $206,082.19

for the test year. Intervenors contended that the Company had not )
demonstﬁéted a clear need to return to the policy of monthly meter readings.
In 1978 the Company instituted a policy of reading meters every ’

other month. In the interim month the Company jssued a bill for service

.based on an estimated reading. The change to a bi-monthly reading of

meters WasAinstituted to reduce the costs accompanying monthly meter
‘readings. Since the 1mp1ementation of the bi»monthly meter reading,

"the Company has experienced a continual increase in the number of customer

:
]
i

éf@o ntacts concerning their bills. Tr. 46-47. Many of these contacts -

pogTer

fare'attributed to the estimated billings under the bi-monthly reading’
“policy. Tr. 47.

SHEECEDE

In 1978 the Company received approximately 46,000

S A SRR

‘ﬁte]ephone calls; in 1984 the Company received 80,203 telephone calls.
“Tr. 3.

73, 114-15 (Mich. PSC 1984); Re New England Telephone & Telegraph
Co. 55 P.U.R. 4th 296, 308-10 (VE. Public Service Board 1983);
Washington Utilities & Transportation Commission v. Continental
Telephone Co. of the Northwest, Inc., 55 P.U.R. 4th 11, 22 (Wash.
UEiT. & Trans. commission (1983).

-13 -
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The Company has returned to a monthly meter reading‘program
to reduce the number of phone calls and office visifs prompted by the
Company's customeir dissatisfaction with estimated bills. Tr. 17,
The monthly meter reading program will also serve to make @Lstomers
aware of plumbing problems on a more timely basis, and. thereby customers.
‘may évoid the receipt of a JarQe'bi]] for water that ﬁas_been lost

through leakage. Tr. 47.

To implement the monthly meter reading program, the Company
* had to_édd seven meter readers to'its work force. Before implementing
the program, however, the Company waélébie to modify its operations to
eliminate seven-existing positions. Tr. 48. Therefore, no increase in
the Company's work force was required to change from biQmonthly to
monthly meter réaﬂing.

.The Commission finds that the exbenses assotiated_with the
new monthly meter program should beAalléwed: The hohth]y meter reader
prbgram will probab]y'reduce the overwhelming number of inquiries made

to the Company and improve the Company's customer serviée.

The rate base and revenues and expenses adopted by the Commission
for setting.rates‘in this case are attached as appendices to this

Order.

CAPITAL STRUCTURE

e

The'Company has recommended that the Commission adopt a "stand
alone" approach in determining the Compény's cost of capital. The
"stand alone" approach ignores the parent-subsidiary relationship

between AWWC and Tennessee-American and uses Tennessee-American's own

-14 -
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capital structure. Company witness Dr. Roger Morin recommends'the'
following “stand alone" capital structure for Tennessee-Amer1can

projected for the year ending June 30, 1986.

Class of Capital © . % of Total . % Cost - NE1%hE 3
Long-term debt ' 53.61% 9.66% 5.18%
Short Term debt - .97 : 10.50_. .10
preferred Stock 7.88 7.32 58
Accumu]ated deferred _
investment tax credit 5.02 11.64 - .58
Common Equity 32,52  15.75 5.12
Total Capital 100.00% ' ~11.56%

Intervenors' witness Dr. Fred Westfield has recommended that the
Commission adopt a double leverage approach to determine the Company's
cost of capital. The double leverage approach recognizes that the common
.equ1ty investment in Tennessee—Amer1can is prov1ded in part by the common
:StOCk investors of AWWC and in part borrowed by AWWC or prov1ded by owners

of ANNC'S preferred stock. Dr. Westfield recommends the following capital

. structure for Tennessee~American determined as of Decembéer 31, 1984.

Percent Cost Weighted

. Total Rate Cost
* Long Term Debt '
"=Fennessee-American 57.65% 9.66% 5.57%
.. American Water Works Co. 5.04 7.65 0.39 =
“Short Term Debt ‘
! Tennessee American 0.15 9.99 | 0.01-
referred Stock o A A
ennessee American 8.62 - 7.36 Co 0.63
merican Water Works ' 1.78 5.10 0.09
mmon Stock 26.75 14.50 - 3.88

al 100.0% 10.57%
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" The Commission adopts the double leverage capita}‘structure
advocated by. Dr. westfield for setting rates in this case;i Dr.
Westfield has used the double leverage capital structure for the Company
as of December 31, 1984 because this capital structure contains the
latest balance sheet data based on the actual accounts of the Company.
Tr. 354-55. He did not use the Company's projected capital structure
for the year ending June 30, 1986 because this projected capital |
structure was based on a projection of the Company's future earnings and
dividends. Tr. 355. Future earnings are not known until the Commission’
makes a decision in this case. The parent company's desire for‘dividenos
as opposed to retained earnings may also affect the projected capital
structure. Dr. Westfield testified that the capitalization ratios of a
company the size of Tennessee-American may fluctuate over time because of
maJor new financing, especially bonds and preferred stock. Tr. 355.

Therefore, we conclude that the December 31, 1984 capital structure of

Dr. Westfield based on the latest balance sheet data avai]ab]e will serve

as ao-appropriate target capitalization ratio for setting rates in this

case.-

The Company argues that the Commission should reject double
leverage and ignore the parent;subsidiary relationship between AWWC and
ﬁhe Company. Dr. Morin testified that'the Commission should pretend that
TennesseeaAmerican's equity capital is raised in the marketplace, and
US1ng AWWC and other comparable companies as surrogates for tive- Company,
try to guess what the market cost of the Company's equ1ty capital wou]d

bg1f its stock were publicly traded.

- 16 -
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The double leverage approach rejects this fiction. The Company
.qoes not sell its stock to the public; all of its stock is;finahced by
its parent corporation, AWWC. Thus, the Combany's cost of equity is not
determined by "the impersonal forces of the financial market" but by
"board room decisions made by a parent corporation which controls; to
a great eXtent,‘the ultimate cost of a subsidiary's equity." General

Telephone Co. of the Southwest v. Public Utility Commission of Texas,

No. 13, 491 (Ct. App. 1982). The double leverage approach récognizes the
financial benefits of the Company's leveraged capital structure and allows
the ratepayers to share in the advantages of the Company's parent=

subsidiary relationship.

To ignore the effect of leverage at the parent level would result
-<in the regulated utility's earningmore ‘than its cost of capital and
.wou]d produce a windfall return for AWWC's stockholders in excess‘of the
authorized return set by this Commission. A1l of the benefits of
V‘Aieverage would flow to the shareholders and none to the ratepayers.

"+ As Dr. Westfield testified:

If Dr. Morin were to account for the amount of common
equ1ty investment for each of AWWC's subsidiaries

using his method, he would end up with a total equity
investment by ANWC s stockholders in the assets of

the operating subsidiaries that is far greater than is
their actual investment in these assets. The difference
is accounted for by the assets financed with parent
company debt and preferred stock. Furthermore, he would
conclude that the cost of the common equity of all the
subsidiaries, when priced at the cost of equity to AWWC,
is substantia]]y greater than it actually-is. The
amount is the difference between cost to the parent of
"common equity and the embedded cost of its debt and .
preferred stock that is actually incurred. With Dr.
Morin's theory the rate payers of AWWC's subsidiaries

are asked to pay for the cost of AWWC common stock that

doesn't even exist. Tr. 359.

- 17 -
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we adopt the doubTe leverage approach in thi

js case to insure that share-
holder

s of AWWC do not earn more on their investment than the market cost
of equity.

The Commission has consistently recognized the effect of double

leverage in a parent-subsidiary relationship in every case in which the

jssue has been raised. In the Company's last rate case, the Commission

adopted a double leverage capital structure for the Company like the doubTe

Jeverage capital structure recommended by Dr. Westf1e1d in this case.

On appeal to the Chancery Court of Davidson County, - the Company chaTTenged the

commission's use of double leverage. The Chancellor aff1rmed the
Commission's adoption of a double Teverage capital structure concTud1ng

that the adoption of a double leverage capital structure was within the

Commission's discretion. Tennessee- Amer1can Water Company V. Tennessee

Public Service Comm1ss1on No. 83- 1887-1 (Tenn. Ch. Ct. July 27, 1984)

Although the Company appeaTed the Chancellor's decision to the Court of

Appeals, the double leverage issue was not appealed to that court. We
adopt the same doubTe leverage approach in th1s case

RATE OF RETURN

No real dispute exists between the Company and Dr. Westfield over

the appropriate cost of Tong-term debt, short-term debt, and preferred

stock of AWWC and Tennessee -American. Dr. Westfield used the embedded

Cnst rates supplied by the Company for AWWC's and Tennessee- -American's

long- term debt and preferred stock. Dr. Westfield used a 9. 99% cost

rate for short-term debt; the Company "recommended a 10% cost rate for

short-term debt on the day of the hearing. Therefore, we adopt the.cost

- 18 -
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of long-term debt, short-term debt, and preferred stock recommended

by Dr. westfield for setting rates in this case. Dr. Westf1e1d and the

Company' s expert witness Dr. Morin do not agree on the appropriate cost

of equity. Dr. Westfield has recommended a return on equity of 14. 5%

Dr. Morin recommended a return on equity of 15.75%.

In selecting an appropriate return on common equity, the

Commission must determine what investors in the marketplace require to

invest in the Company. This determination is not subject to exact

measdrement but requires the exercise of judgment to estimate an

appropriate return. Both Dr. Morin and Dr. Westfield used the DCF

methodology, a comparable earnings anaﬁysis, and risk premium methodology

to arrive at a reasonable return on equity.

. Dr. Morin and Dr. Westfield used the standard DCF model to

estimate the Company's cost of equity by estimating the cost of equity

of the Company's parent, AWWC. The DCF model states the return on

common equity is equal to the dividend yield that an investor expects

plus the expected capital appreciation that an investor requires in

the investment.

Dr. Westfield and Dr. Morin agreed that the expected dividend
which should be used in calculating the dividend yield should be $1.025.

Dr. Morin testified that the stock price which should be used in

N A NG R S SIS

calcu1at1ng the dividend yield is the most current. pr1ce of the Company's
: stock.

ey

He used the price of AWNC s stock on May 29, 1985, $26.00.

Dr. Westfield testified that he preferred to use a range of stock prices

RO TR LTt

He used the high and low pfice of AWWC's stock for the three months ending
on April 30, 1985, $27.75 and $20.00.

ST

We find that the range of stock

- 19 -
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priceé used by Dr. Westfield is appropriate. Dr. Nestfie]ditestified
that a range should be used because."markets are subject to random
fluctuations and...prices at any moment may be in a transition state."'
Tr. 363. He Further indicated ithat he used a range because the market
is having some difficulty in determining the value of AWWC's stock at

the present time. Tr. 407.

The most:difficult part of implementing the DCF model is
estimating the growth rate which is in the mind of investors. To
ascertain the growth rate to be used in the DCF calculation, Dr. Morin
used ‘four different approaches. F1rst he ca1cu1ated a growth rate of
11.28% based upon AWWC's historical dividends per share. Second he

used a growth rate of 12% based on security analysts' growth forecasts

~ for AWWC. Th1rd he calculated a growth rate of 11.2% using the retention
ratio‘method. Under this method the growth rate is calculated by
multiplying the fraction of earnings expected to be retained by the
Company (expected retention ratio) by the expected return on book equity
(expected return). Dr. Morin used 70% for the expected retention ratio.
'FOr the expected returo he used 15%, which is the we1ghted authorized

raté of return on book equity for AWWC ‘subsidiaries in all of their
jurisdictions. The last method used by Dr. Morin to estimate the

growth rate was his "extended DCF analysis." In this analysis he calculated
two growth rates, an intermediate growth rate of 11.5% to allow achieved
f. Zhiurns to recover the authorized 15% return over a ten-year per]od, and

a 10ng term growth rate of 10.74%.

Dr. Westfield also examined AWWC's historical dividends per share

{0 estimate a growth rate for the DCF ca1cu1at1onf He concluded that the

- 20 -
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11.28% growth rate used by Dr. Morin was reasonable and used tt as the
upper limit of a reasonable range of growth rates for AWWC. Dr. Westfield
~also used the retention ratio method to find the appropr1ate growth

rate for AWWC. He used an expected retention ratio Qf 68.5%, which is

the historical average for the years 1979-1984 and is the average between the
retention ratio estimated by Value L1ne for 1985 of 69% and for 1987- 1989
of 68A Dr. Westfield used an expected return of 12.75%. He arrived

at 12.75% by taking the average of the Value Line proaected return of
14.0% for 1985 and for the 1987-1989 per1od and averaging that f1gure with
the experienced five-year average rate of return of 11.5% for AWWC. DBr.
Westfield's retention ratio analysis yields a growth rate of 8.73% which

he uses as the lower 1limit of his reasonable range for growth rates.

Both Dr. Morin and Dr. Westfield agree that the appropriate
growth rate for the DCF model using a historical dividend growth rate
is 11.28%. We find that the growth rate calculated by Dr. Westfield _
using the retention ratio method is more appropriate than Dr. Morin's,
Abr. Morin simpiy uses 15% as the expected return because 15% is the
current weighted authorized return on equity for AWWC subsidiaries in all
the1r Jurisdictions. Dr. Westfield begins with the projected return of
14% by Value Line for 1985 and for the 1987-1989 period. He statés that
such a high projection does not take into account the appropriate regulatory
tsiPoﬁse to the excess of market value to book value of AWWC's stock. Tr.
366. To make an allowance for a market-to-book value ratio substantially
greater than- one, Dr.'westfield takes the average of the 14% return
Projected by Value Line and the experienced five year average rate of

return for AWWC of 11.5%. Tr. 366. Dr. Westfield's average produces an

- 21 -
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estimate of 12.75% for an expected return on book equity. Dr. Westfield's

growth rates and dividend yields produce a return on equity for AWWC

" in the range of 13.9% to 15.0%.

The Combany criticizes Dr. Westfield for not using the forecasted
gfowth raté of 12.5% published by Value Line as the appropriate growth rate
for the DCF model. The 12.5% projected growth rate is for the period of 1982f1984
to 1987-1989. Tr. 4f3; The DCF mpde] assumés a rate of growth which can |
be sustained into perpetuity, not a rate of growth over the next three or
four years. Tr. 415. Dr. Westfield testified that Value Line does not
expect earnings to grow at the same speed as the 12.5% dividend growth rate
over the long run. Tr. 414, Thefefore, 12.5% is not a sustainable long-
term rate of Qrowth which can be used in the DCF model. Tr. 414. We
find that the 12.5% growth rate forecasted by Value Line is not an

appropriate growth rate to be used in the DCF model in this case.

We further find that the growth rates developed by Dr. Morin
in his "extended DCF analysis" are not appropriate in this case. The

‘"extended DCF analysis" of Dr. Morin is based on the faulty hypothesis

‘that dividend growth rate will for ten years exceed the long run growth

rate, This hypothesis is inappropriate when the market-to-book value of

the stock exceeds one 1like AWWC's stock. Tr. 369. Moreover, the growth

rate calculated by Dr. Morin for the ten year period assumes that

“Buthorized returns for AWWC subsidiaries will remain at 15% for the ten

ar period. Tennessee-American's current authorized return is 14%. No
e can predict the authorized returns which state regulatory commissions will
ant over the next ten years. Therefore, the Commission will not rely

on Dr. Morin's "extended DCF analysis" to estimate"the'appropriate cost

- 22 -~
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Both Dr. Morin and Dr. Westfield pefformed a comparable.earnings
énaiysis to estimate the cost of equity in this case. Dr. Morin used a
group ofv23bA—rated electric utilities whose average r%sk'és a group

was comparable to the Company. He also used as a comparable group the
seven regulated Bell regional operating companies whose avefage risk as
a group was as risky as the Company. Dr. Morin's DCF analysis of the
group of e]ectric.utilities using a hisforica] growth rate resulted in

a 16.75% return on equity for the group. The same DCF analysis using
security analyét;' growth forecasts resulted in a 15.10% return on equity
for the group. The DCF analysis performed on the group of telephone
companies using security analysts' growth forecasts resuTted in a 15.34%

return on equity.

Dr. Westfield used a group of eight water utilities for his
comparable earnings analysis. He applied the DCF formula to this group7
of water companies and obtained a range of expected rate of returns on

common stock between 14.5% and 14.9%.

Dr. Westfield testified that Dr. Morin's comparisons are not
useful. Tr. 371. We agree. Dr. Westfield testified that electric
utilities are exposed to a greater magnitude of business risks from
ﬁnexpected changes in fuel prices ahd from chst_overruns on new plants
than water utilities. Tr. 371. Dr. Westfield further explained that
the group of telephone companies used by Df. Morin was not a useful
group of comparables. Investors had great difficulty in assessing the
correct value of these stocks, particu]ariy during-1984. No historical
data was available for these companies. There was 1ittle market

experience. Confusion existed concerning how regulation would influence
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the new regional companies' net incomes. Tr. 377. Moreover;»Df. Morin's
dividend yields were out of date because of the dec¢line in interest rates

_and increase in utility stock prices since Dr. Morin's calculations for

" . November 27, 1984. Tr. 371.

Dr. Westfield's group of eight water uti]ities, on the other
hand, provides a useful group of comparables. Dr. Westfield's eight
companies taken as a whole have water utility opérating revenues‘aﬁd total
invested capital not much different from AWWC. Tr. 371. Their average
common equity ratio of 39% compares favorably to AWWC's 32 to 35%. Tr. 371.
The average‘qua1ity of common stock in the group as rated by Standard
and Poor's is A-. AWWC's common stock is rated A+. Tr. 371. We find that-
Dr. Westfield's comparable earnings analysis provides a better estimate
-of AWWC's cost of equity under this method than thé ana]ysis_Perfofmed by

"Dr. Morin.

In estimating a return on equity, Dr; Mofin makes a 5% adjustment
to his returns on equity for flotation costs. Dr. Westfield_does not make
an adjustment for f]otatioh costs. Dr. Westfield testified that since
fhe Company is not anticipating any new external financiig before the end
of the test year, no flotation adjustment is necessary. Tr. 368. The
Commission fouﬁd that no adjustment for flotation costs was necessary
for United Intér-Mountain Telephone Company in its last rate case'becaﬁse
United Intgr—Mountain did not anticipate any new financing'unti1 after

the end of the test year. In Re: Petition of United Inter-Mountain

Teleplione Co.,ADockét'No. U-83-7273 (June 15, 1984) at 18.

- 24 -
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We find that no flotation cost adjustment should be made in
this case. When the Company does not anticipate any néw>financing,
the Company's ratepayers{shdu]d not be required td supply an additional
return to covér thé costs of issuing new stock and the effects of -

2/

market pressure which will not occur.%

Both Dr. Morin and Dr. Westfield used the risk pfemium method
to estimate AWWC's éosf of equity. A]fhough Dr. Morin and Dr. Westfield
used different approaches to arrive at a risk premium for the»Compaﬁy,
the risk prémiums recommended by these expert witnesses weré very close.
Dr. Morin testified that the appropriate risk premium was 3.3%; Dr.
Westfield te§tﬁfied that the apprbpfiate risk.premiﬁm‘was‘3.5%. Dr.:
Morin recommends a higher cost of equity using the risk premium method
than Dr. Westfield because he uses long-term A-rated bond yields of 12.5%
in his’approaéh. Dr. Westfield uses rates of return on riskless securites

in the 10.4% to 11.5% range.

" We conclude that risk premium détermined by both -expert witnesses
should be added to the rates of return on riskless securities recommended
by Dr. Westfield. Using yields on 1ong-term.A-rated,bonds in the risk

premium approach overstates the'Combany's cost of equity. In United

2/ Other state commissions have reJected a f]otat1on cost adjustment
using the same rationale. Re Potomac Electric¢ Power Company, 36

== P.U.R. 4th 139, 159-163 (D.C. P.S.C. 1980); Re Napnagansett Electric
Company, 52 P. U R. 4th 271, 284-85 (R.I. P.U.C. 1983); Reé New
England Telephone & Te]egraph Co., 62 P.U.R. 4th 503, 52T (vt.
Pub. Serv. Bd. 1984).
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Ihter-M0untain Telephone Company's last rate case, we recognized:

Because of the large deficits of the United States °
Government, yields on bonds are extraordinarily
high relative to inflation rates. Government bonds:
crowd out utility bonds arnd other high grade borids

- much more so than they crowd out stocks.

Common stocks of a regulated utility have a dividend
that can be expected to rise faster if jnflation
unexpectedly rises. A Tlong-term bond has a constant
interest, payment even if inflation rates increase by
a factor of ten. As a result, stocks of reqgulated
utilities provide better protection against
unanticipated inflation than do long-term bonds.

" In Re: Petitfon of United Inter-Mountain Telephone Co. Docket No. U—83-?
7273 (June 15, 1984) at 18.
We conclude that the return on riskless securities rather than the return
on long-term bonds is more appropridte for estimating the Compdny's'COSt
B of equity under the risk premium approach. Dr. Westfield's results under

the risk premium approach are in the 13.9% to 15% range.

o Based upon the evidence introduced in this proceéding, we conclude

that a réturn on equity of 14.5% should be adopted in this case.
RATE_DESIGN

Tﬁe Combany's tariff filed with the petition reduces the number
of rate blocks from nine to four, combines the genera] water and industrial
classifications into one general water service rate schedule, and .establishes
aﬁ optional sﬁecia] use tariff for large indusfria] customers. The tariff
#tso increased the rate for the billing and-collecting services pérformed
by the Company for certain municipalities from $.388 to $.429 pef bill.
The Company's rates represgnt the fFirst step in implementing cost based rates

under a cost of service study performed by the Company.

- 26 -
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Durfng the course -of the hearing, the Company proposed a fifth
rate block for usage over 5.000 CCF. This fifth rate block would give
an alternative to 1arge industrial customers who do not want to comm1t
to the Company S proposed Spec1a1 Use Tariff. Under the ‘Special Use—
Tariff induetria] customers must commit to.pay for a certain minima]:

lTevel of water usage monthly.

We conclude that the Company's rate design should be adopted
inc}uding the proposed fifth rate block for usage over 5,000 CCF.
However, by adopting the Company's rate design in tpis proceeding, we
reserve judgment on further 1mp]ementat1on of the Company s cost. of

service study in future pr0ceed1ngs before the Commission. The Company's

proposed rates in each rate block should be adjusted proportionally to

reflect the revenue award we have granted.

The Company filed tariffs with the Commission on June 21, 1985,
which conform to the directives set forth in this order. Therefore,

these tariffs filed June 21, 1985 are hereby approved to become effective

as of the date of this order.

IT IS THEREFORE ORDERED:

1. That the Company's proposed tariffs filed on January 8, 1985

are hereby'denied.

[ .

2.. That the Company's proposed tariffs filed on June 21, 1985
designed to produce $1,340,796 in additional annual revenues are hereby

approved to become effective as of the date of this order.

- 27 -
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‘3. That any party éggrieved with the Commission's decision in
~ this matter haé a right of judicial review bx filing a Petition for
Review in the Chancery Court of Davidson County within sixty (60) days

from and after the date of this order.

CHAIRMAN

COMMISSIONER

COMMISSIONER

| 0 ATTEST

EXECUTIVE DIRECTOR | .
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CERTIFICATE OF SERVICE

I certify that a copy of the attached proposed or'der':has been
mailed to all parties in this proceeding and a copy has been placed in

the Commission files this 2¢7h day of June, 1985.

y S

Woradd €. Johele
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APEENDIX

TENNESSEE-AMERICAN WATER COMPANY
RATE BASE
For the 12 Months Ending June 30, 1986

Line

ADDITIONS: :
1 Plant in Service $71,007,262
2  CWIP 174,162
3 Leased Utility Plant 725,000
4 Materials & Supplies 290,138
5 Cash ~362,979
6 Total Additions $71,833,583
~ DEDUCTIONS:

7  Accum. Depreciation 14,187,609
-8 Accum. Deferred FIT 1,326,082
9 Amortization of Leased Plant 274,896
10  Unpaid For Mat. & Supplies 47,852
11 Cash Advanced Through Oper. -98,089
12 Unamortized ITC - Pre 71' -103,330
13 Cont. in Aid of Construction 2,264,518
14 Customer Advances 1,263,680
15  Customer Deposits _ ~40,947 "
16 Accts. Payable - CWIP & Plant 42,228
17 Acquisition Adjustment 672,445
18 Total Deductions s 125,498
. | —
19 Rate Base $51,708,085

[OTET— T ————
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APPENDIX -

. TENNESSEE-AMERICAN WATER COMPANY
’ INCOME STATEMENT
For the 12 Months Ending June 30, 1986

OPERATING REVENUES
OPERATING EXPENSES

Labor
Purchased Water
Fuel and Power

"Chemicals

Waste Disposal
Management Fees

Group Insurance
Pensions

Regulatory Expense
Insurance Other

Than Group

Customer Accounting
Uncollectible Expense
Rents :

General Office Expense
Miscellaneous

Other Maintenance Expense
Tank Painting

~ Preliminary Survey and

Tnvestment Charges
Interest on Customer Deposits
Depreciation .

‘Amortization

Other Taxes
Federal Income Tax

Total Operating Expenses

Net Operating Income

$18,031,623

$ 3,762,396

243,664
141,753
631,270
472,114
284,721
103,077

176,781
641,276
174,726
119,996
153,867
476,183
545,574
56,957

-19,833
2,223,105
748,459

313,240,060

t——————————————

$ 4,791,554
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TENNESSEE-AMERICAN WATER COMPANY _ RECD T3 FUTLIC
DIRECT TESTIMONY ey o
EDWIN L. OXLEY . i SEitYian Ldeat.

Will you please state your name and business address? ey e

Pt b e e e =t

My name is Edwin L. Oxley, and my business address is 1325 Virginia

street, East, Charleston, West Virginia, 25322.

By whom are you employed and in what capacity?
I am employed by the American Hater Works Service Co., Inc., as a

Revenue Requirement Specialist for the Southern Region.

What 1; the American Water Horks‘Service~Co., Inc.?

The American Water Works  Service Company provides financial,
accounting, eng1neer1ng.'and management services to the various
subsidiaries of American~ Water Works Company, Inc., including the

Tennessee-American Water Company, under the terms of a contract with

the Service Company.

What are your responsibilities as a Revenue quuirement Specialist?

My responsﬂb115t1es 1nt1udé.the preparation and presentation of rate
filings requested by the six (6) operating companies'which comprise
the Southern Region of American Water Works. In addition to

Tennessee, these Companies are located in the States of West

virginia, Virginia, Kentucky and Maryland.

Would you describe your educational background and business

experience?



DI

TN—CAPD-O1~Q123-ATTACHMENT 2 Page 2 of 19

. Difétt Testimony

gdwin L. Oxley

page Two
A
6- Q"
ik
A.
1 Q.
A.
B. Q.
A.

A brief summary of my educational background and businéssiexperience

is attached to this testimony as Appendix I.

Have you previously participated in regulatory matters?

‘Yes. 1 have prepared rafe case filings and presented testimony

before State Regulatory Commissions in Tennessee, Kentucky, West
Virginia, Virginia and Maryland. While employed by the West

Virginia Public Service Commission, I performed audits and preSented

“testimony in numerous electric, gas, motor carrier, water and sewer

companies' rate proceedings.

What is the purpose of your testimony in this case?

- The purpose of my testimony is to sponsor the'atcountinq exhibits

which have been filed by Tennessee-American Water Company with its

petition for increased rates.

‘Do you intend to testify on all aspecfs of +the accounting

'1nformation?'

I will testify on all areas with the following exceptions. Mr.
Chris Jarrett will. testify to the Company's Capitalization, Service
Company charges and Pension Expense. vMs. Phyllis Monk will testify
to the Company's provision for Taxes Other Than Income as shown on:

Exhibit 2, Schedule 5.
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pirect Testimony
edwin L. 0xley
page Three

wWho prepared the accounting exhibits?

They were prepared either by me or under my direct supervision.

ﬁr. 0x1ey.vwhat is the basis for the rate increase sought by the
Company in this casé?

The rate request of $2,608,933 is based upon a test year of the
twelve months ended July 31, 1989, adjusted for .an attrition year of
the twelve months ended April 30, 1991. The attrition year is the
first twe]ve'mdnth period that rates geherated from this case will

be in effect.

Do you feel that the use of an attrition test year concept is an
appropriate mefhod to use in order to set rates for Tennessee-
American Water Company?

Yes, I do. A change in revenues resulting from this rate case will
be effective some time during the éecond'quarter of 1990. For fhis
Company to have an oppbrtunity to achieve its authorized rate of
return, it is imperative that the Commission recognize the future

operating costs to be incurred.

What is the source of the information contained in the exhibits?
The information contained 1in fhevexhibits have been prepared from
financial records of Tennessee-American Water Company. In addition,

information contained therein has been furnished by nmnagement‘of

Tennessee-American Water Company.
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13.

4.

Could you please summarize what is contained in the exhibits.

‘The .Exhibit Nos. 1, 2, 3 and 4 support the Tevel of increased

revenues requested. Exhibit No. 1 shows the calculation of the

amount of the Company's request for increased revenues. Support

v schedules detail the net investment on which the Company feels it is

entitled to base its return. Exhibit No. 2 shows the projected

financial operating conditions of the Company at both present and

_proposed rates. Exhibit No. 3 shows the calculation of the

company's proposed Rate of Return for this case. [Exhibit No. 4

contains the Company's current tariff, proposed tariff and a bill

analysis which applies these rates to projected bi1ling units.

What js shown on Exhibit No. 1, Schedule 17

This schedule summarizes the financial information detailed in the

exhibits. | Shown here is the 'Company's .requested rate xbase,»

KN

operating income projected at current rate Tlevels for the test }ear
and the return on investment. It erther indicates the rate of
return required to enable the Company to pay its fixed capital
ob11gat10ns. and provide for a reasonable return to its
shareholders. The difference between the dg11ar return requested
and that projected at current rate 1eve1s'Febresents an operating
income deficiency of $1,607,680, when adjusted for the effects of
increased taxes . and uncollectibles, a current rate revenue

deficiency of $2,609,365 results.



TN-CAPD:01-Q123-ATTACHMENT 2 Page 5 of 19

pirect Testimony
gdwin L. Oxley

page Five
15. Q.
A.

16. Q.

Please describe Exhibit No. 1, Schedule 2.

This schedule detaiis the calculation of the Company's reqﬁested
rate base in this proceeding. Adjustments have. been made fo each
jtem of the historica1 rate base at July 31, 1989 to project the
balances at October 31, 1990 or the mid-point of the attrition
year. It is the Company'é contention that this -mid-point is
representative of the average balances that will result during the
attrition period and thus, will provide for a proper matching of
investment to revenues, operating expenses and resulting fincome.
Page 2 of this schedule labeled Attr1t1oﬁ rear Rete Base Footnotes,
Tists the adjustments referred to above. Page 3 or this schedule
provides an itemized breakdown by account of the additions and
retirements to Utility Plant in Service as projected by the Companx

from August 1, 1989 through October 31, 1990.

What is the basis for these prnjections?

The projections have been prepared by the operating personnel of
Tennessee—Americen. Water Company ‘and are- based wupon the 1990
Investment Budget. Each and everyv year, the Company prepares
detailed Operating and Investment budgets for the ensuing calendar
year. This information is submitted for approval to the Company’s
Bgard of Directors in December and once approved, is adhered te‘by
the Company's management. Mr. Sullivan (Vice President and Manager)
of Tennessee-American Water Company describes the Compeny's recent

and projected construction programs in his testimony.



TN-CAPD-01-Q123-ATTACHMENT 2 Page 6 of 19

Mrecf Testimony ]
gdwin L. Oxley - -
page Six -

i1, Q; What is shown on Exhibit No. 1, Schedﬁ1e 37

‘ A. This schedule details the Working Capital component of Rate Base.
The Company has wutilized an updated Lead/Lag Study in the
determination' of the working cash allowance. This study was

~prepared during the interim period between - rate cases and has
previously been Submitted'tb the Commission's Accounting Staff for
their review.. The 1lag For. payment of Management Fees has beén
changed from that appearing in the Lead/Lag Study due to the
implemeritation of a new Service Company Agfeement. under this
Agreement effective October 1.:1989. an estimate of the eharges for
services to be reﬁdered are now due and payable in advance.

Also, the Company has provided for the effects of performing sewer
bi1ling and co]]ecting services for various mun1c1pa11t1es in and
around Chattanooga by including the average funds held as 1nc1denta1
collections. This procedure 1is consistent with that advocated by

the Staff in prior Company rate cases.

Piease continue with Exhibit No. 2.

Exhibit No. 2, Schedulie 1 is the Statement of Income. Shown here in

the :f1rst column 1is the “actual -operating revenues and jtemized
operating expénses for the twelve months ended July 31, 1989. The
next column indicates adjustments made to reflect a normalized test
year. Normalization adjustments héve been made to correct for

abnormal water sales experienced and annualize the effects of cost
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increases occurring 1in the test year. Adjustments were then made to

represent the anticipated revenues and operating costs. for the
attrition.year under present rates. The sixth column is the result
of calculations made in the final columns to compute the Company's

revenue requirement. The final column sets forth the Company's

utility operating 1ncome which was computed on Exhibit No. 1,
Schedule 1. This income, when added to the forecasted level of
expenses, produces the required level of revenues. A11 other
schedules in Exhibit No. 2 are supporting schedules which provide an

1tem12ed breakdown of the components of the Statement of Income

Would you continue with Exhibit No. 2, Schedu1e 2.

This schedule itemizes the adjustments required from the test year
to arrive at renenues whicn will be realized in the afrrition year
under present and proposed rates. These adjustments are derived by
pricing the attrﬁtion year b1111ng determinants. I will explain the

development of these later in this testimony.

What is shown on Exhibit No. 2, Schedule 3?7

This schedule details the Company's operating and maintenance

expenses for the same test periods previously mentioned.
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21. Q.

How has the Company derived its operating expense amounts?

They were determined as follows:

Operation and Maintenance Labor

Lébor Expense was calculated by individual employee for the
attrition year. For union employees, the actual wages paid during 
the year ended July 31, 1989 have been adjusted for the anticipated
contract wage rates'to be in effect. Recent contract negofiations
resulted in a wage increase of 4-1/4% effective October 24, 1989.
Thus, a corresponding increase of 4-1/4% to be effective October 24,
1990 has been incorporated into our adjustment. For non-union
employees, current wage levels effective July 1, 1989 have been
adjusted for an annual increase of 5% on July 1, 1990.

Purchased Water

No adjustment was made to the purchased water expense for the twelve

months ended July 31, 1989.

Fuel and Power

The'adjustment for fue] and power has been calculated in the same
manner  as the' Cpmpany's 1990 operating budget. A ratio of
historjca1 kilowatt hours (kwh) to historical system delivery has
been applied to the projected system delivery te produce projected
kwh usage. System delivery refers to the total water treated by the
Company and made available for use. The kwh usage is then repriced
at the ant1c1péted e{;ctric rates to be in effect during the test

year. The Company is a power customer of the Chattanooga Electric
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Power Board and has been informed that a power rate increase of
apbroximate]y 4% can be expected in 1990.

Chemicals

The adjustment for chemical costs has been calculated in a similar

manner to fuel and power. Itemized chemica]lusages were developed
by utilizing h15tof1ca1' ratios of actuai usage to volumes of raw
water pumpage. The chemical usage has been priced at the
anti;ipated chemical costs to be in effect during thg attrition year.
The Company uses a sufficient quantity of chemicals that it can save .
expenses by bidding for chemical contfacts throﬁgh the Southern
Region of American Water Works Service Co., Inc. which takes -
advantage of significant économies of scale by pooling the Company'é
chemical purcha;es with those of its affiliates. The Southern
Region 1invites bids for its chemica1‘supp11es in September of each
year to be effective October 1. Curren{ chemical prices will thus
be in effect until September 30, 1990. An additional 4%.
inflationary increase has been 1hc1uded on all chemical prices after
this date throughout the remainder of the attrition year.

Waste Disposal

Waste disposal expense reflects theé cost of removing waste material

which results from the filtration of raw water. An adjustment has

been based upon historical usage ratios from the 1990 budget whereby
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average monthly suspended sd11ds and volumes d1scharg¢d were
developed to be 'reprice&; The averages ‘.afe considered
representative of the amounts to be realized during the attrition
year.: Each of the respective monthly averages were then repriced at

the current sewer rates and adjusted where applicable for a rate

increase -anticipated July 1, 1990. This anticipated increase was

provided the Company through discussions with the Chattanooga
Municipal Sewer- Department.

Group Insurance

This expense item 1is for the cost of Company sponsored employee

insurance and includes 1ife, health and disability coverage. 1In

‘recent years, the Company has experienced substantial increases in

these costs, 1n;1uding an Jincrease of approximately 15% in 1989.
Steps have beén.taken‘to minimize cosfs_through the use of larger
deductibles and prescribed procedures for medical treatment.

The attrition year <cost has been calculated . utilizing the
ant1c1pated employees and payroll 1eve] at the current insurance
premium rates.

Requlatory Expense .

Regulatory Expense includes Service Company Fees, Tegal expenses,
miscellaneous rate case costs, and specific regulatory study costs,
all of which are incurred in the preparation and presentation of
rate cases. The cost of this rate proceeding has beéh estimated
based upon the actual cost of prior cases and has been amortized

over a’two-year period. The expenses incurred in the preparation
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of the Lead/Lag Study utilized in this. case have been amortized over

a fhree—year period.

Insurance Other Than Group

This expense pertains to all Insurance costs with the exception of
employee insurance and was obtained frem the 1990 Budget.
Tennessee-American Water Company 1is able to ecqu1re favorable
property and 1iability jnsurance coverage and‘ premiums through
eff11jat10n with its sister companies 'in the American Water Works
System.

Customer Accounting

Customer Accounting costs include 'expeﬁses incurred for computer
bi111ing, meter reading, customer records and bill collection (other
than labor). Actual costs for the year -ended July 31, 198§‘have
been adjusted for an inflationary increase with the following two
exceptions. ’Computer 5111ing service cosfs will decrease due to the
recent implementation of the new Service Company Contract. For this
reason, the 1990 budgeted computer billing costs have been used:
Postage costs are not expected to increase ihrough the attrition
period and have been eliminated from inflation cons1derat1ons. The
inflation factor used for the attrition period has been -calculated

from the quarterly forecasts of the G.N.P. Implicit Price Deflator.
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» Uncollectibles

The provisions for Uncollectible accounts under present rates and
proposed rates are based on a three-year average ratio of actual net
write-offs to operétiﬁg revenues. The effective ratio utﬁ1ized is
-69%.

Rents |

Actual rent expense from the year ended July 3¥. 1989 has been
édjusted to include the annual lease cost of a gas ghromatograph
used in the laboratory testing of water.

General Office

This fitem consisting of the costs jncurred in the running and
maintaining of the Company's office has been calculated in the same
manner as customer accounting expenses.

A Miscellaneous, Other Haintenance

"Actual costs for these two categories during the year ended July 31,
1989 - were abnormally high. Because this level of expense is not
expected>to'cont1nue. the 1990 budget has been used as a base and
adjusted for inflation.

Tank Painting

This item pertéins to the unamortized balance of the costs of
Company water tank paintings incurred prior to 1984. Tank paintings

occurring after pecember 31, 1983 have been capitalized in

"accordance with Case No. U-85-7338.
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22.

Interest on Customer Deposits

An adjustment for $6,299 has been made to provide for the interest
cost on Customer Deposits as an operating expense.

Legal Costs Amortization

Ah aﬁortization of the unrecovered legal costs expended due to the
Walker. County Tlawsuit. has been included in accordance with the
Company's previous rate Case No. U-B7-7534. |

AFUDC

An adjustment for $33,467 has béen made to transfer Allowance for
Funds Used During' Construction as an abové—the—11ne item. This

amount is. based upon a three-year avefage of AFUDC accrued.

What is shown on Exhibit No. 2, Schedule 47

This 1§ a 'summary ‘of the Company's erreéiat1on and amortization
expenses included in its Cost of‘Servicé. Page 2 of this schedule
is the calculation of -depreciation expense. based on depreciable
property at October 31, 1990. Amortization expenses previously
approved by the Commission for the Uti1ityA Plant Acquisition
Adjustment, Cap1té1 Lease and Leased Alteration Expense is also
shown on the summary. Amortizations for the current amount and
accumulated' reserve for depreciation on Contributions in Aid of
Construction have been included in the Cost of Service based upon

the NARUC treatment of this item initiated by the Commission Staff.
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23.

24.

25,

Please explain Exhibit No. 2, Schedule 6.

This iwo—pége‘schedu1e is the provision for Federal and State Income
Taxes. Taxable income for Federal and State purposes is derived by
subtracting operating expenses and statutory deductions (additions)
from taxable revenués. The statutory Federa1;and State tax rates
have been applied to the resulting income to yield current taxes.
Deferred Federal Income taxes, consisting of the normalization
requirements due to ACRS tax'depreciation and the ratable flow-back
of excess Deferred Federal Incdme Tax ACRS and investment tax

credits, is added to provide for total Federal Income taxes.

Would you explain what is detailed on Exhibit No. 3, Schedules. 1
through 37 |

Schedule 1 entitled, Rate of Return Summary, shows the various
componenfs of‘the Company's”cap1ta112at10n which will be addressed
by Mr. Jarrett. Schedu1é 2 details the ca]cu]ation‘of the costs of
Jong-term debt as of October 31, 1990. Schedule 3 details the
calculation of the costs of preferred stock to be outstanding at
October 31, 1990. Common equity has been projected to October 31,

1990 and assigned a cost rate of 11.96%.

what changes have been made on the proposed tariff?
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26.

21,

. A.

All watér rates have been 1hcreased by an across-the-board increase.
of approximately 12%. Also, the proposed rate per bill for sewer.
billing serv1ce§'has been 1increased from 37.4¢ per bill to 40.5¢ per
bil1. The rate calculation is based upon the attrition year billing

and collecting expenses.

What do you show on Exhibit No. 4, Schedule 1?

This schedule 1is a summary of the application of current and

proposed rates, the detail of which. is found on Exhibit No. 4,

Schedule 2. The summary shows projected sales volume -and revenue

totals by customer class.

-How was this information developed?

Revenués at present and proposed rates have been calculated in two
basic steps. The first step is to determine a proper level of water

sales expected tb occur during the period when new rates will be in

 effect. Sales volumes from the 1990 Operating Budget -serve as the

basis fér attrition year sales. Additional sales attributed tor
customer growth has beeﬁ calculated for the Residential and
Commefc1a1 classes to provide for the first four months of 1991,
Water sales to the Industrial, Other Pub]ic Authority and Other
Water Utility classes from the 1990 ﬁudget are considered
repfesentative of the levels anticipated. for the attrition year and

are used in total.
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The second step is allocate the attrition year water sales and meter
bi11ing determinants to the respective tariff rate blocks and
minimum allowance charges reasonably expected to result. In past

cases, the Company has utilized an allocation of the usége within

-rate blocks from the test year in developing the bil11 analysis.

This methodology would not be proper in tﬁis proceeding. The
Company experiénced a substantial decline in water sales during the
twelve months ended Jﬁ]y 31, 1989 due to the heavy raanfa11 this
year. Since water sales are expected to increase in the attrition
year, the test year é]]ocation would force an excessive level of
bi1ling determinants into‘ the lower priced rate blocks. In .
contrast, water sales during 1988 were extraordinarily high because
of the hot, dry weather during that 'year. Recognizing this, the
Company has a1]océted attrition year water sales based upon"the
ratio's from the Combany's- previous rate case (U-87-7534). The
level of water sales during the test year in that case (twelve
months ended June 30, 1987) was considered by both the Company and
Staff to be relatively norma1; It is believed that this methodology
will provide for a more realistic determination of present and

proposed rate revenues during the attrition period.

How has private and public fire service revenues been calculated?
Private and public fire service revenues were calculated by using
the projected number of fire service facilities and hydrants " at

October 31, 1990 and pricing them at present rates.
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What 1s the basis for other Operating Revenues?

Miscellaneous ﬁervice revenues consist mostly of reconnection

charggs. Sewer billing revenues were computgq by bapp1y1ng the
~applicable rate per bill to the attrition year's sewer bills. As

previously mentioned, the current rate is 37.4¢ per b{11 and the

proposed rate is 40.5¢ per bill. Rent§ and Miscellaneous revehues

amountiﬁg to $13,302 are the actual amount received during the year

ended July 31, 1989.

Does this complete your prepared testimony?

Yes, it does.
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May 1978 - I received a Bachelor of Business Administration degree from

Marshall University (major in Accounting with a minor in Finance).

October 1978 - March 1984 - I was employed by the‘ West Virginia Public

service Commission as a Rate Analyst and Senior Rate Analyst.

pugust 1981 - I attended the NARUC regulatory c-burse held at Michigan

state University.

March 1984 - I was hired by. the American Water Works Southern Division

0ffice 'as. a Revenue Requirement Specialist.

May 1985 - I:attended the NARUC Water Utility Rate Seminar in Salt Lake
City, Utah. |
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TENNESSEE PUBLIC SERVICE COMMISSION

_GTATE OF WEST VIRGINIA
COUNTY OF KANAWHA

BEFORE ﬁE, the undérsigned authority, duly commissioned and qualified 1in
and for the State and County aforesaid, personally came and appeared Edwin L.
oxley, who, being by me first duly sworn deposed and said that:

He 1is appearing' as a witness on behalf of Tennessee-American Water
Compahy before the Tennessee Public Service Commission, and if present before
the Commission and. duly sworn, his testimony would set.Forth in the aﬁnexed

transéript consisting of seventeen pages.

L(M ,T/m;;

Edwin L. Oxley

Sworn to and subscribed before me
this _|3% . day of December, 7989.

i
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DFFICIAL 34l
"'10' ﬂ(" "U'-'ij'

&:m:u.a@o CLank

My Commission expires June 13, 1997.
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State your name for the record, please?

My name is William H. Novak.

By whom are you employed, Mr. Novak,.andiwﬁét is your
poSition?

I am an Accounting Division Manager for thé Tennessee
Public Service Commission.

How long have you been employed by the Commission?
Approximatéiy seven years. Prior to my employment by
this Commission, I was employed as an auditor with the
Tennessée Department of Audit.

What is ybmr'educational background and what degrees

and licenses do you hold?

I have a Bachelors degree in Business Administration
from Middle Tennessee State University with a major in
Accounting. I aﬁ'licensed to practice as a Cert&fied
Public Accountant and as a Certified Hénagerial
Accountant in Tennessee. I am also a membér of the
Americéﬂ Institute‘of Certified public Accountants and
the National Assoéiation of Acdountanté. B

Mr. HNovak, have you ever testified in a case involfing
Tenhessee—#merican Water Company?

Yes. I previously presented testimony before this
Commission in dockets U-86-7402 and U-87-7534.

What is the purpbse of your testimony in this case?

The purpose of my testimony is to present information
to the Commission on ﬁhat the Staff considers to be the

appropriate test period and test period adjustmentA

1 Novak, Direct
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methodology. I will present testimony regarding the
Company’s income, rate base, and results ofqoperatioﬁs.

I will also present testimony regarding raté design and

depreciation rates.

Would you please explain the overall procedures used by

the Staff in-this case?

Yes. We first reviewed the Company’s financial

exhibits and underlying workpapers.' In addition/ we --.
prepared information requests for data that was not
iﬁcluded in the Company’s exhibits or workpapers. We
also conducted on-site audits at the Company’s regional
qorporate~offices in Charleston, West Virginié, and the
local office in Chattanéoga, during Whicﬁ we reviewed

the Company’s financial records. Our normal approach

'is to adjust the historical test period to compensate

for the net effects of all known and reasonably
anticipated changes which might occur. |
The primary concern of the Commission in setting rates
is to set rates which are jﬁst and reaéonabie, i.e;;
rates which are sufficient to cover the aperating
expenses of a utility and to allow a reasonable return
on its investments used in providing services to its
customers. The Staff normally analyzes a twelve month
historical period of operations called a "test period.”
This test period is based on the Company’s books, toa
determine a utility’s earnings under present fates.'\

The revenues, expenses, and rate base may then be

e
ey e

2 _ Novak, Direct
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adjusted as necessary to properly reflect tﬁeFCompany’s

historical earnings. Since rates are set for the

future, the Staff then attempts to determine what:

future events are likely to transpiré which will change
or alter the historical test year results. Changes can
occur which cause either an increase or a deérease in
ea;nings. Changes can also occur which cause the
Cqmpan&'s. investment to increase or decrease. The
historicai test period is tﬂerefore adjusted to
compensate for -the net effects of all known and
reasonably anticipéted changesvwhich might occﬁr.

What test period and adjusted test period have you
adopted for this case? ‘

We have accepted the Company’s proposed test pefiod for
the 12 Vmohths. ended July .31, 1989, and have 'made

adjustments for changes through April 30, 1931, since

this is the first year any new rates granted by the

Cgmmission would be in effect.

Havé you caused to be filed a multi-page document
consisting of 7 schedules?

Yes. (Introduce Exhibit #~- with 6 schedules).

Would you please explain Schedule 1 of the Staff’s

Exhibit and summarize the Staff’s findings in this

- case?

The Company filed its petition ‘for an increase of
$2,609,365 ‘in revenues. The Staff has examined the

Company‘s filing as described above. From our

3 Novak, Direct
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investigation, the Company’s filing appears reasonable
and we recommend that the Company’s reqﬁesf be granted
in'fﬁll. We have included Schedule 1viJ1'our Exhibit
only to document that the Staff is tecommending the
Company'’s case be_grantéd in full. |

Why is a rate increase of approximately $2.6 million
ﬁecessary at this time?

The Staff. believes that a material piece of the
Company'’s rate request 1s due to the congtruction of
several non-revenue producing projects. For examﬁle,
the Company has spent approximately $2,000,000 on the
construction - or expansion of a water quality
laboratory, chlorine room relocation, chemical feed
changes, and chlorine scrubbers. In additibn,_ the
Company plans to spend approximately $1,300,00b to
replace small diameter mains, eliminate private
domestic service lines, and construct additional
pumping stations. While all of these projects have
been reviewed by the Commission in the Company’s
cdmprehensive planning study, they will produce almost’
no immediéte incremental revenue. '
Another reason for the need to increase rates is the
low growth in customer additions in the Chattanooga
area. The Staff has forecasted attrition year customer
growth to be an incrgése of approximately 0.8% of
existing residential and commercial customers.

Inflation however, is expected to float between 4% and

4 Novak, Direct
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5% during the attrition period. This increase in

operating expenses which is not offset by gains in
revenueé has alsb produced a need for increased rates.
Have you reviewed the Company’s proposed rate design?
Yes. The Company.hﬁg‘proposed to‘increase wéter tariff
rates "acréss-the—boérd"vor evenly for whatever rate
increase the 'Cémmiséion approves. ?he Staff agrees
with this; however, we‘would also proposé to establish
a late payment charge and adjust fhe current bad check
dharge. ' |
Cbuld you please describe a léte payment charge for the
Commnission? | . |

Yes. A late payment charge recognizes the time value
of the service the customer receives by .charging a
penalty for customers who pay after a spécified nﬁmber
of - days. Staff Exhibit, Schedule 2 provides a
comparison of late paymént charges, bad_chedkvcharges'
and billing lag days for each of the major eléctric,'
gas and water utilities that the Commission regulates.
The billing lag days in the schedule represent the
average number of days that a customer takes from the

time they first receive their bill until it is paid.

.While a late paymeht penalty does mnot necessarily

result in a lower billing lag, Schedule 2 shows
Tennessee-American’s billing lag to be well above the
other utilities in this comparison.

What rate of late payment charge are you recommending

5 Novak, Direct
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that the Commiséion approve for Tennessee—hmerican?

I would propose to institute a late payment‘charge—of
5% for bills that remain unpaid 15 days after they are
first rendered. I believe that this charge will have a
revenue effect of $170,252 as detailed on Staff
Exhibit, Schedules 3 and 4.

Although Tennessee-American has never had a late’
payment charge, they: are commonplace jthrqughout the

utility industry. Chattanooga Gas currently has a late
payment charge as does the Chattanooga Electric Power
Board, so these charges are nothing new to the
Company’s réte,payérs. The Staff believes that they do
correctly assign costs to those customers who cause the
Company to incur it.

How woﬁld you propose to change the Coﬁpauy’s Bad éheck

Charge? }

As shown on Staff Exhibit, Schedule 2, tﬁe_Compahy's
current Bad Check Charge is $5.50, which is below the
average of the other utilities on this séhedule. The
Staff 'doubts_ that §5.50 is sufficient to cover the
incremental costs incurred by the Company associated
with handling bad checks. The Staff would therefore
propose to implement a Bad Check Charge of $12.50. As
shown on Staff Exhibit, Schedule 5 this would generate
an additional $6,776 in added revenues. - 4 S
How would the Staff’s proposed .Late Payment and Bad

Check Charges affect tg§:7ampany's rate increase?

6 » Novak, Direct
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A. As{sﬁown on Staff Exhibit, Schedule 6 the‘iﬁCrease to
water tariff rates would be reduced from 12.13% 1':ov
11.30% as a result of iﬁplementing the Staff’s proposed
changes to Late Payment and Bad Check Charges;

Are there any other issues ‘in this case which need
" further clarification? o |

Yes.b The Staff has become cohcerned  about them
Company's .current depreciation rates. 'TheSe rates were
placed into effect based on a study completed in 1983;
Although the Staff has no proposal for new depreqiation
.rates, we feel the Commission should‘direct the Company
to conduct a depreciation study, and to presentt the
results to this Commission within 1‘year. I would also

propose that the cost of this study be deferred until

the Company’s next rate filing.
‘. 0. Does this conclude your testimony?

"'A. Yes, it does.

7 . . Novak, Direct
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) TENNESSEE—AMERICAN:WATER_COMPANY
Regsults Of Operations

éting Income At Present Rates
“ed‘Ratevof Return
“Rate Of Return

ired Operating Income

rating Income Deficiency

OURCE: Company Exhibit 1, Schedule 1.

For The 12 Months Ending July 31, 1989

89-15388
. 8taff Exhibit
_Schedule 1

Amount

$ 64,072,525
5,184,008
8.09%

10.60%
6,791,688
1,607,680
1.62306244

$ 2,609,365



- B89-15388
« S staff Exhibit
. . Schedule 2

. . TENNESSEE-AMERICAN WATER COMPANY
parison Of Late Payment Percentages, Bad Check Charges, and Billing Lag Days
For The 12 Months Ending July 31, 1989 =

Late Bad Check Billing

Payment % Chafgéu Lag Days
seport Power Company TTTlsos s 7.0 1127
tanooga Gas Company 5.00% idfOO 13.48
‘h&ille Gas Company 5.00% . 0.00 15.80
Uiited Cities Gas Company - - 5.00% ; 15.00 ' 17.00
.npessee—Amefican Water Company i 0.00% . .5.50 20.39

SOURCE: Commission Tariffs And Previous Rate Cases.
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TENNESSEE-AMERICAN WATER COMPANY
Projected Late Payment Charges

Late Payment Charges
Late Payment Charges

Late Payment Charges

Residential & Commercial Revenues ]
Residential & Commercial Revenues

Residential & Commercial Revenues

Ratio

TAWC Attrition Period Residential & Commercial Revenues

:TAWC Attrition Year Late Payment Charges

Working capital Effect

Total Revenue Effect Of Late Payment Charges

b/ Utility Reports Filed With Commission.
8/ company Exhibit 2, Schedule 2.
¢/ staff Exhibit, Schedule 5.

.. For The 12 Months Ending July 31, 1989

33,548,235 2/
66,291,650 »/

46,348,606 B/

89-15388
Staff Exhibit
Schedule 3

S 274,661 B/
640,317 B/
358,592 a/

$ 1,273,570

$ 146,188,491
0.008712

$ 14,880,782 B/

] 129,639
40,613 ¢/
] 170,252



1l

-

ARD-01-Q123-ATTACHMENT 3 Page 13 of 15

GégBilling Lag Days

'd“Billing Lag Days

aily Cost Of Service

“Working Capital Effect Of Late Payment Charges

:F&ir Rate Of Return

NoI Effect Of Late Payment Charges

!

Revenue Conversion Factor

Revenue Effect ﬁf Late Payment Charges

\ Previous Rate Case Workpapers.

8/ cCompany Exhibit 1, Schedule 3, Page’ 4.
{/ company Exhibit 1, Schedule 3, Page 2.
)/ Effective Rate Base Conversion Factor.

TENNESSEE-AMERICAN WATER COMPANY
Working Capital Effect Of Late Payment Charges
For The 12 Months Ending July 31, 1989

89-15388
staff Exhib
Schedule 4

R T

e e ottt it v Y i o Bl

bt s e e d s e s B

(297,036)

it

10.60%D/

e . s g e e s St W

(31,486)

1.289860 D/

i e e e, e i S e S bt W



89--15388
staff Exhibit

- ) R e Schedule 5
TENNESSEE-AMERICAN WATER COMPANY .
Revenue Effect Of Bad Check Charges feL
For The 12 Months Ending July 31, 1989
Present ' Proposed ' Adjustment
Z inber Of Bad Checks 968 A/ 968 &/ 968 A/

$ 5.50 $ 12.50 S 7.00

S 5,324 S 12,100 . § - 6,776

/ Staff Revenue Workpaper R-0-1.02.
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TENNESSEE-RMERICAN WATER CDM?ANY

Total Effect Of Proposed Miscellaneous Revenue Changes
For The 12 Months Ending July 31, 1989

fate Payment Charge
' gad Check Charge : -

rotal Increased Revenues

Total Revenue Increase
Total Current Water Tariff Revenues

percent Increase .

Total Revenue Increase

Less Miscellaﬂeous Revenue Increase
Tot;i Tariff Revenue Increase

Total Current Water Tariff Revenues

Percent Increase

A/ staff Exhibit, Schedule 4.
B/ staff Exhibit, Schedule 6.
€/ staff Exhibit, Schedule 1.
D/ company Exhibit 2, Schedule 2.

8915388
Staff Exhibit
Schedule 6

S 170,252 an/

6,776 B/

s - 177,028 °

$ 2,609,365 c/

21,517,536 D/

$ 2,609,365

177,028

e e i e ot et e e

$ 2,432,337

21,517,536
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TENNESSEE PUBLIC SERVICE CORMISSION
COMPANY: TENNESSEE-AMERICAN WATER COMPANY

RATE OF RETURN. SUBNARY
TEST YEAR: THELVE MONTHS ENDED 1/31/69

CASE KO:
LINE
HO.
1
2 CLASS OF
3 . CAPITAL REFERENCE
{ :
5
w .
g LONG-TERH DEBT SCHEDULE 2
) - SHORT-TERH DEBT
13 PREFERRED STOCK SCHEDULE 3
H COMHON EQUITY -
i1
18 ,
19 .
2
2 .
2
2
2
% .
%
21 :
28 .
2
30

. EXHIBIT NO. 3 SCHEDULE 1
PAGE 1 “OF H
PERCENT OF HEIGHTED
JHOUNT TOTAL COST RATE COST RATE
$34,563,691 57.00% 10.07% 5.74%
0.00% 0.00%
3,491,148 : 5,763 17.11% CDANs
22,581,013 .Y 11.96% 4.45%
460,635, 853 T o000 T

1.y Y

st Aoy
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a
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YR
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’ EMBEODED COST OF LONG-TERM DEBT
AT-THE HID-POINT OF THE ATTRITION YEAR ’

' [{=]
8 v 10-31-90 .
5 * TENNESSEE PUBLIC SERVICE CORMISSION . TEST YEAR: THELVE WONTHS ENDED 7/31/89
(=]
N COMPANY:  TENNESSEE-ANERICAN ATER CONPANY ) EGMIBIT KD. 3 SOHEDULE 2
: g CASE HO: _ _ : PAGE 1 OF 1 :
< LIKE ‘ . _
.z M. ‘ .
e 1 ‘ ANNUAL AKORT.
PT 2 DEBT ISSUE, TYPE : HATURTTY PRINCIPAL  FACE AMOUNT  UNAMORTIZED  CARRYING ARHUAL OF ISSUE  TOTAL AMNUAL
3! 3 COUPON RATE DATE ISSUED. DATE . AMOUNT CUTSTANDING  OEBT EXPENSE VALUE  INTEREST COST  EXPENSE .  COST
E 5 BONDS:
< i :
& 7 FIRST HORTGAGE 804DS: -
al 8 SERIES 4 1/0% 10/1/55 10/1/80 $3,900,000
o K SERIES F, 5 1/8% . BN/ET §/1/92 2'5000000 2,500,000 1,300 2,438,691 16,875 826 TR
5 1 GENERAL KORTOAGE BONDS: :
a . 12 SERIES 7. 3/8% 1/1/88 1/1/83 1,300,000 1,300,000 1425 1,290,575 95,815 535 86,410
z i3 SERIES 10§ 1m 2/1/% 128007000 "862,000 R "873.265 8. 200 1,664 89' 864
g i SERIES 8 1/2% 8/1/12 8/1/81 1'700.000 1,700,000 1017 1,695,983 1441500 535 145,095
g 15 SERIES 118 3/1/16 11/1/35 5'0000000 2,900,000 W92 2,885,078 319,000 2,98 321,984
z 16 SERIES 9% 9/13/78 6/1/38 31500000 2,730,000 2930 2,707,000 245,700 30024 248,724
‘ 1 SERIES § 7/0% 10/1/18 11/1738 §'000%000 4,000,000 9°031 3,979,968 395000 2,359 3970359
10 SERIES 5 1/2% 316782 1/ 3000000 3,000,000 5704 2,994,295 wEo0 - 40% 159,026
13 SERIES 12.5 1/26/83 171793 2'5007000 2,500,000 7387 24821613 315,000 37203 318,283
: 2 SERIES 9.23% 6/1/88 571738 §'300.000 5,300,000 70602 5,228,318 189,190 30483 198,643
2 PROPOSED SERIES 9.25 % - - 2500000 2,500,000 2708 2041 2310250 - 2,500 233,750
2 PROPOSED SERIES 9.25 % 5'000,000 5,000,000 10583 4950417 162,500 57000 167,500
~ T .
2 QBLIGATION - CAPITAL LEASE 125,000 183,124 183,124 15,984 - 45,384
7 TOTAL $13,125,000  $34,735, 124 231,433 $34,563,601 83,444,074 $36,200  $3,480,323
2 ‘ .
30 EMBEODED COST OF LONG-TERM DEGT 10.07% .
ER=RDTINSEUiS
2 .
3
3
i 35 .
. 3
: N
§ 38
. 3
10 -

.Hn v
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. . EHBEDDED COST OF PREFERRED STOCK
AT THE MID-POIRT oma._.zm ATTRITION YEAR

B ©
o -31-30
S TENNESSEE PUBLIC SERVICE COMNISSION . TEST YEAR: THELVE HONTHS ENDED 7/31/83
© & coupay: TEMESSEE-MERICH HATER CONPANY DWIBIT NO. 3  SCHEDWLE 3
L8 osENn ‘ ‘ _ PAGE | OF 1
LXK
[ . .
5 ND. . : ,
L - .
= 1 ‘
T 2 - DOLLAR ANHUAL AWORT. _
g 3 DIVIDEND RATE, DATE " NHOUNT - PREMIUR OR  UNAMORTIZED AHHUAL OF ISSUE  TOTAL AMKUAL
£ { TYPE, PAR VALUE e sy ouSTANDING  DISCONT  DEDT EXPENSE HET PROCEEDS  DIVIDENDS EXPEMSE GosT
Lo A.n,. [ . . -
] ! 1 1/2% SERIES, $100 PAR . 12075 382,500 . s, 47,2 417,213 352 $11,565
S 3 5% SERIES, $100 PAR /20740 1,400,000 7,692 1,407,692 70,000 10,000
2 1 9% SERIES, $100 PAR 331/00 1,405,000 13,000 1,302,880 126,500 601 121,101 . .
2 1 10 1/4% SERIES, $100 PAR 2/ 320,000 6,415 313,585 32,000 801 33,601 v
2 -0
- 11 .
18
: 19
2 .
21 .
2 :
i
. 2 TOTAL 3,508,500 $1,692 §25,003 43,491, 14 $215,553 §1,160 8,313
2 :
2 EMBEDDED COST OF PREFERRED STOCK AL
1] . i
3l . :
2
3
| i
: 3
H 31 .
i 3 ‘
i 3 : : :
It .
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Would you state your name for.the record, please?

My name is John L. Baugh.

By whom are you employed, Mr. Baugh, and what is your
position? |

I am emplbyed by the Tennessee Public Service Commission
as a Senior Financial Analyst.

How long have you been employed by the Commission?
Approximately foﬁr years.

What degrees and liceéences db fou hold?

I received a Bachelor of Science degree with a mqjor in
acpounting from David Lipscomb College in Jgne, 1987. I

am licensed to practice as a Certified Public Accountant

in the state of Tennessee.

Would you briefly describe your duties as a Financial
Analyst since your employment with the Commission?

I have participated in several rate case audits of
utilities subject to the Commission’s jurisdiction. 1In
addition I have prepared and assisted in the preparafion
of testimony and exhibits presented iﬂ " Commission
heafings. I have also been involved with the audit and
analysis of the various financial repdrts filed by the
utilities with the Commission.

What is tﬂe purposé of your testimony in this case?

The 4purpose of my testimony is to present to the
Commission information regarding what the Staff
considers to be appropriate test period and tes# period

adjustment methodology. I will present testimony

Page 1 91-05224: Baugh, Direct
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regarding the Company’s income, rate base, and rate
design.

Would you please explain the overall procedures used by
the Staff in this case?

Yes.. We first reviewed the Company'’s financial exhibits
and underlying workpapers. In addition, we prepared
information requests for data that was not included in
the Company’s exhibits or workpapers. ‘'We also conducted
an on-site audit at the Company;g office in Chattanooga,
during which we reviewed the Compény's financial
records. Our normal approach is to adjust the
historical test period to compensate for the net effects
of all known and reasonably anticipated changes which
might occur. | .

The primary concern of the Commission in setting rates
is to set rates- which are just and reasonable, i.e.,
rates which are sufficient to cover the operating
expenses of a'utility and to allow a reasonable return
on its investments used in providing services td its
customers. The Staff normally analyzes a twelve month
historical period of operations called a "test period.”
This test period, which is based on the Company’s books,
determines a utility's earnings under present rates..
The revenues, .expenses, and rate base may then be
adjusted as necessary to properly reflect the Company'’s
historical earnings. Since rates are set for the

future, the Staff then attempts to determine what future

Page 2 | 91-05224: Baugh, Direct
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events are likely to transpire which will' change or
alter the historical test year results. Changes can

occur which cause either an increase or a decrease in

~earnings. Changes can also occur which cause the

Company’s investment. to increase or decrease. The
historical test period is therefore adjuéted to

compensate for the net effect of all known and

~reasonably anticipated changes which might occur.

What test period and adjusted test period have you
adopted for this case? | '
We have accepted the Company'’s proposed test period of
the twelve months ended March 31, 1991, and have made
adjustméhts for changes through December 31, 1992, since
this is the first year any new rates grantéd by the
Commission would be in effect.

Have you caused to be filed a multi-page document
cénsisting of 4 schedules?

Yes. (Introduce Exhibit #-- with 4 schedules.)

Would you pleasé explain Schedule 1 of.‘ the Staff’s
Exhibit and summarize the Staff’s f:i_ndings in this case?
The Company filed its petition for an increase of
$2,398,813 in revenues. This increase is based on an
overall rate of retﬁrn of 10.42%‘ and a return on equity
of 11.84% both of_ which the Company and the Staff
Economist, Dr. Klein, have agreed to. The Staff has
examinéd the Company’s filing as described above. From

our investigation, the Company’s filing appears to be

Page 3 : 91-05224: Baugh, Direct
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reasonable, and we recommend that the Company’s request
for additional revenues be granted in full. We have
included Schedulg 1 in-our Exhibit only to document that
the Staff is recommending the Company's case be granted
in full.

Why is a rate increase of approximatély '$2.4 million
necessary a£ this time?

There .are primarily four reasons for the need‘ for
additibnal revenues: (1) In its last rate case (Docket
No. 89-15388), the Company requested approximately
$500,000 less in additional revenues than the amount
needed to achieve the authorized rate of return, (2) the
Company will implement néw depreciation rates on January
1, 1992 (Docket No. 91-00183), which will cause
depreciation expense to increase approximately $700,000,
(3) the Company will add approximately $3.5 million of
utility plant in service during the attrition period,
which will have a revenue reqﬁirement of approkimately
$600,000, and (4) the Staff has forecasted no attrition

year customer growth, based on historical trends, while

. inflation is expécted to be somewhere between 3% and 4%

during the attfition period, which will have a revenue
requirement of approximately $500,000. These four items
represent $2.3 million of the $2.4 million that the
Company has requestéd.

Have you reviewgd the Company’s proposed rate design?

Yes. The Company has proposed to implement a charge of

Page 4 91-05224: Baugh, Direct
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$0.21 per CCF ($.484 per CCF for customers in Lookout
Mountain) for the first four CCF that are currently
included in the monthly customer charge. The Company
also has proposed  the establishment. of a service
activation charge of $12.50. This charge would be
imposed upon customers requesting néw or changed service

accounts. The Company then has proposed to increase

other water tariff rates "across-the-board" or evenly

for any additional rate increase that the Commission may
approve.

Does the Staff propbse any changes to the Company’s
proposed rate design?

Yes. The Staff proposes to change the Company’s special

use tariff. This tariff allows specific customers to

.pay a flat monthly service charge that allows the

customer to use a certain volume of water. The customer
currently pays $0.438 per CCF for any water purchased
above its volume allowed under the monthly service
charge. |

The special use tariff was established in Docket No.
U-85-7338 in order to help stabilize the revenues of the
Company. At that time the rates for .the,s'e customers .
were designed to be revenue neutral, and the. miﬂimum
biil volumes were to be recalculated in each rate case.
This has not been  done; as a result these customers
have not received the same rate increase as the other

customers. The goal of using this tariff to stabilize

Page 5 91-05224: Baugh, Direct
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the Company’s revenue is not being achieved as
originally intended since only two of the fourteen
eligible customers'are on the special used tariff today.
If the mlnlmum bill volumes are adjusted as J_ntended,
these customer would have no advantage by purcha51ng
water under the special use tariff. Therefore, the
Staff recommends elimination of the special use tariff.
If the Commission decides not to eliminate the special

ase tariff, the Staff would recommend that the

‘Commission restate the minimum bill volumes to those

shown on Staff Exhibit, Schedule 2. This would more
closely reflect the stabilization that was originally
intended. | | .

poes the Staff propose any other changes to the
Company's proposed rate design?

vYes. The first change is the amount of the Company’s
proposed service activation charge of $12.50. The Staff
proposes that the Company charge an activity fee of
$15.00 to a customer wishing to establish a new account
where a service currently exists and a new service fee
of $25.00 where a new service must be installed. These
charges will help offset’ the one-time cost of
establishing a customer’s account, and it is mor_;e_ proper
to place the cost on the customer who causes the cost.
The second change lS to increase the Company’s bad check
charge from $12.50 to $20.00. It should be noted that

these two changes are the same that the Commission

Page 6 91-05224: Baugh, Direct
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recently approved in the latest Chattanooga Gas Cdmpany
rate case (Docket HNo. 91-03765).

The third change is to increase the disconnect/reconnect
feé, which is currently $12.50, to $15.00. These three
changes are summarized in Staff Exhibit, Schedule 4.

The fourth and final change is to decrease the Company’s
proposed $0.21 per CCF charge on the customer’s first
four CCF to $0.116 per CCF ($0.37 per CCF for customers
in Lookout Mountain); This decrease is due ' to the
additional revenue that will be generated through the
previous three changes. A decrease in this step is
recommended'because this will have the greatest impact
on minimum-bill custémers, such as residential
customers.

The  Staff recommends that the Commission approve the
Company's' pﬁoéosed rate design with the changes
mentioned above.

Does this conclude your testimony?

Yes, it does.

Page 7 o 91-05224: Baugh, Direct
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ATffida<rit

state of Tennessee

S St e’

John L. Baugh, being first duly sworn, deposes and says that
he is the same John L. Béugh whose prepared testimony accompanies
this affidavit.

Johﬁ L. Baugh further stat'e-é that, to the best of his
knowledge and belief, his answers to the questions contained iﬁ

such prepared testimony are true and accurate to the best of his

%%w

J ohn L. Baugh

knowledge and belief.

Sworn to and subscr:.bed before me,
a2 Notary Public, on this the 7th
day of November, 1991.

o N\ A X

My Commission ExXpires:

>3¢,})<. 2Y .\
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BEFORE THE TENNESSEE PUBLIC SERVICE COMMISSION

Nashville, Tennessee
December 17, 1991

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. 91-05224

ORDER

This matter is before the Tennessee Public Service
Commission (Commission) upon the Petition of Tennessee American
Water Company (Company) to increase its rates and charges to
produce additional gross revenues of approximately $2,400,000.
The Company’s petition, the testimony of its witnesséé and
~exhibits, togethér with its tariffs,.were filed,on‘June 28, 1991.
The tariffs were to become effective July 29, 1991. The fariffs'
as filéd by the Company have been suspended by the Commission’s
twé Oorders, the last of which, dated October 25, 1991/“suspended
the tariffs for an additional ninety (90) days or until January
23, 1992. |

PRELIMINARY MATTERS
' The Commission designatéd Mack H. Cherry, Administrative
Judge (AJ), to conduct a pre-hearing conference puréuant to
T.C.A. § 4-5-306 in Nashville; Tennessee and to preside over any
pre-trial matter raised to be resolved. A pre-hearing conference
was held in Nashville, Tennessee on November 18, 1991 at 10:00

a.m. at which hearing counsel for the Company, the Commission
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staff (Staff) and the Chattanooga Manufacturers Associaéion Water
Intervention Group (CMA) were present and participated. A copy
of the Pre-Hearing Conference Order dated November 20, 1991
approved by counsel fof the parties participating was presented
to the Commission at its hearing on November 20, 1991 at
Chattanooga, Tennessee. The salient parts of the pre-hearing
order are as follows:

-In its petition the Company has sought a revenue
increase of $2,398,813.00. The Commission Staff has
investigated the matter and concurred with this
request. In addition, the staff and Company have
agreed to a rate of return of 10.42%. The rate design
to accomplish this proposed rate increase has been
accepted by the Company and the Commission Staff along
with modifications proposed by the Staff.

The intervenor, Chattanooga Manufacturers
Association Water Intervention Group, does not contest
the Company’s rate case as filed with the Commission.
This intervenor does, however, object to one rate
design modification proposed by the commission Staff.
The Staff has proposed elimination of a special use
tariff established for large volume water users in
1985. This special tariff is at present utilized by
only two concerns, Buster Brown Apparel, Inc. and
Seaboard Farms of Chattanooga, Inc., members of the
intervenor group. L

This rate design issue relative to this special
use tariff is the only issue in dispute to be resolved
at the hearing before the Commission scheduled for
November 20, 1991, in Chattanooga.

The parties have agreed that the pre-filed
testimony and exhibits of all Company witnesses and the
staff witness relative to this Company’s rate case with
the exception of any testimony relating to the disputed
special use tariff may be entered into the record of
this proceeding. The right to cross—examine with
respect to such pre-filed testimony and exhibits is

waived with the exception of that testimony concerning
the disputed issue.
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HEARING
This matfer then came on to be heard pursuant to notice
dated October 25, 1991 before the Commission on November 20, 1991
~at 1:30 p.m. EST at the Hamilton County School Board Building,
2nd and Broad Streets, Chattanoodga, Tennessee at which time the

following appearances were entered:

T. G. PAPPAS, Bass, Berry & Sims, 27th Floor,
First American Center, Nashville, Tennessee, 37237,
appearing on behalf of Tennessee American Water
Company .

WILLIAM C. CARRIGER, Strang, Fletcher, Carriger,
Walker, Hodge & Smith, 400 Krystal Building, One Union
Square, Chattanooga, Tennessee 37402, appearing in
behalf of The Chattanooga Manufacturers Association

Water Intervention Group.

KENNETH O. FRITZ, Special Counsel for Randall L.
Nelson, City Attorney, 400 Pioneer Bank Building,
Chattanooga, Tennessee, 37402, appearing in behalf of
The city of Chattanooga, Tennessee, Intervenor.

JEANNE MORAN, Assistant General Counsel, Tennessee

Public Service Commission, 460 James Robertson Parkway,

Nashville, Tennessee 37219, appearing on behalf of the

Commission staff (staff). '

At the beginning of the hearing in response to the
Comnission’s inquiry as to preliminary matters, the Company’s
counsel introduced a Letter dated November 19, 1991 addressed~to
Paul Allen, Executive Director of the Commission that was filed
with him on that date setting out the Company’s compliance with
Commission Rule 1220.4-1.05 as to publication of Notice. This
~ was identified and marked as Exhibit 1. The Company’s counsel

then stated that, as set 6ut in the pre-hearing order, there were

no unresolved issues between the Company and the staff. That the

3
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Company had reviewed the bré—filed testimony and exhibits of the
Staff’s witness, John L. Baugh, and that his testimony,
éonclusions and recommendations were‘consistent with the
Company’s testimony and proof that it had a revenue deficieﬁcy of
approximatély $2,400,000 ($2,398,813). He further stated that
the Company had proposed and the Stgff had agreed to adopt an
overall return of 10.42%, using the Commission’s methodology,
found to be fair; just - and reasonable in Docket Nos. U-87-7534
and 89-15388 as proposed Ey the Commission’s economist Dr.
christopher Klein in the prior cases and agreed upon for this
case.

The Company’s counsel then stated that all other matters
proposed by the Staff including Staff recommendations as to the
rate design were not opposed by the Company and therefore the
Company'did not fi1é~re5ﬁtta1 testimony to the testimony of the

Staff’s witnesses recommendations. These recommendations frbm

" the staff include (a) increasing the proposed services activation
E charge from $12.50. to $15.00 for a new account where service
* exists and a new account service fee of $25.00 wliere a new

* service must be installed; (b) increase the Company’s bad check

charge from $12.50 to $20.00; (c) increase the

* disconnect/reconnect fee from $12.50 to $15.00; and, (d) decrease
'lthe Company’s proposed $.21 per CCF charge on the customer’s
i;first four CCF to $0.116 per CCF ($0.37 per CCF for customers in

! Lookout Mountain).
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- staff counsel then stated that thg only remaining rate
design issue not agreed upon was the staff’s recommendation as to
the continuation of the special use tafiff. The Staff’s position
is that when the special use tariff was adopted in Docket No. U-
85-7338 it was for the purpose of stabilizing the revenues of the
company and at that time the special use tariff rates for the
fourteen listed cuétbmers were designed to be revenue neutral.

It was intended that the minimum bill volumes would be calculated
in each subsequent rate case: although the order in that case did
not so specify, and such re-calculation had not been done in the
gubsequent cases. The Staff proposed to eliminate the special
use tariff that was now only used by two customers or in the
alternative to restate the minimum bill volumes'fo reflect the
volumes actually used during the prior twelve (12) month period.

Counsel for CMA stated that his clients d1d not oppose the
Company’s request but that they did take issue with the staff’s
proposal as to the special use tariff and that rebuttal testimony
had been filed by officials of the two companies that had adopted
fhe special use tariff and that they would teétify as to the
economic impact the Staff proposals would have on their
operations in Chattanooga. Counsel for the City of Chattanooga
stated that the Ccity endorsed the positidn of CMA.

Counsel for each party then moved that the pre-filed sworn
testimony of their witness and their exhibits be admitted and
received as if the guestions were asked and answers given and

exhibits produced. The Commission received such testimony, and
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the exhibits were identified fbr the record. The testimony of
the Company’s witnesses, Richard T. Sullivan, Chris E. Jarrett,‘
Dr. John L. O’Donnell, Edwin L. Oxley, J. L. Ware and Roy L.
Ferrell, the staff’s witnesses, John L. Baugh and the witnésses
of CMA, Glen Foreman and Leé H. Wagner were entered as if orally
Presented.

The witnesses who were to be called to testify on the sole
issue remaining to be adjudicated, the Staff’s proposal as to the
special use tariff, were then idéntified,‘John L. Baugh, Roy L.
Ferrell, Glen Foreman and Les H. Wagnér. They were duly sworn
and counsel for the Staff, having the burden of proof or
persuasion, presented its proposals and testimony in suppbrt
thereof. |

The testimony of the witnesses,‘both in support of and in
opposition to the Staff’s proposals concerning the special use
tariffs was informative, well presented and assisted the
Commission'in its determination. The Staff witness, Baugh,
explained the structure of the special use tariff that was filed
by the Company in the 1985 rate case and adopted by the
Commission in that docket. There are fourteen named customers
listed in the special use tariff who can avail themselveé of its
provisions and they are all large volume users of water in the
Chattanooga area. Only two customers, Buster‘Brown Apparel, Inc.
and Seaboard Farms of Chattanooga,are currently availing
themselves of this special use tariff. The voluﬁetric factor in

the special use tariff was based on 1985 data and has not been
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changed since that date even though the Company has filed three
rate cases since this tariff was first filed in 1985.

The Staff’s two proposals, the elimination of the special
use tariff or the increase of the volumetric factor using current
data would result in the customers having practically the same
increase in their overall water cost. The increase to these
customers by the Staff proposals would be approximately $24,000
per year for Buster Brown, Apparel, Inc. and abproximately'
$20,000 for Seaboard Farms of Chattanooga. This increase would
be in addition to the approximately 10 1/2% increase on the
Company’s rates for all customers that has been agreed to by all
parties as beiﬁg just and reasonable. It was further developed
in this testimony that the Commission has had a policy for a long
period of time of approving and in fact encouraging utilities to
provide special contracts for customers in order to encourage
usage and retention of such large customers, to attract customers
to a particular area, or to encourage customers to stay aligned
with the utility furnishing the serviéé. These public policy
considerations not only encourage industrial development but are
successful in helping to keep the residential customers’ rates
lower than they would be without the industrial or large customer
usage.

The Company witness, Roy L. Ferrell, called by the Staff,
stated that while he was with the Company in 1985 he was not a
witness in the 1985 rate case. He stated that the special use

tariff had a dual purpose, the stability of revenues and the

7
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stability of customers; The Company had never proposed an
adjustment of the volumetric component but- that in every case the
Company had adjusted the dollar amount, both in the monthly
service charge and also as to the unit cost. He further
testified that there were special use contracts in other
jurisdictions served by water companies that were part of the
American Water Works Company system. It was further developed.v
from the testimony of Mr. Ferrell that the volumetric rate for
these two customers provided for revenue over and above the cosf‘
of production. |

CMA presented Glen Foreman, the general manager of Seaboard
Farms who stated that his company was basically a producer and
processor of poultry producta employing approximately 1,000
people with a plant located in the downtown Chattanooga area; He
testified fhat his company used 286 million gallons of water
annually. It was the second largast customer of the Company and
that the 1985 special use tariff permitted them to have an
efficient operation and to cease seekihg alternative sources of
water. He testified that a new plant in Mayfield, Kentucky had
its own wells and was a more efficient operation and had a
capacity to increase production that could replace the
Chattanooga plant production. He further testified that if the
special use tariff were eliminated or changed that his company,
by necessity, would have to seek alternatives. The plant last
Year operated at a loss of approximately $100,000, and that the

increase that would come about by this rate case and the
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elimination or change of the spécial use fariff would cost his
company approximately $55,000 for the coming year.

CMA finally presénted Les H. Wagner, Vice President,
Secretary and Treasurer of Buster Bréwn Apparel, Inc. who
testified that his company was founded in Chattanocoga in 1904 and
that in 1984 they were looking at their water consumption.

Because of the proposed increase in rates they had investigated

alternative sources of supply. That after the special use tariff

was adopted their business has increased, in fact it has tripled.
In his direct testimony he testified that Buster Brown Apparel,
Inc. had approximately B60 employees in the Chattanooga facility
and is a profitable operatiop.

The Commission then heard from the only publié witness
present, Mr. Ed Markum, who made several observations concerning
the proposed service charges and other matters. He thought the
time for the hearing at 1:30 p.m. would discourage working people .
from attending. Also that the owners of apartmenté where the

tenants changed from time to time should not be required to pay a

.. turn on fee each time a tenant left and the apartment had to be

cleaned. He discussed summertime watering and garden meter

tariffs and suggested that consideration should be given to

eliminating or reducing the activation fees. He also commented

concerning management techniques and Commission review of
operations. The comments of Mr. Markum were appreciated, and the
Chairman stated that a service hearing had been held on

November 12, 1991 at Chattanooga in the evening so that people

9
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could be heard at a convenient time and noted that only one
person from the public attended thaﬁ hearing. As to the issue
involving the two tariff matters, the Commission stated that the
Staff would look into these and see what could be done. The
Chairman further stated that as to the planning processes of
Tennessee American Water Company that the Commission was very

aware of this Company’s program, that it was a forward-thinking

" company, and that the Cbmpany was concerned not only with its own

profitability but also with providing affordaﬁle rates and a safe
supply of pure water for its customers. The Chairman further
stated that the Commission now had a Staff person who does
management audits and that there were specialists on the Staff
who looked into all management jssues. Mr. Markum was commended
for taking the time to appear and share his thoughts with the
Commission. The Chairman'stated that the Commission’s decision
would be announced at the next regular deliberative session in

Nashville, Tennessee and the hearing was adjourned.

CRITERIA FOR ESTABLISHING
JUST _AND REASONABLE RATES

The Commission has traditionally considered petitions such
as this one, filed pursuant to T.C.A. § 65-5-203, in light of the
following cdnsiderations:

1. The investment or rate base upon which the utility

should be permitted to earn a fair rate of return;

2. 'The proper level of revenues for the utility;

3. The proper level of expenses for the utility; and

10
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4. The rate of return the utility should earn.

FINDINGS AND CONCILUSIONS

The following findings and conclusions as to the above

criteria were agreed to by the Company and the Staff in this

action and are as herein set out. 'The Intervenors stated they

were not opposing the Company and Staff’s résolution of these
issues but they were opposing the Staff’s proposals as to the
special use tariffs.”
IEST PERIOD

The objective of selecting a test period is to obtain
financial data and adjust it as necessary to reflect the inter-
relafionship of revenues, expenses and investment expected to.
occur in the immediate future. 1In this case the Company proposed
the twelve months ended March 31, 1991 as a proper test period
and has made adjustmenté through December 31, 1992. The Staff
accepted this test period since it provides a'proper analysis of
the results of operations for the first Year any new rates would
be in effect.

RATE BASE

The Company devgloped an attrition year rate base of
$65,524,904. ‘The Staff agreed, for the purpose of-this
proceeding, that the rate base developed by the Company reflected
adjustmenté that were-likely to occur during the attrition year
and therefore the rate base as developed by the Company is
acceptable to the Staff. In Docket No. 89-15388 the Staff
recommended and the Company had agreed to conduct a deﬁreciation

11
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study for the purpose of establishing new depreciation rates and
to present the results to the Commission within one year. This

was done by the Company filing a petition, Docket No. 91-00183

for approval of the study and the depreciation rates it
developed. The Commission by its order in Docket No. 91-00183
dated July 18, 1991 approved the new depreciation rates that are
used in this case..
| REVENUES_AND EXPENSES
The Company and Staff have agreed that for the purposes of
this case that the net operating income at present rates of the

company, for the test period was $5,371,240. They have further

agreed that the revenue def1c1ency for the attrition year is
$2, 398 813 basad upon a fair rate of return of 10.42%. The
calculation of the revenue deficiency and the components used are
found in Staff.Exhibit; Schedule 1 entitled Results of Operations

for the Twelve Months Ending December 31, 1992, which is as

follows:
PENNESSEE-AMERICAN WATER COMPANY
Results of Operations

for the Twelve Months Ending December 31, 1992

Amount

1 Rate Base $65,524,904
2 Ooperating Income at Present Rates 5,371,240
3 Earned Rate of Return 8.20%
4 Fair Rate of Return 10.42%
5 Requlred Operating Income ‘ 6,827,695
6. Operating Income Def1c1ency 1,456,455
7 Gross Revenue Conversion Factor 1.647022
- 8 Revenue Deficiency $ 2,398,813

12
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FATIR RATE OF RETURN

In a contested case a finding on fair raté of return is one
of the most subjective determinations that a Commission must make
in arriving at a decision concerning the proper level of rates a
Company charges its customers. The decision on a rate of return
must be given in-depth analysis and consideration because of the
impact that a small change in rate of return has on revenue
requirements and the rates that customers musf pay. This
consideration must bé weighed in conjunction with the controlling
legal standards established by statute and case law. . The
Commission has the obligation to make this determination based

upon the controllingllegal standard laid down in the landmark

Bluefield and Hogé cases. In the Bluefield case the Supreme

Court stated:

"A public utility is entitled to such rates as
will permit it to earn a return on the value of the
property which it employs for the convenience of the
public equal to that generally being made at the same
time and in the same general part of the country on
investments in other business undertakings which are
attended by corresponding risks and uncertainties; but
it has no constitutional rights to profits such as are
realized or anticipated in highly profitable or
speculative ventures. The return should be reasonably
sufficient to assure confidence in the financial
soundness of the utility, and should be adequate, under
efficient and economical management to maintain and
support its credit and able it to raise the money
necessary for the proper discharge of its public
duties."

Bluefield Water Works and Improvement Company v. Public Service

Commission of the State of West Virginia, 262 U.S. 679, 692-93

(1923).

-

Later, in the Hope case, the Supreme Court refined these

guidelines, holding that:

13
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"From the investor or company points of view it 'is
important that there be enough revenue not only for
operating expenses but also for the capital costs of
the business. These: include service on the debt and
dividends on the stock. By that standard the return on
the equity owner should be commensurate with returns on
investments in other enterprises having corresponding
risks. That return, moreover, should be sufficient to
assure confidence in the financial integrity of the
enterprise so as to maintain its credit and to attract
capital."

Federal Power Commission v. Hope Natural Gas Company, 320 U.S.
591, 603 (1944).

In this case the Company and the Staff have agreed that an
overall return of $10.42% as presented by the Company and as
shown in the following table is fair‘and reasonable and meets the

tests of the Bluefield and Hope cases. The intervenors did not

disagree with this stipulation. This weighted cost of capital
hés an assigned cost rate for the common equity cbmponent of the
cépital structure of 11.84% which rate approximates the current
authorized return for equity in the Company’s last rate case,
Docket No. U-89-15388. The capital structure and the weighted
cost of each component for the Compani as agreed to by the
Company and the staff for this caée and this case. only is as

shown on Jerry Ware Exhibit 3, Schedule 1, which is as follows:

RATE OF RETURN SUMMARY
SS OF . ' PERCENT : - WEIGHTED
REFEREN AMOUNT OF TOTAL COST RATE COST RATE
g Term Debt Schedule 2 $36,425.109 57.58% 9.81% 5.65%
Term Debt 0.00% ‘ o.do %
Frred Stock Schedule 3 3,282.670 5.19% 6.95% 0.36%
{mon Equity ' 23,547.898 37.23% 11.84% 4.41%
$63,255.677 100.00% 10.42%

14
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It is agreed by the Company and the Staff that the overall
rate of return shown above would provide the Company a fair, just
and reasonable rate of return. Therefore, the Company needs
additional gross annual revenues in the amount of $2,398,813.

- RATE DESIGN

The Company filed tariffs with its petition designed to
produce an increase in annual revenues of $2,398,813. Other than
the special use tariff, the Staff hed recommended four (4)

' changee to the filed tariffs and the Company did not oppose the
changes. It is agreed that as part of the tariffs to be filed by
the Company the following will be included: (a) increasing the‘
proposed services activation charge from $12.50 to $15.00 for a
new account where service exists and a new account service fee of
$25.00 where a new serviee must be insta}led;’(b) increase the
Company’s bad check charge from $12.50 to $20.00; (c) increase
the disconnect/reconnect fee from $12.50 to $15.00; and,

(d) decrease the Company’s proposed $.2i'per CCF charge on the
customer’s first four CCF to $0;132-per CCF'($0.3éG per CCF for
customers in LookouﬁiMountaie). It has also been agreed that the
remainder of the increased revenues shall be derived by an across

the board equal increase for all classes of service.

CONCIL,USTON
This matter was further considered at the Commission’s

deliberative session on Tuesday, December 3, 1991 in Nashville,

15
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Tennéssee.~.After considering the pretrial testimony, the
exhibits, the testimony of the witnesses as to the disputed
issue, the pre-conference order and the stipulations announced at
the November 20, 1991 hearing in Chattanooga, the Commission
finds and concludes that: (a) the Company is entitled to place
rates in effeét that will permit it to earn its.revenue
deficiency of $2,398,813.00 for the attrition year; (b) the
overall return of 10.42% and the capital structure of the Company
as agreed uéon by the staff is fair, jﬁét, reasonable and
complies with the Hope and Bluefield cases; (c) the special use
tariff as filed by the Company should remain ih effect because it
is consistent with our public policy ta éncourage businesses and
industry to contribute to_the economic welfare of this state;

(d) the three Staff proposals as to the activation charge, the
bad check charge, and the disconnect/reconnect fees are proper;
and (e) the Company should establish for all customers a rate for
the first four CCF’s of $0.132 per CCF ($0.386 per CCF for
customers in Lookout Mountain). All of these changes and
additions are féir, just and reasonable and in the.best iﬁterests
of the Company énd its customers and thérefbre they should all be
approved by this Commission and placed into effect as soon as
possible.

IT IS THEREEORE ORDERED:

1. That the tariffs heretofore filed by the Company on

16
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June 28, 1991 with an effective date of July 29, 1991, which have

been suspended by two orders of the Commission are hereby denied.

2. That the Order of the Administrative Judge dated
November 20, 1991 is hereby adopted and ratified by the

Commission and by reference is made a part of this order.

3. That‘the Company shall file tariffs in accordance with
this order that are designed to produce additional gross annual
revenues of apé}oximately $2,398,813.00. The tariffs shall
contain the special use tariff, as filed by the Company on
July 29, 1991 and shall incorporate the three changes proposed by
the Staff and'agreed to by the Company and the change in CCF
ratés for the first fouf CCF as set out herein. The Company
having furnished the Staff a copy of the proposéd tariffs for
their review and since fhey‘haye been approved, the tariffs shall

become effective the déte of this Order.

4, That any party aggrieved with the Commission’s decision
in this matter may file a Petition for Reconsideration with the
Commission within ten (10) days from and after the date of this

Order.

5. That any party aggrieved with the Commission’s decision
in this matter has the right of judicial review by filing a

Petition for Review in the Tennessee Court of Appeals, Middle

17
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Section, within thirty (30) days from and after the date of this

Order.

ATTEST:

/72

EXECUTIVE DIRECTOR

18
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: Lmn Greer, Chairman
Gara Kyle. Director
Helvin Malone, Director

460 James Robertson Parkway
Nashville. Tennessee 37243-0505

To: Eddie Roberson
Executive Secretary

From: william H. Novak, Manager \,&\'\ }
Utility Rate Division - Energy & Water Section

Subject: Tennessee-American Water Compény Cofnpliance Audit
Docket 96-00959 :

Date: September 18, 1996

Attached is a copy of our Compliance-Audit of Tennessee-American Water
Company, including the Company's responses, for your review.

The Compliance Audit included a review to determine compliance with the
USOA, as-well as a review of the Company's compliance with other TRA
directives. The Company submitted its responses to the audit findings on

September 13, 1995. These responses have been incorporated into the report.

i " Inits responses, the Company agreed with most of the Staff's findings.
1 However, TAWC disagreed with the Staﬁ's..rgcommendati'ons fo capitalize plant
‘ painting costs and to record lobbying fees as a below-the-line expense. We .
expect that these two issues will be addressed in the Company's pending rate
case. The Staff may ask for a separate hearing however for any items that are
unresolved in this docket. ' T

cc: Directors
Chris Klein
Dianne Neal
1 ‘ v Tennessee-American Water Company
.Consumer Advocate
Associated Valley Industries

Copies: T. G. Pappas
Jim Salser
D. R. Bailey
9/26/96—Ivbs

Telephone (615) 741-2904, Toll-Free 1-800-342~3559. Facsimile (615) 741-5015
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' TENNESSEE-AMERICAN WATER COMPANY .
COMPLIANCE AUDIT REPORT

DOCKET 96-00959

PREPARED BY THE
I | | ENERGY & WATER SECTION

o  OFTHE
JJ; | UTILITY RATE DIVISION

September 18, 1996




i EXECUTIVE SUMMARY

The Tennessee Regulatory Aﬁthofity (TRA) has the power by state law to
require a public Utility to keep its records in accordance with the Uniform System
of Accounts (USOA) as well as the jurisdiction to 6verse‘e utility operations. The
TRA also has the authority to examine the books and records of utilities to
determine whether the utility complies with its orders and directives. This
compliance audit was performed on Tennessee-American Water Compahy
(TAWC), a provider of water services to the Chattanooga éréa.

We examined the books and records to determine whether TAWC
followed lthe USOA, We also reviewed the Compaﬁy's compliahce with various
TRA directiveé, including the Management Audit ordered in the last rate case,
and the Sales Adjustment Mechanism.

The resu'lté of the Compliani:e Audit are as follows:

1. The Company's proposal to amortize the Management Audit cost over
three years is.an unreasonably short time period.

2, The_’Compahy's provision in their tariff requiring contributions in aid of
construction to be grossed-up for taxes is no longer appropriate.

3. The Company has not booked plant additions to Account 331 to the
appropriate subaccounts.

4. The Company has applied a composite depreciation rate to Account
331 in calculating depreciation expense, instead of the approved
subaccount rate.

5. The Company has incorrectly expensed plant painting expenditures
that should have been capitalized.

6. The Company has incorrectly recorded club dues as an above-the-line
expense. ‘

7. The Company has incorrectly recorded lobbying fees as an above-the-
line expense.

TN-CAPD-01-Q123-ATTACHMENT 10 Page 3 of 28
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8. The Company has propoéed an inappropriate tariff for Hydrant Meters.
All other areas examined for this report were in compliance with the TRA's
| Rules and Regulations. The Compahy hds provided responses to each of these
findings which are contained in this repoﬁ. A summary of these responses are
as follows: |

1. The Company agreed‘ to the Staff's findings ‘concérning the

Management Audit, Contributions in Aid of Construction, Plant

Additions, Depreciation, Club Dues, and Hydrant Metering.

2. The Company disagreed with the Staff's recommendation on -plant
painting expenditures. .

3. The Company dis_agreed with the Staff's recommehdation on lobbying
" expenditures.

The Staff will work with the Company to resolve the remaining two issues
| prior to the hearing in the current rate case. However, if these matters cannot be

reconciled, the Staff will ask the TRA directors to make a ruling on them.

[RFTIRERCE
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TENNESSEE-AMERICAN WATER COMPANY

COMPLIANCE AUDIT
DOCKET 96-00959
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Tennessee Code Annotated (T.C.A.) §65-4-104 gave jurisdiction and
control over public utilities to the Tennessee Public Service Commission. By
virtue of Chaptér 305 of the Public ‘Acts of 1995, jurisdiction and control over
public utilities was transferred from the Tennessee Public Service Commission
(TPSC or Cdmmission) to the Tennessee Regulatory Authbrity (the "TRA" or
“Authority”) on July 01, 1896. T.C.A. §65-4-104 states that: '

The Authority shall have general supervision and regulation
of, jurisdiction, and control over, all public utilities...
T.C.A. states further in §65-4-111 that the public utilities are to maintain a
Uniform System of Accounts:
The Authority shall have the power after hearing, upon
notice, by order in writing to require every public utility... to
.keep its books, records, and accounts so as to afford an
intelligent understanding of the conduct of its business,
and to that end to require every public utility of the same
class to adopt a uniform system of accounting. Such
system shall conform, where applicable, to any system
. adopted or approved by the Interstate Commerce
Commission of the United States. Andto furnish annually,
or at other times as the authority may require, a detailed
report of finances and operations as shown by said system
of accounts.
The TRA responded to T.C.A. §65-4-111 by establishing its own rule 1220-4-1-
~1.11 regarding the uniform system of accounts which public utilities should
" ‘maintain. The TRA's rule provides that all Class A, B., and C water companies
follow the Uniform System of Accounts as adapted and amended by the National

Association of Regulatory Utility Commissioners.
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The ‘TFIA'received its authority to examine the books and records of public
utilities from T.C.A. §65-4-105 which states that the TRA would possess all the

other powers conferred on the TRA.

...full power to examine the books and papers of the said
companies, and to examine, under oath, the officers,
-agents, and employees of said companies...to procure the
necessary information to intelligently and justly discharge
their duties and carry out the provisions of this chapter and
chapter 5 of this title. :

The two basic reasons for compliance audits are fo assure compliénce_
with the Uniform System of Accounts (USOA) and to assure that the utility is
folI;Jwing all rules, regulations and directives adopted by the TRA.

Compliance audits provide the foundation of assurance .‘unde'rlying the
basic objeéﬁvé of regulatory accounting, which is to provide a uniform method of
recordiﬁg transactibns among similar companies. This uhifdr'm }rfe'cb‘rd keep’inb is
accomplished through the adobtion of the ‘USOA and itns@rés the intégrity,
reliability, and .comparability of the financial data 'cont'ainec.l in financ»ia.Lreborts
filed with the TFIA which provides the TRA one of its mdét'u'seful_Aregulatory tools

for establishing just and reasonable rates.

.. SCOPE OF AUDIT

‘We examined the books and records of Tennessee-American Water
Company for the twelve months ended December 31, 1995 and conducted tests

of the asset and expense accounts to determing if the company followed the
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NARUC Water System of Accounts and other TRA rules, regulations and

diréctives. '

This Compliance audit also includes the results of the Management Audit
performed by PMC Managerhent Consultants, Inc. This audit combined with the
Compliance Audit, satisfy the TRA's oversight responsibilities to the Utility's
ratepayers. Specifically, these audits verify that the émounts on the Company's
books: |

o are properly classified;

o accurately reflect any 'fHA ordered rate making adjustments;

o do not include unusual or abnormal financial occurrences;

~© were calculated following proper accounting rules and

procedures for separating regulated * and nonregulated
operations, and in-state and out-of-state operations;

e accurately reflect allowable charges from affiliated companies.
Iv. AUDIT TEAM

The TRA's Utility Flate Division is respd’ns’ible for conducting compliance
audits. The audit was conducted by Hal Novak‘, PatAMurphy. Laura Foreman,

David Hood and Mark Burden of the Utility Rate Division.

V. COMPANY BACKGROUND

Tennessee American Water Company, located at 1101 Broad Street,
Chaﬁandoga, Tennessee,‘ is a wholly owned subsidiaryvof American Water
Works Company, Which has its h'eadqﬁarters at 1025 Laurel Oék Road,
Voorhees, New Jersey. Tennessee American is a provider of water services to

the cities of Chattanooga, East ‘Ridge, Lookout Mountain, Lakeview and other
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unincorporated areas in Georgia. The company currently provides service to

approximately GB.DDQ customers.

VI. MANAGEMENT AUDIT
Background:

In the Company's last rate case (Docket 93-02943), the TPSC agreed to a
stipulation between the Company and Staff reqﬁiring a management audit of the
Company's operations to be perfermed by a qualified consultant; Subsequently,

| the Staff and Company interviewed several consultants for this assignment. The
consultant contract was ultimately awarded to PMC Management Cor_'lsulténts,
Inc. (PMC). |

The purpose of a management audit is to aid the TRA in its regulatory
oversight of the Company by identifying cost-efféctive “management
improvements to produce more efficieﬁt operations. . The 'Managenient Audit
Report dated August 31, 1995 contained 33 recommendations. The 33
recommendations have been reviewed and agreed to by the Compahy énd‘ the
TRA Staff. On November 7, 1995, the Company filed an im‘pleméntatibn .plan fqr
each of these recommendations. The Company has since brovided quarterly
updates to the TRA on the progress of the implementation plan, and expects to
complete all 33 recommendations by the end of 1997. |
Einding: .

The Company proposes to amoﬁiZe the cost of the Management Au:d'it
over an unreasqnably short time period. The total estimated cost of th:e'

Management Audit including ‘the implementation plans is approximately
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$304,000. The Company has proposed to amortize this cost over a three-year

period. However, this audit will produce results which will provide longer lasting
benefits to the Company.
Recommendation:

The TRA Staff feels that expensing these costs over three years does not

provide for adequate recognition of expenses. over the life of the investment in

the audit.” We therefore recommend -amortization of these costs over.5 years,
which approximates the length of time between two rate cases.
Company Response:

The Company accepts this recommendation if the TRA will recognize the

_unamortized costs of the management audit, net of taxes, in rate base in the

.current rate case.

The TRA Staff agrees with the Co}npany that the unamortized costs of the

: n‘ianagement audit should be properly reflected in rate base.
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SFAS 106 COMPLIANCE
Background:

During May 1993, t.h'é. Corinmissiori issued an order on the
investigation of proper regulatory treatme‘nt of other Post-Retirement
Benefits for utilities regulated-'by the TPSGv(_Docket.92-1 4631 (A)). The

order promulgated rules for Tennessee Américan Water Company to

implement for the new accounting: standard.. This matter originally came .

before the Commission -in order to determine . the correct: way to
implement the Statement of Financial Accounting Standards No. 106;nd
it was subsequently determined that each utility should be treated
sebarat'ely. | | |

Post Retirement benefits other than pénsipns ,inqlﬁds items such as
health insurance paid by the utility on behalf of retired employees. FAS
106 required- that 'employers reflect in current expenses Aan accrual for
post retirement benefits other than pensions '(PB'OPs) du'ri'nl‘g the .service_
periods of covered employees. . These costs are viewed as deferred
compensation arrange"mehts Wherebyv an employer promises to exchange
future benefits for current sewicés.' ‘Rather than expensing the costs of
the PBOPs when payments are fﬁada in cash, the cost is recognized over
the active service period of the employee.

The terms of the settlement fdr TAWG are as follows:

e Amounts included in TAWC rates for PBOP costs are to be
deposited in an irrevocable external trust fund. Disbursements
from the fund were limited to 1) payment of PBOPs pursuant to the

applicable post retirement benefit plan or 2) payments for
appropriate expenses of the trust. .

TN-CAPD-01-Q123-ATTACHMENT 10 Page 11 of 28
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= Any transition obligations relating -to pnor service costs to be
amortized over 20 years.

e The attribution period is to be through the expected retirement date
not the elugnblhty date. :

Eindings: |
'TénnéSsee American Water Company has correctly implemented
the terms set forth in the Order.for Docket: 92-14631 (A). Amounts for
PBOP costs ‘are accrued monthly in a deferred account.and deposited
yearly with Towers Perrin. Towers Perrin pro\}ides-an annual.statemen.t of
FAS 106 expense which includes an amount: for amortization of the
transition obligation resulting from the change in accounting methods for
PBOP expense.
Company Response:
Company agrees with the Staff's findings.
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SALES ADJUSTMENT MECHANISM
Background:

in the Company's last case, the Commission approved a Séles
Adjustment Mechanism (SAM) for sales to the Coca Cola plant. in

Chattanooga. The parties in the previous case agreed to a level of sales

for Coca Cola. If the actual sales deviated from the agreed to level, an

adjustment mechanism was utilized.

Eindings: .

The Company has projected ‘a total SAM deficiency of"

approximately $265,000, and has propbsed to recover this amount over

the next three years. The Staff has reviewed the Company's calculation

and agrees with the method used to calculate the deﬁcienqy.v The Staft

also agrees with the Company's proposed recovery period of three years

“for this item. -

Recommendation:

The Company should be allowed to recover the projected
deficiency in the SAM of approx'imately $265,DDD over. 3 years.' As a
result, approximately $88,000 should be included in the Company’s cost

of service for consideration in the current rate case.

’Company‘ agrees with the Staff's recommendation.




IX.

TN-CAPD-01-Q123-ATTACHMENT 10 Page 14 of 28

HYDRANT METER TARIFF
Background:
.The Company has proposed a new tariff for hydrant meters used in

construction. According to the Company, Contractors and construction

‘companies are in need of temporary water service at various sites

tﬁroughout' the Chattanooga community, ‘and at unknown specified
periods of time. The Company presently provides these parties with a
special three inch fire hydrant water meter to record and bill their usage
accurately as opposed to estimating their consuhption. The usage by

these temporary customers is not constant and there are periods of non-

'usage during which they are billed for a three-inch service charge.

Findings:
The Company’s proposed tariff is- an inappropriate solution to the
identified problem. The Company has proposed a tariff rate of $25 per

month, in lieu of the three-inch meter service charge of $131.75. The

~ revenue reqUirement of this change is approximately $70,000 that would

have to be made up from all other customer classes.

' The Staff has asked the Company to survey other water utilities to
find out how they address this iséue. ‘The Company has since discovered
that other utilities provide a site for water delivery at their varipus
operation centers. The contractors then bring in trucks tdfill,with water.
In this situation, there is no rﬁeter charge, and the likelihood of incorrect

consumption records is eliminated.

10




-TN-CAPD-01-Q123-ATTACHMENT 10 Page 15 of 28

The Staff recommends that the Company provide for construction
water at its service centers, and to eliminate the fire hydrant water meter
altogether. The Staff also recommends that the rate charged for this type

of consumption be set to the Company’s end-step rate.

The Company will withdraw' ité propbéél for a tariff rate of $25.00
per month for hydrant meters. TAWC proposes to inyestigaté alternatives
in supplying this service to its customers and provide the TRA Staff a
complete analysis by the time the Company files its next rate increase
request.

Staff Rebuttal:
The Company's proposal to withdraw the proposed tariff is

acceptable to the Staf.

11
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X CONTRIBUTIONS IN AID OF CONSTRUCTION
Backaround:
The Uniform System of Accounts defines a Contribution in Aid of
Construction (CIAC) as:

Any amount or item of money, services or property
received by a utility, from any person or governmental
agency, any portion of ‘which is provided at no cost to the
utility, which represents an addition or transfer to the capital
of the utility, and which is utilized to offset the acquisition,
improvement or construction costs of the utalltys property,
facilities, or equipment used to provide utlhty services to the
public.

Prior to the enactment of the Tax Reform Act of 1986, all CIAC were
treated as a tax free contribution to the utility's capital. After the Tax

Reform Act of 1986 became law on October 22, 1986, .CIAC were '

considefed as taxable income. In order to keep the utility in the same _ .

financial position as before the Tax Reform Act of 1986, ‘the -TPSC.

ordered all utilities to gross up CIAC by a factor of 33% (Docket U-87-
7525, October 21, 1987).
Finding:

On August 2, v1 996, legislation was passed in Congress that
repealed the 1986 enacted tax on CIAC for water and sewer utilities. This
repeal applies to property placed in service after June 12, 1996.

The company .currently has tariffs on file at the Tennéséee
Regulatory Authority that reduire a gress up of 33% on all. CIAC. Since
the new law eliminates the tax on CIAC made after Ju_ne 12, 1996, the

company should revise its tariffs to delete the 33% gross up factor.

12
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It is recommended that the company make revisions 1o its tariffs to
delete the-33% grass up factor. It is also recommended that refunds be

made to any customers who have made a CIAC after June 12, 1996.

The Company agrees with the TRA Staff. rgc'qmmendations. The
Company will file revised tariff schedules and applicable rules . and
regulations to refiect the elimination of the 33% g_rjbéé%pfap;o; for income
faxes. ,;The new tariffs and applicablve rules and regulétioné will be filed by
| October 31, 1996. Also, all GIAG collected after June 12, 1986 will be

refunded to customers by December 31, 1996.

13
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UTILITY PLANT ACCOUNT RECORDS

Background:

The Uniform System of Accounts (USOA) specifically states how
utilities are to record the costs for Account 331, Transmission and
Distribution Mains and for Account 334, Meters and Meter Installations.
Regarding Account 331, the USOA states that:

“Records supporting this account shall be S0 kept as

to show separately the cost of mains of different sizes and

types (emphasis added) and of each tunnel, bridge, or river

crossing.”

Regarding Account 334, the USOA states that:.
“The records covering meters shall be so kept that

the utility can furnish information as to the number of meters.

‘of each type and size (emphasis added) in service and in

reserve as well as the location of each meter included in this

account.” :
Findings:
The company is incorrectly booking all plant additions for
Account 331, Transmission and Distribution Mains (T&D Mains), into one
primary plant account instead of being segregated into sub-accounts as
required by the USOA. There are three classifications of mains that are
being booked into this primary account: T&D Mains, 4 inches or less;
T&D Mains 6-10 inches; and T&D Mains 12 inches or more. The
company is currently booking all T&D Main plant additions into one
- primary account regardless of the size.
Furthermore, plant additions for Account 334, Meters and Meter

installations are being booked into one primary account instead of sub-

accounts as required by the USOA. Currently the corhpany has three

14
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types of meters that are being classified into one account: Metal Case/Old
Style Meters; PIa;tic Case Meters: and Metal Case/New Meters.
Bgc_o_nlfnmdaﬂm

it is recommended that the company begin booking its plant
additions fof Account 331, Transmission and Distribution Mains and for
Acd&ﬁnt 3:54‘, Meters and Meter Installa{tioné into sub-accounts as
required by the Uniform System of Accounts. |
- Company Response: .

The Cohpany will comply with ;the recomméndationsbf the audit
staff. We request that we be giVén until ‘fhe end -of the first quarter of
1997 to reflect the changes on the. company'’s financial staternents. This
will give us adequate time to d'e_'termiﬁ;é'f"ihe amounts to be charged to the

proper sub-accounts.

The Company’s propésal to-tefleit-this change at the end of the

first quarter of 1997 is acceptable to the Staff. . - °

15
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DEPRECIATION EXPENSE

Background:
On July 18, 1991, in Docket 91-00183, the TPSC approved

' deprqciation rates to be used by the company effective January 1, 1992.

In this docket, the “Transmission and Distribution Main" (T&D Main)
account was classified into three separate s;.ub-accounts. These three
sub-accounts and the corresponding depreciation ratas approved by the
TPSC are: T&D Mains, 4 inches or less (1.62%); T&D Mains 6-10 inches
(1.36%); and T&D Mains 12 inches or more' (1.42%). The composite
depreciation rate for the three different élassifications as approved by the
TPSC.was 1.41%.

Also in Docket 91-00183, the TPSC approved depreciation rates
for the following “Meter” sub-édcounts: Meters - Metal Case/Old Style,
2.45%; Meters - Plastic Case, 15.35%; and Meters - Metal Case/New
Style, 0.98%. The company averaged the rates approyéd by the TPSC fn

Docket 91-00183 in calculating a 2.51% composite depreciation rate

which it is presently using in calculating the c'lepreciationfexpense for

these three accounts.
Finding:

The company is incbrrectly using composite depreciation rates to
book depreciation expense for Account 331, Transmissic'm' ahd

Distribution Mains, and Account 334, Meters and Meter Installations.

16
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The company should depreciate each classiﬁcation_ of T&D Mains
(Account 331) and Meters and Meter Installation. (Account 334) by the
~ individual sub-account deprgciation rate that was approved by the TPSC. '
Recommendation:

It is recommended that the company begin bopkihg depreciation
expense for Account 331, Transmission 'aﬁ,d Dist“‘[iput.iqr._l.‘Mgiq.s_, and
Account 334, Meters and Meter Installations, by using the individﬁal sub-

account depreciation rates approved in Docket 91-00183.

- Company Response:

The Company will comply with the re'comméndatipn‘g g_f the Aa‘u‘dit
étaﬂ; We request that we be given until the end of, the. flrst quarter of
1997 to reflect the changes on the company's iinan_ciq!'_s,_.tgge:!rngr_lts.w This

“will give:us adequate time to determine the amount‘s‘;iq ‘pg c’:,h.arged to
depreciation based on the rates approved in Dockvet%gfl: -00183 s
Staff Rebuttal:

The Company's proposal to reflect this change at the end of the

first quarter.of 1997 is acceptable to the Staff.. - .

17
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Background:

During 1995 the company accepted a contractual bid from
- Millwright Construction & Maintenance for a major painting project. The
project includéd the filter plant, chemical buildings and the interior of the
Citico Pump Station. The contractor cqmpletéd the project in De'cember, :
1995. The cost of the project was $39,814 and the company recorded it
as a current period expense to Account 726200.18 - “Péinting Supplies”, a -
maintenance expense account.

After reviewing the ba_inting project, the Staft has determined that
the plant refurbiéhrhent‘will provide benefits that extend .over one or more
future accouqting. periods. Furthermore, discussions with co.mpany
personnel re\)el_ed that the same facilities had not been painted for'a.very
long time and would not have to be repainted for at. least another 15
years. | .

The Uniform Systéi'n of Accounts (USOA) specifically details~the'
accounting freatment regarding miscellaneous and unusual expenditures.
For clarification purposes the USOA states:

Account 186, Miscellaneous Deferred Debits, shall include all

debits not elsewhere provided for, such as miscellaneous work in

progress, losses on disposition of property, net of income taxes,
deferred by authorization of the Commission, and unusual or
extraordinary expenses, not Included In other accounts

[Emphasis Added], which are in the process of amortization, and
items the proper final disposition of which is uncertain.

18
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B ndati
it is recommended that the plant painting expenditures be

capitalized and amortized over its economic and useful life.

The company requests that the .auditors reconsider their
recommendation to capitalize the costs associated with the painting of
some of the company's facilities. The painting of a building does not
constitute and unusual or extraordinary expense which would require the
cost to be capitalized and depreciated as recommended by the TRA Staff.
The NARUC defines extraordinary items as “not typical or customary
business activities of the cdmpany" (NARUC chart of accounts general
instructions pg. 15).

Financial Accounting Standards 71, "Accountihg for the Effects of
Certain Types of Regulations” permits the company to defer such costs if
it is probable that thé cdmpany will be allowed to recover. .those .costs in
future rates, however Tennessee '{}merican's rate structure alloyvs for a
certain amount of mafntehénce ég_sts éach year. The costs of the painting
job was allowed for when dete}mining maintgnance expenses for the year
and therefore did nof increase the cost of service. To defer and amortize
these costs would inflate future cost of service which violates the
capitalizatit;n'.criter.ia under FAS 71 (para. 9(b)).

Staff Bebuttal:
The Staff agrees with the company that the plant painting

expenditure is not an extraordinary item. We do believe that the painting

19
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project is an unusual expenditure due to its infrequency of occurrence.

As a result, the projéct should be treated as a miscellaneous or unusual
expenditure based on the NARUC guidelines for Account 186,
Miscellaneous Deferred Debits described in the Staff's finding. Also, the

company should make a corresponding adjustment to maintenance

‘expense during the current rate case.

20
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MISCELLANEOUS EXPENSES

Background:

For Miscellaneous Expenses, the USOA states that:

“this account shall include all expenses not mcludlble in

other operating expense accounts

USOA accounting principles also prowde examples of expenses
which should be recorded as a mlscellaneous expense For example
Industry Dues, Mestings of the Industry, Stockholders. meetln'g expenses,

c... The USOA did not intend for these examples te be ell inclusive but

rather to provide a foundation regarding miscellaneons expenses that
should be included in a company's Operations and Maintenance
expenses for rate making purposes.
Findings:

During 1995 the company recorded Miscellaneous Expenses to

above-the-line operations in various accounts that were not related to

utility activities.

Various transactions involving social club activities and various out-

-of-state travel not related to company operations. The amount of these

expenses total $1,628. The total account balance at 12/31/95 is $15,554.

Various transactions involving social club activities and various

miscellaneous expenses not related to company operations. The amount

of these expenses total $8,750. The fotal account balance _et 12/31/95 is

$54,701.

21
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-nteriainment:

Transactions involving spouse trével expenses, social club
activities and various miscellaneous expenses not related to company
‘operations were found. The amount of these expénsés total $4,973. The
total account balance at 12/31/95 is $8,485.
| | Transactions involving country club and social club activities not
related to the company operations were'identifiéd. The amount of these
expenses total $2,481. The total account balance at 12/31/95 is $2,632.
- Recommendation

It is recommended ihat the company identify and record social
club, country club and other expenses that are not related to the utility's
operation to below-the-line expense accounts.

-Company Response:

The Company accepts the TRA Staff recommendation.

22
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LOBBYING EXPENSES
Background:

. TAWC had not accounted for Lobbying expenses: related to
membership dues to the National Association of Water Companies

(NAWC) until 1895, when the compahy began accounting for them as a

_result of the Omnibus Budget Reconciliation Act of 1983. The new federal”

. act mandated that expenses associated with lobbying activities were no

longer deductible as business expenses for tax purposes. As a result, the

NAWC had to notify to its members that a portion of its efforts were

. lobbying activities.

Finding:

During the Staff audit it was discovered that 23% percent of the
company's membership dues to NAWC were accounted for as above-the-
line Lobbying‘ expenses. Although TAWC has appropriately separated the
association's dues related to lobbying activities, the Staff feels.tﬁ.at"the
lobbying expenses should be cha'rged to below-the-line operatidns
because of the long. standing regu!atbry policy in Tenné_ssée (U%5816, ‘
12/24173). |
Total Lobbying expenses recorged in 1995 amount to $3,453.'
Recommendation: |

It is recommended thai the company record Lobbyi'ng expenses to

below-the-line operations.

23
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The TRA Staff recommended that lobbying expenses be recorded
below the line, thus excluding them from rate recovery. The Company
believes that lobbying expenses are 1) prudent expénSes of a Company
and ére not excessive, and 2) they benefit the ratepayers.

‘As a result of ré&ent legislation that was passed by Congress and
signed by the Prasident, CIAC for water and sewer utilities are no longer
in’cludéd in taxable income. This legislation was supported through the
lobbying efforts of the NAWC of which TAWC is a member.

Thé Company believes that lobbying expenses are prudent and-
should be recognized. Thé TRA Staff could set some sort of benchmark
level for' utilities (i.e., .01% of operating revenues) {o recover in rates.
This allows the utility some flexibility in making expenditures for lobbying
efforts.

The Staff's finding indicated that it has been policy in.'.l'ennessee to
deduct |bbbyingj expenses from operating éxpenses for rate-making
purposes (South Central Bell, U-5816 dated 1'2/24/73 and U-6402 dated
S/41T7). Thereforé, the Staff maintainé its position regarding the

accounting treatment for lobbying expenses.

24
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BASsS, BERRY & SIMS PLC

A PROFESSIONAL LIMITED LIABILITY COMTRN?,\ ’
- ATTORNEYS AT LAW D ™

T. G. PAPPAS . - nus e AT KNOXVILLE OFFICE: -
TEL: (615) 742-6242 . 2700 mmwm&ﬁc\»m -CRY AUTH. 1700 RIVERVIEW TOWER
FAX: (615) 742-6293 NASHVILLE, TENNESSER 37238-2700 ENOXVILLE, TN 37901-1509

(615) 742-6200 * O oy ﬂb T 7 P ﬂ 2 3 U (423) 521-6200

October 7, 1996 4. ... o7 THE"
EXECUTIVE SECRETARY

K. David Waddell

Executive Secretary

TENNESSEE REGULATORY AUTHORITY
460 James Robertson Parkway

Nashvﬂle TN 37243—0505

RE: Tennessee American Water Company
‘Daocket No. 96-001959
Dear Mr, Waddell:
Enclosed please find ofginal and nine (9) copies of a Stlpulauon and Recommendation of
Setflement dated this date and signed by counsel in behalf of all three parties, Tennessee American

Water Company, the Consumer Advocate Division of the Office of the Attorney General and the
Chattanooga Manufacturers Assoc1atlon Water Intervenuon Group

This matter is set for hearing on October 17, 1996 at 10:00 o’clock- A.M. in Chattanooga
Tennessee. I would appreciate it if you would bring this Stipulation and Recommendation of
Settlement to the attention of the Dn'ectors

" With kindest 1_'egards, I remain

Very truly yours,
T. G. Pappas
TGP/br#476858
Enclosures

cc: David Yates
William C. Carriger
James E. Salser v
Richard T. Sullivan
Dianne Neal
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BEFORE THE 'I‘ENNESSEE REGULATORY AU'IHQEHY” .ij rium

Nashville, Tenn&‘@@ 05T 7 Pm 2 30

g "‘lu-

e

IN RE: PETITION OF TENNESSEE AMERICAN WATEIiz‘Xn’ VE srcRETARY
COMPANY TO CHANGE AND INCREASE |
CERTAIN RATES AND CHARGES S0 AS TO
EARN A FAIR AND ADEQUATE RATEOF
RETURN ON ITS PROPERTY USED AND USEFUL
IN FURNISHING WATER SERVICE TO ITS
CUSTOMERS

R S

A R

DOCKET NO. 96-00959

This matter is before the Ténpes;ee Regulatory Authority ("Autho;ity") .pprspanfc to the
Petition filed by Tennessee American Water Company (“Company”) to change a_xld:,iﬁcreés‘;é certain.
* -rates and charges as ‘set out in that Petition. . The Authority has set the matter for ﬁearing m
Chattanooga, Tennessee, October 17, 1996, Begiﬁniﬂg at 10:00 o’clock am ..ED'T.af the School
Board Building. | _

The parties to this proceeding, the Company, the Consumer Advocate Division of the
Office of the Attorney General (“Consumer Advocate") and the Chattanooga ‘Manuf_'acture.rs'
Association Watér Intervention Gfoup' (“CMA") have had full and free exchange of infofmation
and have negotiated in an attempt to resolve issues in this case. The parties have resolved the .-
issues in controvery and have entéred into this Stipulation and Recémmendation of ~S‘etﬂer:m'ant as
follows: |

- (1) The Company has reduced the amount of its requested additional annual revenues frém

$2,448,943.00 to $1,405,000.00 and shall adjust its rates to recover approximately
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| $1,405',000.00 in‘additional annual 'reyénues from its customers for service rendered on énd after
November 1, 1996. A‘-ttached hereto as attachment A is a schedule that shows the calci;lation of
the stipulated revenue increase. It is agreed that the additional revenues and the design of the
tariffs to be applied by the Company are fai; and reasonable. The tariffs are attached to this
Stipulation as attachmex.lt,‘B and are designed to increase the customer rates 5.1% “across the
board”. |
(2) 1t is understood &1at this Stipulation and Recommendation has not been approved by
the Authority an'd will be subnlit;ed to the Authority. |
(3) The parties ag;'ee that the negéﬁaﬁ(ms have been conducted in good faith in an
atternpt to'resolve the Company’s need for increase revenues and that the resoluﬁon of this matter
as set out in this Stlpulatlon and Recommendation is a fair and reasonable resolution of all the
issues in this proceedmg a.nd isin the best interest of the Company s customers a.nd the Company.
(4) The parties agree that by entenng into this Stxpulahon and Recommendauon they are
not agreeing, for the futurfs, to any item or change as requested by the Co‘mpany nor any specific
theory supporting the appropriateness of such changes. |
(5) This Stipulation and Recommendation has been agreed to for the purposes of settling
this case .;1nd shall not be binding upon the parties hereto in any other proceeding before this
Authorit& or an.y Court and it s-hall not be offered in evidencé or relied upon in any other

proceeding involving Tennessee American Water Company before the Authorify.

©) Itis agreed that if the Authority does not adopt this Stipulation and Recorpmendaﬁon '

in its entirety, each party hereto reserves the right to withdraw from it and request that the matter
proceed as if no stipulation or recommendation had been entered into, and in such event this

2
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| Stipulation and Recommendation shall not be binding upon any of the paﬁies, aﬁd shall not be
admitted into evidence ;r relied upon by any party in this prdéeeding before the Authority or any |
‘Court proceeding for judicial review.

(7). If the Regulatory Authority adopts this Stipulation and Recommendation in its entirety,
each party agrees that it shall not file an application fér‘rehearing w1th the Authority nor appeal
this case or any paﬁ thereof for the judicial review. -

AGKEED to this fday of October, 1996.

TENNESSEE AMERICAN WATER COMPANY

4/?/

T. G. Pappas

CONSUMER ADVOCATE DIVISION
of the OFFICE OF THE ATTORNEY
'GENERAL

%«Mﬁ:’

David Yéés % 0234—-___ '12'5:- F

CHATI‘ANOOGA MANUFACTURERS
ASSOCIATION WATER ]N'I‘ERVENTION
GROUP

By%%‘fw '
Wﬂhamc.gmﬁr/\ 72
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T ennesseé—Amarican Water Cdmpany

Stipulated Revenue Increase
Docket No. 96-00959

Rate Base

Operating income at Prééent Rates
Eamed Raté of Retu;n

Fair Rate of Return-

Reéquired Opérating Income
Operating lncbmeDeﬁciendy
Gross Revenue Conversion Factor

Stipulated Revenue Increase

Amo.um
$76,085,848

6,366,903

8.37%

8.47%

'7.205,330
838,427

1.675758

$1,405,000

Attachment A
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TENNESSEE-AMERICAN WATER COMPANY TPSC Nao. 19
Fourth Revision of Sheet No. 4

Canceling

Auachment B

Pepe 1 pf4

S service Charge Per Month
Chattanooga ‘Lookout
General Water Mountain Lakeview
Meter Sizc Service Tariff Tariff Tariff
5/8™ ' - § 826 § 924 I 924 O
3/4” 13.86 13.86 13.86 (@
1” 23.07 - 23.07 23.07 @
1-1/2” 46.18 46.18 46.18 (I)
2> . 73.86 - 73.86 73.86 (@)
3» . 138.50 138.50 138.50 ‘(D
4” 230.83 - 230.83 230.83 ()
6" 46l67- | 46167 461.67 (D)
g” 738.67 738.67 738.67 (D)
Cost per CCF
Chattanooga Lookout
General Water Mountain - Lakcview
Monthly Use Service Tariff Tariff Tariff

0-4 CCF/Mo. $ .1450 $ 4350 ¥ 1490 @)

4-65 2.4360° 3.3720 3.0850 (1)

63-500 1.5400 25180 2.2300 (I)

500-5,000 1.1390 1.4760 1.1890 (1)

5,000-15.000 - 5160 1.2540 9680 (1)

Over 15,000 .5550 - .8880 6080 (D)

D Increase

ISSUED: EFEECTIVE DATE: November 1, 1996

BY: ILT, SULLIVAN, VICFE PRESIDENT
1101 Broud Street
Chuttanoogy, Tennesses 37401
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Auachment B
- Pagc2 pf4

TENNESSEE-AMERICAN WATER COMPANY TPSC Nu. 19 .
: o Yourth Revision of Sheet No. 6
Canceling -
Third Revision of Sheet No. 6

TON OF SERVICE

PUBLIC FIRE SERVICE FOR THE CITY OF RIDGESIDE

Available Fors
Public Fire Service in the City of Ridpeside.

Annnsal Rates, Charges and Conditions of Service
The annual charge for water service furnished to fire hydm'n’r_sj existing on October 20, 1956,

attached to its then-cxisting water mains in the City shall be $1,849.92. This charge shall

be due and paysble in twelve (12) equal installments, each installment to be due and payeble ©

" on the 10th day of the month, covering service for the preceding month, and if not paid within
sixty (60) days thereafter, shall bear interest from said duc and payablc date at the rate of six
percent (6%) per annum. © - ' : '

The City shall have the right to install or cause to be installed, at its own cost and expense, .
such additional fire hydrants-as it may desire on.mains within the limits of the city six (6")
and larger in diameter, size to be determined by the Water Cumpan}', in the public high\yays
in the City, and, on such extended mains as may be ordered by the City, and the City shall pay
‘an annual rental on such watcr main extensions of six (6™) inches or larger at the rate of three
cenls (3.03) per inch of diameter for each lineal foof of main iaid in the extension of such
rain, provided, however, that the Water Cornpeny shall not be reguired to make any extension
of its mains while the City. js in arrears on its fire hydrant rental paymenL

()"  Increasc

S Srremn e TS

ISSUED: . CFFECTIVIE DATIE: November 1, 1996 =

RY: R.T. SULLIVAN, VICE PRESIDENT
110 Hroad Streat v )
Chaitnougy, Tennessee 3740]

SEIISETIITE
N A
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"Attuchment B

) Page3 bf4
TENNESSEE-AMERICAN WATER COMPANY ~ TPSC No. 19
: Fourth Revision of Sheet No. 8

i Canccling - '
Third Revision of Sheet Nao. 8

PUBLIC FIRE SERVICE

Available For:

Public Firc Scrvice in the City of Chattanooga, City of East Ridge, City of Red Bank, the Town of
Lookout Mountain, Tennessee, and Unincorporated Areas of Hamilton and Marion Count}es,
Tennessee; and the City of Rossville, the Town of Lookaut Mountain, Georgia and the
Unincorporated Areas o Walker, Catoosa and Dade Counties, Georgia. :

Rates Rates Per Avmom -~

. EBachPublicFire Hydrant ~ $301.20 @
ra
(¢)) Increasc
ISSUED: EFFECTIVE DATE: November 1, 1996

BY: R.T. SULLIVAN, VICE I'RESIDENT
P11 Broad Street
Chattanooga, Teanessce 37401
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Atmchm:pt B
Page 4 bf4

TENNESSEE-AMERICAN WATER COMPANY TPSC No. 19
E Fifth Revision of Sheet No, 9
Canceling - ’
Fourth Revision of Sheet Nq. 9

- PR T ST -

Available For: . . o
Private Fire Service in all territory served by the Company. Private Fire Service is rendered ohlv
after approval by the President or Vice President and General Manaper of the Company ofjan
“Application for Special Connection,” and only in accordance with the terms and conditions as
provided therein.
Rates

Rate per Annum

Private Fire Service Connections:

1” diameter - $ 21.60 (I
1-1/2” diameter | S 4872 (I)
2" diameter _ 86.64 (I
2-1/2" diameter 132.12 ()
3” diamcter 19476 () -
4" diameter . 3%0.00 ()
6" diameter 779.40 ()
8" diameler : 1,560.12 @)
10" diameter 2,340.36 ()
12" diameler 3,120.72 (@)

Private Firc Hydrants other than those supplied
by Private Fire Service Connections 377940 @

(9] Increase

©IssSuED: EFFECTIVE DATE: ) November 1, 1996

" BY:  R.T.SULLIVAN, VICE PRESIDENT
1101 Broad Sircet
Chattanooga, Tennesses 37401
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BASS, BERRY & SIMS PLC

A PROFESSIONAL LIMITED LIABILITY COMPANY
ATTORNEYS AT LAW

T. G. PAFPAS ENOXVILLE OFFICE:
TEL: (615) 742-6242 2700 FIRST AMERICAN CENTER 1700 RIVERVIEW TOWER
FAX: (615) 742-6293 NASHVILLE, TENNESSER 37238-2700 ENOXVILLE, TN 37501-1509

(615) 742-6200 (413) 521-6200

October 30, 1996

Mr. James E. Salser

Director of Rates & Revenues

AMERICAN WATER WORK SERVICE COMPANY
200 E. Park Drive, Ste. 600

Mt. Laurel, NJ 08054

RE: Tennossee Amencan Water Company

Dear Jim'

I am enclosing a copy of the Hearing Officer’s Initial Order dated October 28, 1996, in
the above-styled rate case, for your information and files. As soon as the Authority’s Order of
yesterday is signed, I will send you a copy.

With kindest regards, I remain

Very truly yours, .

S

- T G. Pappas
TGP/br#482299

cc: Richard T. Sullivan
Enclo_;ure

i E
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BEFORE THE TENNESSEE REGULATORY AUTHORITY

October 28, 1996 Nashville, Tennessee

PETITION OF TENNESSEE AMERICAN WATER )
COMPANY TO CHANGE AND INCREASE )
CERTAIN RATES AND CHARGES SO AS TO )
 EARN A FAIR AND ADEQUATE RATE OF )
)
)
)

RETURN ON ITS PROPERTY USED AND USEFUL
IN FURNISHING WATER SERVICE TO ITS
I CUSTOMERS

DOCKET NO. 96-00959

INITTAL ORDER -

This matter is before the Tennessee lelegulatory Authonty (“Authority”) pursuant to the
Petition filed by Tennessee Ame.nczn Water Company ("Company“) to change and i increase certain
rates and charges as set out in that Petition. ‘The Authority set the matter for hearing in
Chattanoﬁga, Tennessee, fér 'October 17, 1996, BegMg at 10:00 t;'clock a.m. EDT at the .
Hamilton Coﬁnty School Board Building. The Authority at a regularly schéduléd Authorty
Conference on October 15 , 1996, appomted its Cha:rman H. Lynn Greer, Hearing Officer, to hear

this matter and to issue an Initial Order.

I. HEARING

This matter then came on to be heard before the Hearing Officer H. Lynn Greer, von

et fas S T T e T o e iieimnibe S oSt et St

October 17, 1996, at the Hamilton County School Board Building, Chattanooga, Tennessee,

TR

beginning at 10:00 o’clock a.m. EDT, at which time the following appearances were entered.

e

HImEAH
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APPEARANCES:-

“T. G. PAPPAS, Bass, Berry & Sims PLC, 27th Floor, First
American Center, Nashville, Tennessee, 37238, appearing on behalf of
Tennessee-Amencan Water Company

DAV]D W. YATES Consumer Advocate vamon, Ofﬁce of the
Attomney General, 404 James Robertson. Parkway, Suite 1504 Nashv:]le,
Tennessee 37243-8700. .

WILLIAM C. CARRIGER, Strang, Fletcher, Carriger, Walker,
Hodge & Smith, 400 Krystal Building, One Union Square, Chattanooga,
Tennessee 37402, appearing in behalf of The Chattanooga Manufacturers
Association Water Intervention Group.

The Hearing 'Ofﬁoer. asked for any preliminary statements, Counsel for the Company stated
that the Company had complied with Rule 1220.4-1.05 of the Rules of the Authority and
Tennessee Code Annotated 65—5—201 pertammg to pubhcatlon and postlng of a Notice of Hearing |

. (“Nonce") by pubhshmg the Nouoe in the Chattanooga News Free Press on October 7 1996, and.
the Chattanooga Tunes on October 7, 1996 and by posting a copy of the Notlce in the Company’s
main iobby of the Customer Service area in Chattanooga- on October 4 '1996 ‘Counsel then
moved that the letter to Mr. K. David Waddell, dated October 14, 1996, as to the pubhcauon
with cop1es of the pnnted and pubhshed nottces be made Exhibit 1 in ttus cause, and the Hearing
‘Officer so ordered

The Company then stated that the Company had entered into an agreement of Stlpulatlon

and Recommendat.ton of Settlement w1th all the pa.rtles in this cause, the Consumer Advocate

Division, Office of the Attorney General and the Chattanooga Manufacturer’s Association Water
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Intcrvénﬁori'Group. He asked that a copy of the letter dated October 7, 1996, to the Executive
Secretary, together Wﬁﬂﬂle agreement and attachments-thereto, be filed and made a part of this
record as Exhibit 2, and the Hearing Officer so ordered. _

Counsel for the Company then stated the general terms and conditions of the Stipulation
and Recommendation of Sétﬂe‘mmt. It was stated that the Company’s requested additional annual
revenues had been reduced from §2,448,943.00 to $1,405,000.00. Counsel further stated that as
shown in attachment B to the S'tipulaﬁon a.nd Recommendation of Settlemént, customers’ mt;es
would increase 5.1% and that this was a reduction from the originally requested rate incréa.se of

approximately 8.9% as shown in its Petition. The stipulation Exhibit 2 in this proceeding included

~ these seven terms to which the parties agreed:

(1) The Company has reduced the amount of its requested annual
revenues from $2,448,943.00 to $1,405,000.00 and shall adjust its rates to recover
approximately $1,405,000.00 in additional annual revenues from its customers for

- service rendered on and After November 1, 1996. Attached-hereto as attachment
A is a schedule that shows the calculation of the stipulated revenue increase. It is

- agreed that the additional revenues and tlie design of the tariffs to be applied by the
Comipany are fair and reasonable. The tariffs are attached to this Stipulation as
attachment B and are designed to inicrease the customer rates 5.1% “across the
board".

(@  Itis understood that this Stipulation and Recommendation has not
been approved by the Authority and will be submitted to the Authority.

(3)  The parties agree that the negotiations have been conducted in good
faith in an attempt to resolve the Company’s need for increase revenues and that
the resolution of this matter as set out in this Stipulation and Recommendation is
a fair and reasonable resolution of all the issues in this proceeding and is in the best
interest of the Company’s customiers and the Company.

(4)  The parties agree that by entering into this Stipulation and
-Recommendation, they ar: not agreeing, for the future, to any item or change as
requested by the Company nor any specific theory supporting the appropriateness
of such changes.
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(5)  This Stipulation and Recommendation has been agreed to for the
purposes of settling this case and shall not be binding upon the parties hereto in any
other proceeding before this Authority or any Court and it shall not be offered in
evidence or relied upon in any other proceeding involving Tennessee American
Water Company before the Authority. '

(6)  Itisagreed that if the Authority does not adopt this Stipulation and
Recommendation in its entirety, each party hereto reserves the right to withdraw
from it and request that the matter proceed as if no stipulation or recommendation
had been entered into, and in such event this Stipulation and Recommendation shall
not be binding upon any of the parties, and shall not be admitted into evidence or
relied upon by any party in this proceeding before the Authority or any Court
proceeding for judicial review. :

: (7) If the Regulatory Authority adopts this Stipulation and
Recommendation in its entirety, each party agrees that it shall not file an
application for rehearing with the Authority nor appeal this case or any part thereof
for the judicial review. =

Counsel for the Company and the Intervenors moved that all pre-filed testimony and

exhibits be entered as if the questions had been asked and the answers-had been givén and all

parties waived cross-examination of.all witnesses. The Heéring Officer then inquired as to

. whether there were any-public witnesses present who wanted to testify or make a statement.

No public witnesses appeared to testify or make a statement.

I. CRITERIA FOR ESTABLISHING

JUST AND REASONABLE RATES

‘The Authority considers petitions such as tﬁis one, filed pursuant to T.C.A. § 65-5-203 |

in light of the following considerations:

1. The investment or rate base upon which the utility should be permitted to
earn a fair rate of return;

2. The proper level of revenues for the utility;

4
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3, The prbper level of expenses for the utility; and

4, The rate of return the utility should eamn.
II. FINDINGS AND CONCLIISIONS

The fo]lowing ﬁndings and conclusions as agreed to by the parties in this action are as
herein set out. Counsel for the Intervenor Chattanooga Manufacturers Association Water
Intervention Group, stated that the interest which compelled his client’s intervention was for the‘
purpose of monitoring the tariff design, and the testimpﬁy which they filed dealt primarily with
that issue. They agreed that their concerns had been resolved by the Stipulation ehtere:d into by
the Company and the Intervenors. From all the record and exhibits before me, this Hearing
_dfﬁger makes the following findings and copclus.ions, |

| A. TEST PERTIOD

The objective of selecting a test period is to obtain financjal data and adjust it as necessary
to reflect the inter-relationship of reveriues, expenses and invésﬁnent ea;pected.to occur in~the
immediate futﬁre. In this case the Company 'seledted the twelve monms ending December 31,
1995, as tﬂe historical test period and made two levels of adjustments. Thse first adjustmen;
normalizes the test year and the s?;cond adjusts the normalized year to arrive at the attrition year
Which is the twelve months ending October' 31, 1997. The Stipulation and Recommendation of
the parties as to this issue is adoptéd. The Hearmg Officer, therefore, finds that the test period

as adjusted will allow the Company the opportunity to earn a fair rate of return on its investment.
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.B. RATE BASE
The parties sﬁplil-ated as 10 a rate base for the attrition.yeai' of $76,085 ,848. The .Hearing
| Officer finds that the rate base in this case has been adjusted to reflect the i investrhent and expenses
of the Company for the attrition year test penod and therefore is proper and shonld give the

Company the opportumty to earn a fair rate of return on its investment to which it is entitled,

C. REVENITES AND EXPENSES
The parties stipulated that they have agreed to certain facts which were obtained by their

rewew of the Company’s books and records for the purposes of this case. They agreed that the
net operatmg Income at present rates of the Gompany, for the attrition period was $6, 366,903.
‘ They further agreed that the revenue deﬁcxency for the attrition year is $838 427 based upon an
overall return of 0. 47% The calculauon of the rate base revenue deﬁclency, the revenue 'A
increase needed and the other components used are found in.attachment A to Exhibit 2, which i is
as follows:

Tennessee-American Watef Company

Stipulated Revenue Increase
Docket No. 96-00959

Amonnt
Rate Base $76,085,848
Operating Income at Present Rule.. 6,366,903
Earned Rate of Return : 8.37%
Fair Rate of Return 9.47%
Required Operating Income 7,205,330
Operating Income Deficiency 838,427
Gross Revenue Conversion Factor —1.675,758
Stipulated Revenue Increase A ' $.1,405.000
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-

D. FAIR RATE OF RETTIRN
The Authority in reaching a decision on a rate of return must give in-depth analysis and

consideration to numerous factors, such as capital structure, cost of capital and changes that can

" be reasonably anticipated in the foreseeable future, The Authodtj' has the obligation to make this

. determination based upon the cﬁntrol]jng legal standard laid down in the landmark Bluefield and

Hope cases. These cases have been cited and relied upon by many courts including the Tennessee

Suprcmé Cdurt, (Sm,Snu'thm Bell Telephone & Telegraph é"n v Public_Service Commission,
304 §.W.2d 640, 647 (1957)). In the Rinefield case the United States Supreme Court stated:

“A public utility is entifled to such rates as will permit it to
earn a return on the value of the property which it employs for the
convenience of the public equal to that generally being made at the
same time and in the same general part of the country on
investments in other business undertakings which are attended by

. corresponding risk and uncertainties; but it has no constitutional
rights to profits such as are realized or anticipated in highly
profitable or speculative ventures. The return should be reasonably
sufficient to assure confidence in the financial soundness of the
utility, and should be adequate, under efficient and economical
management to maintain and support its credit and enable it to raise
the money necessary for the proper discharge of its public duties.”

Rinefield Water Works and Tmpmvemem Company v Puhlic Service Commission of ihg_Smm_uf

mesuhxglma, 262 U.S,_679, 692-93 (1923).
Later, in the Hﬁpe. case, fhe Umted States Suprerne Court refined these guidelines, holding
that: | -
- “From the inveétqr o'r corﬁpany points of view it is important
that there be enough revenue not only for operating expenses but

also for the capital costs of the business. These include service on

7
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the debt and dividends on the stock. By that standard the return to
the equity owner should be commensurate with returns on
investments in other enterprises having corresponding risks. That
return, moreover, should be sufficient to assure confidence in the
financial integrity of the enterprise so as to maintdin its credit and
to attract capital.”

Eederal Pawer Commission v Hope Natural Gas Company, 320 U.S. 591, 603 (1944).

- The parties for this case and this case only have agreed in a capital structure that produces

a rate of return for the Company of 9.47% which i is fair and reasonahle and meets the tests of the
" Bluefield and Hope cases. Therefore, the Company needs additional gross annual revenues in the

amount of appreximately $1,405,000.00, as shown in the table above.

E. RATEDESIGN
The parties have agreed that an across the board increase of 5.1% designed to produce an
increase in annual revenues of $1 405,000 is fair and reasonable. The Hearing Officer approves
this increase as bemg just and reasonable and meets the standards set out in T.C.A. § 65-5—203(a)
The Company ﬁled tan'ffs on October 17, 1996 pursuant to the agreement reached between the
parties. It is the ﬁndmg of the Hearing Officer that the tariffs as filed shall go into effect on

November 1, 1996

IV. REVIEW OF INITIAL ORDER
The appeal from an initial order is controlled by T.C.A. § 4-5-315. The steps necessary
to have an initial order appealed are fully set out in that section. Pursuant to the provisions of the
above cited section, the Authority may updn its 0wh motion revrew the initial order and the parties

may file exceptions or replies to exceptions in the form of a brief setting forth specific issues. The
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exceptions and any replies thereto will be considered by the Authority in its review. The

Authority will determine the matter at a regularly scheduled Authority conference.

IT IS THEREFORE ORDERED: .
1. That the tariffs filed by the Company on May 17, 1996, to Become effecﬁ\;e on
. June 16 1996, which have heretofore been suspended are hereby demed
2. That the tariffs filed by. the Company with an issue date of October 17, 1996 and
‘an effective date of November. 1, 1996, designed to produce additiona.l annual revenues of .
approximately_'$1,405,000 and desighe& to increase customer rates across the board by 5.1% be
approved and permitted to go into effect as of November 1, 1996, subject to the Authority’s
| adoption of the Initial Order.
3. That the Settlexﬁent Agreement fesolves all issues in this case which were before

the Hearing Ofﬁcer.'

¢
HEARING OFFICER

#478143




" am. EDT before H. Lynn Greer, Hearing Officer.:
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BEFORE THE TENNESSEE REGULATORY AUTHORITY

NASHVILLE, TENNESSEE
~ Ocrober 31, 1996

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

v\—'v\_'\_"-d

DOCKET NO. 96-60959

ORDER

This matter is before the Tennessee Regulatory Authority (hereafter “Authority™)

' 'dpon” the petition of Tenncss‘e'e'Amicljimn ‘Water Company (hereafter. “Cornipany™) to

incrense its rates and charges: to i:roducc additional gross revenues in the amount of
32,448,943.00. . The matter was set for hearing and heard on October 17, 1996, at the. -
Hamilton County School Board Buﬂding,'Glattanooga. Teimésscé. bgginning'a‘t' 10:00

The Hcaﬁng Ofﬁcer issued his Initial Order holding that the Stipulation and

' Recommendation of Seitlement entered into by and between the partics should be "

approved in its entirety. The Hearing Officer found and concluded from the entire record
that: (a) the additional revenues needed by the Company were $1,405,000.00, and that thijs
amount is just and reasonable; (b) the stipulated and agreed upon decrease from 8.9%
requested, to 5_.1% increase in cdstomc‘:x’f rates is fair, just and reasonable; and (c) that
tariffs filed By the Campany on October 17, 1996, to become effective on November 1,
1996, designed 1o increase annual -mvénues. by $1,405,00D.00 are just and reasonable and
should be permitted o 80 into cffcr;t on Novembcr 1, 1996.
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The Authority considered this mamer at a regularly scheduled Authority
Conference held on October 29, 1996. It was concluded, after carcful considc;aliori of the
entirc record, that the Hearing Cﬂ’icer’s Initial Order should be approved and adopted.
The Authority further finds that it should adopr the ﬁndmgs and conclusions ‘of the

Hearing Officer as its own.
IT IS THEREFORE ORDERED:

1) That the Hearing Officer’s Initial Order in this Docket is hereby approved,
adopted and incorporated by reference in this Order as though fully copied verbatim
herein, includiﬂg.thc' findings and conclusions of the Hearing Officer vhich the Authority

adopts as its own;

: 2) That the tariffs filed by Tennessee Amc.m:an Water Company on May 17,
1996, 1o bccome effective on June - 16, 1996, which have heretofore been suspcndcd are
hereby denied; and

3) - That the tanffs filed on October 17, 1996, with an effective date of
Novcmbcr 1 1996, be and the same are hercby. approved to be effective for service

: rcndered to customers on and after N ovembcr 1, 1996.

ATTEST:

Sy

EXECUTIVE SECRETARY /




CERTIFICATE OF SERVICE

I hereby certify that a true and correct copy of the foregoing has been served by way of
electronic mail on this the 4™ day of January, 2011, upon the following:

Ryan McGehee, Esq.
Mary L. White, Esq.

. Counsel for the Consumer Advocate

and Protection Division

OFFICE OF THE ATTORNEY GENERAL
425 5th Avenue North, 2nd Floor
Nashville, TN 37243-0491
Ryan.McGehee@ag.tn.gov
Mary.White@ag.tn.gov;

David C. Higney, Esq.

Counsel for Chattanooga Regional
Manufacturers Association

GRANT, KONVALINKA & HARRISON, P.C.

633 Chestnut Street, 9th Floor

Chattanooga, TN 37450

dchigney@GKHPC.com

Henry M. Walker, Esq.

Counsel for Chattanooga Regional
Manufacturers Association

BRADLEY, ARANT, BouLT, CUMMINGS, PLC

1600 Division Street, Suite 700

Nashville, TN 37203

hwalker(@babc.com

Michael A. McMahan, Esq.

Valerie L. Malueg, Esq.

City of Chattanooga (Hamilton County)
OFFICE OF THE CITY ATTORNEY

100 East 11" Street, Suite 200
Chattanooga, TN 37402
mecmahan@chattanooga.gov
malueg@chattanooga.gov




Frederick L. Hitchcock, Esq.

Harold L. North, Jr., Esq.

Counsel for City of Chattanooga
CHAMBLISS, BAHNER & STOPHEL, P.C.
1000 Tallan Building

Two Union Square

Chattanooga, TN 37402
RHitchcock@cbslawfirm.com
hnorth@cbslawfirm.com

Mark Brooks, Esq.

Counsel for Utility Workers Union of
America,

AFL-CIO and UWUA Local 121

521 Central Avenue

Nashville, TN 37211
MarkBrooks@UWUA.net;

Scott H. Strauss, Esq.

Katharine M. Mapes, Esq.

Counsel for UWUA, AFL-CIO and UWUA
Local 121

SPIEGEL & MCDIARMID LLP

1333 New Hampshire Avenue, NW
Washington, DC 20036
Scott.Strauss@spiegelmcd.com
Katharine.Mapes(@spiegelmcd.com

Donald L. Scholes, Esq.

Counsel for Walden’s Ridge Utility District
and Signal Mountain

BRANSTETTER, STRANCH & JENNINGS PLLC
227 Second Avenue North

Fourth Floor

Nashville, TN 37201
dscholes@branstetterlaw.com;

Vi P






