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BEFORE THE TENNESSEE PUBLIC UTILITY COMMISSION
NASHVILLE, TENNESSEE

IN RE:

TENNESSEE AMERICAN WATER
COMPANY’S RESPONSE TO
COMMISSION’S INVESTIGATION OF
IMPACTS OF FEDERAL TAX REFORM
ON THE PUBLIC UTILITY REVENUE
REQUIREMENTS

DOCKET NO. 18-00039
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STIPULATION AND SETTLEMENT AGREEMENT
REGARDING PHASE ONE ISSUES

Comes now Herbert H. Slatery III, the Tennessee Attorney General and Reporter, by and
through the Financial Division, Consumer Advocate Unit (“Consumer Advocate”), and
Tennessee-American Water Company (“Tennessee-American,” “TAWC” or “Company”) and
respectfully submit this Stipulation and Settlement Agreement Regarding Phase One Issues
(Settlement Agreement) in Docket No. 18-00039 to the Tennessee Public Utility Commission
(“TPUC” or “Commission”). Subject to the TPUC's approval, the Consumer Advocate and
TAWC (individually, a Party and collectively, the Parties) stipulate and agree as follows:

L BACKGROUND

1. Tennessee-American, a Tennessee corporation authorized to conduct a public
utility business in the State of Tennessee, is a public utility as defined in Tenn. Code Ann. § 65-
4-101, and provides residential, commercial, industrial and municipal water service, including
public and private fire protection service, to Chattanooga and surrounding areas, including
approximately 81,000 customers, that are subject to the jurisdiction of the Commission pursuant

to Chapter 4 and Chapter 5 of Title 65 of the Tennessee Code Annotated. The rates for



Tennessee American’s North Georgia customers are not regulated by the Public Service
Commission of the State of Georgia, but are instead regulated by this Commission.

2. Tennessee-American is a wholly-owned subsidiary of American Water Works
Company, Inc., which is the largest publicly-traded water and wastewater utility company in the
United States, providing water and wastewater services to fourteen (14) million people in forty-
six (46) states.

3. Tennessee American’s principal place of business is located at 109 Wiehl Street,
Chattanooga, Tennessee 37406.

4, On December 22, 2017, President Trump signed into law the Tax Cuts and Jobs
Act (TCJA).! The primary business tax reduction affecting utilities and utility rates was the
lowering of the corporate tax rate from 35% to 21%, which reduced income tax expenses that are
currently recovered in utility service rates. The lower tax rates also affected the future tax
liability for utilities that have deferred income taxes because the tax deferrals were included in
ratemaking calculations at 35% when in fact the rate is now 21%. This lower tax liability is not
reflected in existing base rates because future recovery in previous proceedings was based upon a
35% tax rate.?

5. On January 16, 2018, the Commission opened an investigation into the impacts of
the TCJA. On February 6, 2018, the Commission entered an Order in that proceeding directing
the five (5) largest utilities under the Commission’s jurisdiction, including Tennessee-American,

to do the following:

'Pub. L. No. 116-97, 133 Stat. 2054 (Dec. 22, 2017).

2 Order Opening an Investigation and Requiring Deferred Accounting Treatment, In re: Tennessee Public Utility
Commission Investigation of Impacts of Federal Tax Reform on the Public Utility Revenue Requirements, TPUC
Docket No. 18-00001, at 2 (Feb. 6, 2018) (hereinafter the “Investigation Order”).



a. Track and accumulate monthly in a deferred account the portion of
its revenue representing the difference between the cost of service
approved by the Commission in its most recent rate case and the
cost of service that would have resulted had the provision for
federal income taxes been based on 21% rather than 35%; and

b. Calculate the excess deferred tax reserve caused by the reduction
in the corporate federal income tax rate and recognize as a deferred
liability the estimated reduction of the utilities' revenue
requirement resulting from the 2017 Tax Act; and

c. Calculate and defer any other tax effects resulting from the 2017

Tax Act on revenue requirement that are not included in the
preceding calculations.?

The Investigation Order further directed TAWC and other large 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.*

6. On April 4, 2018, TAWC filed its response to the Investigation Order, which
consisted of the Direct Testimony of Linda C. Bridwell, the Direct Testimony of John R, Wilde,
and workpapers showing the Company’s calculations as directed by the Commission. In
response to this filing, the Commission opened the above-captioned Docket, TPUC Docket No.
18-00039, separate from the original docket, TPUC Docket No. 18-00001, and separate from the
other large utilities named in the Investigation Order.

e On April 24, 2018, the Consumer Advocate filed a petition to intervene in this
Docket.

8. On May 18, 2018, the Commission entered an Order Convening a Contested Case

Proceeding and Appointing a Hearing Officer in this Docket.

3 Investigation Order at 5-6.
41d. at 6.



9. On June 11, 2018, the Commission granted the Petition to Intervene filed by the
Consumer Advocate.

10.  Upon agreement of the Parties, the issues in this matter have been bifurcated into
two parts or phases, with issues relating to income tax expense savings to be addressed in Phase
One, and issues relating to the excess accumulated deferred income taxes to be addressed in
Phase Two.

11. On March 14, 2019, the Hearing Officer entered an Order Establishing Procedural
Schedule for Phase One of the bifurcated proceedings.

12. On April 1, 2019, TAWC filed the Direct Testimony of Elaine K. Chambers
Adopting the Testimony of Linda C. Bridwell.

13. On April 17, 2019, the Consumer Advocate filed the Testimony of David N.
Dittemore.

14, On June 10, 2019, the Hearing Officer entered an Order Establishing Amended
Procedural Schedule. Pursuant to the amended procedural schedule, TAWC’s Rebuttal
Testimony is due on June 28, 2019, and the target hearing date for this matter is August 12,
2019.

15. The TCJA’s reduction of the corporate federal income tax rate has reduced the
Company’s annualized federal income tax expense in base rates by $2,035,031.° In addition, the
change in tax rate has reduced the revenue requirement for the Company’s qualified
Infrastructure Investment Program Rider, the Economic Development Investment Rider, and the

Safety and Environmental Compliance Rider (collectively the “Capital Recovery Riders”).

5 Direct Testimony of Elaine K. Chambers, p. 5, 1. 16-19, TPUC Docket No. 18-00039; and TAWC Response to
Consumer Advocate Request 1-14, TPUC Docket No. 18-00039 (Mar. 13, 2019).



16. The purpose of this matter is to address the income tax expense impacts resulting
from the TCJA on existing base rates (the “Base Rate Tax Savings”). The income tax expense
savings associated with the Capital Recovery Riders have been passed through to ratepayers by
means of those mechanisms.®

17.  The amount of Base Rates Tax Savings accrued from January 1, 2018 through
August 31, 2019 is estimated to be $3,237,169.7

18. Prior to entering into this Settlement Agreement, the Parties submitted pre-filed
testimony detailing their respective positions with respect to the Phase One issues, engaged in
extensive discovery and have undertaken discussions in a good faith attempt to resolve all issues
in Phase One of this bifurcated case. As a result of the information obtained during discovery
and the discussions between the Parties, and for purposes of avoiding further litigation and
resolving Phase One of this matter on acceptable terms, the Parties have reached this Settlement
Agreement, subject to the TPUC’s approval.

IL SETTLEMENT TERMS

19. Subject to the TPUC’s approval, in furtherance of this Settlement Agreement, the

Parties have agreed to the settlement terms set forth below:

SSee Supplemental Testimony of TAWC Witness Linda C. Bridwell, p. 2, 1. 18-23, In Re: Petition of Tennessee
American Water Company Regarding the 2018 Investment and Related Expenses Under the Qualified Infrastructure
Investment Program Rider, the Economic Development Investment Rider and the Safety and Environmental
Compliance Rider, TPUC 17-00124 (Feb: 7, 2018). See also Rebuttal Testimony of TAWC Witness Linda C.
Bridwell, p. 11, 11. 15-21 (Feb. 28, 2018); and Order Approving Petition, TPUC Docket No. 17-00124 (June 29,
2018).

7 See TAWC Response to Consumer Advocate Data Request No. 2-03, TPUC Docket No. 18-00039, at
TAWC CADDR2 NUMO003 Attachment. The referenced figure has been updated here by TAWC. As this amount
has been updated in relation to this Settlement Agreement, TAWC will timely supplement its discovery to include
this updated estimate.



Surcharge Credit for Base Rates Tax Savings

20. Starting with bills for service delivered in September, 2019, TAWC shall offset its
annual Capital Recovery Riders surcharge mechanism by the sum of the annual level of Base
Rates Tax Savings ($2,035,031). Additionally, for a three-year period (i.e., September 2019 —
August 2022), one-third of the outstanding balance of deferred Base Rates Tax Savings accrued
from January 1, 2018, through August 31, 2019 (that is, one-third of the estimated $3,237,169)
shall also be offset against TAWC’s annual Capital Recovery Riders surcharge mechanism.

21. In the event the TAWC Capital Recovery Rider terminates prior to the full
amortization of the outstanding balance of deferred Base Rate Tax Savings, which shall be no
later than August, 2022, the credit shall continue through a surcharge credit on customer bills
until such time as the outstanding balance has been fully returned.

22. TAWC shall apply the offset through a surcharge credit. The surcharge credit
shall not be a separate line item on the bill but shall be included in the Capital Recovery Riders
line item. The surcharge credit will be calculated based on a percent of authorized base rate
revenue.

23. TAWC shall insert a notice in its bill that informs customers that the Capital
Recovery Riders are being offset by the Base Rates Tax Savings from the TCJA. In the spirit of
cooperation and goodwill the Company agrees to provide the Consumer Advocate with the
contents and language of the proposed customer notice insert at least fourteen (14) days before
such insert is issued and to provide the Consumer Advocate with an opportunity to submit
comments regarding such proposed customer notice insert to the Company.

24. The Base Rates Tax Savings surcharge credit shall continue to be applied to the

Capital Recovery Riders surcharge until the Company’s next base rate case.



25. Base Rates Tax Savings surcharge credit will be part of the annual Capital
Recovery Riders reconciliation, with 2019 being treated on a pro rata basis for September
through December only, to reflect that deferral took place through August 2019.

General Terms

26. All discovery, pre-filed testimony and exhibits of the Parties will be introduced
into evidence without objection, and the Parties waive their right to cross-examine all witnesses.
If, however, questions should be asked by any member of the public, Commissioners, or
Commission Staff, the Parties may present testimony and exhibits to respond to such questions
and may cross-examine any witnesses with respect to such testimony and exhibits.

27. After the filing of this Settlement Agreement, the Parties agree to support this
Settlement Agreement before the TPUC and in any hearing, proposed order, or brief conducted
or filed in this matter. The provisions of this Settlement Agreement are agreements reached in
compromise and solely for the purpose of settlement. The provisions in this Settlement
Agreement do not necessarily reflect the positions asserted by any Party. None of the Parties to
this Settlement Agreement shall be deemed to have acquiesced in or agreed to any ratemaking or
accounting methodology or procedural principle.

28. This Settlement Agreement, which is the product of negotiations and substantial
communication and compromise between the Parties, is just and reasonable and in the public
interest.

29, This Settlement Agreement shall not have any precedential effect in any future
proceeding or be binding on any of the Parties in this or any other jurisdiction except to the

limited extent necessary to enforcement and implementation of the provisions hereof.



30. The Parties agree and request the TPUC to order that the settlement of any issue
pursuant to this Settlement Agreement shall not be cited by the Parties or any other entity as
binding precedent in any other proceeding before the TPUC, or any court, state or federal, except
to the limited extent necessary to implement the provisions hereof and for the limited purpose of
enforcement should it become necessary.

31.  The terms of this Settlement Agreement have resulted from negotiations between
the signatories and the terms hereof are interdependent. The Parties jointly recommend that the
TPUC issue an order adopting this Settlement Agreement in its entirety without modification.

32. In order to facilitate the execution of this Settlement Agreement and to achieve
one of the purposes of this agreement — avoiding the need for further litigation and expenses —
TAWC will not file rebuttal testimony that might have otherwise been filed. In the event,
however, that any Party and/or the Commission require that hearings go forward, then the Parties
hereby agree that all Parties should be permitted to move the Commission for the establishment
of a procedural schedule that would permit the Parties to submit evidence and testimony that has
not been submitted as a result of reaching this Settlement Agreement.

33.  If the TPUC does not accept the settlement in whole, the Parties are not bound by
any position or term set forth in this Settlement Agreement. In the event that the TPUC does not
approve this Settlement Agreement in its entirety, each of the signatories to this Settlement
Agreement retains the right to terminate this Settlement Agreement by giving notice of the
exercise of such right within 15 business days of the date of such action by the TPUC; provided,
however, that the signatories to this Settlement Agreement could, by unanimous consent, elect to
modify this Settlement Agreement to address any modification required by, or issues raised by,

the TPUC within the same time frame. Should this Settlement Agreement terminate, it would be



considered void and have no binding or precedential effect, and the signatories to this Settlement
Agreement would reserve their rights to fully participate in all relevant proceedings
notwithstanding their agreement to the terms of this Settlement Agreement.

34. By agreeing to this Settlement Agreement, no Party waives any right to continue
litigating this matter should this Settlement Agreement not be approved by the TPUC in whole or
in part.

35.  No provision of this Settlement Agreement shall be deemed an admission of any
Party. No provision of this Settlement Agreement shall be deemed a waiver of any position
asserted by a Party in this matter or any other docket.

36. Except as expressly noted herein, the acceptance of this Settlement
Agreement by the Attorney General shall not be deemed approval by the Attorney
General of any of TAWC’s acts or practices.

37. The Consumer Advocate’s agreement to this Settlement Agreement is
expressly premised upon the truthfulness, accuracy, and completeness of the information
provided by TAWC to TPUC and the Consumer Advocate throughout the course of this
Docket, which information was relied upon by the Consumer Advocate in negotiating and
agreeing to the terms and conditions of this Settlement Agreement.

38. This Settlement Agreement shall be governed by and construed under the laws of
the State of Tennessee, notwithstanding conflicts of laws provisions.

39. The Parties agree that this Settlement Agreement constitutes the complete
understanding among the Parts and that any and all oral statements, representations or

agreements made prior to the execution of this Settlement Agreement shall be null and void.



40. The signatories to this Settlement Agreement warrant that they have informed,
advised and otherwise consulted with the Parties for whom they sign regarding the contents and
significance of this Settlement Agreement, and, based on those communications, the signatories
represent that they are authorized to execute this Settlement Agreement on behalf of the Parties.

1h
The foregoing is agreed and stipulated to this 2 l day of July, 2019.
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Stipulation and Settlement Agreement
Tennessee Public Utility Commission Docket No. 18-00039
Tennessee American Water Company, Inc. Signature Page

TENNESSEE AMERICAN WATER COMPANY, INC.

LA

o

MELVIN J. N@LONE (BPR #013874)
Butler Snow LA

150 3™ Avenue South, Suite 1600
Nashville, TN 37201
melvin.malone@butlersnow.com

(615) 651-6705

Attorneys for Tennessee-American Water Company, Inc.
On behalf of Tennessee-American Water Company, Inc.

[additional signature page follows — remainder of page intentionally lefi blank]
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Stipulation and Settlement Agreement
Tennessee Public Utility Commission Docket No. 18-00039
Attorney General’s Signature Page

FINANCIAL DIVISION, CONSUMER ADVOCATE UNIT

By:

OFFICE OF THE TENNESSEE ATTORNEY GENERAL

HERBERT H. SLATERY IIf (BPR % 09077)
Attorney General and Reporter
State of Tennessee

el =

"DANIEL P. WHITAKER III (BPR #035410)
KAREN H. STACHOWSKI (BPR #019607)
Assistant Attorney General

Office of the Tennessee Attorney General
Financial Division, Consumer Advocate Unit
P.O. Box 20207

Nashville, TN 37202-0207

(615) 741-1671

Daniel. Whitaker@ag.tn.gov
Karen.Stachowski@ag.tn.gov
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