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TENNESSEE AMERICAN WATER COMPANY 
Docket No. 10-00189 

Tennessee Regulatory Authority Staff Data Request No. 4 
 
 
Responsible Witness:  John Watson/Michael A. Miller  
 
Question: 

147. Does John Watson perform any marketing, supervisory or managerial functions on 

behalf of AWR in the sale and/or provision of water line protection contracts, sewer line 

protection contracts and home plumbing contracts in Tennessee?  If so, what functions 

are provided and what portion of his salary and associated benefits was allocated to 

AWR for the twelve months ended December 31, 2010 or the latest twelve months data 

available? 

 

Response: 

No. None of Mr. Watson’s time and benefits have been charged to AWR.  Please see the 

rebuttal testimony of Michael A. Miller, pages 95-102 for more information on the 

relationship between TAWC and AWR.  In addition, please see the contract and 

accompanying letters to and from the TRA attached to the response to TN-TRA-04-Q152 

concerning services provided to AWR by TAWC. The only action regarding the AWR 

contract related to TAWC involves letters to TAWC’s customers regarding the services 

provided by AWR, which, as explained in the rebuttal testimony of Mr. Miller, is 

information that has proven beneficial to the Company’s customers.  TAWC has not paid 

for any of the stationery, development, printing, or mailing of the informational materials.     
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Responsible Witness:  John Watson/Michael A. Miller  
 
Question: 

148. Do any TAWC personnel provide any functions in the sale and/or provision of water line 

protection contracts, sewer line protection contracts and home plumbing contracts in 

Tennessee?  If so, what functions are provided and how are the employee-related 

expenses allocated between TAWC and AWR?  Please provide the amount allocated 

between the two companies and include supporting journal entries for twelve months 

ended December 31, 2010 or the latest twelve months data available. 

 

Response: 

No.  Also please see the response to TN-COC-02-Q22.  The billing and collection of the 

AWR revenues are provided on behalf of TAWC by AWWSC.  The revenues for the 

billing and collections of AWR revenues are generated at 40.5¢ per bill per month, the 

same TAWC tariff price as charged to the City of Chattanooga Sanitary Board, City of 

Red Bank Sanitary Board, etc.  Other than the negligible expense associated with billing 

and collections, there are no expenses for TAWC related to AWR activities in the 

historical test-year or the 2010 actual numbers, however, per the contract with AWR, if 

there had been expenses of TAWC associated with AWR activities those would have 

been billed to AWR at cost plus 15% mark-up.  TAWC’s billing and collection revenues 

from AWR are recorded as above the line revenue for rate recovery and go directly to the 

benefit of the customer in each rate case.  See the rebuttal testimony of Michael A. 

Miller, at pages 95-102 for more information on this subject.  In addition, see the 

response to TN-CAPD-01-Q77-Q79 for information about the billing and collection 

revenue for TAWC from AWR for the year ending September 30, 2010 and a discussion 

about other elements of the contract between TAWC and AWR.   
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Responsible Witness:   Michael A. Miller  
 
Question: 

149. Provide the monthly journal entries and general ledger sub-account print outs to which 

any direct expenses for the water line protection contracts, sewer line protection 

contracts and home plumbing contracts in Tennessee were recorded by TAWC for 

twelve months ended December 31, 2010 or the latest twelve months data available. 

 

Response: 

TAWC did not incur direct expenses related to the water line protection service, sewer 

line protection service or in-home protection service provided by AWR during 2010.  The 

only services provided to AWR were for the billing and collection services provided by 

AWWSC on behalf of TAWC.  Attached and labeled as TN-TRA-04-Q149-

ATTACHMENT are the journal entries and general ledger print-outs for the billing and 

collection revenue recorded by TAWC for the year ended December 31, 2010. 
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Responsible Witness:   Michael A. Miller  
 
Question: 

150. Provide financial statements for AWR for the year ending December 31, 2010, or the 

latest twelve months available.  If not specifically detailed on these statements provide 

the individual net earnings realized from the water line protection contracts, sewer line 

protection contracts and home plumbing contracts in Tennessee. 

 

Response: 

Please see the attached schedules identified as TN-TRA-04-Q150-ATTACHMENT 

which provide the AWR income statements related to the Service Line and In-Home 

Protection services as of December 31, 2010 and the AWR Income Statement related to 

their operations in the state of Tennessee.  Balance sheets are not generated at the AWR 

level, only at the AWE level.  AWE is the direct parent of AWR. 



AWR 'Service Line Protection
Income Statement

For the Twelve Months Ending December 31, 2010

Total

Revenue 58,669,805      

Contractor Repairs 12,701,038      

Marketing Expense:
Advertising Promotions -                   
Marketing General -                   
Marketing Acquisition 3,361,945        
Marketing Renewal 556,064           
Marketing Survey 22,499             
Telemarketing 103,365           
Marketing Confirmations 130,756           
Marketing Web Based -                   
Total Postage 1,520,049        
Other marketing 483,743           

Total Marketing  Expense 6,178,421        

G&A Expense:
Call Center Expense 4,054,377        
Overhead Expense 5,793,911        
Billing & Collection Fees 1,270,610        
Underwriter/Service  Fees -                   
Insurance -                   
Rent & Utilities 34,589             
Information Technology -                   
Legal Expense 124,157           
Outside Professional Fees 124,173           
Bank Charges 291,356           
Office Supplies -                   
Licenses & Permits 98,168             
Bad Debt expense (104,590)          
Miscellaneous Expense 75,597             
Overhead Charges -                   
Sale/Premium/Receipts Tax 79,600             

Total G&A  Expense 11,841,947      

Total Expenses 30,721,406      

Operating Results 27,948,399      

Non-operating (income)/expense -                  

EBIT 27,948,399      

Interest (income)/expense 62,280             

PBT 27,886,119      

Provision for Income Tax 11,000,348      

Net Income 16,885,771      
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Service Line Protection
Tennessee

Income Statement
For the Twelve Months Ending December 31, 2010

Contract
Total

Revenue by Product 1,357,910        

Contractor Repairs 384,778          

Marketing Expense:
Advertising Promotions -                  
Marketing General -                  
Marketing Acquisition 90,333            
Marketing Renewal 3,312              
Marketing Survey 726                 
Telemarketing 3,533              
Marketing Confirmations 4,476              
Marketing Web Based -                  
Total Postage 39,274            
Other marketing 9,588              

Total Marketing  Expense 151,242          

G&A Expense:
Call Center Expense 98,598            
Overhead Expense 156,938          
Billing & Collection Fees 44,783            
Underwriter/Service  Fees -                  
Insurance -                  
Rent & Utilities -                  
Information Technology -                  
Legal Expense -                  
Outside Professional Fees -                  
Bank Charges -                  
Office Supplies -                  
Licenses & Permits 175                 
Bad Debt expense 12,539            
Miscellaneous Expense -                  
Overhead Charges -                  
Sale/Premium/Receipts Tax -                  

Total G&A  Expense 313,035          

Total Expenses 849,054          

Operating Results 508,855          

Non-operating (income)/expense -                  

EBIT 508,855          

Interest (income)/expense 1,515              

PBT 507,341          

Provision for Income Tax 200,730          

Net Income 306,611          
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Responsible Witness:  Michael A. Miller  
 
Question: 

151. Does TAWC receive any royalties from AWR related to the sale or provision of water 

line protection contracts, sewer line protection contracts and home plumbing contracts in 

Tennessee (royalties related to the benefit derived from the use of TAWC’s name, 

president’s signature, logo, reputation, goodwill and corporate image, etc)?  If so, please 

provide amount received for the twelve months ending December 31, 2010 or the latest 

twelve month period available.  Please provide detailed justification if no royalties were 

assessed or received.  

 

Response: 

No.  See the rebuttal testimony of Michael A. Miller at pages 95-102 concerning the 

services from TAWC to AWR.  There is no value for the intangible assets of TAWC 

mentioned above included in the Company’s rate base on which the rates of TAWC are 

established.  In addition, the contract between TAWC and AWR does not contemplate 

any royalty but does allow TAWC to bill AWR for any direct charges (other than billing 

and collection services) at cost plus a mark-up of 15%.   
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Responsible Witness:   Michael A. Miller/John Watson  
 
Question: 

152. Provide any written contracts between TAWC and AWR for the provisioning of water 

line protection contracts, sewer line protection contracts and home plumbing contracts to 

TAWC customers.  

 

Response: 

Please see the contract and correspondence attached to this response and identified as 

TN-TRA-04-Q152-ATTACHMENT.  In addition to the contact between TAWC and 

AWR regarding the AWR service line and in-home protection plans, the attachment 

includes correspondence between TAWC (through its Legal Counsel) and the TRA about 

the AWR programs and the response of the TRA that the TRA did not need to approve 

the contract. 
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