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DOCKET #10-00189

Tennessee American Water Company
AMENDMENT TO Testimony of John Hughes
February 24, 2011

Q. Please state your name for the record.

A. My name is John Hughes.

Q. By whom are you employed and what is your position?

A. I am employed by the Consumer Advocate and Protection
Division (“Consumer Advocate” or “CAPD”) in the office of the
Attorney General for the State Of Tennessee (“Office™) as a Financial

Regulatory Analyst.

Q. How long have you been employed in conjunction with the
Financial accounting industry?

A. I have been a Certified Public Accountant for eighteen years,
practicing in both Tennessee and Florida. Before my current
employment with the Office, [ was employed in many phases of Public
Accounting. I have performed duties as a Staff Accountant, Auditor,
Audit Manager, Accounting Manager, Financial Planner and Analyst,

Corporate Controller, and Tax Consultant. My most in depth area of
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concentration and experience over my career is corporate auditing and

taxation.

Page 2

What is your educational background and what degrees do you

hold?

I hold a Bachelors Degree in Business Administration from the
University of Pittsburgh, Pennsylvaﬁia, with a major in Accounting. 1
also hold a Master of Business Administration Degree in Finance
from Dowling College, Oakdale, New York. I am a current, licensed
Tennessee Certified Public Accountant. IFurther, I hold a license as a

Certified Financial Planner, valid in all states.

Would you briefly describe your responsibilities as a Financial

Regulatory Analyst with the Consumer Advocate?

I review tariffs filed by Tennessee public utilities that are subject
to the jurisdiction of the Tennessee Regulatory Authority (“TRA”).
Additionally, T prepare testimony and financial exhibits in rate

proceedings as an employee with the Consumer Advocate.

What is the purpose of your testimony?

The purpose of my testimony is to forecast the Operating
Revenues of Tennessee American Water Company (“TAWC”) using
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Page 3

my work papers (“work papers of the CAPD”) for the attrition year
ending December 31, 2011.

Are you the John Hughes who previously filed direct testimony on

January 5, 2011?
Yes, I am.
What is the purpose of your testimony?

The purpose of my testimony is to amend my pre-filed direct
testimony, the forecasted financial exhibits (Exhibits of the Consumer
Advocate) and certain work papers (work papers of John Hughes) for
Residential Operating Income, Commercial Operating Income,
Industrial Operating Income, Other Public Authority Operating
Income, and Other Water Utility Operating Income for the attrition
year ending December 31, 2011.

Please describe the first amendment.

The Residential History Meter Determinants during 2004 was found
to have sdme errors. As a result, those errors were corrected, and the
resulting residential trend analysis and residential summary work
papers were corrected to incorporate the changes to the 2004 historical
data. The summary attrition year revenue computations were

corrected accordingly.
Please deseribe the second amendment.
The Commercial History Meter Determinants during 2004 was found

to have some errors. As a result, those errors were corrected, and the
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Page 4

resulting commercial trend analysis and commercial summary work
papers were corrected to incorporate the changes to the 2004 historical
data. The summary attrition year revenue computations were

corrected accordingly.
Please describe the third amendment.

Some of the trend analysis formulas used in the Industrial Trend
Analysis work papers were partially incorrect. As a result of the
corrections, the Industrial Summary work papers were changed. And,
the summary attrition year revenue computations were corrected

accordingly.
Please describe the fourth amendment.

Some of the trend analysis formulas used in the Other Public
Authority Trend Analysis work papers were partially incorrect. As a
result of the corrections, the Other Public Authority Summary work
papers were changed. And, the summary attrition year revenue

computations were corrected accordingly.
Please describe the final amendment.

Some of the trend analysis formulas used in the Other Water Utility
Trend Analysis work papers were partially incorrect. As a result of
the corrections, the Other Water Utility Summary work papers were
changed. And, the summary attrition year revenue computations were

corrected accordingly,

What are the required corrections to your testimony due to the

amendments?
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Page 3, Line 10 should be $38,229,488 , not $38,399,479.
Page 3, Line 11 should be $933,031, not$1,103,022.
Page 3, Line 15 should bé $933,031, not $1,103,022.
Page 4, Line 12 should be $614,508, not $784.499.

Page 7, Line 4 should be 12/31/2004, not 7/2004.

Page 7, Line 15 should be $15,925,215, not $16,166,827.
Page 8, Line 5 should be $15,925,215, not $16,111,079.
Page 8, Line 6 should be $682,016, n;)t $867,880.

Page 8, Line 22 should be $11,715,851, not $11,681.708.
Page 9, Line 9 should be $11,715,851, not $11,681,708.
Page 9, Line 9 should be $181,504, not $147,361.

Page 10, Line 18 should be $2,530,872, not $2,549,888.
Page 11, Line 1 should be $25,381, not $6,365.

Page 13, Line 12 should be $38,251,266 not $38,399,479.
Page 13, Line 12 should be $954,809, not $1,103,022.

This concludes the amendments to my original testimony. Attached is

my amended testimony.

10-00189 Hughes, Direct




IN THE TENNESSEE REGULATORY AUTHORITY
AT NASHVILLE, TENNESSEE

IN RE:

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

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

DOCKET NO. 10-00189

R . i S S g g S g g

dhkkkhkkhkkkhikhkhkirhdhrdhh b b v b oo b d bbb o hdd b hd b ot h b o v b A x A A A AL E AR A AR A A A XA

JOHN HUGHES
AMENDED TESTIMONY

*hrhkkhrhkhkdhd kb hrh b d bbb d oo b d i bk vk hkd bk kb d kb ok hr b A A AN A AL A A A F AR A AR A A RA

February 25, 2011




IN THE TENNESSEE REGULATORY AUTHORITY
AT NASHVILLE, TENNESSEE

i IN RE:

l PETITION OF TENNESSEE AMERICAN
l 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. 10-00189

S v S e ' —r' ' ' ' “o—'

\ AFFIDAVIT

I, John Hughes, Analyst, for the Consumer Advocate Division of the Attorney
General’s Office, hereby certify that the attached Amended Testimony represents my

opinion in the above-referenced case and the opinion of the Consumer Advocate Division.

: “‘s@\'\x Ky,

Sworn to and subsexibed before me
this;‘g_kday of E - ,2011.

-

ﬂ-ﬁg’

aibelagy,

aoas
=
=
2
.G %’ 3
Bagp
#98999000430%"

o
(LA
,

420°
3 15
S
:“%Q\.ﬂ'
?
’g
s 2
®
P
¢e‘59

-~ )
Hagrand

My Commissign Expires Alg, 23, 2011
NOTARY PUBLJC |

My commission expires: & 20 [C




10
11
12
13

14
15
16

17
18
19
.20
21

22

DOCKET # 10-00189

Tennessee American Water Company
- AMENDED Testimony of John Hughes
February 24, 2011

- Q.  Please state your name for the record.

A. My name is John Hughes.

Q. By whom are you employed and what is your position?

A. I am empldyed by the Consumer Advocate and Protection
Division (“Consumer Advocate” or “CAPD”) in the office of the
Attorney General for the State Of Tennessee (“Office”) as a Financial

Regulatory Analyst.

Q. How long have you been employed in conjunction with the
Financial accounting industry?

A I have been a Certified Public Accountant for eighteen years,
practicing in both Tennessee and Florida. Before my current
employment with the Office, I was employed in many phases of Public
Accounting. I have performed duties as a Staff Accountant, Auditor,
Audit Manager, Accounting Manager, Financial Planner and Analyst,

Corporate Controller, and Tax Consultant. My most in depth area of
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concentration and experience over my career is corporate auditing and

taxation.

What is your educational background and what degrees do you

hold?

I hold a Bachelors Degree in Business Administration from the
University of Pittsburgh, Pennsylvania, with a major in Accounting. I
also hold a Master of Business Administration Degree in Finance
from Dowling College, Oakdale, New York. I am a current, licensed
Tennessee Certified Public Accountant. Further, I hold a license as a

Certified Financial Planner, valid in all states.

Would you briefly describe your responsibilities as a Financial

Regulatory Analyst with the Consumer Advocate?

I review tariffs filed by Tennessee public utilities that are subject
to the jurisdiction of the Tennessee Regulatory Authority (“TRA”).
Additionally, I prepare testimony and financial exhibits in rate

proceedings as an employee with the Consumer Advocate.

What is the purpose of your testimony?

The purpose of my testimony is to forecast the Operating
Revenues of Tennessee American Water Company (“TAWC”) using
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my work papers (“work papers of the CAPD”) for the atirition year
ending December 31, 2011.

SUMMARY OF RESULTS

Please summarize the results of the CAPD forecast of TAWC

Revenues for the attrition year.

Based on TAWC’s current water rates, those tariffs set by the
TRA in Docket #08-00039, TAWC calculates its total attrition year
revenues at $37,296,457.! The CAPD, however, calculates TWAC’s
attrition year revenues, using current water rates, at $3E~3,229,488.2
This difference of $933,031 represents an inerease over TAWC’s
revenue estimate, before even considering TAWC’s requested rate

increase.

Please summarize the reasons why the CAPD projects $933,031
more in operating revenues than TAWC, using current water

rates.

There are two areas where the CAPD disagrees with TAWC’s
calculations of operating revenue: First, TAWC includes in its
revenue forecast a Weather Nénnalization Adjustment (“WNA?”) that
the CAPD believes should be disregarded in calculating operating
revenue. The total WNA adjustment calculated for the year ending

! TAWC Docket 10-00189, Exhibit 4, Schedule 1, Page 1.
% CAPD R-Revenue Comparative Summary

Page 3

10-00189 Hughes, Direct




10

11

12

13

14

15

16

17

18

19

20

21

22

December 31, 2011, is ($318,523).> TAWC reduces its operating
income by subtracting the WNA adjustment from its operating
revenue estimates, greatly reducing the company’s calculation of
income. The CAPD disagrees with this treatment and objected to this
same issue during the brevious TAWC rate case, #08-00039. As
explained by CAPD witness William Hal Novak, the WNA model
used by TAWC, is not appropriate because it does not reflect actual
water use. Please refer to Mr. Novak’s testimony in order to view a
more detailed. analysis of Mr. Novak’s objections to TAWC’s WNA

model.’

Second, the CAPD’s revenue forecast includes approximately
$614,508 due to an increased number of water meters and an increase
in water volumes during the attrition year ending December 31, 20118,
derived by the CAPD’s growth forecast. This growth forecast is
supported by nearly seven years of historical trends and a later test
period, neither of which is considered by TAWC in making their
forecast. The CAPD uses trend analysis, which is “a statistical
analysis method which refers to the concept of collecting information
and attempting to spot a pattern in the information. In statistics, trend
analysis often refers to techniques for extracting an underlying pattern
of behavior in a time series which would otherwise be partly or nearly

completely hidden by statistical noise.”” The Direct Testimony of

! TRA-01-Q013-Revenues Page 2 of 55.

* CAPD Buckner Direct Testimony, #08-00039, Page 23, Line 19.
® CAPD Novak Direct Testimony, #10-00189, pages 6 through 14.
® CAPD Work Paper R-Revenue Comparative Summary, Line 10.
7 Wordnetweb home page.Princeton.edu, glossary.

Page 4
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TAWC does not indicate what forecasting method is used to

determine Operating Revenues.

OPERATING REVENUES

Please describe the components of your forecast for Operating

Revenues.

CAPD’s formula for forecasting Operating Revenues is to
multiply monthly water rates by annualized volumes. The monthly
rates are established by the TRA as set forth in TAWC’s present tariff,
as established in Docket #08-00039. The annualized volumes consist
of two components: the number of water meters and the volume of
water usage. Monthly water meter rates depend on the size of the
water meter. The size of the water meter is defined by the diameter of
the pipe supplying the meter, for example: 1.5 inches, 2.5 inches, etc.
The monthly rates for water usage depend on the billed volumé of
cubic feet. There are several usage rates in the present tariff based on
cubic feet, such as: the first 400 cf, the next 800 cf. etc., which are
then applied to volumetric blocks as described above. These “billing
determinants” determine most of TAWC’s operating revenue.
Additionally, there are six ‘classes’ of service: 1) residential, 2)
commercial, 3) industrial, 4) other public authority, 5) other water

utility, and 6) public and private fire service.

To add to the complexity of the calculations, within the
residential and commercial service areas, there are five different

locations: 1) Chattanooga, 2) Lookout Mountain, 3) Lakeview, 4)
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Suck Creck, and 5) Lone Oak. The industrial class area is limited to
Chattanooga. The Other Public Authority includes the residential

locations, less the community of Lone Oak.

TAWC also sells water to four other Water Ultilities: Fort
Oglethorpe (Georgia), Catoosa Utility District (Georgia), Signal
Mountain, and Walden’s Ridge, both in Tennessee. The Fire Service

category is not broken down by location.

The final revenue category, Other Operating Revenues, is
comprised of new service fees, late payment penalties, rent, sewer
revenues, connection fees, and other miscellaneous fees. The CAPD
has not calculated other miscellaneous revenues and, therefore, adopts

the TAWC attrition year estimates for Other Operating Revenues.

Please describe the forecasting methods for the category

Residential Operating Revenues.

The CAPD has adopted the test period for the year ending
September 30, 2010 in order to forecast residential revenues and all
other revenue categories. Utilizing a more recent test period produces
less stale data and is more reflective of current trends. This is in

contrast to the test period chosen by TAWC, ending March 31, 2010.

In order to forecast residential operating revenues, billing
determinants were compiled monthly for the residential class. Then,

those billing determinants were combined with data from previous

TAWC rate cases filed in 2004 (04-00288), 2006 (06-00290), and

10-00189 Hughes, Direct
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2008 (08-00039). This previous data provides an excellent continuum
of billing determinants for use in trend analysis. The residential billing
determinants were calculated by trending the number of meters and
water usage histo.ry from the twelve month period ending December
2004 through the twelve months ending September 2010. These
billing determinants were used for the locations of Chattanooga,
Lookout Mountain, Lakeview, and Suck Creek. For the community
of Lone Oak, billing determinants from the period August, 2006
through September 2010 were used because earlier data was not
available. Then, the trended billing determinants for the past years
ending with the test year ending September 2010 were applied to
present rates. This calculation yielded the billing determinants for the
attrition year ending December 31, 2011. Those billing determinants
were then multiplied by current water rates to calculate an attrition

year total of $15,925,215 in Residential Operating Revenue.

What is the difference in the calculation of Residential Operating
Revenues used by TAWC and the CAPD?

TAWC adopted the test year ending March 31, 2010 in
forecasting its Residential Operating Revenues. As a result, TAWC is
forecasting Residential Operating Revenues of $15,243,199 at present
rates for the attrition year. TAWC’s attrition year Residential
Operating Revenues are restricted to minimal growth due to TAWC’s
Weather Normalization Adjustment (“WNA”). TAWC uses the

WNA to decrease its attrition year Residential Operating Revenues

19-00189 Hughes, Direct
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by $318,523.% As discussed previously, CAPD witness, Mr. Novak,
has concluded that TAWC’s WNA is not appropriate and should be
disallowed. The CAPD, in contrast, does not use the WNA and
calculates that attrition year Residential Operating Revenues will be
$15,925,215°. The resulting difference between TAWC and the
CAPD’s Residential Operating Revenues is $682,016."°

Please explain the CAPD’s forecasting methods for the category

Commercial Operating Revenues.

The CAPD adopted the test period ending September 30, 2010
for its forecast of Commercial Operating Revenues. The billing
determinants were calculated using trend analysis of the number of
water meters and volume usage from the twelve month period
beginning January 2004 through the twelve month period ending
September 2010, for the billing regions of Chattanooga, Lookout
Mountain, Lakeview and Suck Creek. The billing determinants were
calculated using trend analysis of the number of water meters and
volume usage from the twelve month period beginning August 2006
for the billing region of Lone Oak. The blended billing determinants
of the CAPD test year were used and trend analysis applied to the
attrition year using current rates, resulting in a CAPD calculation of

$11,715,851 ' for Commercial O erating Revenues.
_ P

8 TRA-01-Q013-Revenues, Page 2 of 55.

° CAPD Work Paper R-Revenue Comparative Summary, Line 1,
% capPD Work Paper R-Revenue Comparative Summary, Line 1.
" cAPD Work Paper R-Revenue Comparative Summary, line 2.
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What is the difference in the caleulation of Commercial Operating

Revenue used by TAWC and the CAPD?

TAWC again adopted the older test year ending March 31,
2010 and has forecasted Commercial Operating Revenues for the
attrition year at $11,534,347.!* Again, as in Residential calculations,
TAWC Commercial Operating Revenues are reduced mainly by
TAWC’s Weather Normalization Adjustment (WNA). In contrast,
the CAPD calculates the attrition year Commercial Operating
Revenues to be $11,715,851", resulting in a difference of $181,504.

Please describe the forecasting methods  for the category

Industrial Operating Revenues.

This revenue category includes only the Chattanooga billing
region. As with the residential and commercial categories in
Chattanooga, billing determinants were available as far back as
January 2004, detailing a significant history. Those determinants
were trended through the CAPD test year ending September 30, 2010.
Then those trended billing determinants were multiplied by current
industrial class water rates and the result was the attrition year
calculated Industrial Operating Revenues of $3,_520,697.‘14 TAWC’s
use of the older, more stale, test year data ending March 31, 2010,

results in a calculation of Industrial Operating Revenue of

12 CAPD Work Paper R-Revenue Comparative Summary, Line 2.

* CAPD Work Paper R-Revenue Comparative Summary, Line 2.

" CAPD Work Paper R-Revenue Comparative Summary, line 3.

Page 9
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$3,401,964"°. TAWC’s calculation is a Zero Percent increase over

its test year.

Per CAPD calculations, volume increased by 11% percent in
just the six month period between April 1, 2010 and September 30,
2010, the most recent monthly data available. Again, this six month
period was not included in TAWC’s test year. Since industrial use is
dependent on volume and not the number of eters for growth,
TAWC has not captured the increasing growth of this class. TAWC’s
calculation of Industrial Operating Revenue for their test period was
$3,401,964.° Using updated test year data, CAPD revenue estimates
exceed TAWC’s estimates by $118,733".

Please describe the forecast methods for the category Other
Public Authority Operating Revenues.

The CAPD used the updated test year billing determinants
ending September 30, 2010. When applied to current rates, the
CAPD’s forecast of Other Public Authority Operating Revenues is
"4?2,530,872.18 TAWC factored in no increase to their older test year
projection for the attrition year, resulting in $2.556,253" in Other
Public Authority Operating Revenues. Using trend analysis statistical

techniques, CAPD estimates that this category’s revenues will decline

> CAPD Work Paper R-Revenue Comparative Summary, line 3.
¥ TAWC, Exhibit 4, Schedule 2, Page 7 of 13

7 cAPD work Paper R-Revenue Comparative Summary, line 3.
% CAPD Work Paper R-Revenue Comparative Summary, Line 4.
" TRA-01-Q013-Revenues.
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by $25,381.° For example, Other Public Authority Operating
Revenues volumetric billing determinants for the Chattanooga billing
district have declined by calendar year beginning in 2004 from
1,216,889 cubic feet to 1,025,432 cubic feet in 2009.*! This decline
has been steady over the full calendar years 2004 through 2009. By
using trend analysis on the historical billing determinants, the CAPD
was able to detect a probable decline in volumes and a resulting

decline in revenues.

Please describe the forecasting methods for the category Other
Water Utility Operating Revenues.

The CAPD again used the more recent test year data from the
year ending September 30, 2010. The class Other Water Ultility
Operating Revenues includes the utility districts of Fort Oglethorpe,
Catoosa, Signal Mountaiﬁ, and Walden’s Ridge.

TAWC predicts that revenues in this class will remain constant
from the older test year through the attrition year at $1,308,493.* The
CAPD, however, in contrast, predicts an increase in revenues during

the attrition year to $1,293,805.%

Once again, as in the previous example of Other Public

Authority Operating Revenues, a change in volumetric usage by

% cAPD Work Paper R-Revenue Comparative Summary, Line 4.
* CAPD Work Paper R-Public Authority History; CAPD Work Paper R-OPA Trend.
2 CAPD Work Paper R-Revenue Comparative Summary, Line 5.
 CAPD Work Paper R-Revenue Comparative Summary, Line 5.
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Catoosa County during the CAPD newer test year ending
September30, 2010, reveals that revenues will decline by $14,688*
during the attrition year. The loss of business from Catoosa County,
Georgia, is cited in testimony by TAWC witness John S. Watson.”’
Catoosa Utility District Authority stopped purchasing water from
TAWC in 2008 when it’s contract expired. Catoosa’s current water
source is a spring. It is not known at this time if a subsequent contract

will be negotiated due to drought conditions in the future.

Since Catoosa Utility District Authority had been purchasing
416,111 cubic feet of water annually, as recently as 2008, it’s losé
may exceed that predicted by the CAPD’s trend analysis. On the
opposite side of the equation, this loss frees up that much more
existing capacity for TAWC to resell, without expanding production

and its ensuing associated costs.

Please describe the forecasting methods for the category Private

Fire Service Operating Revenues.

The CAPD used the historical billing determinants, as with
other classes of service. In this particular class, the CAPD used the
trend analysis technique on each meter pipe size to determine if any
attrition year estimates should be changed. As a result, the CAPD
determined that, although the total billing determinants were the same

as the TAWC’s forecast, different meter pipe sizes produced different

* CAPD Work Paper R-Revenue Comparative Summary, Line 5.

2 TAWC Direct Testimony of witness John S. Watson, Q 33, Page 36, Line 25.
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forecast revenués. TAWC calculates that Private Fire Service
Operating Revenues will total $1,735,066.° The CAPD calculates the
amount to be $1,725,873.27 Therefore, the CAPD’s trend analysis of
Private Fire Service Operating Revenues is less than that of TAWC by
$9,193.2 Again, this demonstrates the forward looking value of trend

analysis.

SUMMARY

Please summarize the CAPD’s overall forecasts of comparative

Operating Revenues.

The CAPD’s forecast of overall Operating Revenues totals’
$38,251,266%, which is $954,809%° greater than TAWC’s forecast of
$37,296,457°".

Based on what is reported in TAWC’s exhibits, there are
several obvious differences between the CAPD and TAWC forecasts.
First, when forecasting Residential Revenues, TAWC has only used
growth/shrinkage factors on one ineter size per revenue class. This
does not capture what has historically occurred with the other meter
sizes. The CAPD, in comparison, applied growth and/or shrinkage
factors to all meter sizes in the residential class. This same difference

continued in the volumetric calculations in the residential class where

*® CAPD Work Paper R-Revenue Comparative Summary, Line 6.
77 CAPD Work Paper R-Revenue Comparative Summary, Line 6.
% CAPD Work Paper R-Revenue Comparative Summary, Line 6.
® ¢APD Work Paper R-Revenue Comparative Summary, Line 10.
% CAPD Work Paper R-Revenue Comparative Summary, Line 10.
M cAPD Work Paper R-Revenue Comparative Summary, Line 10
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TAWC considered only two categories, whereas the CAPD
considered all cubic feet calculations in the volumetric calculations.
The CAPD has examined the ‘bill analysis’ referred to by
TAWC witness Sheila A. Miller’” and cannot determine any statistical
method that was used to calculate future billing determinants, other
than those few that were just discussed above. |
Second, as discussed by CAPD expert witness William H. (Hal)
Novak, TAWC’s Weather Normalization Adjustment, unrealistically
reduces TAWC’s revenues. The CAPD holds that this reduction is

not correct.

Third, the CAPD’s use of trend analysis captures the likelihood
of increases and decreases to billing determinants better than other
statistical analysis techniques that do not use past data. Averaging, as
is often used, does not foresee future changes. Trend analysis is a
method that uses the benefit of historical information (which exists
since 2003 to present for most of TAWC’s billing determinate data) to
spot future outcomes. The CAPD feels that this statistical technique is

the best one suited to this docket and calculating attrition year values.

Does this conclude your testimony on Operating Revenues?

Yes it does.

*2 TAWC Docket 10-00189 Direct testimony of Sheila A. Miller, page 5, Q. 12.
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RATE OF RETURN ONITS PROPERTY
USED AND USEFUL IN FURNISHING
WATER SERVICE TO ITS CUSTOMERS
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