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TENNESSEE AMERICAN WATER COMPANY
DOCKET NO. 1800039
FIRST DISCOVERY REQUEST OF THE
CONSUMER ADVOCATE DIVISION

Responsible Witness: Elaine Chambers

Question:

1-1  Refer to page 4, lines 15-16, of Ms. Bridwell’s Direct Testimony. Ms. Bridwell’s states,
in part, that she relied upon: “...the officers and associates of Tennessee American with
knowledge of the facts based on their job responsibilities and activities, . . .” ldentify the
names and titles of the officers and associates referred to in this section of testimony and
describe in detail how each officer and associate contributed to the discussions. Further,
describe in detail the “other internal sources” Ms. Bridwell refers to in lines 16-17 of
page 4 and to the extent these sources are documents and/or communications, produce
them.

Response:

Ms. Bridwell is no longer employed by American Water. Individuals relied upon for the
development of the exhibit include: Melissa Schwarzell, Sr. Dir Regulatory Services and

Kathy Bernhardt, Supvr Income Tax Reporting & Compliance.

Please see the attached document TAWC CADDR1 NUMO0O01_Attachment, which was

used to develop the exhibit.



Tennessee American Water
Docket No. 18-00001 - Operating Income Statement Per Docket No. 18-00001 at 35% Federal Tax with Adjustment for Estimated TCJA Change to Tax Expense

A B C=A+B
Per Docket No. 18-00001 Estimated
Rate Case Update as of 11-30-2013 TCJA Change

at 35% Federal Tax For 21% Tax Expense Adjusted
Revenues S 48,890,079 S (2,035,031) S 46,855,048
0o&M S 23,696,337 S (3,886) S 23,692,451
General Tax S 4,510,468 S 4,510,468
Depreciation and Amortization S 6,120,168 S 6,120,168
State Income Tax Expense S 645,214 S (132,024) S 513,190
Federal Income Tax Expense S 4,367,246 S (1,899,121) S 2,468,125
Operating Income S 9,550,647 S 9,550,647




Tennessee American

Docket No. 18-00001 - Calculation of Tax Expense Change and Gross Up

A =TT O

=Sum G through J

Authorized Federal Income Tax (less FAS 109 and ITC)
Ax21/35
Difference

Gross Up
Grossed Up Difference=Cx D

Gross Up Amount

Forfeited Discounts
Uncollectible Expense
State Income Tax
Federal Income Tax
Total Gross Up (ties to F)

Amount

S 3,750,766
2,250,459

$  (1,500,306)

1.35641

S (2,035,031)

$  (534,725)

Amount of Gross Up

Financial Statement

% of Gross Up (F x Item %) Grouping
-3.2962% S 17,625 O&M Expense
4.0230% (21,512) 0O&M Expense
24.6901% (132,024) State Income Tax
74.5831% (398,814) Federal Income Tax
S (534,725)




No.

20
21
22
23
24
25

26

Operating Revenues:
Water Sales Revenues
Other Revenues
Total Water Revenue

Operating & Maintenance Expenses:
Salaries And Wages
Purchased Water
Purchased Power
Chemicals
Waste Disposal
Support Services
Group Insurance
Pensions
Regulatory Expense
Insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense

Total Operating & Maintenance Expenses

Depreciation Expense
Amortization Expense
General Taxes
State Excise Taxes
Federal Income Taxes
Total Operating Expenses

Utility Operating Income

A/ TRA Exhibit, Schedule 7.
B/ TRA Exhibit, Schedule 1.

__ Rates

$ 41,873,724
1,771,318
S 43,645,042

$ 5,188,473
51,331
2,678,772
986,930
213,308
5,430,920
1,778,902
1,317,144
650,315
365,057
1,290,266

8,720

281,218
2,115,085
1,284,928

$ 23,641,369

$ 6,090,861
29,307
4,510,468
307,859
2,668,795
537,248,660

$__ 6,396,382

$
$

__Increase

5,200,000
45,037

5,245,037

(ol eNe o)

£
&
VO OO OXWOOOOOO

:

0
0
0
337,354

1,698,450
2,090,773

3,154,264

Rates

$ 47,073,724
1,816,355
548,890,073

$ 5,188,473
51,331
2,678,772
986,930
213,308
5,430,920
1,778,902
1,317,144
650,315
365,057
1,345,234
8,720
281,218
2,115,085
1,284,928

—_—

$ 23,696,337

$ 6,090,861
29,307
4,510,468
645,214
4.367,246

$ 39,339,432

$ 9,550,647



Line
No.

1 Operating Revenues

Operating Expenses:

2 Salaries And Wages

3 Purchased Water

4 Purchased Power

5 Chemicals

6 Waste Disposal

7 Support Services

8 Group Insurance

9 Pensions

10 Regulatory Expense

1 Insurance Other Than Group
12 Customer Accounting

13 Rents

14 General Office Expense

15 Miscellaneous

16 Maintenance Expense

17 Depreciation Expense

18 Amortization Expense

19 General Taxes

20 Total Operating Expenses

21 NOI Before Excise and Income Taxes
22 AFUDC

23 Interest Expense

24 Pre-tax Book Income

25 Schedule M Adjustments

26 Excise Taxable Income

27 Excise Tax Rate

28 Excise Tax Payable

29 Excise Tax - Deferred

30 State Excise Tax Expense

Pre-tax Book Income

31 State Excise Tax Expense

32 Schedule M Adjustments

33 FIT Taxable Income

34 FIT Rate

35 Federal Income Tax Payable

36 ITC Amortization

37 FIT - Deferred

38 FAS 109 Regulatory Asset/Liability Amortization
39 Federal Income Tax Expense

Al CAPD Exhibit, Schedule 7.

B/ CAPD Expense Workpaper E-REC-1.

C/ CAPD Exhibit, Schedule 13.

D/ Company Workpaper Exp 19.1.

E/ CAPD Rate Base Workpaper RB-19-1.00.
F/ Company Workpaper Exp 20.1.

SETTLEMEN1A/

s 43645082

$

$

$
$

$

5,188,473
51,331
2,678,772
986,930
213,308
5,430,920
1,778,902
1,317,144
650,315
365,057
1,290,266
8,720
281,218
2,115,085
1,284,928
6,090,861
29,307
4,510,468
34,272,005

9,373,037

-156,984 B/
4,793,726 C/
4,736,295

3,300,973 D/
1,435,322
6.50%
93,296
214,563
307,859

4,736,295
307,859
3,300,973 D/

1,127,463
35.00%
394,612
76,368 E/
1,657,703
540,112 F/

—_—

2,668,795



Tennessee American Water
Docket No. 18-00001 Adjusted Tax Gross Up

10

TENNESSEE-AMERICAN WATER COMPANY
Revenue Conversion Factor
For the 12 Months Ending November 30, 2013

Operating Revenues
Add: Forfeited Discounts
Balance

Uncollectible Ratio
Balance

State Excise Tax
Balance

Federal Income Tax

Balance

Revenue Conversion Factor (Line 1/ Line 9)

A/ CAPD Revenue Workpaper R-OTHER-2.00.
B/ Statutory Rates.

12-00049
Exhibit
Schedule 15

Portion of

Amount Balance Gross Up

1.000000
0.008661 A/ 0.008661 -3.30%
1.008661
0.010480 A/ 0.010571 4.02%
0.998090
0.065000 B/ 0.064876 24.69%
0.933214
0.210000 B/ 0.195975 74.58%
0737239

1.356411



TENNESSEE AMERICAN WATER COMPANY
DOCKET NO. 1800039
FIRST DISCOVERY REQUEST OF THE
CONSUMER ADVOCATE DIVISION

Responsible Witness: Elaine Chambers

Question:

1-3  Refer to page 9, lines 1-17, of Ms. Bridwell’s Direct Testimony. Ms. Bridwell
recommends that the benefits of the reduced tax rate, as well as the excess Accumulated
Deferred Income Tax (ADIT), be used to offset the Capital Recovery Riders (CRR) until
such time as TAWC has its next base rate case. Provide the date the Company intends to
file its next general rate case proceeding or to the extent an exact date is unknown,

provide the Company’s best estimate for when such a proceeding will occur.

Response:
The exact date is unknown and even a generalized timeframe is unknown. The need to
file general rate relief is regularly evaluated and is dependent on many factors, including

the outcome of current regulatory proceedings.



TENNESSEE AMERICAN WATER COMPANY
DOCKET NO. 1800039
FIRST DISCOVERY REQUEST OF THE
CONSUMER ADVOCATE DIVISION

Responsible Witness: Elaine Chambers

Question:

1-4  Refer to page 9, line 18 through page 10, linel4, of Ms. Bridwell’s Direct Testimony. On
page 9 of Ms. Bridwell’s testimony, she refers to the tax expense reduction of
$2,035,031. Confirm that this figure is the tax savings associated with TAWC’s existing

base rates and not the tax savings associated with its CRR.

Response:
Confirmed.



TENNESSEE AMERICAN WATER COMPANY
DOCKET NO. 1800039
FIRST DISCOVERY REQUEST OF THE
CONSUMER ADVOCATE DIVISION

Responsible Witness: Elaine Chambers

Question:

1-5

Refer to page 10, lines 9-14, of Ms. Bridwell’s Direct Testimony. Ms. Bridwell states
that the Company’s proposal will allow it to continue to support essential infrastructure
improvements, economic development, job creation, as well as operating a safe and
reliable system. Provide all available evidence indicating, and discuss in detail, how
these objectives would not be achievable if TPUC required an immediate rate reduction

to reflect the reduced tax savings associated with base rates.

Response:

Please refer to the detail in Ms. Bridwell’s Direct Testimony on page 7, lines 7 — 10:

“However, an immediate pass-through would reduce Tennessee-American’s cash flow,
decrease internally-generated funds available for new investments, and stress various
financial metrics that directly bear on credit ratings (and interest rates) for new and

refunding debt issuances.”

As discussed on page 8 of Ms. Bridwell’s Direct Testimony, lines 4 — 10, TAWC
proposed in supplemental testimony to Docket No. 17-000124 to adjust the Capital
Recovery Rider rates to give an immediate rate reduction via the riders to reflect the
reduced tax savings. Although this is not a rate reduction to base rates, it accomplishes

the intended result by passing the tax savings directly on to the customers.

Per Mr. Wilde’s direct testimony on page 2, lines 29 — 31.:
“The [Commission’s] Order further directed TAWC and other utilities to submit these
calculations together with proposals to reduce rates or make other ratemaking

adjustments to account for the tax benefits resulting from the TCJA.”



Proposing the rate reductions through the Capital Rider rates comports with that

Commission direction.



TENNESSEE AMERICAN WATER COMPANY
DOCKET NO. 1800039
FIRST DISCOVERY REQUEST OF THE
CONSUMER ADVOCATE DIVISION

Responsible Witness: Elaine Chambers

Question:

1-6  Provide a copy of TAWC’s capital budget for the period 2019 — 2021.

Response:
Please see attached a copy of the TAWC’s capital plan for the period of 2019-2021.



STRATEGIC CAPITAL EXPENDITURE PLAN
PROGRAM

Tennessee
October 17, 2018

Business Unit
Revision Date

Description TN BP 2019 - 2021 SCEP
2019 2020 2021
Business Rider |BUSINess Unit o et Title Total 2019 Total 2020 Total 2021
Unit No.
RECURRING PROJECTS
Tennessee None DV Projects Funded by Others $1,000,000.00 $1,000,000.00 $1,000,000.00
Tennessee EDI A Mains - New $1,000,000.00 $1,622,000.00 $1,400,000.00
Tennessee Qllp B Mains - Replaced / Restored $1,875,000.00 $2,000,000.00 $2,000,000.00
Tennessee QllP C Mains - Unscheduled $1,755,000.00 $1,255,000.00 $1,255,000.00
Tennessee Qllp D Mains - Relocated $275,000.00 $200,000.00 $200,000.00
Tennessee EDI E Hydrants, Valves, and Manholes - New $144,000.00 $94,000.00 $94,000.00
Tennessee Qllp F Hydrants, Valves, and Manholes - Replaced $442,000.00 $398,500.00 $421,000.00
Tennessee None G Services and Laterals - New $1,133,000.00 $1,133,000.00 $1,148,800.00
Tennessee QllP H Services and Laterals - Replaced $697,000.00 $657,000.00 $663,250.00
Tennessee None | Meters - New $269,000.00 $270,000.00 $273,800.00
Tennessee Qllp J Meters - Replaced $4,255,000.04 $1,471,110.00 $1,332,205.00
Tennessee None K ITS Equipment and Systems $156,828.00 $224,377.00 $238,237.00
Tennessee SEC L SCADA Equipment and Systems $142,000.00 $161,000.00 $147,500.00
Tennessee SEC M Security Equipment and Systems $135,000.00 $150,000.00 $100,000.00
Tennessee None N Offices and Operations Centers $15,000.00 $15,000.00 $15,000.00
Tennessee None (0] Vehicles $615,000.00 $827,000.00 $721,000.00
Tennessee None P Tools and Equipment $135,000.00 $135,000.00 $85,000.00
Tennessee SEC Q Process Plant Facilities and Equipment $1,765,000.00 $1,465,000.00 $1,644,998.00
Tennessee Qllp R Capitalized Tank Rehabilitation/Painting $1,125,000.00 $1,300,000.00 $1,600,000.00
Tennessee None S Engineering Studies $50,000.00 $50,000.00 $50,000.00
Corporate None K3 Corporate ITS $2,268,000.00 $1,814,400.00 $1,795,500.00
RPs $15,983,828.04 | $13,427,987.00 $13,389,790.00
RPs + K3 $18,251,828.04 | $15,242,387.00 $15,185,290.00
DV +RP + K3 ITS $19,251,828.04 | $16,242,387.00 | $16,185,290.00
INVESTMENT PROJECTS Total 2019 Total 2020 Total 2021
In Service Date
Tennessee Qllp 126-020027 |Construct 1.0MG Tank & 2500-16" ER 9/1/2023 - - -
Tennessee Qllp 126-020038 |Retire Basin 2 11/30/2019 - - -
Tennessee Qllp 126-020039 |Repl Basin 1 & Plate Settlers 10/31/2019 $2,301,250.00 - -
Tennessee SEC 126-020040 |Chlorine Gas Conversion 12/15/2019 $3,374,646.03 - -
Tennessee Qllp 126-020043 [Energy Reduction and Efficiency 7/31/2023 - - -
Tennessee Qllp 126-020044 |New Raw Water Intake Citico 10/1/2021 - $250,396.78 $3,536,621.01
Tennessee None 126-020046 [New Field Services Facility - Chattanooga 12/31/2020 $1,276,268.43 $4,981,483.27 -
Tennessee SEC 126-020051 |Replace Switch Gear - Citico 12/1/2022 - - $400,000.49
Tennessee Qllp 126-050001 [Raw Water Intake Improvements - Whitwell 7/1/2024 - = o
Tennessee Qllp 126-050003 [Replace 0.5MG Storage Tanks @ Whitwell 9/15/2021 - - $450,011.20
Tennessee None 126-000002 |Post Acquisition BD Capex - - -
Tennessee None 126-05000x [New Operations Center - Whitwell 7/31/2019 $256,685.59 - -
Total Investment Projects $7,208,850.05 $5,231,880.05 $4,386,632.69
Contributions ($240,000.00) | ($240,000.00) ($240,000.00)
Advances ($700,000.00) | ($700,000.00) ($700,000.00)
Total Refunds $350,000.00 $350,000.00 $350,000.00
Gross $26,460,678.09 | $21,474,267.05 $20,571,922.69
Net $25,870,678.09 | $20,884,267.05 | $19,981,922.69

Gross minus K3

$24,192,678.09

$19,659,867.05

$18,776,422.69

Net minus K3

$23,602,678.09

$19,069,867.05

$18,186,422.69




TENNESSEE AMERICAN WATER COMPANY
DOCKET NO. 1800039
FIRST DISCOVERY REQUEST OF THE
CONSUMER ADVOCATE DIVISION

Responsible Witness: Elaine Chambers

Question:

1-7  Does TAWC intend to cut its capital budget if TPUC were to require the immediate flow-
back of income tax expense savings to TAWC customers?

Response:
No. TAWC does not currently plan to make adjustments in its capital budget if TPUC

were to require the flow-back of income tax expenses.



TENNESSEE AMERICAN WATER COMPANY
DOCKET NO. 1800039
FIRST DISCOVERY REQUEST OF THE
CONSUMER ADVOCATE DIVISION

Responsible Witness: Elaine Chambers

Question:

1-8  Refer to Ms. Bridwell’s testimony on page 11, lines 1 — 11. Has TAWC implemented the
Customer Advance Contribution (CAC)/Contributions In Aid of Construction (CIAC)

gross-up referenced in this section of testimony? If so, respond to the following:

Response:

a.

a.
b.

C.

Has TPUC authorized this increased cost to developers;

If TPUC has provided such authorization, provide evidence of such authorization;
If TPUC has not provide such authorization, provide a comprehensive explanation
supporting the TAWC conclusion that such authorization is not required to pass
this “tax obligation’ to developers;

Identify the effective date of the change; and

For each entity so charged, identify the name of the developer and the amount
charged related to the CIAC gross-up.

To TAWC’s best knowledge, TPUC has not expressly authorized the increased
cost to the developer.

Not applicable.

The Company is unaware of a requirement for commission authorization prior to
collecting contributions and advances from developers which are adequate to
cover the tax costs associated with them. The Company’s tariff for main
extensions does specify that the collections will be cost based, and the Company
believes the collections inclusive to gross up can be reasonably considered to be
cost based.

TAWC implemented CIAC gross-up following March 2, 2018.

Please see the table below for the projects that included a CIAC gross-up since
March 2, 2018.



Developer

Work Order Project Description Date D?pOSIt Portion of TCA Deposit Deposit Paid By
Received . Gross-up Amount
Project
D26-0201-P-0550 | Williams St Relocation 11/1/2018 $61,974 $21,928 $83,902 DPRI, LLC
DreamTech
D26-0201-P-0551 | Mackey Avenue 11/1/2018 $107,502 $38,036 $145,538 | Homes LLC




TENNESSEE AMERICAN WATER COMPANY
DOCKET NO. 1800039
FIRST DISCOVERY REQUEST OF THE
CONSUMER ADVOCATE DIVISION

Responsible Witness: John R. Wilde

Question:
1-9  Regarding Ms. Bridwell’s testimony on page 11, lines 1 — 11, provide the following:

a. Identify the accounting entries used to record a situation where the Company
passes along the tax costs associated with CAC/CIAC to developers as explained
in this section of testimony; and

b. Identify the accounting entries which would occur in the event TAWC did not
pass along such tax obligations to the developer.

Response:

See attachment.



TCJA Taxable € .

- Gross Up

Example

Facts / Assumptions
Total Contributed PP&E
CIAC Labdey

Gross Up

Federal incame Tax rate
Book Ufe

Tax Lfe

Tax Degreciatan Rate - Yeur 3
Tax Deprediation Hate - Year 2

g - Booked to CIAC Liability & Amortized

w38

RatsBase Ratease RateSare Cost of Servien
Sonirnal Ersiry Total from CIAC from Pam Total
Debit Credtt Year1 Year1 Year1 Yenr 1
uPis 1,000,000 1,000,000 800k Depreciation 16,667
Accum Depr 116,567} (16,667} Book Amortization {21097 Prevax
1,000000 De Current Tax Expaese - CAC Taxable 219,000 CAC 1,268523) 12,265,823} Tax Expense 230 Tax adh
11,000,000} Or Current Tax Eapenss - Grossup Tacable 55523 CAC amen 21,097 21087 Tax Ing/Loss
Cr Taaes Accued / Payable 652201 Ceforred Taxes D9 40,32, : Curron: Tax
Racrive Contribation PayTax o0y (984,033} 983333 (o
Or Casn 1.000.000 Or Taxes Accrued / Pavable 265873
Cr CAC Liability 11,000,000 r Cash (265,523) Year 2+ Year 2+ Your2v Year2+
wis . ook Degreciation 563,333
Receive Gross Up - Cash Hocord Oefermed Tas Expense and ADIT Acaum Depe (982,333) (983,333) Sook Amartization (1,244,726) Pretax
D Cash 265823 D1 ADIT - CIAC 718000 CAC . Tax Expense 54,592 Tax adg
Cr CAC Lt 126542 Dt AT - Additions! CIAC Grows Up. L5a2) CIAC amort 1,244,726 1,264,726 Tax Inc/Loss
I Cr Deferred Tax Exoonse pessan Deferred Taxes (260.692) 1262,692) . Current Tax
Mecord Orprocition and CLAZ Amort ower Book ity I 00 584,033 (993,333} {206,500}
Ot Deprocation Lrdense 16657 Dr Deferred Tax Exoense 4300 Net {210,000
Cr Accumyiated Depreciation - PPAE Cr ADIT - Tax dopreciation {4.200) QA /(0T
O CIAC Aczim Amartization 16657 Ot Deterred Tas Lrneate 510 Rook Plant Basks | Book CIAC Lability | Back CIAC Gross Tax Plant Basks Book/Tax DIff - Plam | _Book/Tas Diff - QAC ADIT - Depr
C¢ Deprecation Lxpense €1 ADIT . CIAC » Grems Up. cm_] 1000000 £1.006,000) 26542 1265423 -
aver Book Ufe to v Lrees: 10657 Lo {244 -
e CIAC Accum Amustization 4430 O Tanem Accrued / Payatle 00 Y un.u);l 333333 393,392 11.241.292)
f Deprechation fapense Cr Currest Tax Expense [l |
Of Cash 4200 "ﬂ-l Net | - | |
Cr Yaums Acorved / Pavable “.m{
Your2e Year2+
Recond Depreciation and QAC Amort aver Book Life Accrue aid Katehve Tas Benntl
Or Deprecation Lrpeme Or Taes Accrued £ Payable 262,603
1 Accamuidied Oeprecaton - PREE € Curtent Tax Experne (261624}
Or OAC Aczim Amatuation Dr Cash 261,623
Cr Depreciation Expense Cr Taxes Accrued / Pavable 1261623
Amortine Gross Up o CIAC Usbillty over S00k Life to Depre Record Deferred Tax Reversal
Oe TAC Accum Amartuation D¢ Deferred Tax Expense 205800
Cr Deoresation Expense Cr ADIT - Tac Depeecatan
O Deferred Tax Experse Sea91

YR1

Toat

#4450

essan

Currest Eaprome

Taxes Acxrued / Pavable
Ceferced Tax

CraDT - CIAC ¢ Gross Up.

:

11.45¢93.

3|

(4.430]
(15,570)
(20,000]

(#.200]



TCJA Taxable Contributions - No Gross Up Method Accounting

Example
Facts / Assumptions
Tatal Contrivuted PPRE 1,000,000
CIAT Liatsity 11,000,000]
Foderal Income Tas fate 2100%
BookLife 0
TaxLife 25
Tax Depreciation Rate - Year 1 2%
Tax Depreciation Rate - Year 2 a%
| B2 RateBase RateBase RataBase Cost of Service
Sournal Entry | | 1 Journal Entry Total from CIAC from Plant Total
Debit Credit Year | Dezerigtion Dabit Credit Year1 Year1 Year1 Yearl
—_— kb —_—
Year3. Amounty ues 1,000,000 1,000,000 Book Depreciation 16,667
I Acoroe Tax Accum Dept (16,667) (26,667} Book Amortization {16,567) Pretax
1,000,000 Or Current Tax Expense 210.000 Qac (1,000,000} (1,000,000) Tax Exgense . Tox udj
(. (<R Actiuod / Pavable 110.0001} OAC amert 16,667 16,667 TaaIng/toss
Deferred Taxes 205,500 205,800 - Curtent Tux
Pay Tan. 205,800 (777,533) 963,333
1,000,000 Dr Taxes Accrued / Payable 210,000
Cr CIAC Liability (1,000,000) CrCash 1210,000) Yoar 2+ Year 2+ Year 2+ Year 2+
uers Baok Depreciation 943,333
Record and QAC Amort aver Book Life Recoed Tax and ADIT Accumn Depr (983,333) (983,323) Book Amortitation {983,333} Protax
Ot Decrecistion Expome 16,667 D ADT 230,000 CIAC - Tax Expense - Tax adj
O Accumatated o - PPAE 7 | Cr Octorrea Tax Expense 1210,0003) CIAC amort 963333 983,311 TaxincRon
Or GIAC Accum Amortiration 16,667 Deferred Taxes (205,800) (205,800) - Curtent Tax
Cr Deoreciation £apense 116.567) Or Deferred Tax Experze 4200 (205,300 777,533 (583,333) -}
Cr DIT . ClAT (22001 Het
OTA /{071 ata/ony
e menere Tnecce [encens [mnene T sevesenn Tesme e T seoper |
Dr Taxes Accrued / Payable 4200 1,000,000 | 1,000,000 2.000.000
Cr Current Tau Expense 14, m_ﬁi Yei {16.667) 16,867 [t 120.000)
Dr Cash 4,200 Nr2e ﬂl!.!)l]l 683,333 1980.000) 1980.000)
Cr Vaues Accruod / Pavable 18.200)
e [ [ |
Year 2+ Year 2+
Recerd Depraciation and CIAC Amert over Book Life Accrue and Recelve Tax Beoefit
Or Deprecistion Expenre 16667 D Taxes Acerued / Pavable _ 205800
Ct Accumulated Depraciation - PPRE (16,66 Cr Current Tax Expense (205,800
Or CIAC Accum Amarization 16,667 Dr Canh 205,800
Cr Deves Expense. (1 Cr Tanes Accrund / Payabie 1205200}
Recoed Detorred Tax Reversal
1 0r Oclerred Tus Experse 205,800,
Cr ADIT - CIAC 12058001
1.260.000 13,360,000)
Pota
YAl Current Expense
YR2 Deterred Expense
Toral . Taxes Accrued / Payable

Duferred Tax

{20,000}
(20,000}
(4,200}

(589,000)
(205,800)



TENNESSEE AMERICAN WATER COMPANY
DOCKET NO. 1800039
FIRST DISCOVERY REQUEST OF THE
CONSUMER ADVOCATE DIVISION

Responsible Witness: Elaine Chambers

Question:

1-10 Refer to Ms. Bridwell’s testimony on page 9, lines 1-17. Concerning the implications of
TAWC’s Income Tax Expense reduction, discuss in detail whether TAWC is limited to
applying the Income Tax Expense savings within infrastructure true-up filings, or is it the
position of TAWC that such savings should also apply to the infrastructure rates resulting
from its infrastructure budget filing? Provide the theoretical support for the Company’s
position concerning which dockets in which it would be appropriate to recognize Income
Tax Expense savings.

Response:

TAWC believes the Commission has provided discretion to utilities to submit proposals
to reduce rates to account for the tax benefits resulting from the TCJA. As discussed in
John Wilde’s direct testimony on page 2, lines 29-31.:

“The [Commission] Order further directed TAWC and other utilities to submit these
calculations together with proposals to reduce rates or make other ratemaking

adjustments to account for the tax benefits resulting from the TCJA.”

TAWC has proposed to reduce the Capital Rider rates in both the true-up and
infrastructure budget filings to reflect the tax benefits resulting from the TCJA, until such

time there is a general rate case or the TCJA refund amount is extinguished. TAWC



believes reducing the Capital Rider rates to reflect the tax benefits is the most immediate

way to reflect the tax benefits.



TENNESSEE AMERICAN WATER COMPANY
DOCKET NO. 1800039
FIRST DISCOVERY REQUEST OF THE
CONSUMER ADVOCATE DIVISION

Responsible Witness: Elaine Chambers

Question:

1-11

Refer to Ms. Bridwell’s testimony on page 9, lines 1-17. Concerning the implications of
TAWC Income Tax Expense reduction, in light of the passage of time, provide an update
of the Company’s position regarding when ongoing Income Tax Expense savings should

be implemented.

Response:

A.

TAWC maintains the position explained in this section of testimony, that the benefits of
income tax expense savings can be passed back to customers through the 2018 Capital
Recovery Rider reconciliation amounts and Capital Recovery Rider charges for 2019.

Indeed, the Company has requested this treatment in Docket No. 18-00120, the 2019
Capital Rider, as described in detail in the direct testimony of Melissa Schwarzell, as
adopted by Elaine Chambers, on page 27, line 5 through page 30, line 2. This treatment
request was affirmed in the supplemental testimony of Elaine Chambers, page 8, line 11,
through page 9, line 1. She stated “the Company still proposes that the savings from the
TCJA be used to prevent any increases in customers’ bills. In order to offset the 3.95%
combined impact of the 2019 riders, the Company is proposing a TCJA credit of -3.95%.
Consequently, the Company is still proposing a 0% rate increase as a result of the 2019
Capital Rider infrastructure investment.” This treatment was also requested in Docket
No. 19-00031, the 2019 Capital Rider Reconciliation of Calendar Year 2018, as
described in Ms. Chambers’ testimony, page 35, line 17 through page 36, line 5. She
stated “the Company still proposes that the savings from the TCJA be used to prevent any
increases in customers’ bills. In order to offset the 2.253% combined impact of the 2019

Rider Reconciliation, the Company is proposing an increase to the proposed TCJA credit,



from Docket 18-00120, of -2.253%. The total proposed TCJA credit for the nine months
of 2019 would be -6.203%. Consequently, the Company is still proposing a 0% rate
increase as a result of the 2019 Capital Rider Recovery and the 2019 Rider Reconciliation

of calendar year 2018.”

Regarding Excess Accumulated Deferred Income Tax (“EADIT”), the Company believes
it will have a system in place to make accurate EADIT amortization calculations in the
second quarter of 2019. The Company would plan to implement those calculations in the

next Capital Rider budget filing.



TENNESSEE AMERICAN WATER COMPANY
DOCKET NO. 1800039
FIRST DISCOVERY REQUEST OF THE
CONSUMER ADVOCATE DIVISION

Responsible Witness: Elaine Chambers

Question:

1-12 If TAWC does not believe it would be appropriate to reduce rates in Docket 18-00120 to
reflect the assignment of Income Tax Expense savings associated with TAWC base rates
effective January 1, 2018, provide a comprehensive explanation supporting this position,
including how such a position properly balances the interests of TAWC and its
ratepayers.

Response:

Docket 18-00120 is for the adjustment to the Capital Riders for calendar year 2019.
TAWC did propose to reduce the Capital Rider rates reflecting the TCJA savings in this
proceeding. The request is described in detail in the direct testimony of Melissa
Schwarzell, as adopted by Elaine Chambers, on page 27, line 5 through page 30, line 2.
This treatment request was affirmed in the supplemental testimony of Elaine Chambers,

page 8, line 11, through page 9, line 1.



TENNESSEE AMERICAN WATER COMPANY
DOCKET NO. 1800039
FIRST DISCOVERY REQUEST OF THE
CONSUMER ADVOCATE DIVISION

Responsible Witness: Elaine Chambers

Question:

1-14 Regarding Ms. Bridwell’s testimony on page 5, lines 16-18 (in which the Company
identifies tax savings of $2,035,031), confirm that the appropriate rate reduction that
should flow to TAWC ratepayers associated with the reduction in Income Tax Expense
incorporated into base rates would need to be grossed-up for Income Tax Savings
calculated upon the rate reduction. If not, provide a comprehensive explanation
indicating why the application of a tax gross-up factor to the nominal tax savings is not
appropriate.

Response:

The tax saving figure of $2,035,031 is inclusive of gross up. The pre-gross up savings
amount is $1,500,306. Please see item 16a from this same set of discovery, for a more

detailed discussion of the $2,035,031 was calculated.



TENNESSEE AMERICAN WATER COMPANY
DOCKET NO. 1800039
FIRST DISCOVERY REQUEST OF THE
CONSUMER ADVOCATE DIVISION

Responsible Witness: Elaine Chambers

Question:

1-15 Regarding Ms. Bridwell’s testimony on page 5, lines 5 — 13, identify the most recent
balance and effective date of the regulatory liability amount referenced in this section of
testimony, and separate this figure between the individual components of the liability
balance.

Response:
In February 2019, the balance of deferred revenue was $2,228,568. This includes
$185,714 presumed to be a long term liability and $2,042,854 presumed to be a current

liability.



TENNESSEE AMERICAN WATER COMPANY
DOCKET NO. 1800039
FIRST DISCOVERY REQUEST OF THE
CONSUMER ADVOCATE DIVISION

Responsible Witness: Elaine Chambers

Question:

1-16 Regarding the portion of the liability balance related to Income Tax Expense savings,

provide the following:

Response:

a)

a. A comprehensive explanation supporting the methodology used to identify the
accrued tax savings;

b. The monthly balance of the Income Tax Expense savings for the period January
2018 through the most recently monthly balance available; and

c. Supporting documentation in summary form which supports each monthly

balance for the periods referenced in 9(b).

To identify the accrued tax savings, the Company first developed a revenue deferral
percentage of base rates. The percent was developed by: 1) evaluating the authorized
federal income tax expense from Docket No. 12-00049, excluding tax amortizations,
($4,267,246 — $540,112 — $76,368 = $3,750,766); 2) modifying the authorized
amount to reflect a 21% rate instead of a 35% rate, ($3,750,766 x 21/35 =
$2,250,459); 3) subtracting the modified amount from the authorized amount to find
the difference ($3,750,766 - $2,250,459 = $1,500,306); 4) grossing up the difference
by a gross up factor that considers the lower federal tax rate to find the total tax
savings ($1,500,306 x 1.35641 = $2,035,031). The total tax savings was then divided
by authorized Water Sales Revenue to derive a revenue deferral percentage
($2,035,031 / $47,073,724 = 4.32%). For the Excel version of this calculation, please
see attachment TAWC CADDR1 NUMOO01 Attachment, included in this same
discovery set.



The revenue deferral percent was multiplied by the actual water sales each month to
identify the appropriate amount of accrued tax savings.

b) Please see attachment 1.

c) Please see attachment 2.



TCJA Deferred Revenue Balances for Tennessee American Water
TAWC _CADDR1_NUMO16_Attachment 1

Jan-18 -97,003|
Feb-18 -181,502
Mar-18 -483,977
Apr-18 -540,185
May-18 -707,062
Jun-18 -885,987

Jul-18| -1,068,026
Aug-18| -1,241,445
Sep-18| -1,411,450
Oct-18| -1,599,454
Nov-18| -1,764,429
Dec-18| -1,907,336
Jan-19| -2,075,175
Feb-19| -2,228,568




Revenu | tEnwessee [BitledR Rev
e | e | Unelsurchgy % Cale Reserve
Estimat Total RevReserve%  Monthly Residential 886,000 -4.91% (23,502)|
e R Caic Reserve Commercial 623,000 -4.91% (30,589)
33605 5465387 432% (234653) OPA 145,000 -4.91% (7.120)
56078 4212570 4.32% (179.560) Industriat 132,000 -4.91% (6,481)
29527 848377 432% (35,374) SFR 100,000 -4.91% (4,910)
60616 1,079,962 4.32% (44,036) Riders 100,000 -4.40% (4,400}
- 274259 4.32% (11,848) e (67,003)
= 803,563 432%  (34.714) Total Reserve __ (97.003) "’ .
Total Reserve (540,185) 8illed Rev
1 | _tincl surchg) % Calc Reserve
] Total Base 3,309,143 2.91% (162,379)
Company Code 026 - "R;H.Y; ‘“_;zTuﬂ
Posting Date [05/0172018) Perod 51 ‘
Cross-Comp.No. 010010&05020221E
‘eaty wnwt 0 Ledger Group I ) Riders 432,309 -4.40% (19,023
oo = () @] — Total Reserve  (181.502) February (181502)
1 40 40189900  Other Water Revenue S40,185.00 Reserve for TOA
RL-TaxCutlobACt - LT 540,185.00- LT Portion of TCIA Revenus Reserve
(540,185) Jan to Apr 2018 2
(87,003) Jan Residential 3915433 .50 4015833 0% (159,207) (483,977) Jan to March
(m:soz) Eeb |commercial 2904761 94,000 3032761 -2 218 (97,003) Jan
ora sm.6%4 28,000 609,574 P @828y
_1205.472.00) March ingustrist 7n12% 8,000 79.2% wxx 073 ——{181,502) Feb
(56,208) Aprll sER 207,158 - 207,153 452% (8,949) (205,472) March
Private Fire 599,080 . 580,090 A% 25578)
Rigers 1094634 . . 8% (96,576)
Total Reseove {483,577}




5/1/2018-5/31/18
= Billed
MSSEE.Im Revenue Unbilled
£ s e ks (incl Revenue Total Rev Reserve % Monthly
: B surchg) Estimate Revenue Calc Reserve
Residential 1,681,096 233,352 1,914,448 4.32%  (72,623)
Commercial 1.281,140 (31.407) 1,249,732 4.32%  (55.345)
OPA 292219 (94.288) 197,931 4.32%  (12,624)
Industrial 329,295 (37,149) 292,147 4.32%  (14,226)
SFR 73,911 - 73911 -4.32% (3.193)
Private Fire 205,234 - 205,234 -4.32% (8.866)
Total Reserve (166,877)
| Dats Entry View n Sih L e
Document Number |100072480 | Company Code 4|1026‘ Fiscal Year ’ 77!229_!
Document Date  |05/31/2018] Posting Date  |05/31/2018] Period [57]
Reference | ~ | Cross-Comp.No. ~ |0100107224101218]
Curency  [usD | Texts exist O LedgerGroup |
@ EEREE |‘1.|r'|1,[n']l[_]uw'-l-
Co_“ m/PK|S Account  Description Amount | Text
1026 1 40 40189900  Other Water Revenue 166,877.09 Revenue Reserve for TCJA

2 50 25632300 RL-TaxCutlobAct-LT 166,877.09- LT Portion of TCIA Revenue Reserve



Jun 2018
Billed
TENNESSEE 1026 Revenue  Unbilled
(incl Revenue Total Rev Reserve %  Monthly
surchg) Estimate Revenue Calc Reserve
Residential 1,959,980 1,959,980 432%  (84,671)
Commercial 1,281,140 1,281,140 -4.32% (55,345)
OPA 292 219 292,219 4.32% (12,624)
Industrial 329.295 329,295 4.32%  (14,226)
SFR 73,911 73,911 4.32% (3.193)
Private Fire 205,234 205,234 4.32% (8.866)
Total Reserve (178,925)
Document Number (100074204 | Company Code (1026 Fscal Year  [2018] |
Document Date  [06/30/2018/ PostngDate  [06/30/2018] Perod  [6] |
Reference | |CrossComp.No. [0100109417101218) |
Curency  [usp | Texts exist O tedgerGroup [ 1 |
s €1 e 9 |
HEEREFL)E)=(EE & JEL) ) (G
Co_“ Itm PK 'S Account Description 1 Amount | Text
1026 1 40 40189900  Other Water Revenue 178,924.86 Revenue Reserve for TCIA
2 50 24199500 RL-TaxCutlobAct-Curr 221,496.74- Current Portion of TCJA Revenue Reserve

3 40 25632300 RL-TaxCutlobAct - LT 42,571.88 LT Portion of TCJA Revenue Reserve



Jul 20138

Billed

TENNESSEE 1026 Revenue  Unbilled
A T e (incl Revenue Total Rev Reserve % Monthly

. | surchg) Estimate Revenue Calc Reserve

Residential 1,889,376 1,889,376 -4.32% (81,621)
Commercial 1,355,444 1,355,444 -4.32% (58,555)
OPA 294,509 294 509 -4.32% (12,723)
Industrial 350,731 350,731 4.32% (15,152)
SFR 120,296 120,296 -4.32% (5.197)
Private Fire 203,506 203,506 -4.32% (8.791)

Total Reserve (182,039)

Document Number (100075673 | Company Code (1026 Fiscal Year _ 12018 !
Document Date  [07/31/2018] Posting Date  [07/31/2018] perod 7]
Reference | _ | Cross-Comp.No.  [0100111542101218)|
Currency __[usD | Texts exist O Ledger Group ]__ l
qsFIRlEEL EL =)= J& J=.) [a)
Co ! tm PK 'S Account | Description i Amount Text
1026 1 40 40189900 Other Water Revenue 182,038.80 Revenue Reserve for TCJA
2 50 24199500 RL-TaxCutlobAct-Curr 134,511.84- Current Portion of TCJA Revenue Reserve

3 50 25632300 RL-TaxCutlobAct-LT 47,526.96- LT Portion of TCIA Revenue Reserve



8/1/2018
Billed
TENNESSEE 1026 Revenue  Unbilled

e %) (incl Revenue Total Rev Reserve % Monthly

: surchg) Estimate Revenue Calc Reserve
Residential 1,745,644 1,745 644 -4.32% (75,412)
Commercial 1,314,991 1,314,991 -4.32% (56.808)
OPA 297,984 297,984 4.32%  (12,873)
Industrial 339,733 339,733 4.32%  (14,676)
SFR 112,011 112,011 -4.32% (4,839)
Private Fire 203,976 203,976 -4.32% (8,812)
Total Reserve (173,419)

DRI VIO . | B il o, L 2. S - e o I A i e T ik 3]
Document Number (100077215 | Company Code 1026/ Fiscal Year l2018] |
DocumentDate  [0e/31/2018] PostngDate  [08/31/2018! Period ] |
Reference | | Cross-Comp.No. | s\

e S RS - e ,
Currency ‘@_SP J Texts exst O Ledger Group |

‘l mnlpxlsmccount [oescmuon Amount]'l‘ext
1026 1 40 40189900 Other Water Revenue 173,419.44 Revenue Reserve for TCJA
2 50 24199500 RL-TaxCutlobAct-Curr 161,260.25- Current Portion of TCIA Revenue Reserve

3 50 25632300 RL-TaxCutlobAct-LT

12,159.19- LT Portion of TCJA Revenue Reserve



9/1/2018

TENNESSEE 1026 Billed Unbilled

g | Revenue (inc! Revenue Rev Reserve Monthly

e surchg) Estimate Total Revenue % Calc Reserve

Residential 1,676,195 1,676,195 -4.32% (72,412)

Commercial 1,278,704 1,278,704 -4.22% (55,240)

OPA 286,702 286,702 4.32% (12,386)

Industrial 360,608 360,608 -4.32% {15,578)

SFR 129,097 129,097 -4.232% (5,577)

Private Fire 203,995 203,995 -4.32% (8.813)

Total Reserve {170,005)

DS ENHE VISR, 50 it Sty | I s Sl i atech eare g i
Document Number '1q0079397_ | Company Code 1026 Fiscal Year _|39;§1
Document Date  [09/30/201¢ Postng Date  [09/30/2012] period = [9]
Reference | 7Cross-ConpNo. ) |
Currency USD. Texts exist O LedgerGroup |

j'-.-m@ml[—ﬂml -@m@l-l (9]

* Itm PK S |Account |Description Amount | Text
1026. 1 40 40189900 Other Water Revenue 170,005.03 Revenue Reserve for TCJA
2 50 24199500 RL-TaxCutlobAct-Curr 188,456.28- Current Portion of TCJA Revenue Reserve
3 40 25632300 RL-TaxCutlobAct-LT 18,451.25 LT Portion of TCIA Revenue Reserve



10/1/2018
TENNESSEE 1026, Unbilled
T pAl et Billed Revenue Rev Reserve Monthly
Revenue Estimate Total Revenue % Calc Reserve

Residential 1,936,323 1,9358.323 -4.32% (83,649)

Commercial 1,446,728 1,448,728 -4.32% (62,499)

OPA 318,763 318,763 -4.32% (13,771)

Industrial 353,611 353,611 -4.32% (15,276)

SFR 93,920 93,920 -4.32% (4,057)

Private Fire 202,803 202,603 -4.32% (8,752)

Total Reserve (188,004)

' Data Entry View B 2 ]
Document Number [100020575 | Company Code  [1026] Fiscal Year 2018
Document Date  (10/31/2018] Posting Date  [10/31/2018] Period [10]
Reference 7_7‘1_ s 1= [ eroasCompios- |iE Ry e )

- Currency UsD Texts exist El Ledger Group |, |

| el e o Y

<] .--@IWII—ITI[TQI-E]EJ =L ]l[_]lr‘l

Co_ Itm PK 'S Account Description

MDUﬂtTm(t

1026 1 40 40189900 Other Water Revenue

188,004.12 Revenue Reserve for TCJA

2 50 24195500 RL-TaxCutlobAct-Curr
3 40 25632300 RL-TaxCutlobAct-LT

227,289.92- Current Poﬂjonr of TCJIA Revenue Reserve
39,285.80 LT Portion of TCIA Revenue Reserve



11/1/2018
TENNESSEE 1026 v
jAd | Billed Revenue Rev Reserve Monthly
f —) Revenue Estimate Total Revenue % Calc Reserve
Residential 1,641,59 1,641.5% 4.32% (70,917)
Commercial 1,301,891 14,301,891 —4.32% (56,242)
OPA 272,045 272,045 -4.32% (11,752)
Industrial 328623 328623 -4.32% (14,197)
SFR 66,814 66,814 -4.32% (2,886)
Private Fire 207,891 207,891 -4.32% (8.981)
Total Reserve (164,975)
|DataEntryView S o e Do o o)
Document Number 100081257 | Company Code  [1026! Fiscal Year ~ [2018] ‘
Document Date  [11/30/2018 PostngDate  [11/30/2018] perod ~ [11]
Reference | |CossComp.No. | | '
Currency _;‘152-4' Texts exist O Ledger Group l._r _!
[ M= SIS Ny X |
) E R L B S R ) [
Co_“ Itm PK 'S Account  Description I Amount Text
1026 1 40 40189900  Other Water Revenue 164,974.75 Revenue Reserve for TCJA
2 50 24199500 RL-TaxCutlobAct-Curr 243,271.03- Current Portion of TCJA Revenue Reserve

3 40 25632300 RL-TaxCutlobAct-LT 78,296.28 LT Portion of TCIA Revenue Reserve



12/1/2018
TENNESSEE 102§ Unbilled
SRS R Billed Revenue Total RevReserve Monthly

.- e Revenue Estimate Revenue % Calc Reserve
Residential 1,468,538 1,468,535 -4.32% (63,441)
Commercial 1,089,584 1,089,584 -4.32% (47,070)
OPA 225,003 225,003 -4.32% (9,720)
Industrial 253,150 253,150 -4.32% (10,936)
SFR 67,169 67,169 -4.32% (2,902)
Private Fire 204,598 204,598 -4.32% (8,839)

Total Reserve (142,907)

Document Number '}Q_Oiazus l Company Code !1026! Fiscal Year l_zglgl I

Document Date __!12/31/2018_! Posting Date  [12/31/2018] period [12] |

Reference | 1Cross—00rm el R R R T \

Currency L_'SD __| Texts exist i) Ledger Group _l = 7' _j'
-'---I@Jl?l‘]llmll llllﬂﬁﬁ@ ll@ll'ulI

Co “ Km/PK'S Account  |Description Amount Text

1026 1 40 40189900 Other Water Revenue 142,907.30 Revenue Reserve for TOA

| 2 50 24199500 RL-TaxCutlobAct-Curr 254,216.23- Current Portion of TCIA Revenue Reserve

3 40 25632300 RL-TaxCutlobAct-LT 111,308.93 LT Portion of TCIA Revenue Reserve



31/2019

s NESSEE 1024 Unbilled

Tm & Ly Billed Revenue Total RevReserve Monthly

; Revenue Estimate Revenue % Calc Reserve

Residential 1,739,459 1,739,459 -4.32% (75,145)

Commercial 1,280,047 1,280,047 -4.32% (55,298)

OPA 246 445 2486 445 -4.32% (10,646)

Industrial 338,040 338,040 -4.32% (14,603)

SFR 75,394 75,394 -4.32% (3.257)

Private Fire 205,776 205,776 -4.232% (8,890)
Total Reserve (167,839)

e — e e—— - _____
Doo.lment Number | 100084332 | Company Code l1026| Fiscal Year 2019 |
Document Date  |01/31/2019] Posting Date fo1/31/zo19| Period ]
Referance == fi = oo _V'O'oss-Corm.No. ‘[ B
Currency fosp_] Texts exist O LedgerGroup | |

.'-.-@IET]I[TI[BJ.@ l@ JE L) (@) G

Co_ " Itm PK 'S Account

| Description

Amount | Text

1026 1 40 40189900

Other Water Revenue

167,838.96 Revenue Reserve for TOA

2 50 24199500
3 40 25632300

RL-TaxCutlobAct-Curr
RL-TaxCutlobAct - LT

298,810.50- Current Portion of TCJA Revenue Reserve
130 971.54 LT Portion of TCIA Revenue Reserve



2/1/2019
TENNESSEE 1026 unbilied
A Billed Revenue Rev Reserve Menthly
Revenue Estimate Total Revenue % Calc Reserve

Residential 1,508,129 1,508,129 -4.32% (85,151)

Commercial 1,179,678 1,179,678 -4.32% (50,962)

OPA 249,247 249,247 -4.32% (10,767)

Industrial 331,656 331,856 -4.32% (14,328)

SFR 76,822 76,822 -4.32% (3,.319)

Private Fire 205,227 205,227 4.32% (8,866)

Total Reserve (153,393)

Data Entry View A v st S |
Document Number 100025571 | Company Code “EIOZGJ Fiscal Year 12_039J ﬂ
Document Date  |02/28/2019) Posting Date  |02/28/2019] period e
Refeence |  |CossCompNo. | el

Curency  [USD_| Texts exist O LedgerGroup | |
-'.--L_J[ L) [E L) = (2] llf JEL) &) G

.~ Itm PK|S |Account | Description Amount Text
,1026 1 40 40189900 Other Water Revenue 153,392.79 Revenue Reserve for TCJA
2 50 24199500 RL-TaxCutlobAct-Curr 313,541.34- Current Portion of TCJA Revenue Reserve

3 40 25632300 RL-TaxCutlobAct-LT 160,148.55 LT Portion of TCIA Revenue Reserve



TENNESSEE AMERICAN WATER COMPANY
DOCKET NO. 1800039
FIRST DISCOVERY REQUEST OF THE
CONSUMER ADVOCATE DIVISION

Responsible Witness: Elaine Chambers and John R. Wilde
Question:

1-17A Produce and identify all journal entries reflecting the implementation of the TCJA, list
the date the journal entry was created, and provide a detailed description of each entry,
including all source and support.

Response:

There are multiple parts to the implementation of the TCJA.

The first part relates to the monthly deferral of revenue since January 1, 2018. Please see
TAWC_CADDR1_NUMO016_Attachment2 for the journal entry information related to

revenue deferral these entries.

The second part relates to the accumulated deferred income taxes (ADIT) measured at
35% that due to the TCJA and Generally Accepted Accounting Principles, needs to be
restated to 21% at the time of enactment. Over time the Company has collected from
customers deferred taxes at 35%, but now when they turn around, the Company will only
be paying at 21%. This excess ADIT needs to be returned to customers. After
determining the excess ADIT, it is grossed up to its pretax equivalent and booked to a
regulated liability account. No amortization has started at this time.

See “TAWC_CADDR1_NUMO017A_Attachment2”. Starting in December 2017, the

initial estimate of this regulated liability was booked. Below is the journal entry:



At December 2018, this amount was trued up mainly for the effects of the difference between the
2017 yearend provision estimate and the 2017 tax return filed in October 2018. See below:



Tennessee-American Water
TAWC_CADDR1_NUMO17A

Appt State
Federal
Blended rate

6.658%
21%

26.260%

| 2017
Excess ADIT  Excess w Gross Up Gross UP
(17,499,774) (23,731,618) 6,231,844
12,086 16,390 (4,304)
(17,487,688) (23,715,228) 6,227,540
Appt State 6.658%
Federal 21%
Blended rate 26.260%

[ 2018
Excess ADIT  Excess w Gross Up Gross UP
(17,508,271) (23,743,140) 6,234,869
12,748 17,288 (4,540)
(17,495,523) (23,725,853) 6,230,330

2018 true up
(11,523)
898

2018 true up (10,625)



TENNESSEE AMERICAN WATER COMPANY
DOCKET NO. 1800039
FIRST DISCOVERY REQUEST OF THE
CONSUMER ADVOCATE DIVISION

Responsible Witness: John R. Wilde
Question:

1-17B  Refer to page 5, lines 21-23, of Mr. Wilde’s Direct Testimony. Mr. Wilde states that
great care must be taken because errors could result in violations of normalization rules.
Is it the Company’s position that inadvertent errors can result in the loss of the benefits
of accelerated tax depreciation? If so, identify and provide all documentation

supporting this conclusion.

Response:

The Internal Revenue Service issued Rev Proc 2017-47 (see attached file -
TAWC_CADDR1 _NUMO017B_Attachment) regarding inadvertent errors related to
Section 168(i)(9) (normalization rules) of the Internal Revenue Code. It applies when a
taxpayer has unintentionally failed to follow a practice or procedure that is consistent
with the normalization rules in one or more years. The inadvertent error can be fixed in
the next available opportunity. This does not mean though that a decision can be made
today to intentionally disregard the rules and fix it later. This is basically stated on page
8 as follows:

...a taxpayer’s Inconsistent Practice or Procedure is neither inadvertent nor
unintentional if the Taxpayer’s Regulator specifically considered and
specially addressed the application of the Normalization Rules to the
Inconsistent Practice or Procedure in establishing or approving the
taxpayer’s rates even if at the time of such consideration the Taxpayer’s
Regulator did not believe the practice or procedure was inconsistent with the
Normalization Rules.

Mr. Wilde states that great care must be taken because if, after reviewing and discussing
the rules and considering the facts in the proceeding by the Company and the Regulator,



the decision is not in line with the rules and facts, it will most likely not be considered

inadvertent.

It is the Company’s position that inadvertent errors will most likely not result in the loss
of benefits of accelerated tax depreciation, but taking any position in this current
proceeding that does not attempt to follow the normalization rules after careful

consideration and discussion of the facts, will most likely result in a loss of the benefit.



Safe Harbor for Inadvertent Normalization Violations

Rev. Proc. 2017-47

SECTION 1. PURPOSE

This revenue procedure provides a safe harbor concerning inadvertent or
unintentional uses of a practice or procedure that is inconsistent with 88§ 50(d)(2) and
168(i)(9) of the Internal Revenue Code of 1986, as amended (Code), which require the
use of the Normalization Rules (as defined in section 4.04 of this revenue procedure). If
the safe harbor under section 5 of this revenue procedure applies, the Internal Revenue
Service (Service) will not assert that a taxpayer’s inadvertent or unintentional use of a
practice or procedure that is inconsistent with 88 50(d)(2) and 168(i)(9) of the Code
constitutes a violation of the Normalization Rules. This revenue procedure does not
limit or change the process by which a taxpayer may request a letter ruling or a referral
for a technical advice memorandum that the taxpayer’s proposed practice or procedure
is consistent or inconsistent with the Normalization Rules.

SECTION 2. BACKGROUND

In general, normalization is a system of accounting used by regulated public utilities
to reconcile the tax treatment of the Investment Tax Credit (ITC) or accelerated
depreciation of public utility assets with their regulatory treatment. Under normalization,

a utility receives the tax benefit of the ITC or accelerated depreciation in the early years



2
of an asset’s regulatory useful life and passes that benefit on to ratepayers ratably over
the regulatory useful life in the form of reduced rates. The remainder of this section 2
describes the intent of Congress in adopting the Normalization Rules and their
operation under the Code and Income Tax Regulations.

.01 Congressional Intent. Congress had two principal objectives in adopting the

Normalization Rules. The first objective was to preserve the utility’s incentive to invest.
Congress enacted the ITC and accelerated depreciation to stimulate investment. These
incentives were not intended to subsidize the consumption of any products or services,
including utility products or services. Recognizing that public utility rates are set based
on the utility's costs incurred to provide the utility service, including federal income tax
expense, Congress enacted a set of rules to assure that some or all of the value of the
incentives it provided for utility capital investment would not be diverted from investment
by utilities to lower prices for consumption by customers of utilities.

The second objective was to protect the government’s tax revenue. Congress
reasoned that when a utility elected accelerated depreciation and its regulator lowered
rates to reflect the resulting tax benefit, the federal government would experience a
reduction in tax revenue twice: once from the added accelerated depreciation
deductions taken by the utility, and again from the decline in the revenue received by
the utility as a result of its lower rates. See S. Rep. No. 91-552, at 17 (1969). The
same impact results if a utility is permitted to flow through the benefit of its ITC to
customers.

.02 Depreciation. Section 168 of the Code provides taxpayers generally with the
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benefits of the accelerated cost recovery system in the computation of their depreciation
deduction for federal income tax purposes. Section 168(f) provides the description of
certain property for which the benefits of 8 168 do not apply. Section 168(f)(2) provides
that 8 168 does not apply to any public utility property, as defined in 8 168(i)(10), if the
taxpayer does not use a normalization method of accounting. In general, 8 168(i)(10)
defines “public utility property” as property used predominantly in the trade or business
of furnishing or selling (A) electrical energy, water, or sewage disposal services, (B) gas
or steam through a local distribution system, (C) certain communications services, or
(D) the transportation of gas or steam by pipeline, if rates for such furnishing or sale are
established or approved by a State (including the District of Columbia) or political
subdivision thereof, any agency or instrumentality of the United States, or a public
service or public utility commission or other body of any State or political subdivision
thereof.

Section 168(i)(9) describes what constitutes a “normalization method of accounting.”
The rules provided in 8 168(i)(9) recognize that the rates a regulated public utility is
permitted to charge its customers are established or approved by regulators based on
the utility’s cost of service taking into account the depreciation of assets and federal
income tax expense. The Normalization Rules under 8 168(i)(9)(A)(i) require the
taxpayer to compute the federal income tax expense taken into account in setting its
rates using a depreciation method that is the same as, and a depreciation period that is
no shorter than, the method and period used to compute the depreciation expense for

purposes of computing rates. Under 8 168(i)(9)(A)(ii), a taxpayer must account for any
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difference between its federal income tax expense taken into account in computing its
rates and the actual federal income tax it pays as a reserve for deferred taxes. If the
taxpayer uses estimates or projections in determining for rate-making purposes its tax
expense, depreciation expense, or reserve for deferred taxes, the Normalization Rules
under 8 168(i)(9)(B) require the use of consistent estimates or projections with respect
to the other two items and rate base.

Section 1.167(1)-1(a)(1) of the Income Tax Regulations provides that the
normalization requirements for public utility property pertain only to the deferral of
federal income tax liability resulting from the use of an accelerated method of
depreciation for computing the allowance for depreciation under 8 167 of the Code and
the use of straight-line depreciation for computing tax expense and depreciation
expense for purposes of establishing cost of services and for reflecting operating results
in regulated books of account.

.03 Investment Tax Credit. Section 46 of the Code sets forth certain investment

credits against income tax. Section 50(d) provides special rules for certain taxpayers to
qualify for those credits, including 8 50(d)(2), which provides that rules similar to the
limitations provided under former 8§ 46(f) applicable to public utility property prior to the
enactment of the Revenue Reconciliation Act of 1990, Pub. L. No. 101-508, Title XI, 104
Stat. 1388, shall apply to certain regulated companies. The Tax Reform Act of 1986,
Pub. L. No. 99-514, 100 Stat. 2085, repealed the ITC generally with respect to public
utility property placed in service after 1985; however, due to the long useful life of much

public utility property, these provisions retain their vitality.
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Under the general rule of former § 46(f), those regulated companies are not entitled
to the ITC if either the taxpayer’s cost of service or rate base for ratemaking purposes is
reduced by any portion of the credit. However, the statute provides important
exceptions. Former 8 46(f)(1) provides that the ITC may not be used to reduce the
taxpayer's cost of service, but may be used to reduce rate base, if such reduction is
restored not less rapidly than ratably. Former 8§ 46(f)(2) provides an election under
which a taxpayer is permitted to take into account a ratable portion of the ITC for
purposes of determining cost of service, but is not permitted to reduce the base to which
the taxpayer’s rate of return for ratemaking purposes is applied by any portion of the
credit. A utility taxpayer elects either former 8§ 46(f)(1) or former 8§ 46(f)(2) and that
choice applies to all public utility property of the taxpayer. A taxpayer that does not
specifically elect former § 46(f)(2) is subject to the general rule of former 8§ 46(f)(1).

Former 8§ 46(f)(6) provides that for purposes of determining ratable portions, the
period of time used in computing depreciation expense for purposes of reflecting
operating results in the taxpayer’s regulated books of account is to be used. Under
8 1.46-6(g)(2) of the Income Tax Regulations, “ratable” is determined by considering the
period of time actually used in computing the taxpayer’s regulated depreciation expense
for the property for which a credit is allowed. “Regulated depreciation expense” is the
depreciation expense for the property used by a regulatory body for purposes of
establishing the taxpayer’s cost of service for ratemaking purposes.

.04 Application of Sanctions for Failure to Use a Normalization Method of

Accounting. Former § 46(f)(4)(A) provides that there is no disallowance of a credit
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before the first final inconsistent determination is put into effect for the taxpayer’s former
8 46(f) property. Section 1.46-6(f)(4) provides that the ITC is disallowed for any former
8 46(f) property placed in service by a taxpayer (a) before the date a final inconsistent
determination by a regulatory body is put into effect, and (b) on or after such date and
before the date a subsequent consistent determination is put into effect.

Section 1.46-6(f)(7) provides that the term “determination” refers to a determination
made with respect to former 8§ 46(f) property (other than property to which an election
under former 8§ 46(f)(3) applies) by a regulatory body described in former 8§ 46(c)(3)(B)
that determines the effect of the credit (a) for purposes of former § 46(f)(1), on the
taxpayer’s cost of service or rate base for ratemaking purposes, or (b) for a taxpayer
that made an election under former 8§ 46(f)(2), on the taxpayer’s cost of service, for
ratemaking purposes or in its regulated books of account, or on the taxpayer’s rate base
for ratemaking purposes.

Section 1.46-6(f)(8)(i) provides that "inconsistent” refers to a determination that is
inconsistent with former 8§ 46(f)(1) or former 8§ 46(f)(2). For example, a determination to
reduce the taxpayer’s cost of service by more than a ratable portion of the ITC would be
a determination that is inconsistent with former § 46(f)(2). Section 1.46-6(f)(8)(ii)
provides that the term "consistent" refers to a determination that is consistent with
former § 46(f)(1) or former § 46(f)(2). Section 1.46-6(f)(8)(iii) provides that the term
"final determination” means a determination by a regulatory body with respect to which
all rights of appeal or to request a review, a rehearing, or a redetermination have been

exhausted or have lapsed.
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The Senate Finance Committee Report to the Tax Reduction Act of 1975 addressed
the importance of the final determination by stating that “if a regulatory agency requires
the flowing through of a company’s additional investment credit at a rate faster than
permitted, or insists upon a greater rate base adjustment than is permitted, the
additional investment credit is to be disallowed, but only after a final determination . . . is
put into effect.” S. Rep. No. 94-36, at 44-45 (1975).

Unlike most tax provisions the sanctions imposed under the Normalization Rules
were not intended to directly increase or decrease federal tax revenues. They were
intended to discourage the flow through of tax benefits to customers in order to allow
utilities to benefit from the underlying depreciation and ITC provisions and prevent the
loss of revenue the federal government would suffer if the benefits were flowed through
to customers.

In addition, in discussing the limitations on the ratemaking treatment of the ITC under
8 46(e)(1) and (e)(2), the Senate Finance Committee Report concerning the Revenue
Act of 1971, P.L. 92-178, 85 Stat. 497, indicates that the Committee hoped that the
sanctions of disallowance of the ITC would not have to be imposed. S. Rep. No.
92-437, at 41 (1971).

SECTION 3. SCOPE

.01 This revenue procedure applies to a taxpayer that:

(1) owns Public Utility Property (as defined in section 4.03 of this revenue
procedure);

(2) has inadvertently or unintentionally failed to follow a practice or procedure that
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is consistent with the Normalization Rules (as defined in section 4.04 of this revenue
procedure) in one or more years;

(3) upon recognizing its failure to comply with the Normalization Rules, the
taxpayer changes its Inconsistent Practice or Procedure (as defined in section 4.06 of
this revenue procedure) to a Consistent Practice or Procedure (as defined in section
4.05 of this revenue procedure) at the Next Available Opportunity (as defined in section
4.07 of this revenue procedure) in a manner that totally reverses the effect of the
Inconsistent Practice or Procedure, provided the Taxpayer’'s Regulator (as defined in
section 4.01 of this revenue procedure) adopts or approves the change; and

(4) retains contemporaneous documentation that clearly demonstrates the effects
of the Inconsistent Practice or Procedure and the change to a Consistent Practice or
Procedure adopted or approved by the Taxpayer’'s Regulator.

.02 For purposes of section 3.01(2) of this revenue procedure, a taxpayer’s
Inconsistent Practice or Procedure is neither inadvertent nor unintentional if the
Taxpayer’'s Regulator specifically considered and specially addressed the application of
the Normalization Rules to the Inconsistent Practice or Procedure in establishing or
approving the taxpayer’s rates even if at the time of such consideration the Taxpayer’'s
Regulator did not believe the practice or procedure was inconsistent with the
Normalization Rules.

SECTION 4. DEFINITIONS

.01 Taxpayer’'s Regulator

Taxpayer’s Regulator means a State (including the District of Columbia) or political
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subdivision thereof, any agency or instrumentality of the United States, or a public
service or public utility commission or other body of any State or political subdivision
thereof that establishes or approves the rates of the taxpayer.

.02 Rate Proceeding

Rate Proceeding means a proceeding in which the Taxpayer's Regulator establishes
or approves the taxpayer’s rates.

.03 Public Utility Property

Public Utility Property has the meaning provided in former 8 46(f)(5) or in 8 168(i)(10),
and the applicable Income Tax Regulations.

.04 Normalization Rules

The Normalization Rules mean, in the case of the ITC, the rules provided by former
8 46(f), as in effect on the day before the date of enactment of the Revenue
Reconciliation Act of 1990, and the Income Tax Regulations thereunder, and, in the
case of the accelerated cost recovery system for depreciation, the rules provided by
8 168(i)(9), as in effect on the day before the date of enactment of the Revenue
Reconciliation Act of 1990, and the Income Tax Regulations thereunder.

.05 Consistent Practice or Procedure

A Consistent Practice or Procedure means a practice or procedure followed by the
taxpayer and the Taxpayer’s Regulator that is consistent with the Normalization Rules.

.06 Inconsistent Practice or Procedure

An Inconsistent Practice or Procedure means a practice or procedure followed by the

taxpayer and the Taxpayer’s Regulator that is inconsistent with the Normalization Rules.
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.07 Next Available Opportunity

(1) Inthe case of a taxpayer without a Rate Proceeding pending before the
Taxpayer’s Regulator, the Next Available Opportunity means the next Rate Proceeding.

(2) In the case of a taxpayer with a Rate Proceeding currently pending before the
Taxpayer's Regulator, the Next Available Opportunity means the currently pending
proceeding, unless the rules of the Taxpayer's Regulator or applicable state or federal
law (at the time the Inconsistent Practice or Procedure is identified) preclude the
taxpayer from initiating a change from an Inconsistent Practice or Procedure to a
Consistent Practice or Procedure in the currently pending proceeding, in which case the
currently pending proceeding shall not be the Next Available Opportunity, and the Next
Available Opportunity means the next Rate Proceeding.

(3) If, at the conclusion of a Rate Proceeding, the taxpayer has a private letter
ruling request pending before the Service to address whether or not a practice or
procedure addressed in the Rate Proceeding is a Consistent Practice or Procedure, and
the Taxpayer’s Regulator later establishes or approves rates subject to adjustment from
the effective date of the unadjusted rates in order to conform to the Service’s ruling, the
taxpayer shall have corrected its Inconsistent Practice or Procedure at the Next
Available Opportunity.

SECTION 5. APPLICATION
.01 For any taxpayer described in section 3 of this revenue procedure, the Service
will not assert that the Inconsistent Practice or Procedure constitutes a violation of the

Normalization Rules and will not deny that taxpayer the benefits of the ITC and/or
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accelerated depreciation. In any tax year ending after the taxpayer has identified an
Inconsistent Practice or Procedure, but in which the taxpayer has not changed to a
Consistent Practice or Procedure because the taxpayer has not reached the year that
presents the taxpayer with its Next Available Opportunity, the taxpayer must include in
its return a statement described in section 5.02 of this revenue procedure. If the
taxpayer makes the representation described in section 5.02(3) of this revenue
procedure, the Service will not assert that the Inconsistent Practice or Procedure is a
violation of the Normalization Rules and will not challenge the taxpayer’s use of the
identified Inconsistent Practice or Procedure unless the taxpayer does not change to a
Consistent Practice or Procedure at the Next Available Opportunity.
.02 A statement is described in this section 5.02 if:

(1) The top of the statement is marked “FILED PURSUANT TO REV. PROC.
2017-477;

(2) The statement identifies the taxpayer’s Inconsistent Practice or Procedure;
and

(3) The statement includes a representation by the taxpayer of its intention to
change to a Consistent Practice or Procedure at the Next Available Opportunity.
SECTION 6. EFFECTIVE DATE

This revenue procedure is effective for taxable years ending on or after

December 31, 2016. However, the Service will not challenge any Inconsistent Practice
or Procedure in any earlier taxable year provided that the requirements of sections 3

and 5 of this revenue procedure are satisfied by the taxpayer with respect to the
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Inconsistent Practice or Procedure in such taxable year.
SECTION 7. PAPERWORK REDUCTION ACT

The collections of information contained in this revenue procedure have been
reviewed and approved by the Office of Management and Budget in accordance with
the Paperwork Reduction Act (44 U.S.C. 3507) under control number 1545-2276.

An agency may not conduct or sponsor, and a person is not required to respond to, a
collection of information unless the collection of information displays a valid OMB
control number.

The collections of information are in sections 3 and 5 of this revenue procedure and
are required for a taxpayer to apply the safe harbor provided by this revenue procedure.
This information is required to be collected and retained to clearly demonstrate the
effects of a taxpayer’s Inconsistent Practice or Procedure and the taxpayer’s change to
a Consistent Practice or Procedure adopted or approved by the Taxpayer's Regulator.
The taxpayer must also include a statement in its federal income tax return identifying
the Inconsistent Practice or Procedure and representing its intention to change to a
Consistent Practice or Procedure at the Next Available Opportunity. The likely
respondents are corporations or partnerships that are regulated public utilities.

The estimated total annual reporting burden is 1,800 hours.

The estimated annual burden per respondent varies from 10 hours to 14 hours,
depending on individual circumstances, with an estimated average burden of 12 hours
to collect and retain contemporaneous documentation and to complete the statement

required under this revenue procedure. The estimated number of respondents is 150.
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The estimated annual frequency of responses is on occasion.

Books or records relating to a collection of information must be retained as long as
their contents may become material in the administration of any internal revenue law.
Generally, tax returns and tax return information are confidential, as required by 8 6103.
SECTION 8. DRAFTING INFORMATION

The principal author of this revenue procedure is Jennifer C. Bernardini of the Office
of Associate Chief Counsel (Passthroughs & Special Industries). For further information
regarding this revenue procedure contact Ms. Bernardini on (202) 317-6853 (not a toll

free call).



TENNESSEE AMERICAN WATER COMPANY
DOCKET NO. 1800039
FIRST DISCOVERY REQUEST OF THE
CONSUMER ADVOCATE DIVISION

Responsible Witness: John R. Wilde
Question:

1-18 Provide a comprehensive explanation supporting the reason TAWC will be unable to
accurately identify its excess ADIT until 2019.

Response:

Prior to the passage of TCJA, Tennessee American’s (TAWC) parent company,
American Water Works (AWW), and its affiliates, were evaluating improvements to its
book and tax depreciation software. It currently uses PowerPlant and PowerTax, but an
older version. The passage of TCJA accelerated this process improvement because the
Company believes that it needs to amortize the TCJA excess ADIT using the Average
Rate Assumption Method (ARAM). So along with the upgrade and improvements to the
two depreciation systems, AWW and its affiliates are implementing the PowerTax
Deferred Tax module. This module syncs up the two depreciation modules to calculate
the plant related deferred taxes. As mentioned in the Direct Testimony of John R. Wilde,
the normalization rules in the Internal Revenue Code 168(i)(9) are important and the
system will help keep the company compliant. The ARAM calculation is first discussed
in the 1986 Tax Act (203(e)) and now also in TCJA (Section 1561(d)). This is the
required method by the IRS unless a company does not have the records to do the
calculation. The Company believes that it has the records necessary but that it needs to
implement the Deferred Tax module in order to accurately and efficiently perform and
maintain the calculation going forward. The alternative method is the Reverse South
Georgia Method. While the Company used this in the past, the last federal rate change
was in 1996 and the Company did not have the records, software, or reasonable means to
calculate ARAM at that time nor earlier. Now having better data that can be structured

into an ARAM record set, with a little time, it can use a system to calculate ARAM. The



data and software improvements are expected to be completed in the 2" quarter of 2019
for TAWC.



TENNESSEE AMERICAN WATER COMPANY
DOCKET NO. 1800039
FIRST DISCOVERY REQUEST OF THE
CONSUMER ADVOCATE DIVISION

Responsible Witness: John R. Wilde
Question:

1-19 Provide projections for TAWC’s taxable income for the period 2018 -2022.

Response:
Please see below for the taxable income projections for 2018-2022. Please note that
these projections are dependent on a multitude of variables which are subject to change.

Additionally, these figures exclude the effects of any future rate increases or acquisitions.

Tax Year Estimated
Taxable
Income

2018
11,615,620
2019 8,587,822
2020 9,189,552
2021 8,576,887
2022 7,539,952
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