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PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND OCCUPATION
FOR THE RECORD.

My name is David N. Dittemore. My business address is Office of the Tennessee
Attorney General, War Memorial Building, 301 6" Ave. North, Nashville, TN 37243. I
am a Financial Analyst employed by the Consumer Advocate Unit in the Financial

Division of the Tennessee Attorney General’s Office (Consumer Advocate).

PLEASE PROVIDE A SUMMARY OF YOUR BACKGROUND AND
PROFESSIONAL EXPERIENCE.

I received a Bachelor of Science Degree in Business Administration from the University
of Central Missouri in 1982. I am a Certified Public Accountant licensed in the state of
Oklahoma (#7562). 1 was previously employed by the Kansas Corporation Commission
(KCC) in various capacities, including Managing Auditor, Chief Auditor, and Director
of the Utilities Division. For approximately four years, I was self-employed as a Utility
Regulatory Consultant representing primarily the KCC Staff in regulatory issues. I also
participated in proceedings in Georgia and Vermont, evaluating issues involving
electricity and telecommunications regulatory matters. Additionally, I performed a
consulting engagement for Kansas Gas Service (KGS), my subsequent employer during
this time frame. For eleven years I served as Manager and subsequently Director of
Regulatory Affairs for KGS, the largest natural gas utility in Kansas serving
approximately 625,000 customers. KGS is a division of ONE Gas, a natural gas utility
serving approximately two million customers in Kansas, Oklahoma and Texas. Ijoined
the Tennessee Attorney General’s Office in September 2017 as a Financial Analyst.
Overall, I have thirty years’ experience in the field of public utility regulation. I have
presented testimony as an expert witness on many occasions. Attached as Exhibit DND-

1 is a detailed overview of my background.

HAVE YOU PREVIOUSLY PROVIDED TESTIMONY BEFORE THE
TENNESSEE PUBLIC UTILITY COMMISSION (TPUC)?
Yes. I have submitted testimony in a number of dockets before TPUC, including several

Capital Riders dockets.
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WHAT IS THE PURPOSE OF YOUR TESTIMONY?

The purpose of my testimony is to present the Consumer Advocate’s position regarding
the Tennessee American Water Company (TAWC or Company) proposal in this
Docket, specifically its request to collect a cumulative total of nearly $9.6 million
through the Capital Riders Surcharges, representing an increase of $1.86 million from
the amount approved in Docket No. 17-00124.! The Company’s proposal also includes
an offsetting credit of $1.86 million to account for tax savings from the Tax Cut and
Jobs Act (TCJA), resulting in no net increase to customers. The proposed TCJA credit
is unrelated to the Capital Riders Surcharge, so the Company’s proposal in this Docket
should be viewed as a request to increase the surcharge $1.86 million.

My testimony will explain how the current Capital Riders Tariffs produce rates that are
clearly unjust and excessive primarily because the Tariffs produce a Rate Base that is
higher than TAWC’s actual Rate Base. Thus, the Tariffs as currently constructed are
not in the public interest. Therefore, I will offer restructured Tariffs that balance the
interests of the Company and ratepayers in a rational manner and that will continue to
incent TAWC to make infrastructure investments, while ensuring ratepayers pay rates
on actual investment provided by TAWC’s shareholders. My proposal eliminates the
return on excessive Rate Base which is currently occurring within the Capital Riders
calculation.

In addition to explaining the restructured Tariffs, I discuss the administrative benefits
of moving from a process where TAWC submits two filings per year to a single annual
Capital Riders filing. This transition will reduce regulatory burdens and enhance the
efficiency for not only the Company but the Commission as well. I will discuss how
such a transition from a two-step budgeted/true-up Capital Riders process to a single
historic calculation can occur while also continuing to avoid regulatory lag.

Finally, I will discuss an adjustment I am sponsoring to the current filing.

! See Company Schedule TAW_SCH1_2019 Revised, Exhibit Summary Tab.
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ARE THERE COMPLICATING FACTORS THAT AFFECT THIS DOCKET,
AND IF SO, WHAT ARE THEY?

Yes. There are two outstanding issues at the date of this writing that affect the existing
Docket.

The first issue involves the litigation involving the Company’s amended calculations,
made pursuant to the Commission’s determination in Docket No. 18-00022. The
Company amended its original filing to (in its view) comply with the Commission’s
Order in Docket No. 18-00022, dated March 6, 2019. This dispute involved the
appropriate calculation of the Accumulated Deferred Income Tax Liability (ADIT) to
incorporate into the Capital Riders calculation, a deduction to Rate Base, and therefore
materially affecting the resulting Capital Riders Surcharge.? The Consumer Advocate
challenged the Company’s revised calculations and on April 15, 2019, the Commission
issued an oral decision ordering the Company to file revised calculations that matched
a cumulative Net Operating Loss Carryforward with cumulative bonus depreciation and
repairs deduction amounts.

Because I do not possess the data that would allow me to make these adjustments and
there is little time for review even if I did have this data, I have not recalculated this
information based on the Commission’s April 15 decision. I therefore reserve the right
to update my testimony and schedules within this Docket to reflect the Commission’s
decision on the calculation of the ADIT in Docket No. 18-00022. Also, the Company
submitted an updated response to Consumer Advocate Request No. 2-5 on April 17.
Due to the timing of this testimony I have not had an adequate opportunity to review
this response and reserve the right to submit supplemental testimony related to this
response, if necessary.

The next outstanding issue involves the treatment of tax savings which are the subject
of Docket No. 18-00039 as they relate to this Docket. Docket No. 18-00039 is a
bifurcated Docket established to address issues arising from the TCJA. Unlike the

ADIT issue mentioned above, I have incorporated the Consumer Advocate’s position in

> For purposes of this testimony, there is no need to differentiate the Qualified Infrastructure Improvement
Program Rider (QIIP), the Economic Development Infrastructure Rider (EDI), or the Safety and Environmental
Compliance Rider (SEC). Collectively | will refer to these three mechanisms as the Capital Riders Surcharge.
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that Docket into the recommended revenue requirement in this case. I will discuss this

adjustment to the Company’s proposal later in my testimony.

PLEASE PROVIDE AN OUTLINE OF YOUR TESTIMONY.
My testimony outline is as follows:
I EXISTING CAPITAL RIDER CALCULATION DEFECT
a. What is Rate Base and Why Is It Important?
b. Goal of the Capital Riders Surcharge
c. Overview of Existing TAWC Rate Base — Using Company Data
d. Overview of Calculated Rate Base upon Which Customers Are Paying Rates
e. Sources of Rate Base Imbalance
f. Conclusions from Rate Base Imbalance
II. BENEFITS OF A SINGLE ANNUAL FILING
III.  PROPOSED MODIFICATIONS TO THE EXISTING TARIFF
a. One Annual Filing
b. Reliance on Historic Information
c. Simplification of Calculation
d. Transition Issues
e. Consistency with Statutory Requirements
f. Elimination of Excessive Payments by Ratepayers
IV.  ADJUSTMENT TO CURRENT BUDGETED CAPITAL RIDER
REVENUE REQUIREMENT
My testimony provides support for significant modifications to the Company’s existing
Capital Riders. This modification serves two public policy goals: 1) it corrects a significant
defect within the calculation; and 2) it changes the calculation to one annual filing, thus
producing administrative benefits for all stakeholders. Both goals can be accomplished
while ensuring the resulting Tariffs strike an appropriate balance between the interests of
the Company’s shareholders and its ratepayers.
The Company’s Capital Riders calculation is very complex. It’s important with any
mechanism, especially one as complex as the Capital Riders, to step back, look at the big
picture, and determine whether the resulting calculations are reasonable. My analysis will

demonstrate that the existing Capital Riders mechanism does not produce reasonable results
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and significant modifications to the mechanism are required to ensure the surcharge
continues to be in the public interest.

I also wish to emphasize that while I have significant concerns with the mechanics of the
existing mechanism, the Consumer Advocate continues to support a regulatory policy in
which prudently incurred costs associated with qualifying investment are recovered outside

of a comprehensive rate case filing.
EXISTING CAPITAL RIDER DEFECT

BEGIN BY DEFINING RATE BASE AND EXPLAINING ITS IMPORTANCE.
Rate Base represents the net book cost of those assets (less liabilities) that are required
to provide utility service. The purpose of defining Rate Base is to determine the
appropriate level of investment provided by the Company’s shareholders. This level of
investment is applied to the Company’s rate of return to provide an opportunity to
recover the Company’s Interest Expense and Return on Equity (in other words, the
Company’s profit). For a regulated utility, the level of Rate Base dictates its Net Income
Level. The higher the Rate Base, the greater its calculated returns under the basic
ratemaking formula used by utility regulators. Ratepayers also provide funding for
capital investment through such items as Accumulated Depreciation and ADIT. The
balances within these accounts are netted against the original cost of Plant in Service to
arrive at the “Net” Rate Base, representing the level of funds provided by shareholders.
This net level of investment, or Rate Base, represents the level of funding upon which
shareholders should have an opportunity to earn a return.

Regulatory agencies, including this Commission, have an obligation to ensure rates are
just and reasonable. The appropriate measurement of Rate Base is a central element in
the calculation of a utility’s revenue requirement from which rates are determined.
Therefore, this Commission should closely consider the Company’s Rate Base when
considering the reasonableness of rates, whether they be base rates arising from a
comprehensive rate review or within a surcharge rider filing such as the Capital Riders

Surcharge.
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WHAT IS THE GOAL OF THE CAPITAL RIDERS SURCHARGE
MECHANISM?

The goal of the Capital Riders Surcharge Mechanism, consistent with the statutory
provisions of Tenn. Code Ann. § 65-5-103, is to provide the Company with the
opportunity to earn a return on qualifying investments without the need to file a
comprehensive rate case. While not stated explicitly in the statute, the Commission has
implemented the alternative ratemaking mechanism to avoid the concept of Regulatory

Lag, which I will discuss later in my testimony.

WILL THE GOALS OF THE MECHANISM CONTINUE TO BE MET IF YOUR
RECOMMENDATIONS ARE ADOPTED?

Yes. My recommendation preserves the strong incentive for the Company to make
capital investments, maintains the absence of Regulatory Lag, and increases
administrative efficiency, while at the same time eliminating flaws in the calculation

that enrich the Company at the expense of TAWC’s ratepayers.

WHAT IS THE LEVEL OF RATE BASE UNDERLYING EXISTING BASE
RATES?

Existing base rates were approved in Docket No. 12-00049. The adopted Rate Base in
that case was $132,015,472.3

WHAT IS THE LEVEL OF CAPITAL RIDERS RATE BASE FOR 2018
SUPPLIED BY THE COMPANY IN ITS RECONCILIATION FILING,
DOCKET NO. 19-00031, AND WHAT DOES THIS BALANCE REPRESENT?

On March 1, 2019, the Company filed its Capital Riders Reconciliation Petition
covering qualifying investment for the calendar year 2018. The sum of the Average
Year to Date investment levels for the Capital Riders was identified as $62,924,426.4

This amount constitutes the Capital Riders Rate Base as the Company’s overall rate of

3 Schedule 3 of Settlement Exhibits, Docket No. 12-00049.

4 It should be noted that these balances are those reflected in the Company’s filing in Docket No. 18-00120 and do
not reflect the ADIT balances calculated pursuant to the Commission’s ruling on the Consumer Advocate’s Motion
to Determine that the TAWC calculation is not in Compliance with the Commission’s order {issued on April 15, 2019).
Those amended ADIT calculations have not been provided as of the date of this testimony.
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return is applied to this investment level to compute the necessary return on investment

just like the application of a return on Rate Base in a base rate case.

WHAT IS THE SUM OF THESE TWO AMOUNTS AND WHAT DO THESE
TWO RATE BASE VALUES REPRESENT?

The sum of these two values is approximately $194.9 million. This sum represents the
amount upon which the Company’s ratepayers are paying rates. Ratepayers are
providing a return calculated upon $194.9 million, referred to as the Compensated Rate

Base.

WHAT IS THE COMPANY’S ACTUAL RATE BASE FOR 2018?
The thirteen-month average Rate Base of TAWC, relying upon the Company’s own
2018 Revised Reports, is $173.5 Million.’

WHAT IS THE NET AMOUNT OF COMPENSATED RATE BASE IN EXCESS
OF ACTUAL RATE BASE?

The Rate Base costs incurred by ratepayers is $194.9 million, whereas the Company’s
actual Rate Base reflecting funds provided by shareholders is only $173.5 million,
resulting in a difference of $21.4 million. Thus, ratepayers are paying rates on a level
of investment that is not truly reflective of the actual investment made by TAWC’s

shareholders.

WHAT ARE THE SOURCES OF THE RATE BASE IMBALANCE?
The individual components comprising the Rate Base imbalance are shown in Table 1

on the following page and are contained in Exhibit DND-2.

®> The Company’s December 2018 revised report reflects a twelve-month average of $173.9 Million, or an increase
of approximately $400,000 from the thirteen-month average | have reflected above. Thus, there is only a slight
difference between the calculation of the Company’s Rate Base using a twelve-month versus thirteen-month
average. The benefit of a thirteen-month average is that it includes the outstanding level of investment at the

beginning of the period, whereas the twelve-month average does not.

7
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Table 1

Exhibit DND-2A is a supporting schedule identifying the Company’s monthly revised
Rate Base information supplied in response to Consumer Advocate Request No. 2-2.
As noted above, the two items causing the largest portion of the imbalance are
Accumulated Depreciation and ADIT. These two balances reflect customer-provided
capital, and the fact that such balances are greater than what is reflected in rates paid by
customers reflects the reality that customers have provided funding available to the
Company to finance qualifying Capital Riders investment. Due to the passage of time,
updates have not been made reflecting the level of customer-provided capital that has
occurred, thereby greatly overstating the level of Rate Base funding by TAWC
shareholders.

As reflected above, the Company has little Plant in Service that is not otherwise
reflected in the Capital Riders Surcharge or base rates. On the other hand, ratepayers
have provided the Company with significant funding in terms of the increase in
Accumulated Depreciation and ADIT on legacy plant which is not reflected within the

Capital Riders Surcharge calculation.

WHAT ARE THE IMPLICATIONS OF THE RATE BASE IMBALANCE?

Ratepayers are providing funding to the Company to fund Capital Investments;
therefore, it is not accurate to imply (as is done through the Capital Riders mechanism)
that all capital projects are funded by shareholders. This examination of Rate Base
demonstrates that ratepayers are providing funding of Rate Base that is not recognized

within the Capital Riders calculation.

A/ B/ C/(Col A +B) D/
Actual 13-
TAWC 2018 Totl Month Averggs B/

Settlement Reconciliation Compensated Rate Base Overstated

Item 12-00049 Docket No. 19-00031 Rate Base Per Company Rate Base
Utility Plant m Service § 230455533 $ 64,105,148 § 314,560,681 $ 316,382,891 $ 2322210
Construction Work in Progress 3,581,671 $ 358671 6,747,572 $ 3,165,901
Accumulated Depreciation (81,011.226) 4371709 '(]) 5 (76,639517) (87357,123) § (10,717 06)
Accumulated Deferred Income Taxes (26,733,9401) (3.227.234) b (29961,174) (46,719,132) $ (16,757.958)
Custemer Advances for Construction (5.173,724) - §(5,173,74) (3.619,112) $ 1,554,612
Contributions n Aid of Construetin (12,466,115) (2,325,198) B o(14,791.313) (17,590.138) $ (2,798 825)
Other Rate Base Components 3363273 $ 3363273 5,183,793 $ 1,820,520
§ 132015472 b3 62924425 § 194939897 $ 173528751 b (21411,146)



N ks W e

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25
26
27
28
29

Q17.

Al7.

Q18.
Al8.

The fact that the Company is earning a return on approximately $21 million of Rate
Base that does not exist in reality is clear evidence that Capital Rider rates paid by the

Company’s ratepayers are not just and reasonable. In other words, the Capital Riders

mechanism fully accounts for items that increase reported Capital Riders Rate Base but
fails to reduce Rate Base to reflect ratepayer-provided funding that is also put to use for
Capital Riders investments. The Company is therefore provided a return on $21 million

of Rate Base that was not funded by the Company shareholders.
BENEFITS OF A SINGLE ANNUAL FILING

ARE THERE BENEFITS ARISING FROM A SINGLE ANNUAL FILING
CONTRASTED WITH THE TWO ANNUAL FILINGS THAT ARE
CURRENTLY FILED BY THE COMPANY?

Yes. First, a single annual filing, if structured properly, can eliminate the obvious excess
Rate Base recovery that currently exists. The existing mechanism as calculated is not
in the public interest as the overall rates are based upon an artificially inflated level of
Rate Base. Second, there are many administrative efficiencies that would be gained by
the Company, the Commission and Commission Staff, and the Consumer Advocate
from an annual filing. A single annual filing would represent a streamlined approach
as contemplated by Tenn. Code Ann. § 65-5-103, while still providing the Company
with a return on its qualifying Capital Riders investment. The elimination of one filing
per year represents regulatory simplification which benefits all stakeholders.

It is important to emphasize that none of the modifications discussed below alter the
types of expenditures which are eligible for recovery. The same types of projects which
have previously been included in the Capital Riders Surcharge will continue to be

eligible for the Surcharge.

WHAT IS REGULATORY LAG?

Regulatory Lag represents the delay that utilities may experience between the date
utilities incur a cost or place Plant in Service and the date such costs or return on assets
is recovered from ratepayers. This time-delay may result in a utility earning less than

its authorized rate of return.
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ARE THERE BENEFITS TO RATEPAYERS FROM THE IMPOSITION OF
REGULATORY LAG ON UTILITIES?

Yes. One positive aspect of Regulatory Lag is that it imposes a degree of financial
discipline on utility expenditures that does not otherwise exist in an environment
without Regulatory Lag. When there is no Regulatory Lag, companies do not have the
same incentive to constrain expenditures that they have in an environment where there

is a delay in rate recovery.

DOES THE EXISTING CAPITAL RIDERS MECHANISM CONTAIN
REGULATORY LAG?
No.

IS IT POSSIBLE TO DEVELOP A SINGLE ANNUAL MECHANISM THAT
RETAINS THE ABSENCE OF REGULATORY LAG CURRENTLY
EMBEDDED IN THE EXISTING CAPITAL RIDERS MECHANISM?

Yes. And while there are benefits to Regulatory Lag as I just discussed, my proposed

mechanism will continue to create a Capital Riders recovery without Regulatory Lag.
PROPOSED MODIFICATIONS TO THE EXISTING TARIFF

PLEASE BEGIN BY DISCUSSING THE TARIFF MODIFICATIONS YOU ARE
SUPPORTING.

The red-lined Tariff of the proposed Capital Riders Surcharge mechanism is attached as
Exhibit DND-3.° The clean version of the proposed Capital Riders Surcharge
mechanism is attached as Exhibit DND-4. Both the existing Tariff and the proposed
Tariff are structured in three sections, one for each component of the Capital Riders
Surcharge mechanism. These three sections have been maintained within the proposed
Tariff. Further, the language dealing with qualifying projects and account numbers has

not changed. The portions of the Tariff related to providing budgeted information, the

% Exhibits DND-3 and DND-4 are based upon the Capital Riders Surcharge Tariffs resulting from the outcome of
Docket No. 13-00130. Any Tariff changes occurring subsequent to that Docket may not be reflected within Exhibit
DND-3 and Exhibit DND-4. Because my modifications result in a new Capital Riders mechanism that operates in a
different fashion, comparing my proposal to the original Tariffs of Docket No. 13-00130, rather than modifications
the Company may have inserted throughout subsequent dockets, is an appropriate way to analyze the Capital Riders

Surcharge.

10
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budget filing, and reconciling to budget information have been struck. As always, to
the extent the Company has concerns with any of the proposed mechanics of the
calculation, the Consumer Advocate welcomes the opportunity to work with the
Company to resolve any potential issues, while still retaining the goals and public policy
recommendations contained in this testimony.

The proposed Capital Riders Surcharge Tariff would result in one filing per year, rather
than the two filings per year currently in place. The proposed filing would be based
upon historic capital investment, thus avoiding the need to reconcile a budgeted level of
capital expenditures with actual expenditures, which is an unnecessary complication.
A second important feature of the proposed Tariff is the calculation of the Rate Base
Limitation Factor. The purpose of this factor, expressed as a percentage, is to ensure
that the total compensated Rate Base does not exceed the actual Rate Base of the
Company. The sum of the Rate Base currently existing in underlying base rates plus
the Capital Riders Rate Base should not exceed the actual rate base of the Company.
This is logical because basic ratemaking theory suggests that shareholders should have
the opportunity to earn a return on their prudently incurred investment — nothing more,
nothing less. For a regulated utility, shareholder investment is defined by the utility’s
Rate Base.” The inclusion of this factor is necessary to ensure just and reasonable rates.

The Rate Base Limitation Factor is referenced within Exhibits DND-3 and DND-4.

CAN YOU PROVIDE AN EXAMPLE OF HOW THE RATE BASE
LIMITATION FACTOR WOULD WORK BASED UPON INFORMATION
PROVIDED IN TABLE 1?

Yes. The example of how the Rate Base Limitation Factor is calculated is shown on
Exhibit DND-5. It simply determines a percentage of Capital Riders investment that
may be recovered from ratepayers to ensure it does not exceed the total level of
investment made by shareholders in the provision of water service. This percentage is
then applied to the overall Capital Riders Surcharge revenue requirement to arrive at the

net revenue requirement to be collected from TAWC ratepayers. Thus, in this example,

7 LEONARD SAUL GOODMAN, THE PROCESS OF RATEMAKING, p. 753 (Public Utilities Reports, Inc., First Printing, 1998)
(internal citation omitted).

11
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the calculation of the revenue requirement based upon historical data would be
multiplied by 65.97% to arrive at the net revenue requirement upon which the surcharge

percentage would be calculated.

HOW WILL THE PROPOSED CAPITAL RIDERS METHODOLOGY
ELIMINATE REGUALTORY LAG?

The proposed Capital Riders Surcharge includes the calculation of a return on qualifying
Capital Riders Surcharge investment from the mid-point of the Attrition Period through
the mid-point date of the Collection Year. In this manner, the Company will not
experience Regulatory Lag as it will recoup revenue associated with investment from
the average date in which the investment is made through the mid-point of the year in
which the corresponding revenue is received from ratepayers. The collection of cash
would not occur until the collection period, but the recognition of Net Income would be
the same under this methodology as it would be under the existing Capital Riders
Surcharge, subject to the Rate Base Limitation described above. The goal of this
deferral mechanism is to permit the Company to earn a return on its qualifying
investment (subject to limitations described above) during the period prior to reflecting
such recoveries in customer rates.

DO YOU HAVE AN EXAMPLE OF THE CARRYING RATE THAT WOULD
BE APPLICABLE TO QUALIFYING CAPITAL RIDER EXPENDITURES?
Yes. Exhibit DND-6 sets out an example of how the carrying charge rate would be
developed. The Company’s current pre-tax return is 8.4515% as contained in the

8 This annual rate equates to a monthly rate of .7043%. This

Company’s Schedules.
monthly rate would be applied to qualifying Capital Riders surcharge balances
reflecting a return for the Company that would be collected in the subsequent Capital
Riders surcharge filing. In this manner, the Company will earn a return on its
investment without Regulatory Lag. There are two options for the application of the
carrying charge. The simplified method would be to apply the Total Carrying Charge
to the mid-point balance of qualifying shareholder-funded investment. The other option

would be to apply the Monthly Carrying Charge Rate to the qualifying monthly balance

8 See Schedule TAW Schedule 1 2019 Revised.
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of shareholder-funded investment as it is incurred through the mid-point of the

collection year.

WILL THE REVISED CAPITAL RIDERS TARIFF REPRESENT A
SIMPLIFICATION OF THE CALCULATION COMPARED WITH THE
METHODOLOGY USED WITHIN THE EXISTING TARIFF?

Yes. The single annual filing represents a streamlined approach compared with the two
annual filings currently in place. The existing Capital Riders Tariff calls for a budget
filing containing forecasted capital expenditures in the upcoming year. The estimated
expenditures require a comparison with the actual expenditures in the subsequent filing.
In other words, the estimated capital expenditures must be trued-up in a subsequent
filing, adding an unnecessary layer of complexity to the Capital Riders Surcharge

calculation.

IS THE RATE BASE LIMITATION FACTOR NECESSARY IN LIGHT OF
THE EXISTING EARNINGS TEST ADJUSTMENT?

Yes. The current Earnings Test Adjustment should not be considered a safety-net to
ensure Capital Riders rates are just and reasonable. There are two challenges with the
Earnings Test Adjustment as it is contained in the current Capital Riders Surcharge.
First, the goal of the Capital Riders Surcharge is to recover capital costs, not to be a
conduit to recover any shortfalls in earnings that the Company may experience in other
areas of its operations. Evidence in this case clearly demonstrates that the existing
mechanism provides a greater return on Rate Base than is provided by the Company’s
shareholders. To the extent the Company may have shortfalls in other components of
its revenue requirement, such as revenues or operating expenses, the appropriate
regulatory mechanism to address those issues is implementation of an Annual Rate
Mechanism (ARM), which would then come with its own separate requirements.
Second, the Earnings Test Adjustment is not structured to accommodate a thorough
review of earnings by the Consumer Advocate as would occur within an ARM. Third,
the reconciliation calculations are reduced for any calculated over-earnings produced in
the prior year. The irony of this application of excess earnings test, as it currently stands,

is that the Company may continue to receive a positive reconciliation amount for prior

13
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year results even if it had excess earnings in the prior year. If a Company has excess
earnings associated with 2018 operations, there should be no positive reconciliation
charge associated with 2018 Capital Riders results. I have modified the Earnings Test
language within my proposed Capital Riders Tariff to reflect that no surcharge shall be
necessary if the Company has earnings in excess of its authorized rate of return.

Another proposed modification to the calculation of the Earnings Test Adjustment is to
incorporate the Earnings of the Company to reflect the Non-Revenue Water Limiter as
contained in the Company’s Production Costs and Other Pass-Throughs Rider (PCOP).
The expenses excluded from recovery in the Company’s PCOP calculation due to excess
water loss should likewise be excluded from the calculation of the Company’s expenses
within the calculation of the Company’s Earnings Test Adjustment. The elimination of
costs associated with excess water loss as determined by the Commission for purposes
of determining the excess earnings of the Company is similar to the elimination of a
portion of incentive compensation costs that the Commission has determined to be non-
recoverable.’ This adjustment to expense associated with excess water loss is necessary
to ensure symmetry between the Commission’s findings within the PCOP calculation
and the determination of the Earnings Test within the Capital Riders Surcharge
calculation. This modification affects the proposed Capital Rider Tariff as well as the

reconciliation calculation currently submitted in Docket No. 19-00031.

WHAT IS YOUR RECOMMENDATION REGARDING THE TRANSITION TO
THE NEW TARIFF?

As I have explained earlier in my testimony, the Company has experienced a
Compensated Rate Base in excess of its Actual Rate Base for 2018 by approximately
$21.4 million (Exhibit DND-2). As illustrated in Exhibit DND-7, the Company is
anticipating an increase in Capital Riders investment in 2019 that is approximately $15
million greater than its cumulative forecasted Capital Riders investment through 2018.
This $15 million reflects the Company’s estimated year-over-year growth in Capital

Riders Rate Base,

® See Order in Docket No. 18-00022, pages 13-14 (March 6, 2019).
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Exhibit DND-8 compares the Excess Rate Base Recovery with the TAWC forecasted
growth in Capital Riders expenditures. Since the existing Rate Base imbalance exceeds
the Company’s estimate of Rate Base growth by over $6 million, there is no need to
increase rates associated with the Capital Riders Surcharge in this docket, and in fact,
to do so would result in rates that are not just and reasonable. This of course excludes
consideration of the appropriate deduction to the Capital Riders Surcharge associated
with impacts of TCJA, which is discussed below. The effects of the TCJA is a separate
issue from the Rate Base imbalance discussed above. The tax savings should flow back
to customers regardless of what determination the Commission makes concerning the
Rate Base imbalance issue.

Because ratepayers are paying rates on a Compensated Rate Base balance in excess of
the Company’s actual Rate Base, including the additional projects anticipated for 2019,
existing Capital Riders rates (excluding the proposed deduction for TCJA impacts)
should not be increased. The Capital Riders Surcharge approved in this case should
reflect the Capital Riders Surcharge rates adopted in Docket No. 17-00124, modified
for the results of the TAWC Reconciliation Docket No. 18-00022, less Income Tax
Expense savings arising from TCJA as contained in Exhibit DND-9. The Income Tax
Expense savings amount is at issue in Docket No. 18-00039.

The new proposed Tariff should incorporate the historic level of investment occurring
throughout 2019. TAWC should submit its Capital Riders filing in early-2020 reflecting
its actual investment in qualifying Capital Riders investment, increased by the deferral
mechanism described above, limited to the extent necessary by the Rate Base Limitation
Factor described earlier. This approach would permit the Company to recover its
appropriate costs associated with 2019 investment subject to the Rate Base Limitation
Factor contained in the proposed Tariff. The existing Capital Riders Reconciliation

Docket No. 19-00031 continues to be necessary as it reconciles 2018 actual data.

IS THE PROPOSED TARIFF CONSISTENT WITH THE STATUTORY
PROVISIONS GOVERNING THE CAPITAL RIDERS?
Yes. The mechanism permits the recovery of shareholder-financed capital expenditures

without the need for a comprehensive rate filing. This accelerated recovery, coupled

15
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with the deferral mechanism, provides the Company with the incentive to make capital

improvements on its system.

WHAT IS THE RESULT FROM A RATEPAYER PERSPECTIVE
REGARDING ADOPTION OF YOUR PROPOSED TARIFF?

The rates resulting from this Tariff would meet the just and reasonable requirement as
they would be based on a Rate Base that is no greater than the Company’s actual Rate

Base.
ADJUSTMENTS TO EXISTING PROPOSED CAPITAL RIDERS

PLEASE DISCUSS YOUR FIRST ADJUSTMENT TO THE COMPANY’S
PROPOSED CAPITAL RIDERS.

Exhibit DND-10 sets forth the annual reduction in the Capital Riders associated with
the Consumer Advocate’s recommendation in this Docket, inclusive of the Consumer
Advocate’s recommendations in Docket No. 18-00039. The total Capital Riders
Surcharge adjustment for income taxes is comprised of $2,035,031 in annual savings
plus $902,039 attributable to one-third of the base rate tax savings occurting from
January 2018 through May 31, 2019, for a total Capital Riders Surcharge offset of
$2,937,070.

DOES YOUR RECOMMENDATION INCLUDE THE IMPACTS OF THE
COMMISSION’S ORDER ON APRIL 15,2019, IN DOCKET NO. 18-00022?

No. The impact of the reconciliation docket should be incorporated into the rate
approved in this Docket. However, as I mentioned earlier, the necessary information
for the modification to rates resulting from the Commission’s decision in Docket No.
18-00022 will need to be provided by the Company, which has not yet occurred.
Schedule DND-10 contains a line item (without a value) where this modification should
be incorporated in arriving at the Consumer Advocate recommendation in this Docket.

I reserve the right to file supplemental testimony upon receipt of this new information.

DOES THIS CONCLUDE YOUR TESTIMONY?
Yes.
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Exhibit DND-1

David Dittemore

Experience

Areas of Specialization

Approximately thirty-years experience in evaluating and preparing regulatory analysis, including
revenue requirements, mergers and acquisitions, utility accounting and finance issues and public
policy aspects of utility regulation. Presented testimony on behalf of my employers and clients in
natural gas, electric, telecommunication and transportation matters covering a variety of issues.

Tennessee Attorney General’s Office; Financial Analyst September, 2017 — Current
Responsible for evaluation of utility proposals on behalf of the Attorney General’s office
including water, wastewater and natural gas utility filings. Prepare analysis and expert witness
testimony documenting findings and recommendations.

Kansas Gas Service; Director Regulatory Affairs 2014 — 2017; Manager Regulatory Affairs,
2007 - 2014

Responsible for directing the regulatory activity of Kansas Gas Service (KGS), a division of
ONE Gas, serving approximately 625,000 customers throughout central and eastern Kansas, In
this capacity I have formulated strategic regulatory objectives for KGS, formulated strategic
legislative options for KGS and led a Kansas inter-utility task force to discuss those options,
participated in ONE Gas financial planning meetings, hired and trained new employees and
provided recommendations on operational procedures designed to reduce regulatory risk.
Responsible for the overall management and processing of base rate cases (2012 and 2016). I
also played an active role, including leading negotiations on behalf of ONE Gas in its Separation
application from its former parent, ONEOK, before the Kansas Corporation Commission. I have
monitored regulatory earnings, and continually determine potential ratemaking outcomes in the
event of a rate case filing. I ensure that all required regulatory filings, including surcharges are
submitted on a timely and accurate basis. I also am responsible for monitoring all electric utility
rate filings to evaluate competitive impacts from rate design proposals.

Strategic Regulatory Solutions; 2003 -2007
Principal; Serving clients regarding revenue requirement and regulatory policy issues in
the natural gas, electric and telecommunication sectors

Williams Energy Marketing and Trading; 2000-2003

Manager Regulatory Affairs; Monitored and researched a variety of state and federal
electric regulatory issues. Participated in due diligence efforts in targeting investor owned
electric utilities for full requirement power contracts. Researched key state and federal rules to
identify potential advantages/disadvantages of entering a given market.

MCI WorldCom; 1999 - 2000



Manager, Wholesale Billing Resolution; Manage a group of professionals responsible
for resolving Wholesale Billing Disputes greater than $50K. During my tenure,
completed disputes increased by over 100%, rising to $150M per year.

Kansas Corporation Commission; 1984- 1999
Utilities Division Director - 1997 - 1999; Responsible for managing employees with the
goal of providing timely, quality recommendations to the Commission covering all
aspects of natural gas, telecommunications and electric utility regulation; respond to
legislative inquiries as requested; sponsor expert witness testimony before the
Commission on selected key regulatory issues; provide testimony before the Kansas
legislature on behalf of the KCC regarding proposed utility legislation; manage a budget
in excess of $2 Million, recruit professional staff; monitor trends, current issues and new
legislation in all three major industries; address personnel issues as necessary to ensure
that the goals of the agency are being met; negotiate and reach agreement where possible
with utility personnel on major issues pending before the Commission including mergers
and acquisitions; consult with attorneys on a daily basis to ensure that Utilities Division
objectives are being met.
Asst. Division Director - 1996 - 1997, Perform duties as assigned by Division Director.
Chief of Accounting 1990 - 1995; Responsible for the direct supervision of 9 employees
within the accounting section; areas of responsibility included providing expert witness
testimony on a variety of revenue requirement topics; hired and provided hands-on
training for new employees; coordinated and managed consulting contracts on major staff
projects such as merger requests and rate increase proposals;

Managing Regulatory Auditor, Senior Auditor, Regulatory Auditor 1984 - 1990;
Performed audits and analysis as directed; provided expert witness testimony on
numerous occasions before the KCC; trained and directed less experienced auditors on-
site during regulatory reviews.

Amoco Production Company 1982 - 1984
Accountant Responsible for revenue reporting and royalty payments for natural gas
liquids at several large processing plants,

Education
@ B.S.B.A. (Accounting) Central Missouri State University
o Passed CPA exam; (Oklahoma certificate # 7562) — Not a license to practice
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EXHIBIT DND-3

TENNESSEE AMERICAN WATER COMPANY

CONSUMER ADVOCATE PROPOSED

RED-LINE TARRIF



TENNESSEE-AMERICAN WATER COMPANY TRANO.19__
First Revised Sheet No, 12-O11P-1
Cancelling Original Sheet No. 12-QIIP-1

CLASSIFICATION OF SERVICE

QUALIFIED INFRASTRUCTURE IMPROVEMENT PROGRAM - -RIDER

1+ 1. Applicability

In addition to the other charges provided fet-in this Tariff under Service Classifications

Residential, Commercial, Industrial, Other Public Authority, Sales for Resale, and Private
Fire, a Qualified Infrastructure Improvement Program ¢("QIIP=)") Rider will apply to
customers in all service areas.

The above rider will be recomputedcomputed annually-and-be-adjusted-periodicaliy-to
Hearporate Hie Annnal Reconetbation-baciorn,

2: 2. Definitions

__ISSUED: - Janonrey 02004 —— S
— August 28, 2015 EFFECTIVE: Eebeuary10,2004August 28,
2015
BY: — o
BY:
Deron E. Allen — I
109 WeikiWichl Street
—————————— PRESIDENT

Chattanooga, Tennessee -37403




TENNESSEE-AMERICAN WATER COMPANY TRA NO.19__
—First Revised Sheet No. 12-O11P-2
Cancelling Original Sheet No. 12-QIIP-2

For the purposes of this Rider:

—=«"Actual QIIP Investment Amount”' means the amount of actual capital
investment of the Company for the Qualified Infrastructure Improvement Program and
not otherwise included in current base rates. -At the time of the Company’sCompany's
next general rate case proceeding, all prudently incurred Actual QIIP Investment Amounts
associated with this Rider shall be included in base rates.

—<«"Annual Review Period'" means the historic twelve-month period ending
December 31, covering the qualifying Capital Rider investment.

i

wpincrease/decrease base rates from-forecasted-eoststabased upon the caleulation methodologies
described within this tariff,

"Reconciliation Period" means the preceding years” Annual Review Period., by which
the authorized Capital Rider recovery shall be compared with the actual eests—incurred
threugh—application—of—)—the—Budgei-to-Aetual-AdjustmentCapilal Rider recovery.  The
difference between the authorized recoveries and 2y-the-actual recoveries

"Commission' means the Tennessee Public Utility Commission.

"Consumer Advocate' means the Consumer Advocate Unit in the Financial Division
of the Office of the Tennessee Attorney General.

"Over-Under Collection Adjustment.-and-the3}Earnings Test- Adjustinent-as-adjusted for-Interest:

__ISSUED:- - — Janumy 102004
— August 28, 2015 EFFECTIVE: February10;20814August 28,
2015
By
Deron E. Allen
109 WeiliWiell Street
PRESIDENT

Chattanooga, Tennessee -37403




TENNESSEE-AMERICAN WATER COMPANY TRA NO.19__
First Revised Sheet No. 12-Q11P-3
Cancelling Original Sheet No. 12-QIIP-3

——Annual-ReviewPeriod™ means-the-twelve-month-period-between-the-annual adjustments-of the
Q‘H‘p |! - !HE R.”.!’

——Authority™-means the Tennessee Regulatory- Authority:

——Budget-to-Actunl Adjustment”'' means the adjustment to QIIP forthe-applicable coming
anatal—to the historic test period duetoassociated with the difference between the-Foreeasted
OQHP Investment-Ameunt-and-the Actial— — OHP Investment-Amount.

——“Consmmer-Advoeatemeans-the-Consumer-Advoeate- and-Protection-Divisian-ofthe-Officeof
the-TennesseeAttorney-General:

—Foreeasted-QHP Investment-Amount” means—authorized revenue amount and
actual collections f{or the ameunt-efforecasted-capital-investmentof-preceding period, also
referred to as the Company-for-the-Qualified-Infrastrueture-and-lnvestment Progran-and-not
etherwise-neluded-in-enrrent baserates—Reconciliation Period.

—Over-Under-Collection-Adjustmentmeans-the-adjustment-to-QHPfor-the-applicable-coming
anntab-period-due-to-the-netamountef-over-ortnder-collections:
__ISSUED: ——danuanyH20040—
— August 28, 2015 EFFECTIVE: Eebruary10,20814August 28,
2015
BY:
BY:
Deron E. Allen
109 WeildWichl Street
PRESIDENT

Chattanooga, Tennessee -37403




TENNESSEE-AMERICAN WATER COMPANY TRA NO. 19__
First Revised Sheet No. 12-Q11P-4
Cancelling Original Sheet No. 12-QIIP-4

—«"Relevant Rate Order2'" means the final order of the AuthorityCommission in
the most recent rate case of the Company fixing the rates of the Company or the most
recent final order of the AutherityCommission specifically prescribing or fixing the factors
and procedures to be used in the application of this Rider.

3. 3. General Description

QIIP allows the Company to recover outside of a rate case its qualifying
incremental non-revenue producing plant infrastructure investment—, subject (o _the
limitations described elsewhere in this tariff. For purposes of this Rider, qualifying QIIP
investment includes the following:

Distribution Infrastructure —— Replacement distribution and transmission mains
and valves installed as replacements for existing facilities, reinforcement of existing facilities or
otherwise insuring reliability of existing facilities; -Hydrants, Services, Meters and Meter
Installations — installed as in-kind replacements, reinforcements or insuring reliability of
existing facilities; Unreimbursed funds related to capital projects to relocate facilities required by
governmental highway projects; Capitalized tank repairs and maintenance that serve to replace,
reinforce, or otherwise insure reliability of existing facilities.

Production and Pumping Infrastructure — Replacement of water treatment
facilities and equipment installed as replacements for existing facilities, reinforcement of
existing facilities or otherwise insuring reliability of existing facilities; Raw Water and Finished

__ISSUED: — January 10201 4—
— August 28, 2015 EFFECTIVE: Eebruary 10,2044August 28,
2015
BY: - - =
BY:
Deron E. Allen e
109 WeikiWiehl Street

PRESIDENT—————
— Chattanooga, Tennessee -37403




TENNESSEE-AMERICAN WATER COMPANY TRANO. 19 __
— — First Revised Sheet No. 12-OI1IP-5
Cancelling Original Sheet No. 12-QIIP-5

Water pumping equipment and structures installed as replacements, reinforcements or otherwise insuring
reliability of existing facilities.

- Other Infrastructure — Infrastructure designed to

utilize alternative fuels.

QIIP Investment is to be identifiable on the Company sCompany's books and segregated
into the following general accounts:

—Account 331 — Transmission & Distribution Mains;
Account 333 — Services;

Account 334 — Meters & Meter Installations;
Account 335 — Hydrants;

Account 320 — Water Treatment Equipment, Non-Media;
Account 311 —— Pumping Equipment;

Account 303 —— Land and Land Rights;
Account 304 — Structures and Improvements;
Account 306 — Lake, River and Other Intakes;
Account 307 — Wells and Springs;

Account 309 — Supply Mains;

Account 310 —— Power Generation Equipment;
Account 330 —— Distribution Reservoirs and
Standpipes;

Account 341 — Transportation Equipment; and
Account 330003 — Capitalized Tank Painting.

__ISSUED: JanunryH 2044
—  August 28, 2015 EFFECTIVE: ¥Eebruary10;2014August 28,
2015
By I _ B
BY:
Deron E. Allen
109 WeikiWiehl Street
PRESIDENT

SR — Chattanooga, Tennessee -37403




TENNESSEE-AMERICAN WATER COMPANY ___TRANO.19__
First Revised Sheet No. 12-O11P-6
Cancelling Original Sheet No. 12-QIIP-6

4; 4. Determination of the Qualified Infrastructure Improvement Program
Percentage Rate

(A) The QIIP percentage shall be expressed as a percentage carried to two (2) decimal
places.—- The QIIP percentage shall be applied to the total amount billed to each
Customer based on the Cempany’sCompany's otherwise applicable rates and
charges.

(B) The QIIP percentage shall be calculated on an annual prespectivehistoric basis as
follows:

FORECASTED Historic QIIP Investment Amount

Less QIIP Plant Retirements (Net of Cost of Removal & Salvage)
Less Contributions in Aid of Construction

Less Accumulated Depreciation

Less Accumulated Deferred Income Taxes

_ Net Forecasted-QIIP Qualifying Investment

_Multiplied by the Pre-Tax ROR set forth in the Relevant Rate Order

__Allowed ForecastedHistoric QIIP Pre-Tax Return

_ISSUED:—————— — - danuary- 102014 A

—__ August 28, 2015 EFFECTIVE: ¥Eebruary10:-2004August 28,

2015

BY., — — -
BY:

Deron E. Allen - -
109 WeihiWiehl Street
_ — PRESIDENT———————

Chattanooga, Tennessee -37403




TENNESSEE-AMERICAN WATER COMPANY TRANO.19__
- First Revised Sheet No. 12-QI1P-7
Cancelling Original Sheet No. 12-QIIP-7

Plus Depreciation Expense on OQIIP

Investment during the Annual

Review Period
Plus: Property Taxes_on QIIP Investment incurred during the Annual

Review Period
Plus: Franchise Taxes
Plus: Deferred Return (Q1IP)

_ Subtotal FerecastedHistoric QIIP Revenue Requirement Before Revenue Tax

_Divided by 1 minus the following:
Forfeited Discounts Rate
Plus: Uncollectible Expense Rate
Plus: Gross Receipts Tax Rate
Fotal Forecasted  Subtotal Historic QIIP Revenue Requirement

Multiplied by: Rate Base Limitation Factor

Liquals: Total Historic QIIP Revenue Requirement

Plus/Minus: Over/Under Recovery Amount of QIIP revenue from
preceding filing

__ISSUED:————— January- 10,2014
— August 28, 2015 EFFECTIVE: february10,2004August 28,
2015
By —
BY:

Deron E. Allen

109 WeiklWichl Street
PRESIDENT

Chattanooga, Tennessee -37403

7




TENNESSEE-AMERICAN WATER COMPANY ___TRANO.19 _
— - First Revised Sheet No. 12-Q11P-8
Cancelling Original Sheet No. 12-QIIP-8

Equals: Total QIIP Revenue Reguirement

_Divided by: Relevant Rate Order Volumetric & Metered Revenue

_ QIIP Percentage Rate

Where:

Accumulated Depreciation = Accumulated depreciation calculated by debiting for
Herecasiod

Historic QIIP plant removed from service, and crediting for new accumulations using
rates approved in the Relevant Rate Order on new investments, less retirements and
CIAC.

Accumulated Deferred Income Taxes = An average of the fereeastedhistoric
accumulated deferred income taxes related to qualified ferecastedhistoric QIIP
investment at the beginning and end of the year.

Contributions in Aid of Construction = Non-investor supplied funds used in the
construction of ferecastedhistoric QIIP infrastructure.

_ISSUED:— ————— dnnuaey 2884 —
— August 28, 2015 EFFECTIVE: Eebruary-10,2014August 28,
2015
B
BY:
Deron E. Allen R —
109 WeihiWiehl Street
PRESIDENT ————

- Chattanooga, Tennessee -37403
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Depreciation Expense = ForecustedHistoric cumulative qualified QIIP investment
net of retirements and CIAC, multiplied by depreciation rates approved in the Relevant
Rate Order.

Forfeited Discount Rate = Forecastedllistoric QIIP Revenue Requirement
before gross receipts taxes, uncollectible expense and forfeited discounts

multiplied by composite forfeited discount factor approved in the Relevant Rate
Order.

Franchise Taxes = Forecasted] listoric cumulative qualified QIIP investment
multiplied by composite franchise tax rate approved in the Relevant Rate Order.

Gross Receipts Tax Rate = FForecastedl listoric QIIP Revenue Requirement before

gross receipts taxes, uncollectible expense and forfeited discounts multiplied by
composite gross receipts tax rate approved in the Relevant Rate Order.

Property-Taxes = ForecastedHistoric cumulative qualified QIIP investment-. net of
any lax-exempl property multiplied by composite property tax rate approved in the
Relevant Rate Order.
__ISSUED:—— January-H; 2044
= August 28, 2015 EFFECTIVE: Eebruary-1H0;-2044August 28,
2015
BY:
Deron E. Allen —_———
109 WeihlWiehl Street
PRESIDENT———

Chattanooga, Tennessee -37403




TENNESSEE-AMERICAN WATER COMPANY TRA NO.19__
—First Revised Sheet No. 12-Q1IP-10
(‘:1||t'ciliil§0riginal Sheet No. 12-QIIP-10

QIIP Plant Retirements = ForeeastedHistoric QIIP plant removed from service net
of any associated cost of removal and salvage.

Foreeastedllistoric QIIP Investment Amount = Average torecastedhistoric
QIIP additions to plant infrastructure as described in Section 3, computed by use
of average of 12 end-of-month balances.

Uncollectible Expense = FerecastedHistoric QIIP Revenue Requirement before
gross receipts taxes, uncollectible expense and forfeited discounts multiplied by
composite uncollectible factor approved in the Relevant Rate Order.

Over/Under Recovery Amount = The difference between the amount of QIIP

revenue requirement authorized in the most recent QIIP [iling and that QIP revenue
actually recovered through the QIIP surcharge. Volumetric & Metered Revenue =
the revenues authorized in the Relevant Rate Order for volumetric water sales, meter
charges, and private fire service charges.

(C) The total amount to be recovered through the QIIP is the QIIP Percentage Rate as
adjusted for the AnnualReconeiliation-Fuaetor Pereentage RateOver /Under balance

__ISSUED: January- 02044
== August 28, 2015 EFFECTIVE: Eebruary10,2014August 28,
2015
BY:
Deron E. Allen
109 WeihlWiehl Street
e PRESIDENT—— ——

- Chattanooga, Tennessee -37403
10
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from the preceding vear. any excess earnings and subject to the Rate Base Limitation
Factor. .

5.(D) Determination of the Annual ReeoncilintionRate Base Limilation FactorPercentage
Rate

1. (A—The Annual-ReconeiliationRate Base Limitation Factor Pereentage-shall be
expressed as a percentage carried to two (2) decimal places. The Annual
ReconeiliationRate Base Limitation Factor Percentage-shall be applied to-the-total
amount-billed-to-each Customer-based-on-the Company-s-otherwise-apphieablerates-and
ehargesthe calculation of Historic Net Capital Rider Investment.

2. By The Annual-ReconeiliationRate Base Limitation Factor PereentageRate-will
be computed as follows:

——Budget-te-Aetunt-Adinstment

Phs-Over-HaderColleetion Adjustinent
—————————Plus-HarningsFest-Adjustment—
Plus Interest

— ApnnalReconeilation-Asmount

__ISSUED: January-1, 2014
— August 28, 2015 EFFECTIVE: Eebruary H),2014August 28,
2015
BY:
BY:
Deron E. Allen
109 WeikiWiehl Street
PRESIDENT

— ~ Chattanooga, Tennessee -37403
11
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Divided-by-942-ofthe-Current Rate Base

Less: Relevant Rate Order Velsmetrie & Metered-RevenueRate Base
—— Annual-Reeonetliation-Factor-Percentage Rate
(Er—Computation-of the-Budget-to-Aetual- Adjustment:
——the-Budgetto-Actual-Adjnstment-will be computed asfolows:

—  ACTUAL-OHPMaximum Capital Rider Investment-Ameount-For-the-Ansual

Review Period
Bess-QHP Plant-Retirernents(Net-of- Costof- Removal-deSalvage)

Less-Accmmulated-PDepreciation

Net-Aetuat-Divided by Sum ol

Net QIIP Qualifying Investment

Multiphed-by-the Pre-Fax ROR-setHorth-inthe Relevant-Rate-Order

Adlewed-Actual QHR Pre—Tax-Retwrn

__ISSUED: dununey 102014
—  August 28, 2015 EFFECTIVE: Eebraary-10;2084August 28,
2015
BY-:
BY:
Deron E. Allen
109 WeikiWiehl Street
PRESIDENT-

Chattanooga, Tennessee -37403
— 12
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Plus-Pepreciation bxpense
Plus-Properby—taxes

— Subtotal-Actual OHP-Revenue Requirement-Before Revenue Tax

Divided-by-minus-thefoHowing:

Eorfeited-DiscountsRate
Plus-Uneelectible Expense-Rate
Plus GrossReceiptsFaxRate

— Total Actual- QHP Revenue Reguirement

o LessTolalForecasted-QIP Revenue-Requirement

—Budeet-to-Actual-Adjustment

Plus: Net SEC Qualifying Investiment

Plus: Net EDI Qualifving Investment

Equals: Rate Base Limitation Factor (not to exceed 100%)

Where:
__ISSUED: January-H: 2014
— _ August 28, 2015 EFFECTIVE: Eebruary-10;2014August 28,
2015
BY:
BY:
Deron E. Allen
109 WeikiWiehl Street

PRESIDENT
Chattanooga, Tennessee -37403
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Current Rate Base = The thirteen (13) month average Rate Base using methods adopted
in the Company’s most recent rate case. The source of this information will be the
monthly 3.06 reports submitted by the Company to the Commission.

Relevant Rate Order Rate Base = The [inal ordered rate base in most recent final order
of the Authority specifically preseribing or [1xing the general rates of the Company.

OIIP Qualifying Investment = The Net QIIP Qualifying Investment as determined in
the calculation of the Qualified Infrastructure Improvement Program Percentase Rale.

SEC Qualifying Investment = The Net SEC Qualifyine Investment as determined in the
calculation of the Salety and Environmental Compliance Program Percentage Rate,

EDI Qualifying Investment = The Net EDI Qualifving Investment as determined in the
calculation of the Economic Development Investment Program Percentage Rate.

(E)
Accunnnted Deprecintion — Aceumulated-depreciation-caleulated-by-debiting for
Forecasted- QHP-plantremoved-from service, and-erediting for-new-aecumulations-using-rates
approved-in-the Relevant-Rate- Order on-new-investments—lessretirements-and-CIAC:

Aeeumalated-Determination of the Deferred Ineome Faxes—An-average-of-the-actual
acctmiated-deferred-incometaxesReturn

1. Purpose: The purpose of the Deflerred Return is to eliminate Regulatory Lag related
to actual-QHP-qualitying Capital Rider investment-at-the-beginning-and-end,

The Deferred Return shall be expressed as a dollar amount. The Deferred Return
shall be subject to the Rate Base Limitation Factor,

3. The Deferred Return will be computed as follows:

(S

__ISSUED: danuary 12004 — — —
— August 28, 2015 EFFECTIVE: Eebruary-10,2004August 28,
2015
BY
BY:
Deron E. Allen
109 WeiklWiehl Street
PRESIDENT

Chattanooga, Tennessee -37403
14
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Net QHP Qualilying Investment

Multiplied by:

Carrying Percent:

Pretax Rate of Return as Calculated in the Company’s most recent rate case.
Divided by:
Twelve (12)
Multiplied by:

Carrying Charge Period

I'quals: Carrving Percent

Equals: Delerred Return

4. The Carrying Charge Period will be expressed as a number of months, measured as
the mid-point of the Annual Review Period through the mid-point of the year: in
which corresponding Capital Rider Surcharge rates are collected:

Contributions m-A!d—(}i—(—ﬂnmue@lelhﬂm—mve%m—wum#ueel—mﬂd&ﬂml—n+—the
constraetion-olactual QHP-intrasts

Deprecintion Expense—=Aetual-cumulative-qualified QHP-investment-net el retirementsand
CIAC-multiplied-by-depreciation rates-approved-in-the Relevant-Rate- Order:

Forfeited-Discount Rate = Actual QHP Revenve Requirement-belore-gross-receipts-taxes:
uncolleetible-expense-and-forfeited-discounts-multiplied-by-cempesite forfeited-disecount
factor-approved-in-the Relevant Rate Order:

__ISSUED: Januney 10 2004 —
—  August 28, 2015 EFFECTIVE: Ecbruary10;2014August 28,
2015
BY-
BY:
Deron E. Allen

109 WeikiWichl Street
PRESIDENT
Chattanooga, Tennessee -37403
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Eranchise Faxes—Actualcumulative-qualified QHP-nvestment-mukiphed-by-composite
franchise-tax-rate-approved-in-the Relevant-Rate Order:

Gross-Reeeipts Tax-Rate =Actual QHP- Revenve Requirement-before-gross-ree -
mwwww%mmwmhed—bwemﬂem&%e%%mme
approved-in-the-Relevant-Rate Order.

Property-Taxes—Actual-camative-qualified QHP-investment-multiplied-by-eomposite
property-tax-rate-approved-in-the Relevant-Rate Order-

OHP - Plant Retirements —Actual- QHP plant removed-from-service net-ofany-
obremeovaluand-salyvase:

Actual QHP Investment Amount = Average-actual QHP-additions-to-plant-infrastructure-as
deseribed-in-Section 3—computed-by-use-of average-of 1 2-end-of-menth-balances:

Uneolleetible Expense =Actual QHP-Revenue Requirement-before-grossreceipts-taxes:
uneolleetible-expense-and-forfeited-discounts-multiplied-by-composite-uncollectiblefactor
approved-in-the RelevantRate-Order:

AL l L Etl'i !‘n ﬁ:l I " I R e = fh.“. ; a1 [l : :.".‘3 t '”: ”:l 3 ]’i!ll!’“ﬂﬁl R'HE ()Fd 2y 'r'.ﬂ}‘
volumetrie-water sales—meter-charges—and-private-fire service-charges:

D)y —Computation-of the Over-Under Collection-Adjustment:
__ISSUED: January HO-20040—
—  August 28, 2015 EFFECTIVE: February-10;2814August 28,
2015
By
BY:
Deron E. Allen
109 WeildWichl Street

PRESIDENT
Chattanooga, Tennessee -37403
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Fhe Companyavildentiy-andvecord-thetotalamount ol the- QHP Colected from
Custemerstorthe-Annual-Review Pertod The difference-between the Totnl OHP-Collected
from Customersand-the-totab Actual O HPE-Revenne Requirementshatbeonstitute the Over-
HaderCollecton-Adiustment- Where:

Collection Period Months = The twelve-month period in which the
surcharge is collected.

Example: Assume an attrition period of the twelve-month period ending December
31,2019, The mid-point of the Attrition Period would be July 1. 2019. Assume a
filing on March 1, 2020. with a Commission decision issued July 1. 2020. The
collection period would be the twelve-month period from July 1. 2020 through June
30, 2021, with a mid-point of January 1, 2021, producing an eighteen-month

Carrying Charge Period.

d5-Computation of the Earnings Test Adjustment.

Hthe-earnings( the earnings. adopted to reflect regulatory adjustments adopted by the
Commission in the Company’s most recent rate case, attained by the Company for the
Annual Review Period exceed the earnings allowed for the Annual Review Period by applying
the overall rate of return authorized in the Relevant Rate Order, then any-stach-eatnings
ditference-shall-eonstitite-the EarningsTest Adjustment—H-the-earningsattained-by-the
Compmnytorthe Amnual-ReviewPeriod-aredessthan-theearnings-allowed-for-the- Annual
Review Period-hy-appheing the-everalbeate- ol retuenauthorzed-inthe Relevant-Rate Grder:

__ISSUED: Janunry 10,2004
— August 28, 2015 EFFECTIVE: Eebruary-10;2014August 28,
2015
BY:
BY:
Deron E. Allen
109 WeiklWiehl Street
PRESIDENT

Chattanooga, Tennessee -37403
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then-no Earnings Test-Adjustmentsuch Capital Rider surcharge shall be
recosnized-applied.

at s—Fest-Adipstinentshal b beallocated-mmone-the Qualibied Infrastructore
mmmkmﬁmm—uwmwmawwmm‘mﬁm -the-Safety-and
EavirenmentalComphinnee Riderbased-vnthe pro—ata revennes ecollectedhimderthese ridersfor
the-Annunk-Revien-Period-ter-purposes-of computing-new rale-adjustiments:

&-__ (G) Computation of Interest.

Interest will be computed as follows:

Budget-to-Actual Adjustment
Plus: Over-Under Collection Adjustment
Plus; Earnings Test Adjustment

Total Amount Subject to Interest
Interest Rate Multiplied by 50%

Total Interest

__ISSUED: Janunry 102044
— August 28, 2015 EFFECTIVE: Eebruary-18;2014August 28,
2015
BY:
Deron E. Allen
109 WeiklWichl Street
- PRESIDENT

Chattanooga, Tennessee -37403
o _ o o 18
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—Where“lnterest-k aie—equal«. -the- |n ime-rate-value pubhished-inthe ~hederalieserve Brubetin®
ornthe Federah Renerveti—he et Retbes o the mostrece it precedinementhe

6 5. New Base Rates

—The QIIP rider will be reset at zero upon the establishment of new base rates to
customer billings that provide for the prospective recovery of the annual costs that had theretofore
been recovered under the QIIP. -Thereafter, only the costs of new QIIP eligible plant additions that
have not previously been reflected in the Company-sCompany's rate base, would be reflected in new
annual prospective QIIP filings.

7-—6. Annual QHP Percentage Rate Filing

——On-erbefore-Decemberd-ofeachyear- with the Commission

On or before March 1 ol each vear. the Company shall submit to the
AuthorityCommission a calculation of the QIIP Rercentage-Rate-for the foHowingcalendaryear
The-Annual-QHPE-Percentage-Rate- Annual Review Period, including a reconciliation of the actual
QIIP revenue [rom the Reconciliation Period with authorized revenue. The Annual Filing shall
be verified by an officer of the Company. M&m%)—%&a%-ﬂh%pqwkm%
calettation-toad st rovente dopecov ercoskepebited o the borecaste
stich-revente-ndjustnent applied throngh-the QHE-Percentape Rater e OH I’-‘—Pewww%%ﬁe l he
Annual Reconciliation Factor Percentage Rate shall become effective on Janwary:May 1 of each

__ISSUED:——— ——— - - — January 2004
— August 28, 2015 EFFECTIVE: Itebr—umwulﬂ—:-‘AMAugust 28,
2015
BY:
BY:
Deron E. Allen
109 WeiklWiehl Street
PRESIDENT

Chattanooga, Tennessee -37403
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year and be applied as an adjustment to Custemers"Customers' bills for the remainder of the
calendar year.

— The Company-wilkinelude-in-its-Ammual QHP-Percentage Rate-Filing-thefollowing-information
at-a-mHnimmn—(a)-computation-of the QHP-Percentage Rateineluding-the-detailed-caledlation-of each
component—(b)-a-budaet-of the Forecasted- QHP-Investment-Ameunt-adopted-by-the Company s Beard-of
Directors{e)-any-related-Strategie-Capital-ExpendituresPlans—(d)-a-statement-demonstrating-how-each
projected-capital-investment comprising-the Forecasted QHP-lnvestiment-Ameunt-eets-the requirements
for-recovery-under-this-Ridersetforth-in-Seetion-3-and-(e) such-other information-as-the Authority may
direet:

—— The Company-willsimultaneously-copy-the- Consumer-Advocate-on-ts-Annual- QHP-Pereentage
RateFiline

8. —Annual Reconeilintion Filinewith-the- Authority

— On-orbefore-March--of-each-year-the Company-shall-submitto-the- Authority-a-reconciliation
of-the-tesults-of the-operation-ot-the- QHP-for-the previeus-Annual-ReviewPeriod—The-Annual
ReconeitiationFilingshall be-verified by-an-officerof the Company—The-annualreconeiiation-shall
includea-calenlation-to-adjustrevenue collected-underthis QHP Rider-in-effect-for the-prier-Annual
Review-Period-to-an-amount-equivalentto-the-aetual-level-of prudently-ineurred QOHP-costfor- the-prior
Percentage Rate—The-Annual-Reconeiliation-Factor Percentage Rate-shall-become-effective-on-Apri--of
eaeh-year-and-be-applied-as-an-adjustment-to-Castomers—bills-for the-remainder-of the-calendaryear:

__ISSUED: Janunry H2004——
= August 28, 2015 EFFECTIVE: Eebruary-10,2044August 28,
2015
By
BY:
Deron E. Allen
109 »eikiWieh! Street
PRESIDENT

Chattanooga, Tennessee -37403
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—Fhe-Company-will-inelude-in-its- Annual-Reeonciliation Filing the folowineinformation
at-a-mintmum-1The Company will include in its Annual Filing the following information at a
minimum: (a) a schedule of all journal entries made related to this Rider for the Annual Review Period,
including any related general ledger support, (b) actual billing determinants by month as used in the
computation of the Total QIIP Collected from Customers for the Annual ReviewReconciliation Period,
(c) capitalization policy effective for the Annual Review Period, (d) computation of the Annual
Reconciliation Factor Percentage Rate, including the detailed calculation of each component, (¢)
a schedule of any proposed prior period adjustments, (f) an affirmative statement of whether the
Company is aware of any changes in market conditions or other factors that may affect whether the Rider
is still in the public interest, including the identification of such factors if they exist, (g) the cumulative
amount of QIIP collected from customers under this Rider, and (h) such other information as the Authority
may direct.

——The Company will simultaneously copy the Consumer Advocate on its Annual
Reconeiliation-Filing.

9. 7. Notice Requirements

__The Company will file revised tariffs for Authority approval upon 30 days>days' notice
to implement a decrement or an increment each January 1 and April +-1. Along with the tariff
filing, the Company will include a copy of the computation of the new rate adjustment. -The
Company will simultaneously copy the Consumer Advocate on this filing.

__ISSUED:—— ——January- 12014 :
— August 28, 2015 EFFECTIVE: February-10:2014August 28,
2015
BY —
BY:
Deron E. Allen
109 WeikiWiehl Street
PRESIDENT- S

- Chattanooga, Tennessee -37403
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10 8. Public Interest Review

Nothing herein shall be construed to eliminate or otherwise restrict the opportunity of
the Consumer Advocate or any other interested party from seeking a review of this Rider, as permitted
by law and the rules and regulations of the Authority, for a reconsideration of whether it remains in the
public interest.

__ISSUED:— January-10,2014
— August 28, 2015 EFFECTIVE: Eebrusy10,2014August 28,
2015
BY: —
BY:
Deron E. Allen —
109 WeiklWiehl Street
PRESIDENT

- — S — Chattanooga, Tennessee -37403
22
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CLASSIFICATION OF SERVICE

SAFETY AND ENVIRONMENTAL COMPLIANCE — RIDER

¥ 1. Applicability

In addition to the other charges provided for in this Tariff under Service Classifications
Residential, Commercial, Industrial, Other Public Authority, Sales for Resale, and Private Fire,
a Safety and Environmental Compliance Program ¢{("SEC>)") Rider will apply to customers in
all service areas.

The above riderRider will be recomputed annually-and-be-adiusted-periodieathy-to-incorporate

2: 2. Definitions

For the purposes of this Rider:

__ISSUED: danuary 102004 —
— August 28, 2015 EFFECTIVE: Eebruary19,2014August 28,
2015
Bys
BY:
Deron E. Allen
109 WeihlWiehl Street
PRESIDENT

Chattanooga, Tennessee -37403
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«" Actual SEC Investment Amount?'" means the amount of actual capital
investment and associated operating expenses of the Company for the Safety and
Environmental Compliance Program and not otherwise included in current base
rates. -At the time of the Cempany-sCompany's next general rate case proceeding, all
prudently incurred Actual SEC Investment Amounts associated with this Rider shall
be included in base rates.

«"Annual Reconciliation Factor?”" means anthe adjustment factor
necessary to true-tup-increase/decrease base rates from-foreeasted-costs-to-the-actual-costs

incurred-through-applieation-of-Hbased upon the Budget-to-Actual- Adjustment-and 2)-the
Over-Uinder CollectionAdiustmentand-the 3-Earmines—Fest Adjustments-as-adjusted—or

Interest-calculation methodologies described within this tariff,

—«"Annual Review Period2" means the historic twelve-month period
betweenending_December 3 1st. covering the apnual-adjustments—of-the-SECPercentage
Rate—Ferqualifying Capital Rider Investment.

"Reconciliation Period" means the preceding years’ Annual Review Period. by
which the firstyearbeyendauthorized Capital Rider ICCOVCIV shall be oompaled with

the attsition-year-of-the base rate case; this—+ : noethiiea
Me%—meﬂﬂkpmae%aw&*mﬁwes—be&eeﬁmmgﬂ—yem ractual Capital Rider

—_ISSUED: January-10, 2014
—  August 28, 2015 EFFECTIVE: Eebruary10;2014August 28,
2015
Bk
BY:
Deron E. Allen
109 WeiiWiehl Street
PRESIDENT

Chattanooga, Tennessee -37403
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recovery. The difference between the authorized recoveries and the—start—efthe
subsequent-ealendaryear-actual recoveries.

“Authority?' Commission' means the Tennessee Regulatory—AutherityPublic
Utility Commission.

“Budget-to-Actual-Adjustment’means-the-adjustment-to-SEC for-the-applicable-coming-annual
period-dueto-the-difference-between-the Forecasted-SEC-Investment-and-Expense-Amount-and
the-Actual SEC Tnvestimentand-Lxpense-Amount:

—«"Consumer Advocate2'' means the Consumer Advocate and Protection Unit in
the Financial Division of the Office of the Tennessee Attorney General.

——«"QOQver-Under Collection Adjustment?' means the adjustment to SEC forthe
applicable eeming-annualto the historic test period due-teassociated with the netdifference

__ISSUED: JanpaeyH2004——— —————————
= August 28, 2015 EFFECTIVE: February10,2044August 28,
2015
BY
BY:
Deron E. Allen
109 WeiklWiehl Street
PRESIDENT

Chattanooga, Tennessee -37403
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between authorized revenue amount efever-eorunderand actual collections: for the
preceding period. also referred to as the Reconciliation Period

—=«"Relevant Rate Order2" means the final order of the AutherityCommission in
the most recent rate case of the Company fixing the rates of the Company or the most
recent final order of the AutherityCommission specifically prescribing or fixing the
factors and procedures to be used in the application of this Rider.

3. 3. General Description

SEC allows the Company to recover outside of a rate case its qualifying incremental non-
revenue producing plant infrastructure investment and expenses—, subject to the limitations
described elsewhere in this tarif. For purposes of this Rider, qualifying SEC investment
includes the following:

-Distribution and Production Infrastructure —— Distribution, production, and other
infrastructure that may be identified as being for the purpose of safety and environmental
compliance.

__ISSUED: January W 2004——————————————
—_ August 28, 2015 EFFECTIVE: February10,2014August 28,
2015
BY
BY:
Deron E. Allen
109 WeiklWiehl Street
PRESIDENT

Chattanooga, Tennessee -37403
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Safety and Environmental Expenses — Operational expenses similar to other
expenses authorized in previous rate cases that are specifically new expenses for safety
and environmental compliance or to support safety and environmental compliance utility
plant.

-SEC Investment is to be identifiable on the Cempany-sCompany's books and segregated
into the following general accounts:

Account 331 — Transmission & Distribution Mains;
Account 333 — Services,

Account 334 —— Meters & Meter Installations;
Account 335 — Hydrants;

Account 320 — Water Treatment Equipment, Non-Media;
Account 311 — Pumping Equipment;

- Account 303 — Land and Land Rights;

_Account 304 — Structures and Improvements;

_Account 306 — Lake, River, and Other Intakes;

Account 307 — Wells and Springs;

Account 309 — Supply Mains;

_Account 310 — Power Generation Equipment;

_Account 330 — Distribution Reservoirs and Standpipes; and

_Account 330003 —— Capitalized Tank Painting.

__ISSUED: January-10,2014
— August 28, 2015 EFFECTIVE: February-10;2044August 28,
2015
B
BY:
Deron E. Allen

109 WeihlWiehl Street
PRESIDENT

Chattanooga, Tennessee -37403
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4; 4. Determination of the Safety and Environmental Compliance Program
Percentage Rate

(A) The SEC percentage shall be expressed as a percentage carried to two (2) decimal places.
The SEC percentage shall be applied to the total amount billed to each Customer based
on the Cempany’sCompany's otherwise applicable rates and charges.

(B) The SEC percentage shall be calculated on an annual prespeetivehistoric basis as follows:

FORECASTEDHistoric SEC Investment Amount
—Less: SEC Plant Retirements (Net of Cost of Removal & Salvage)
—Less: Contributions in Aid of Construction
—Less: Accumulated Depreciation
—Less: Accumulated Deferred Income Taxes

Net Eorecasted-SEC Qualifying Investment

Multiplied by the Pre-Tax ROR set forth in the Relevant Rate Order

ISSUED: Januney-10,2014
August 28, 2015 EFFECTIVE: February10;2014August 28,
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Deron E. Allen
109 WeikiWichl Street

PRESIDENT
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Allowed ForecastedHistoric SEC Pre-Tax Return
Plus; Depreciation Expense on SEC Investment during the Attrition Period
Plus: Property Taxes on SEC Investment incurring during the Attrition period

Plus: Franchise Taxes
Plus; Safety and Environmental Compliance Operational Expenses
Plus: Deferred Return (SEC)
Subtotal FereeastedHistoric SEC Revenue Requirement Before Revenue Tax

——Divided by 1 minus the following:

Forfeited Discounts Rate

Plus: Uncollectible Expense Rate

Plus: Gross Receipts Tax Rate
—TFotal-ForecastedSubtotal Historic SEC Revenue Requirement

Multiplied by: Rate Base Limitation Factor

Equals: Total Historic SEC Revenue Requirement

Plus/Minus: Over/Under Recovery Amount of SEC revenue from preceding

filin
Subiject to: Excess Earnings (if applicable)
__ISSUED: Janunry- 102014
—  August 28, 2015 EFFECTIVE: ¥February10;2014August 28,
2015
BY.:
BY:
Deron E. Allen
109 WeiklWichl Street

PRESIDENT
Chattanooga, Tennessee -37403
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Fquals: Total SEC Revenue Requirement

Divided by: Relevant Rate Order Volumetric & Metered Revenue

SEC Percentage Rate

Where:

Accumulated Depreciation = Accumulated depreciation calculated by debiting for
ForecastedHistoric SEC plant removed from service, and crediting for new accumulations
using rates approved in the Relevant Rate Order on new investments, less retirements and
CIAC.

Accumulated Deferred Income Taxes = An average of the fereeastedhistoric
accumulated deferred income taxes related to qualified fereeastedhistoric SEC
investment at the beginning and end of the year.

Contributions in Aid of Construction = Non-investor supplied funds used in the
construction of fereeastedhistoric SEC infrastructure.

ISSUED: Januwaey10, 2014
August 28, 2015 EFFECTIVE: February-10-2014August 28,
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Deron E. Allen
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Depreciation Expense = ForeeastedHistoric cumulative qualified SEC investment net of
retirements and CIAC, multiplied by depreciation rates approved in the Relevant Rate
Order.

Forfeited Discount Rate = EorecastedHistoric SEC Revenue Requirement before
gross receipts taxes, uncollectible expense and forfeited discounts multiplied by
composite forfeited discount factor approved in the Relevant Rate Order.

Franchise Taxes = ForeeastedHistoric cumulative qualified SEC investment multiplied
by composite franchise tax rate approved in the Relevant Rate Order.

Gross Receipts Tax Rate = Forecastedlistoric SEC Revenue Requirement before
gross receipts taxes, uncollectible expense and forfeited discounts multiplied by
composite gross receipts tax rate approved in the Relevant Rate Order.

Property Taxes = EorecastedHistoric cumulative qualified SEC investment multiplied by
composite property tax rate approved in the Relevant Rate Order.

ISSUED: January 10, 2004——————————

- August 28, 2015 EFFECTIVE:' -Felémmw—mh,éﬂl«fmugust 28,
2015
BY:
BY:
Deron E. Allen
109 WeihlWiehl Street

PRESIDENT
Chattanooga, Tennessee -37403
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SEC Plant Retirements = EorecastedHistoric SEC plant removed from service net of
any associated cost of removal and salvage.

Forecasted SEC Investment Amount = Average forecastedhistoric SEC additions
to plant infrastructure as described in Section 3, computed by use of average of 12
end-of-month balances.

Safety and Environmental Compliance Expenses = the incremental operational
expenses similar to other expenses authorized in previous rate cases that are specifically
for safety and environmental compliance or to support safety and environmental
compliance utility plant.

Uncollectible Expense = ForecastedHistoric SEC Revenue Requirement before gross
receipts taxes, uncollectible expense and forfeited discounts multiplied by composite
uncollectible factor approved in the Relevant Rate Order.

__ISSUED: January W 2004—
— August 28, 2015 EFFECTIVE: Eebruary10,2014August 28,
2015

BY:

Deron E. Allen
109 WeikiWiehl Street

PRESIDENT
Chattanooga, Tennessee -37403
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Volumetric & Metered Revenue = the revenues authorized in the Relevant Rate Order
for volumetric water sales, meter charges, and private fire service charges.

(C) The total amount to be recovered through the SEC is the SEC Percentage Rate as adjusted
for the Annual-Reeconciliation—Factor—Percentage—Rate:Over/Under balance from the
preceding vear, subject to excess earnings and subject to the Rate Base Limitation Factor.

5 (D) Determination of the Annual ReceneilintionRate Base Limitation Factor
PercentageRate

#ol. The Annual-ReconciliationRate Base Limitation Factor Pereentage-shall be
expressed as a percentage carried to two (2) decimal places. The Annual
ReeenciliationRate Base Limitation Factor Pereentage-shall be applied to-the-total
chargesthe calculation of Historic Net Capital Rider Investment.

B)2. The AnnualReeoneiliationRate Base Limitation Factor Percentage Rate-will be
computed as follows:

— PlusOver-Under-Coleetion-Adjustment

__ISSUED: danuary-H 2044
— August 28, 2015 EFFECTIVE: Eebruary 10;2044August 28,
2015
BY-
BY:
Deron E. Allen
109 WeiklWiehl Street
PRESIDENT

Chattanooga, Tennessee -37403
11
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——————PlusInterest

i LR iliation

— Divided-by- 94 2-of the- Current Rate Base

Less: Relevant Rate Order Vohunetrie-&Metered-RevenueRate Base

ACTUALSEC- Maximum Capital Rider Investment-Ameunt-for-the-Annual-Review

LessContributions in-Add-ef Construetion

__ISSUED: Janunry-H0,2044
—  August 28, 2015 EFFECTIVE: February-10,2014August 28,
2015
B
BY:
Deron E. Allen
109 WeikdWiehl Street

PRESIDENT
Chattanooga, Tennessee -37403

12




TENNESSEE-AMERICAN WATER COMPANY ___TRANO.19__
OriginalFirst Revised Sheet No. 12—
SEC-13

Cancelling Original Sheet No. 12-SEC-13

Net-Actual-SECDivided by Sum of:

Net QIIP Qualifying Investment

AHowed-Aetual Plus: Net SEC Pfe—"Fax—ReRﬁ'-ﬁOua!il'v ing [nvestment

Plus—uneeﬂeet-l-hqle—b*peﬂs&l%a{e

__ISSUED: Janunry-10;2014
— August 28, 2015 EFFECTIVE: February-10;2014August 28,
2015
BY-
BY:
Deron E. Allen
109 WeildWiehl Street

PRESIDENT
Chattanooga, Tennessee -37403

13




BY:

TENNESSEE-AMERICAN WATER COMPANY ____TRANO.19__

OriginalFirst Revised Sheet No. 12-
SEC-14

Cancelling Original Sheet No. 12- SEC-14

Plus: Net EDI Qualifving Investment

Equals: Rate Base Limitation Factor (not to exceed 100%)

Where:

Aeeumu%ﬂed—ﬂepreamen—&eeum&m&depwaﬂ%&ea%&#ﬁed—bydeb&mﬁef

Forecasted-SEC plantremovedfrom-service-and-crediting fornew-aceumit lations-usinge
rates-approved-in- _the Relevant Rate-Orderon-new-investments, less-retirements-and
AL

Aceumulated-Current Rate Base = The thirteen (13) month average Rate Base using
methods adopted in the Company’s most recent rate case. The source of this information
will be the monthly 3.06 reports submitted by the Company to the Commission.

Relevant Rate Order Rate Base = means the final ordered rate base in most recent final
order of the Authority specifically prescribing or fixing the general rates of the Company.

OQIIP Qualifying Investment = means the Net OTIP Qualifying Investment as determined
in the calculation of the Qualified Infrastructure Improvement Program Percentage Rate.

[\

o)
x

__ISSUED: January- 152014
— _ August 28, 2015 EFFECTIVE: February-10;2014August 28,

Deron E. Allen

109 WeildWichl Street

PRESIDENT

Chattanooga, Tennessee -37403
14
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SEC Oualifying Investment = means the Net SEC Qualifying Investment as determined
in the calculation of the Safety and Environmental Compliance Program Percentage Rate.

EDI Qualifying Investment = means the Net EDI Qualifying Investment as determined
in the calculation of the Economic Development Investment Program Percentage Rate.

(E) Determination of the Deferred Income Faxes=An-average-of the-actual-accumulated-deferred
income-taxesReturn

1. Purpose: The purpose of the Deferred Return is to eliminate Regulatory Lag related to
aetual-SEC-qualifying Capital Rider investment-at-the-beginning-and-end.

2. The Deferred Return shall be expressed as a dollar amount. The Deferred Return
shall be subject to the Rate Base Limitation Factor.

3. The Deferred Return will be computed as follows:

Net SEC Qualifying Investment

Multiplied by:

Carrying Percent:

Pretax Rate of Return as Calculated in the Company’s most recent rate case.

Divided by:
Twelve (12)

Multiplied by:

Carrying Charge Period

Equals: Carrying Percent

__ISSUED: January 102014
— August 28, 2015 EFFECTIVE: February-10,2014August 28,
2015
BY.
BY:
Deron E. Allen
109 WeikiWiehl Street
PRESIDENT

Chattanooga, Tennessee -37403
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Equals: Deferred Return

4. The Carrying Charge Period will be expressed as a number of months, measured as
the mid-point of the Annual Review Period through the mid-point of the year: in
which corresponding Capital Rider Surcharge rates are collected:

c bubtions-in-Aid-of Construction=Non-i , Lied-funds Lined
construction-ofactual- SECnfrastrueture:

Bepreaahon—E*pmse—M%umah%w&q&al%d—&E@mve%eﬂ%ﬂ%ﬂl
-eciationrates-approved-in-the RelevantRate

Gpm—kmeﬂmMm—AemM—%Re%Rewiemeﬂ%bﬁweﬁew
taxes—uncolectible expense-and-forfeited-discounts-multiplied-by-composite-gross
receipts-tax-rate-approved-in-the Relevant Rate Order:

WH&&J&MW&&H&H&&&EGW&&W phied-by

__ISSUED: —January-10;2014
— _August 28, 2015 EFFECTIVE: Eebruary10,2014August 28,
2015
1By
BY:
Deron E. Allen
109 WeikiWiehl Street
PRESIDENT

Chattanooga, Tennessee -37403
16
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WHWWMHWWWHHMMH%&&Q{&&

(D)—Computation-of-the-Over-Under Collection-Adjustment:

ISSUED: January 102044
= August 28, 2015 EFFECTIVE: Eebruary10,2044August 28,
2015
BY:
BY:
Deron E. Allen
109 WeiklWichl Street
PRESIDENT

Chattanooga, Tennessee -37403
17
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M&MWM%MMW#MM&
for-the-Annual-Review Period—The-difference-between-the- Total- SEC-Cellected-from
%ﬂé%i%%&%%ﬂewmﬂm#&%mﬂ%&wm

E>-Where:

Collection Period Months = The twelve-month period in which the surcharge is
collected.

Example: Assume an atirition period of the twelve-month period ending December

31,2019. The mid-point of the Attrition Period would be July 1, 2019. Assume a

filing on March 1. 2020, with a Commission decision issued July 1, 2020. The

collection period would be the twelve-month period from July 1. ?0”0 through June

30. 2021, with a mid-point of January 1, 2021, producing an eighteen-month Carrying
Charge Period.

(F) Computation of the Earnings Test Adjustment.

1 the-earningslf the earnings, amended to reflect regulatory adjustments adopted by the
Commission in the Company’s most recent rate case, attained by the Company for the
Annual Review Period exceed the earnings allowed for the Annual Review Period by
applylng the overall rate of return authorlzed in the Relevant Rate Order-then-any-sueh

: —H the-earnings-attained-by-the

__ISSUED: January- 102044
— August 28, 2015 EFFECTIVE: February10:-2014August 28,
2015
BY-:
BY:
Deron E. Allen
109 WeihiWichl Street
PRESIDENT

Chattanooga, Tennessee -37403
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RMWP&MWWMM%GQWHMM&W&W&%%%
no-Earnings Test Adjustment-shall-be-recognized; then no such Capital Rider Surcharge
shall be applied.

Eﬁwremﬂenfea-l—(:empl-mﬂee% dei—baseekml_ﬂ*&pm_%eveﬁﬂe&eeueﬁed—ﬂndﬂ%h%m
for the-Annual Review-Period-for-purposes-of computingnew-rate-adjustments:

¢E_(G) Computation of Interest.

Interest will be computed as follows:

Budget-to-Actual Adjustment
—Plus: Over-Under Collection Adjustment
—Plus: Earnings Test Adjustment

- Total Amount Subject to Interest
- Interest Rate Multiplied by 50%

__ISSUED: January-10;2014

— August 28, 2015 EFFECTIVE: Eebruary-10;2014August 28,
2015

DV:

3

BY:

Deron E. Allen
109 WeiklWiehl Street

PRESIDENT
Chattanooga, Tennessee -37403
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- Total Interest

_Where £
"Interest Rate2" = equals the prime rate value published in the «'Federal Reserve

Bulletin2" or in the Federal Reserve’s “Selected Interest Rates” for the most recent
preceding month.

6= 5. New Base Rates

The SEC rider will be reset at zero upon the establishment of new base rates to
customer billings that provide for the prospective recovery of the annual costs that had
theretofore been recovered under the SEC. -Thereafter, only the costs of new SEC eligible plant
additions that have not previously been reflected in the Company*sCom pany's rate base, would be
reflected in new annual prospective SEC filings.

71— 6. Annual SEC Percentage RateFiling

On-orbefore-December-of each-year with the Commission

__ISSUED: January-10,2044
— August 28, 2015 EFFECTIVE: February10;2014August 28,
2015
BY:
BY:
Deron E. Allen
109 WeikiWich] Street

PRESIDENT
Chattanooga, Tennessee -37403
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On or before March 1 of each year, the Company shall submit to the Autherity
aCommission calculation of the SEC PercentageRate-for the following-calendaryear—The-Annual
SEC Pereentage Rate- Annual Review Period. including a reconciliation of the actual SEC revenue
from the Reconciliation Period with authorized revenue. The Annual Filing shall be verified by
an officer of the Company. _The-Annual-SEC Percentage-Rate-Filing-shal-includea-calentationto
Wﬁ%%&%ﬁme%tm&w&mwmﬁw
WMWMW%SE@&%MMMMW%I he Annual
Reconciliation Factor Percentage Rate shall become effective on January-+May1 of each year and
be applied as an adjustment to Customers’Customers' bills for the remainder of the calendar year.

——mgampm%mmgﬁmm%w&emwmﬂw#eﬂwnﬂmtm

The-Company-will-simultaneously-copy-the- Consumer-Advocate-on s-Annual-SECPereentage

Ruite Filiie:
ISSUED: January- 102014
—  August 28,2015 EFFECTIVE: Eebruary-10;2014August 28,
2015
BY-
BY:
Deron E. Allen

109 WeikiWiehl Street

PRESIDENT
Chattanooga, Tennessee -37403
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8. Annual Reeoneilintion Filing with-the-Authority

— Onerbefore March-1-of each-yearthe Company-shat-submit-to-the-Autherity-a-reconeiliation
Reconciliation Filingshall-be-verified by-an-officerof the-Company-—Fhe-annual-reconeiliat ton-shall
Rev—iew—PeFiﬁE**ﬁe—H-H-&H&GMQW-IMIWSWWWMW%E%%)HGF
MWMH%%|M%M91M%&WH1M%W%|H—#

—JMaﬂw#Hmhmmﬁs%ﬂﬂm%waethﬁﬂmg%%ﬂew%Mm—m
minimume The Company will include in its Annual Filing the following information at a
minimum: (a) a schedule of all journal entries made related to this Rider for the Annual Review
Period, including any related general ledger support, (b) actual billing determinants by month as
used in the computation of the Total SEC Collected from Customers for the Annual
ReviewReconciliation Period, (c) capitalization policy effective for the Annual Review Period,
(d) computation of the Annual Reconciliation Factor Percentage Rate, including the detailed
calculation of each component, (e) schedules of the Actual SEC Investment Amount and Actual
Safety and Environmental Compliance Operational Expenses, including related general ledger
support, (f) a schedule of any proposed prior period adjustments, (g) an affirmative statement of
whether the Company is aware of any changes in market conditions or other factors that may
affect whether the Rider is still in the public interest, including the identification of such factors

_ ISSUED: Janunry-H:2014
—  August 28, 2015 EFFECTIVE: Eebruary10,2014August 28,
2015
BY:
BY:
Deron E. Allen
109 WeildWiehl Street
PRESIDENT

Chattanooga, Tennessee -37403
22
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if they exist, (h) the cumulative amount of SEC collected from customers under this Rider, and
(i) such other information as the Authority may direct.

The Company will simultaneously copy the Consumer Advocate on its Annual
Recenciliation-Filing.

9. 7. Notice Requirements

The Company will file revised tariffs for Authority approval upon 30 days*days'
notice to implement a decrement or an increment each January 1 and April 1.- Along with the
tariff filing, the Company will include a copy of the computation of the new rate adjustment.
The Company will simultaneously copy the Consumer Advocate on this filing.

10 8. Public Interest Review

Nothing herein shall be construed to eliminate or otherwise restrict the opportunity of the
Consumer Advocate or any other interested party from seeking a review of this Rider, as
permitted by law and the rules and regulations of the Authority, for areconsideration of whether
it remains in the public interest.

__ISSUED: January-H0;2014
—_— August 28, 2015 EFFECTIVE: Eebruary-10;2014August 28,
2015
By
BY:
Deron E. Allen

109 WeikiWiehl Street
PRESIDENT
Chattanooga, Tennessee -37403
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CLASSIFICATION OF SERVICE

ECONOMIC DEVELOPMENT INVESTMENT PROGRAM — RIDER

¥ 1. Applicability

—In addition to the other charges provided for in this Tariff under Service
Classifications
Residential, Commercial, Industrial, Other Public Authority, Sales for Resale, and Private
Fire, aan Economic Development Investment Program ¢{("EDI=)") Rider will apply to
customers in all service areas.

The above rider will be recomputedcomputed annually-and-be-adjusted

__ISSUED: dnnuary- 12044
—  August 28, 2015 EFFECTIVE: February19;2044August 28,
201
BY
BY:
Deron E. Allen
109 WeihiWiehl Street

PRESIDENT
Chattanooga, Tennessee -37403
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2. 2. Definitions

For the purposes of this Rider:

—"Actual EDI Investment Amount“"" means the amount of actual capital investment
and associated operating expenses of the Company for the Economic Development
Investment Program and not otherwise included in current base rates. -At the time of the
Cormpany-sCompany's next general rate case proceeding, all prudently incurred Actual
EDI Investment Amounts associated with this Rider shall be included in base rates.

——="Annual Reconciliation Factor>-means-an'' = The adjustment factor necessary
to true-up-increase/decrease base rates frem—forecasted—costs—to—the—actual-costs—ineurred
through-appheation-of-1)-the-Budget-to-Aetual- Adjustment-and-2)-the- Over-UnderCollection
Adjustment—and—the 3)Earnings—Test-Adjustment—as-adjusted—fortnterestbased upon the
calculation methodologies described within this tariff.

—"Annual Review Period2—smeans—the—" = The historic twelve-month period
betweenending December 3 1*, covering the qualifying Capital Rider investment.

""Reconciliation Period" = The preceding years’ Annual Review Period, by which the
annual-adjustments-efauthorized Capital Rider recovery shall be compared with the EBt

__ISSUED: JapgaeyH20040——
—__ August 28, 2015 EFFECTIVE: February10,2014August 28,
2015
BY:
BY:
Deron E. Allen
109 WeikiWiehl Street
PRESIDENT

Chattanooga, Tennessee -37403
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attrition—yearactual Capital Rider recovery. The dlﬂt,rem.e between the authorized
recoveries and thestartofthe-subsequent-ealendar-year—actual recoveries.

— “Autherity2" Commission' means the Tennessee Regulatory—Authority:-Public
Utility Comimission.

“Budget-to-Actual-Adjustment’ means-the-adjustment-to-EDHor-the-applicable coming-annual
period-due-to-the-difference-between-the Forecasted-EDHuvestment-an o Expense-Amount-and
the Actual EDHnvestment-and-Expense-Ameount:

«"Consumer Advocate?'" means the Consumer Advocate and Protection Unit in the
Financial Division of the Office of the Tennessee Attorney General.

— sDapeeasted-EPHnvestment-Amount means-the-amount-of forecasted-capital-investment-of
the-Company-for-the Eeonomic Development-lnvestment-Program-and-net-otherwise-ineluded-in
__ISSUED: Jampaey—H 2014
= August 28, 2015 EFFECTIVE: Eebruary-10,2014August 28,
2015
B
BY:
Deron E. Allen
109 WeihiWiehl Street
PRESIDENT

Chattanooga, Tennessee -37403
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—="Over-Under Collection Adjustment?" means the adjustment to EDI for-the
applicable eeming-annualto the historic test period duetoassociated with the
netdifference between authorized revenue amount ef-ever-or-underand actual collections:
for the preceding period, also referred to as the Reconciliation Period.

—""Relevant Rate Order2'" means the final order of the AutherityCommission in
the most recent rate case of the Company fixing the rates of the Company or the most
recent final order of the Authority specifically prescribing or fixing the factors and
procedures to be used in the application of this Rider.

4: 3. General Description

——EDI allows the Company to recover outside of a rate case its qualifying
incremental non-revenue producing plant infrastructure investment-and-expenses--, subject to the
limitations described elsewhere in this tariff. For purposes of this Rider, qualifying EDI investment
includes the following:

D Distribution, Production, and Other Infrastructure — Distribution, production,
(T) and other infrastructure that may be identified as being for the purpose of economic
(T) development i Hre-intrasts j a e

__ISSUED: S S22
— August 28, 2015 EFFECTIVE: February-10;2044August 28,
2015
BY:
Deron E. Allen
109 VeiklWiehl Street
PRESIDENT

Chattanooga, Tennessee -37403
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Economic Development Expenses — Operational expenses that are specifically to
support economic development and economic development investment utility plant.

—EDI Investment is to be identifiable on the Cempany’sCompany's books and
segregated into the following general accounts:

Account 331 —— Transmission & Distribution Mains;
Account 333 — Services;
Account 334 —— Meters & Meter Installations;
Account 335 — Hydrants;
Account 320 — Water Treatment Equipment, Non-Media;
Account 311 — Pumping Equipment;
—_Account 303 — Land and Land Rights;
_ Account 304 — Structures and Improvements;
__Account 306 — Lake, River and Other Intakes;
_ Account 307 — Wells and Springs;
___Account 309 — Supply Mains;
_Account 310 — Power Generation Equipment;
(T) Accornt- 34—  “Fransportation-Equipment:
_ Account 330 — Distribution Reservoirs and Standpipes; and
_ Account 330003 — Capitalized Tank Painting.

__ISSUED: L &
S Aungust 28, 2015 EFFECTIVE: Eebruary10:2014August 28,
2015
BY:
BY:
Deron E. Allen
109 WeiklWiehl Street

PRESIDENT
Chattanooga, Tennessee -37403
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5; 4. Determination of the Economic Development Investment Program
Percentage Rate

(A) The EDI percentage shall be expressed as a percentage carried to two (2) decimal
places. -The EDI percentage shall be applied to the total amount billed to each Customer
based on the Company sCompany's otherwise applicable rates and charges.

(€)B) The EDI percentage shall be calculated on an annual prospective basis as follows:

FORECASTED Historic EDI Investment Amount

Less: EDI Plant Retirements (Net of Cost of Removal & Salvage)
Less: Contributions in Aid of Construction

Less: Accumulated Depreciation

Less: Accumulated Deferred Income Taxes

_ Net EorecastedHistoric EDI Qualifying Investment

_ Multiplied by the Pre-Tax ROR set forth in the Relevant Rate Order

__ISSUED: Januney- 10,2014
—__ August 28, 2015 EFFECTIVE: Eebruary10,2014August 28,
2015
R
BY:
Deron E. Allen
109 WeibiWiehl Street

PRESIDENT
Chattanooga, Tennessee -37403
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___Allowed EerecastedHistoric EDI Pre-Tax Return
Plus: Depreciation Expense on EDI Investment
Plus: Property Taxes on EDI Investment during the Annual Review Period
Plus: Franchise Taxes

Plus; Economic Development Operational Expenses
Plus: Deferred Return (EDI)

Subtotal FerecastedHistoric EDI Revenue Requirement Before Revenue Tax

Divided by 1 minus the following:
Forfeited Discounts Rate
Plus: Uncollectible Expense Rate
Plus: Gross Receipts Tax Rate
— TetalForecastedSubtotal Historic EDI Revenue Requirement

Multiplied by: Rate Base Limitation Factor

Fquals: Total Historic EDI Revenue Requirement

Plus/Minus: Over/Under Recovery Amount of EDI revenue from
preceding filing

__ISSUED: January-10,2014
S August 28, 2015 EFFECTIVE: Eebruary10,2044August 28,
2015
BY:
BY:
Deron E. Allen
109 WeiklWiehl Street
PRESIDENT

Chattanooga, Tennessee -37403
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EDI-8
Cancelling Original Sheet No. 12-EDI-8

Subject to: Excess Earnings (if applicable)

Equals: Total EDI Revenue Requirement

Divided by Relevant Rate Order Volumetric & Metered Revenue

EDI Percentage Rate

Where:

Accumulated Depreciation = Accumulated depreciation calculated by debiting for
Fereeasted
Historic EDI plant removed from service, and crediting for new accumulations using

rates approved in the Relevant Rate Order on new investments, less retirements and
CIAC.

Accumulated Deferred Income Taxes = An average of the forecasted accumulated
deferred income taxes related to qualified fereeastedHistoric EDI investment at the
beginning and end of the year.

__ISSUED: FsneiryH 200
—  August 28, 2015 EFFECTIVE: February-10;2014August 28,
2015
BY:
BY:
Deron E. Allen
109 WeiklWiehl Street
PRESIDENT

Chattanooga, Tennessee -37403
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EDI-9
Cancelling Original Sheet No. 12-EDI-9

Contributions in Aid of Construction = Non-investor supplied funds used in the
construction of fereeastedHistoric EDI infrastructure.

Depreciation Expense = EorecastedHistoric cumulative qualified EDI investment net
of retirements and CIAC, multiplied by depreciation rates approved in the Relevant
Rate Order.

Forfeited Discount Rate = FoereecastedHistoric EDI Revenue Requirement before
gross receipts taxes, uncollectible expense and forfeited discounts multiplied by
composite forfeited discount factor approved in the Relevant Rate Order.

Franchise Taxes = ForeeastedHistoric cumulative qualified EDI investment multiplied
by composite franchise tax rate approved in the Relevant Rate Order.

Gross Receipts Tax Rate = FereeastedHistoric EDI Revenue Requirement before
gross receipts taxes, uncollectible expense and forfeited discounts multiplied by
composite gross receipts tax rate approved in the Relevant Rate Order.

__ISSUED: drns— 201
—  August 28, 2015 EFFECTIVE: February10;-2014August 28,
2015
BY
BY:
Deron E. Allen
109 WeikiWiehl Street
PRESIDENT

Chattanooga, Tennessee -37403




BY:

TENNESSEE-AMERICAN WATER COMPANY __ TRANO.19__
OvriginalFirst Revised Sheet No. 12-
EDI-10
Cancelling Original Sheet No. 12-EDI-10

Property Taxes = EorecastedHistoric cumulative qualified EDI investment multiplied
by composite property tax rate approved in the Relevant Rate Order.

EDI Plant Retirements = EerecastedHistoric EDI plant removed from service net of
any associated cost of removal and salvage.

ForeeastedHistoric EDI Investment Amount = Average forecastedHistoric EDI
additions to plant infrastructure as described in Section 3, computed by use of
average of 12 end-of-month balances.

Economic Development Expenses = the incremental operational expenses that are
specifically to support economic development or economic development utility plant.

Uncollectible Expense = EoreeastedHistoric EDI Revenue Requirement before gross
receipts taxes, uncollectible expense and forfeited discounts multiplied by composite
uncollectible factor approved in the Relevant Rate Order.

__ISSUED: January 10,2044 ——————————————
—  August 28, 2015 EFFECTIVE: Eebruary10;2014August 28,
2015

=]
'.'.<

Deron E. Allen
109 WeihlWiehl Street

PRESIDENT

Chattanooga, Tennessee -37403
10
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OviginalFirst Revised Sheet No. 12-
EDI-11
Cancelling Original Sheet No. 12-EDI-11

Over/Under Recovery Amount = The difference between the amount of EDI revenue
requirement authorized in the most recent EDI filing and that EDI revenue actually
recovered through the EDI surcharge.

Volumetric & Metered Revenue = the revenues authorized in the Relevant Rate Order
for volumetric water sales, meter charges, and private fire service charges.

&) The total amount to be recovered through the EDI is the EDI Percentage Rate as
adjusted for the Annual-ReconeciliationHactor Percentage RateOver/Under balance from

the preceding year, any excess earnings and subject to the Rate Base Limitation Factor.

7:(C)Determination of the Annual ReeeneilintionRate Base Limitation FactorPereentage
Rate

1. A)——The Annual-ReceneiliationRate Base Limitation Factor Percentage-shall be
expressed as a percentage carried to two (2) decimal places. The Annual
ReeoneciliationRate Base Limitation Factor Pereentage-shall be applied to-the-total
chargesthe calculation of Historic Net Capital Rider Investment.

__ISSUED: Japuamry 10,2004
— August 28, 2015 EFFECTIVE: February10,2014August 28,
2015
BY:
BY:
Deron E. Allen
109 WeiklWiehl Street
PRESIDENT

Chattanooga, Tennessee -37403
i1
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OriginnlFirst Revised Sheet No. 12-
EDI-12
Cancelling Original Sheet No. 12-EDI1-12

2. BYy——The Annual-ReconciliaionRate Base Limitation Factor PercentageRate-will
be computed as follows:

——Plus Over-Under-CollectionAdjustment

———Annual-Reeoneiliation-Amount

—Divided-by-942-of the-Current Rate Base
Less: Relevant Rate Order Volumetrie-& Metered-RevenueRate Base

Q R l_ReeQ 1e i ] i H‘.i on I'I‘,:I .“5 i I!“].E. ‘H:HH EE R HEE

—— The-Budget-to-Actual- Adjustment-will be-computed-asfolows:

ISSUED: January-10:2014

— August 28, 2015 EFFECTIVE: Eebrunry-10,2014August 28,
2015
BY
BY:
Deron E. Allen
109 WeikiWiehl Street
PRESIDENT

Chattanooga, Tennessee -37403
12




TENNESSEE-AMERICAN WATER COMPANY ___TRANO.19_

EDI-13
Cancelling Original Sheet No. 12-EDI-13

ACTUAL-EDL-Maximum Capital Rider Investment-Ameuntfor the-Annual-Review

Period
Less-Contributions-in-Aid-of Construetion
oy lated T ‘_ i

Net-Aetual-ERIDivided by Sum of:

Net QIIP Qualifying Investment

Multiplied-by-the-Pre-Tax ROR-set-forth-in-the Relevant-Rate-Order

AHowed-Actual EDI Pre-TaxReturn

PI”S I;EIEI‘E-‘!""]‘ YA I 3']38!4.“!3

Plus Property Taxes

Plus-Economi ' : serational-Expenses

Divided-by-—-minus-the-folowing:

Forfeited DiscountsRate

Plus-Uneoleectible-Expense Rate
__ISSUED: January 102004—————————————
—  August 28, 2015 EFFECTIVE: Eebruary10;2014August 28,
2015
T

BY:
Deron E. Allen

109 WeiklWiehl Street

PRESIDENT
Chattanooga, Tennessee -37403

13
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Cancelling Original Sheet No. 12-ED1-14

B i s fo-ActualA | tment

Plus: Net SEC Qualifying Investment

Plus: Net EDI Qualifying Investment

Equals: Rate Base Limitation Factor (not to exceed 100%)

Where:
Acenmulated Deprecintion=-Accumlated-depreeiation-caleulated-by-debitingfor
Eoreeasted-bHphutremeved from service. srechitingtor whations-tn
rates-approved-in-the-Relevant-Rate-Orderonnew-investments—lessretirements-and
e
Aceunntated-
__ISSUED: January- 10,2014
—_ August 28, 2015 EFFECTIVE: Eebruary10;2014August 28,
2015
BY:
BY:
Deron E. Allen
109 WeihlWiehl Street

PRESIDENT
Chattanooga, Tennessee -37403

14




TENNESSEE-AMERICAN WATER COMPANY ___TRANO.19__
OriginalFirst Revised Sheet No. 12-
EDI-15

Cancelling Original Sheet No. 12-EDI-15

Current Rate Base = The thirteen (13) month average Rate Base using methods adopted
in the Company’s most recent rate case. The source of this information will be the
monthly 3.06 reports submitted by the Company to the Commission.

Relevant Rate Order Rate Base = means the final ordered rate base in most recent final
order of the Authority specifically prescribing or fixing the general rates of the Company.

OIIP Qualifying Investment = means the Net QIIP Qualifying Investment as
determined in the calculation of the Qualified Infrastructure Improvement Program
Percentage Rate.

SEC Qualifying Investment = means the Net SEC Qualifying Investment as determined
in the calculation of the Safety and Environmental Compliance Program Percentage Rate.

EDI Qualifying Investment = means the Net EDI Qualifying Investment as determined
in the calculation of the Economic Development Investment Program Percentage Rate.

(D) Determination of the Deferred Ineome Faxes—An-average-of the-actual-aceumulated
deferred-incometaxesReturn
1. Purpose: The purpose of the Deferred Return is to eliminate Regulatory Lag related
to actual EDI-qualifying Capital Rider investment-at-the-beginning-and-end.
2. The Deferred Return shall be expressed as a dollar amount. The Deferred Return
shall be subject to the Rate Base Limitation Factor.
3. The Deferred Return will be computed as follows:

Net SEC Qualifying Investment
Multiplied by:

Carrying Percent:

__ISSUED: January- 10,2014
— August 28, 2015 EFFECTIVE: February10,2014August 28,
2015
BY-
Deron E. Allen
109 WeiklWiehl Street
PRESIDENT

Chattanooga, Tennessee -37403
15
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EDI-16
Cancelling Original Sheet No. 12-EDI-16

Pretax Rate of Return as Calculated in the Company’s most recent
rate case.

Divided by:
Twelve (12)
Multiplied by:

Carrying Charge Period

Equals: Carrying Percent

Equals: Deferred Retwin

1. The Carrving Charge Period will be expressed as a number of months,
measured as the mid-point of the Annual Review Period through the mid-
point of the year: in which corresponding Capital Rider Surcharge rates are
collected:

construetion-oFactual-EDIanfrastruetures

__ISSUED: January 10,2004 ————
— August 28, 2015 EFFECTIVE: February10;2014August 28,
2015
By
BY:
Deron E. Allen
109 WeikiWiehl Street
PRESIDENT

Chattanooga, Tennessee -37403

16
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Cancelling Original Sheet No. 12-EDI-17

Franehise Taxes=Actual-cumulative-qualified EDHnvestment-multiplied-by
compositefranchise-tax-rate-approved-in-the Relevant-Rate Order:

GrossReeceipts TaxRate =Actual- EDIHRevenue Requirement-before-grossreeeipts
taxes—uncollectible-expense-and-forfeited-discountsmultiplied-by-compesite-gross
receiptstax-rate-approved-in-the Relevant-Rate- Order:

EDIPlant Retirements—Actual EDI plantremoved-from-service-netofany
assoetated-cost-of removal-and-salvage:

ActuaHEPHavestiment Amount=Average-actual- EDladditions-to-plant

infrastrueture-as-deseribed-in-Seetion 3;-computed-by-use-of average-of-1 2-end-of-
month-balanees:

Eeonomie Development Expenses—the-ineremental-operational-expenses-that-are
speeifically-to-suppert-economic-development-or-economic-developmentutility-plant:

__ISSUED: January H2004—
— August 28, 2015 EFFECTIVE: FEebruary-10,2014August 28,
2015

BY:

Deron E. Allen
109 WeikiWiehl Street

PRESIDENT
Chattanooga, Tennessee -37403

17
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st 1 .5]' IH:! i!“.i £ IEH @ !. G 3 I Ep[‘, Hq ﬂ EI. & I:]H FE.;ES, | _.‘ l ] f‘l_a Gt ‘i e > Eh ﬂl'gEE.

Fhe-Company-withdentify-andrecord-the totalamount-of-the- DI Collected from-Customers

Hostion Adigtnont

Ey——Where:

Collection Period Months = The twelve-month period in which the surcharge is
collected.

__ISSUED: January 102004
= August 28, 2015 EFFECTIVE: February10,2014August 28,
2015
BAL
BY:
Deron E. Allen
109 WeikiWiehl Street
PRESIDENT

Chattanooga, Tennessee -37403
18
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Example: Assume an attrition period of the twelve-month period ending December 31,
2019. The mid-point of the Attrition Period would be July 1. 2019. Assume a filing on

March 1, 2020, with a Commission decision issued July 1, 2020. The collection period

would be the twelve-month period from July 1. 2020 through June 30, 2021, with a mid-
point of January 1, 2021, producing an eighteen-month Carrying Charge Period.

(E) Computation of the Earnings Test Adjustment.

If the earnings attained by the Company for the Annual Review Period. adopted to
reflect regulatory adjustments adopted by the Commission in the Company’s most recent rate
case, exceed the earnings allowed for the Annual Review Period by applying the
overall rate of return authorized in the Relevant Rate Order, then any-such-earings
difference-shall-constitute-the-Earnings Test-Adjustment—H the-earninusattained-by-the

Company-for-the-Annual-ReviewPeriod-are-less-than-the-earnings-alowed-for-the- Annual
Review Periad-bvapplina-theovernbrate-obretirnnnthorbzed-inthe-Relevant-Rate Order:

theano EarningsTest-Adjustmentsuch Capital Rider surcharge shall be teeognized:
applied.

Any-Earnings-Test-Adjustmtent-shal-be-allocated-among-the-Qualified-Infrastrueture

Improvement-Program-Rider-the Economic-Pevelopment-lavestment Riderand-the-Safety-and
Ew%mnen%@emphmme%}dm—h&sed—&n—ﬁw ‘o-rata-revenuescolected-under-these-riders

~computing-new-rate-adjustments:

__ISSUED: January- 102004
—_ August 28, 2015 EFFECTIVE: February10;2014August 28,
2015
BY:
BY:
Deron E. Allen
109 WeihiWiehl Street
PRESIDENT

Chattanooga, Tennessee -37403
19
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EDI-20
Cancelling Original Sheet No. 12-IDI-20

(F) &——Computation of Interest.

—Interest will be computed as follows:

Budget-to-Actual Adjustment
Plus Over-Under Collection Adjustment
Plus Earnings Test Adjustment

—Total Amount Subject to Interest
Rate

Interest Rate Multiplied by 50%

Total Interest

Where <"Interest Rate" equals the prime rate value published in the “"Federal Reserve

Bulletin2" or in the Federal Reserve’s“Reserve's "Selected Interest Rates2" for the most
recent preceding month.

__ISSUED: January-10:-2014
—_ August 28, 2015 EFFECTIVE: February10,2014August 28,
2018
BY:
BY:
Deron E. Allen
109 WeiiWiehl Street
PRESIDENT

Chattanooga, Tennessee -37403
_ 20
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8. 5. New Base Rates

The EDI rider will be reset at zero upon the establishment of new base rates to
customer billings that provide for the prospective recovery of the annual costs that had
theretofore been recovered under the EDI. -Thereafter, only the costs of new EDI eligible plant
additions that have not previously been reflected in the Company>sCompany's rate base, would be
reflected in new annual prospective EDI filings.

9, 6. Annual EDI Percentage Rate Filing

On or before December 1 of each year, the Company shall submit to the Authority
a calculation of the EDI Percentage Rate for the following calendar year. ~The Annual EDI
Percentage Rate Filing shall be verified by an officer of the Company.- The Annual EDI
Percentage Rate Filing shall include a calculation to adjust revenue to recover costs related to the
Forecasted EDI Investment Amount, with such revenue adjustment applied through the EDI Percentage
Rate. ~The EDI Percentage Rate shall become effective on January 1 of each year and be applied as
an adjustment to Custemers>Customers' bills for the remainder of the calendar year.

The Company will include in its Annual EDI Percentage Rate Filing the following
information at a minimum: -(a) computation of the EDI Percentage Rate, including the
detailed calculation of each component, (b) a budget of the Forecasted EDI, Investment

ISSUED: January

(15T

02014
Uy = S

i J v 10,201
— August 28, 2015 EFFECTIVE: February10;2044August 28,
2015
BY-

BY:

Deron E. Allen
109 WeikiWiehl Street
PRESIDENT

Chattanooga, Tennessee -37403
21




BY:

TENNESSEE-AMERICAN WATER COMPANY ___ _TRANO.19__
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Amount and Forecasted Economic Development Operational Expenses adopted by the
Company’sCompany's Board of Directors, (c) any related Strategic Capital Expenditures Plans,
(d) statements demonstrating how each projected capital investment comprising the Forecasted
EDI Investment Amount and each projected operational expense comprising the Forecasted
Economic Development

Operational Expenses meet the requirements for recovery under this Rider set forth in
Section 3, and (e) such other information as the Authority may direct.

The Company will simultaneously copy the Consumer Advocate on its Annual
EDI Percentage Rate Filing.

10 7. Annual Reconciliation Filing with the Authority

On or before March 1 of each year, the Company shall submit to the Autherity-a

: ation-Commission a calculation of the EDI for the previous
Annual Review Perlod—”lihe-Aﬂﬂtml— including a reconciliation of the actual EDI revenue from
the Reconciliation Period with authorized revenue. The Annual Filmg Shall be verified by an officer
of the Company. Fhe-annualreconeiliationshal-ne : e cd-under
this-EDIRiderin-effeetfor-the-prior-Annual-ReviewPeriod-to-an-amount-equivalentto-the-actualevel-of
prudenthy-ineurred-EDeost-for-the-priorAnnual-Review Period with-such-revenue-adjustment-applied
through-the-Annual-ReconeiliationFaetorPercentage Rate—The Annual Reconciliation Factor

__ISSUED: Snnunry 2044
— August 28, 2015 EFFECTIVE: February18;2014August 28,
15

[

al

%
s

Deron E. Allen
109 WeikdWichl Street

PRESIDENT
Chattanooga, Tennessee -37403

22




TENNESSEE-AMERICAN WATER COMPANY ____TRANO.19__
—OriginalFirst Revised Sheet No. 12-
EDI-23
Cancelling Original Sheet No. 12-EDI-23

Percentage Rate shall become effective on ApeittMayl of each year and be applied as an
adjustment to Custemers-Customers' bills for the remainder of the calendar year.

The Company will include in its Annual Receneitiation-Filing the following
information at a minimum:- (a) a schedule of all journal entries made related to this Rider for the
Annual Review Period, including any related general ledger support, (b) actual billing
determinants by month as used in the computation of the Total EDI Collected from Customers for the
Annual ReviewReconciliation Period, (¢) capitalization policy effective for the Annual Review
Period, (d) computation of the Annual Reconciliation Factor Percentage Rate, including the
detailed calculation of each component, (e) schedules of the Actual EDI Investment Amount and Actual
Economic Development Operational Expenses, including related general ledger support, (f) a schedule of
any proposed prior period adjustments, (g) an affirmative statement of whether the Company is aware of
any changes in market conditions or other factors that may affect whether the Rider is still in the public
interest, including the identification of such factors if they exist, (h) the cumulative amount of EDI
collected from customers under this Rider, and (i) such other information as the Authority may
direct.

—The Company will simultaneously copy the Consumer Advocate on its Annual
Reconeitiation-Filing.

__ISSUED: Janusry- 204
—__ August 28, 2015 EFFECTIVE: February10;2014August 28,
2015
By
BY:
Deron E. Allen
109 WeiklWiehl Street
PRESIDENT

Chattanooga, Tennessee -37403
23
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. 8. Notice Requirements

The Company will file revised tariffs for Authority approval upon 30 days>days'
notice to implement a decrement or an increment each January 1 and April 4-1. Along with the
tariff filing, the Company will include a copy of the computation of the new rate adjustment. -The
Company will simultaneously copy the Consumer Advocate on this filing.

1. 9. Public Interest Review

Nothing herein shall be construed to eliminate or otherwise restrict the opportunity of the
Consumer Advocate or any other interested party from seeking a review of this Rider, as
permitted by law and the rules and regulations of the Authority, for a reconsideration of whether it
remains in the public interest.

__ISSUED: Jununry-H 20404
— August 28, 2015 EFFECTIVE: February10;2014August 28,
2015
BY:
BY:
Deron E. Allen
109 WeilWiehl Street

PRESIDENT
Chattanooga, Tennessee -37403

24
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TENNESSEE-AMERICAN WATER COMPANY TRA NO. 19
First Revised Sheet No. 12-QIIP-1

Cancelling Original Sheet No. 12-QIIP-1

CLASSIFICATION OF SERVICE

QUALIFIED INFRASTRUCTURE IMPROVEMENT PROGRAM — RIDER

1. Applicability

In addition to the other charges provided in this Tariff under Service Classifications:
Residential, Commercial, Industrial, Other Public Authority, Sales for Resale, and Private
Fire, a Qualified Infrastructure Improvement Program ("QIIP") Rider will apply to
customers in all service areas.

The above Rider will be computed annually.

2. Definitions

For the purposes of this Rider:

" Actual QIIP Investment Amount' means the amount of actual capital investment
of the Company for the Qualified Infrastructure Improvement Program and not
otherwise included in current base rates. At the time of the Company's next general
rate case proceeding, all prudently incurred Actual QIIP Investment Amounts
associated with this Rider shall be included in base rates.

""Annual Review Period' means the historic twelve-month period ending December
31%, covering the qualifying Capital Rider investment.

"Annual Reconciliation Factor'" means the adjustment factor necessary to
increase/decrease base rates based upon the calculation methodologies described within
this tariff.

"Reconciliation Period" means the preceding years’ Annual Review Period, by which
the authorized Capital Rider recovery shall be compared with the actual Capital Rider
recovery. The difference between the authorized recoveries and actual recoveries

"Commission'" means the Tennessee Public Utility Commission.

ISSUED:  August 28, 2015 EFFECTIVE: August 28, 2015

BY:

Deron E. Allen 109 Wiehl Street
PRESIDENT Chattanooga, Tennessee 37403
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"Consumer Advocate' means the Consumer Advocate Unit in the Financial Division
of the Office of the Tennessee Attorney General.

"Over-Under Collection Adjustment'' means the adjustment to QIIP applicable to the
historic test period associated with the difference between authorized revenue amount
and actual collections for the preceding period, also referred to as the Reconciliation

Period.

"Relevant Rate Order' means the final order of the Commission in the most recent
rate case of the Company fixing the rates of the Company or the most recent final order
of the Commission specifically prescribing or fixing the factors and procedures to be
used in the application of this Rider.

3. General Description

QIIP allows the Company to recover outside of a rate case its qualifying
incremental non-revenue producing plant infrastructure investment, subject to the
limitations described elsewhere in this tariff. For purposes of this Rider, qualifying QIIP
investment includes the following:

Distribution Infrastructure — Replacement distribution and transmission mains and
valves installed as replacements for existing facilities, reinforcement of existing facilities or
otherwise insuring reliability of existing facilities; Hydrants, Services, Meters and Meter
Installations — installed as in-kind replacements, reinforcements or insuring reliability of
existing facilities; Unreimbursed funds related to capital projects to relocate facilities required
by governmental highway projects; Capitalized tank repairs and maintenance that serve to
replace, reinforce, or otherwise insure reliability of existing facilities.

Production and Pumping Infrastructure — Replacement of water treatment facilities and
equipment installed as replacements for existing facilities, reinforcement of existing facilities
or otherwise insuring reliability of existing facilities; Raw Water and Finished Water pumping
equipment and structures installed as replacements, reinforcements or otherwise insuring

reliability of existing facilities.

Other Infrastructure — Infrastructure designed to utilize alternative fuels.

ISSUED:  August 28, 2015 EFFECTIVE: August 28,2015

Deron E. Allen 109 Wiehl Street
PRESIDENT Chattanooga, Tennessee 37403
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QIIP Investment is to be identifiable on the Company's books and segregated into the
following general accounts:

Account 331 — Transmission & Distribution Mains;

Account 333 — Services;

Account 334 — Meters & Meter Installations;

Account 335 — Hydrants;

Account 320 — Water Treatment Equipment, Non-Media;

Account 311 — Pumping Equipment;

Account 303 — Land and Land Rights;

Account 304 — Structures and Improvements;

Account 306 — Lake, River and Other Intakes;

Account 307 — Wells and Springs;

Account 309 — Supply Mains;

Account 310 — Power Generation Equipment;

Account 330 — Distribution Reservoirs and
Standpipes;

Account 341 — Transportation Equipment; and

Account 330003 — Capitalized Tank Painting.

4. Determination of the Qualified Infrastructure Improvement Program Percentage Rate

(A) The QIIP percentage shall be expressed as a percentage carried to two (2) decimal
places. The QIIP percentage shall be applied to the total amount billed to each
Customer based on the Company's otherwise applicable rates and charges.

(B) The QIIP percentage shall be calculated on an annual historic basis as follows:

Historic QIIP Investment Amount
Less: QIIP Plant Retirements (Net of Cost of Removal & Salvage)
Less: Contributions in Aid of Construction
Less: Accumulated Depreciation
Less: Accumulated Deferred Income Taxes
Net QIIP Qualifying Investment

Multiplied by the Pre-Tax ROR set forth in the Relevant Rate Order

ISSUED: August 28, 2015 EFFECTIVE: August 28, 2015
BY:
Deron E. Allen 109 Wiehl Street
PRESIDENT Chattanooga, Tennessee 37403
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Allowed Historic QIIP Pre-TaxReturn
Plus: Depreciation Expense on QIIP Investment during the Annual

Review Period
Plus: Property Taxes on QIIP Investment incurred during the Annual

Review Period

Plus: Franchise Taxes
Plus: Deferred Return (QIIP)
Subtotal Historic QIIP Revenue Requirement Before Revenue Tax

Divided by 1 minus the following:
Forfeited Discounts Rate
Plus: Uncollectible Expense Rate

Plus: Gross Receipts Tax Rate
Subtotal Historic QIIP Revenue Requirement

Multiplied by: Rate Base Limitation Factor
Equals: Total Historic QIIP Revenue Requirement

Plus/Minus: Over/Under Recovery Amount of QIIP revenue from
preceding filing
Subject To: Excess Earnings (if applicable)
Equals: Total QIIP Revenue Requirement
Divided by: Relevant Rate Order Volumetric & Metered Revenue

QIIP Percentage Rate

Where:

Accumulated Depreciation = Accumulated depreciation calculated by debiting for
Historic QIIP plant removed from service, and crediting for new accumulations using
rates approved in the Relevant Rate Order on new investments, less retirements and

CIAC.

ISSUED:  August 28,2015 EFFECTIVE: August 28, 2015

BY:

Deron E. Allen 109 Wiehl Street
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Accumulated Deferred Income Taxes = An average of the historic accumulated
deferred income taxes related to qualified historic QIIP investment at the beginning
and end of the year.

Contributions in Aid of Construction = Non-investor supplied funds used in the
construction of historic QIIP infrastructure.

Depreciation Expense = Historic cumulative qualified QIIP investment net of
retirements and CIAC, multiplied by depreciation rates approved in the Relevant Rate
Order.

Forfeited Discount Rate = Historic QIIP Revenue Requirement before gross
receipts taxes, uncollectible expense and forfeited discounts multiplied by
composite forfeited discount factor approved in the Relevant Rate Order.

Franchise Taxes = Historic cumulative qualified QIIP investment multiplied by
composite franchise tax rate approved in the Relevant Rate Order.

Gross Receipts Tax Rate = Historic QIIP Revenue Requirement before gross
receipts taxes, uncollectible expense and forfeited discounts multiplied by composite
gross receipts tax rate approved in the Relevant Rate Order.

Taxes = Historic cumulative qualified QIIP investment, net of any tax-exempt
property multiplied by composite property tax rate approved in the Relevant Rate
Order.

QIIP Plant Retirements = Historic QIIP plant removed from service net of any
associated cost of removal and salvage.

Historic QIIP Investment Amount = Average historic QIIP additions to plant
infrastructure as described in Section 3, computed by use of average of 12 end-
of-month balances.

Uncollectible Expense = Historic QIIP Revenue Requirement before gross receipts
taxes, uncollectible expense and forfeited discounts multiplied by composite
uncollectible factor approved in the Relevant Rate Order.
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Over/Under Recovery Amount = The difference between the amount of QIIP
revenue requirement authorized in the most recent QIIP filing and that QIIP revenue
actually recovered through the QIIP surcharge. Volumetric & Metered Revenue =
the revenues authorized in the Relevant Rate Order for volumetric water sales, meter
charges, and private fire service charges.

(C) The total amount to be recovered through the QIIP is the QIIP Percentage Rate as
adjusted for the Over /Under balance from the preceding year, any excess earnings
and subject to the Rate Base Limitation Factor. .

(D) Determination of the Rate Base Limitation Factor
1. The Rate Base Limitation Factor shall be expressed as a percentage carried to two
(2) decimal places. The Rate Base Limitation Factor shall be applied the
calculation of Historic Net Capital Rider Investment.

2. The Rate Base Limitation Factor will be computed as follows:
Current Rate Base
Less: Relevant Rate Order Rate Base
Maximum Capital Rider Investment
Divided by Sum of:
Net QIIP Qualifying Investment
Plus: Net SEC Qualifying Investment
Plus: Net EDI Qualifying Investment
Equals: Rate Base Limitation Factor (not to exceed 100%)

Where;

Current Rate Base = The thirteen (13) month average Rate Base using methods adopted
in the Company’s most recent rate case. The source of this information will be the
monthly 3.06 reports submitted by the Company to the Commission.

Relevant Rate Order Rate Base = The final ordered rate base in most recent final order
of the Authority specifically prescribing or fixing the general rates of the Company.
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QIIP Qualifying Investment = The Net QIIP Qualifying Investment as determined in
the calculation of the Qualified Infrastructure Improvement Program Percentage Rate.

SEC Qualifying Investment = The Net SEC Qualifying Investment as determined in the
calculation of the Safety and Environmental Compliance Program Percentage Rate.

EDI Qualifying Investment = The Net EDI Qualifying Investment as determined in the
calculation of the Economic Development Investment Program Percentage Rate.

(E) Determination of the Deferred Return

1. Purpose: The purpose of the Deferred Return is to eliminate Regulatory Lag related
to qualifying Capital Rider investment.

2. The Deferred Return shall be expressed as a dollar amount. The Deferred Return
shall be subject to the Rate Base Limitation Factor.

3. The Deferred Return will be computed as follows:

Net QIIP Qualifying Investment
Multiplied by:
Carrying Percent:
Pretax Rate of Return as Calculated in the Company’s most recent rate case.
Divided by:
Twelve (12)
Multiplied by:
Carrying Charge Period
Equals: Carrying Percent
Equals: Deferred Return

4. The Carrying Charge Period will be expressed as a number of months, measured as
the mid-point of the Annual Review Period through the mid-point of the year in
which corresponding Capital Rider Surcharge rates are collected:

Where:
ISSUED:  August 28,2015 EFFECTIVE: August 28, 2015
BY:
Deron E. Allen 109 Wiehl Street
PRESIDENT Chattanooga, Tennessee 37403



BY:

TENNESSEE-AMERICAN WATER COMPANY TRANO. 19

First Revised Sheet No. 12-QITP-8
Cancelling Original Sheet No. 12-QIIP-8

(F)

()

Collection Period Months = The twelve-month period in which the
surcharge is collected.

Example: Assume an attrition period of the twelve-month period ending December
31, 2019. The mid-point of the Attrition Period would be July 1, 2019. Assume a
filing on March 1, 2020, with a Commission decision issued July 1, 2020. The
collection period would be the twelve-month period from July 1, 2020 through June
30, 2021, with a mid-point of January 1, 2021, producing an eighteen-month
Carrying Charge Period.

Computation of the Earnings Test Adjustment.

If the earnings, adopted to reflect regulatory adjustments adopted by the Commission
in the Company’s most recent rate case, attained by the Company for the Annual
Review Period exceed the earnings allowed for the Annual Review Period by applying

the overall rate of return authorized in the Relevant Rate Order, then no such Capital
Rider surcharge shall be applied.

Computation of Interest.
Interest will be computed as follows:

Budget-to-Actual Adjustment
Plus: Over-Under Collection Adjustment
Plus: Earnings Test Adjustment

Total Amount Subject to Interest
Interest Rate Multiplied by 50%

Total Interest

5. New Base Rates

The QIIP rider will be reset at zero upon the establishment of new base rates to customer

billings that provide for the prospective recovery of the annual costs that had theretofore been
recovered under the QIIP. Thereafter, only the costs of new QIIP eligible plant additions that
have not previously been reflected in the Company's rate base, would be reflected in new annual
prospective QIIP filings.
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6. Annual Filing with the Commission

On or before March 1 of each year, the Company shall submit to the Commission a
calculation of the QIIP for the Annual Review Period, including a reconciliation of the actual
QIIP revenue from the Reconciliation Period with authorized revenue. The Annual Filing shall
be verified by an officer of the Company. The Annual Reconciliation Factor Percentage Rate
shall become effective on May 1 of each year and be applied as an adjustment to Customers' bills
for the remainder of the calendar year.

The Company will include in its Annual Filing the following information at a minimum:
(a) a schedule of all journal entries made related to this Rider for the Annual Review Period,
including any related general ledger support, (b) actual billing determinants by month as used in
the computation of the Total QIIP Collected from Customers for the Annual Reconciliation
Period, (c) capitalization policy effective for the Annual Review Period, (d) computation of the
Annual Reconciliation Factor Percentage Rate, including the detailed calculation of each
component, (€) a schedule of any proposed prior period adjustments, (f) an affirmative statement
of whether the Company is aware of any changes in market conditions or other factors that may
affect whether the Rider is still in the public interest, including the identification of such factors
if they exist, (g) the cumulative amount of QIIP collected from customers under this Rider, and
(h) such other information as the Authority may direct.

The Company will simultaneously copy the Consumer Advocate on its Annual Filing.

7. Notice Requirements

The Company will file revised tariffs for Authority approval upon 30 days' notice to
implement a decrement or an increment each January 1 and April 1. Along with the tariff filing,
the Company will include a copy of the computation of the new rate adjustment. The Company
will simultaneously copy the Consumer Advocate on this filing.

8. Public Interest Review

Nothing herein shall be construed to eliminate or otherwise restrict the opportunity of
the Consumer Advocate or any other interested party from seeking a review of this Rider, as
permitted by law and the rules and regulations of the Authority, for a reconsideration of whether
it remains in the public interest.
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CLASSIFICATION OF SERVICE

SAFETY AND ENVIRONMENTAL COMPLIANCE - RIDER

1. Applicability

In addition to the other charges provided for in this Tariff under Service Classifications
Residential, Commercial, Industrial, Other Public Authority, Sales for Resale, and Private Fire,
a Safety and Environmental Compliance Program ("SEC") Rider will apply to customers in all
service areas.

The above Rider will be recomputed annually.
2. Definitions

For the purposes of this Rider:

"Actual SEC Investment Amount' means the amount of actual capital investment
and associated operating expenses of the Company for the Safety and Environmental
Compliance Program and not otherwise included in current base rates. At the time
of the Company's next general rate case proceeding, all prudently incurred Actual
SEC Investment Amounts associated with this Rider shall be included in base rates.

"Annual Reconciliation Factor'" means the adjustment factor necessary to
increase/decrease base rates based upon the calculation methodologies described
within this tariff.

"Annual Review Period" means the historic twelve-month period ending
December 31st, covering the qualifying Capital Rider Investment.

"Reconciliation Period" means the preceding years’ Annual Review Period, by
which the authorized Capital Rider recovery shall be compared with the actual
Capital Rider recovery. The difference between the authorized recoveries and actual
recoveries.

"Commission' means the Tennessee Public Utility Commission.
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"Consumer Advocate' means the Consumer Advocate and Protection Unit in the
Financial Division of the Office of the Tennessee Attorney General.

"Over-Under Collection Adjustment' means the adjustment to SEC applicable to the
historic test period associated with the difference between authorized revenue amount
and actual collections for the preceding period, also referred to as the Reconciliation
Period

"Relevant Rate Order" means the final order of the Commission in the most recent
rate case of the Company fixing the rates of the Company or the most recent final
order of the Commission specifically prescribing or fixing the factors and procedures
to be used in the application of this Rider.

3. General Deseription

SEC allows the Company to recover outside of a rate case its qualifying incremental non-
revenue producing plant infrastructure investment and expenses, subject to the limitations
described elsewhere in this tariff. For purposes of this Rider, qualifying SEC investment
includes the following:

Distribution and Production Infrastructure — Distribution, production, and other
infrastructure that may be identified as being for the purpose of safety and environmental
compliance.

Safety and Environmental Expenses — Operational expenses similar to other
expenses authorized in previous rate cases that are specifically new expenses for safety
and environmental compliance or to support safety and environmental compliance utility
plant.

SEC Investment is to be identifiable on the Company's books and segregated into the
following general accounts:

Account 331 — Transmission & Distribution Mains;
Account 333 — Services;

Account 334 — Meters & Meter Installations;
Account 335 — Hydrants;

ISSUED:  August 28,2015 EFFECTIVE: August 28,2015
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Account 320 — Water Treatment Equipment, Non-Media;
Account 311 — Pumping Equipment;

Account 303 — Land and Land Rights;

Account 304 — Structures and Improvements;

Account 306 — Lake, River, and Other Intakes;
Account 307 — Wells and Springs;

Account 309 — Supply Mains;

Account 310 — Power Generation Equipment;

Account 330 — Distribution Reservoirs and Standpipes; and
Account 330003 — Capitalized Tank Painting.

4. Determination of the Safety and Environmental Compliance Program Percentage Rate

(A) The SEC percentage shall be expressed as a percentage carried to two (2) decimal places.
The SEC percentage shall be applied to the total amount billed to each Customer based
on the Company's otherwise applicable rates and charges.

(B) The SEC percentage shall be calculated on an annual historic basis as follows:

Historic SEC Investment Amount
Less: SEC Plant Retirements (Net of Cost of Removal & Salvage)
Less: Contributions in Aid of Construction
Less: Accumulated Depreciation
Less: Accumulated Deferred Income Taxes

Net SEC Qualifying Investment

Multiplied by the Pre-Tax ROR set forth in the Relevant Rate Order

Allowed Historic SEC Pre-Tax Return
Plus: Depreciation Expense on SEC Investment during the Attrition Period
Plus: Property Taxes on SEC Investment incurring during the Attrition period
Plus: Franchise Taxes
Plus: Safety and Environmental Compliance Operational Expenses
Plus: Deferred Return (SEC)

Subtotal Historic SEC Revenue Requirement Before Revenue Tax

ISSUED:  August 28,2015 EFFECTIVE: August 28,2015
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Divided by 1 minus the following:
Forfeited Discounts Rate
Plus: Uncollectible Expense Rate
Plus: Gross Receipts Tax Rate
Subtotal Historic SEC Revenue Requirement

Multiplied by: Rate Base Limitation Factor
Equals: Total Historic SEC Revenue Requirement

Plus/Minus: Over/Under Recovery Amount of SEC revenue from preceding
filing

Subject to: Excess Earnings (if applicable)
Equals: Total SEC Revenue Requirement

Divided by: Relevant Rate Order Volumetric & Metered Revenue

SEC Percentage Rate

Where:

Accumulated Depreciation = Accumulated depreciation calculated by debiting for
Historic SEC plant removed from service, and crediting for new accumulations using rates
approved in the Relevant Rate Order on new investments, less retirements and CIAC.

Accumulated Deferred Income Taxes = An average of the historic accumulated
deferred income taxes related to qualified historic SEC investment at the beginning and
end of the year.

Contributions in Aid of Construction = Non-investor supplied funds used in the
construction of historic SEC infrastructure.
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Depreciation Expense = Historic cumulative qualified SEC investment net of retirements
and CIAC, multiplied by depreciation rates approved in the Relevant Rate Order.

Forfeited Discount Rate = Historic SEC Revenue Requirement before gross receipts
taxes, uncollectible expense and forfeited discounts multiplied by composite
forfeited discount factor approved in the Relevant Rate Order.

Franchise Taxes = Historic cumulative qualified SEC investment multiplied by composite
franchise tax rate approved in the Relevant Rate Order.

Gross Receipts Tax Rate = Historic SEC Revenue Requirement before gross receipts
taxes, uncollectible expense and forfeited discounts multiplied by composite gross
receipts tax rate approved in the Relevant Rate Order.

Property Taxes = Historic cumulative qualified SEC investment multiplied by composite
property tax rate approved in the Relevant Rate Order.

SEC Plant Retirements = Historic SEC plant removed from service net of any associated
cost of removal and salvage.

Forecasted SEC Investment Amount = Average historic SEC additions to plant
infrastructure as described in Section 3, computed by use of average of 12 end-of-
month balances.

Safety and Environmental Compliance Expenses = the incremental operational
expenses similar to other expenses authorized in previous rate cases that are specifically
for safety and environmental compliance or to support safety and environmental
compliance utility plant.

Uncollectible Expense = Historic SEC Revenue Requirement before gross receipts
taxes, uncollectible expense and forfeited discounts multiplied by composite
uncollectible factor approved in the Relevant Rate Order.

Volumetric & Metered Revenue = the revenues authorized in the Relevant Rate Order
for volumetric water sales, meter charges, and private fire service charges.
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(C) The total amount to be recovered through the SEC is the SEC Percentage Rate as adjusted
for the Over/Under balance from the preceding year, subject to excess earnings and subject
to the Rate Base Limitation Factor.

(D) Determination of the Rate Base Limitation Factor
1. The Rate Base Limitation Factor shall be expressed as a percentage carried to two (2)
decimal places. The Rate Base Limitation Factor shall be applied the calculation of
Historic Net Capital Rider Investment.

2. The Rate Base Limitation Factor will be computed as follows:
Current Rate Base
Less: Relevant Rate Order Rate Base
Maximum Capital Rider Investment
Divided by Sum of:
Net QIIP Qualifying Investment
Plus: Net SEC Qualifying Investment
Plus: Net EDI Qualifying Investment
Equals: Rate Base Limitation Factor (not to exceed 100%)
Where:

Current Rate Base = The thirteen (13) month average Rate Base using methods adopted
in the Company’s most recent rate case. The source of this information will be the
monthly 3.06 reports submitted by the Company to the Commission.

Relevant Rate Order Rate Base = means the final ordered rate base in most recent final
order of the Authority specifically prescribing or fixing the general rates of the Company.

QIIP Qualifying Investment = means the Net QIIP Qualifying Investment as determined
in the calculation of the Qualified Infrastructure Improvement Program Percentage Rate.

SEC Qualifying Investment = means the Net SEC Qualifying Investment as determined
in the calculation of the Safety and Environmental Compliance Program Percentage Rate.

EDI Qualifying Investment = means the Net EDI Qualifying Investment as determined
in the calculation of the Economic Development Investment Program Percentage Rate.
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(E) Determination of the Deferred Return

1. Purpose: The purpose of the Deferred Return is to eliminate Regulatory Lag related to
qualifying Capital Rider investment.

2. The Deferred Return shall be expressed as a dollar amount. The Deferred Return
shall be subject to the Rate Base Limitation Factor.

3. The Deferred Return will be computed as follows:

Net SEC Qualifying Investment
Multiplied by:
Carrying Percent:
Pretax Rate of Return as Calculated in the Company’s most recent rate case.
Divided by:
Twelve (12)
Multiplied by:
Carrying Charge Period
Equals: Carrying Percent
Equals: Deferred Return

4. The Carrying Charge Period will be expressed as a number of months, measured as
the mid-point of the Annual Review Period through thé mid-point of the year in
which corresponding Capital Rider Surcharge rates are collected:

Where:

Collection Period Months = The twelve-month period in which the surcharge is
collected.

Example: Assume an attrition period of the twelve-month period ending December
31, 2019. The mid-point of the Attrition Period would be July 1,2019. Assume a
filing on March 1, 2020, with a Commission decision issued July 1, 2020. The
collection period would be the twelve-month period from July 1, 2020 through June
30, 2021, with a mid-point of January 1, 2021, producing an eighteen-month Carrying

Charge Period.
ISSUED: August 28, 2015 EFFECTIVE: August 28, 2015
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(G)

Computation of the Earnings Test Adjustment.

If the earnings, amended to reflect regulatory adjustments adopted by the Commission
in the Company’s most recent rate case, attained by the Company for the Annual
Review Period exceed the earnings allowed for the Annual Review Period by applying
the overall rate of return authorized in the Relevant Rate Order; then no such Capital
Rider Surcharge shall be applied.

Computation of Interest.
Interest will be computed as follows:

Budget-to-Actual Adjustment
Plus: Over-Under Collection Adjustment
Plus: Earnings Test Adjustment

Total Amount Subject to Interest
Interest Rate Multiplied by 50%

Total Interest

Where

"Interest Rate' = equals the prime rate value published in the "Federal Reserve Bulletin
or in the Federal Reserve’s “Selected Interest Rates” for the most recent preceding month.

5. New Base Rates

The SEC rider will be reset at zero upon the establishment of new base rates to customer

billings that provide for the prospective recovery of the annual costs that had theretofore been
recovered under the SEC. Thereafter, only the costs of new SEC eligible plant additions that
have not previously been reflected in the Company's rate base, would be reflected in new annual
prospective SEC filings.

6. Annual Filing with the Commission
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On or before March 1 of each year, the Company shall submit to the Commission
calculation of the SEC for the Annual Review Period, including a reconciliation of the actual
SEC revenue from the Reconciliation Period with authorized revenue. The Annual Filing shall
be verified by an officer of the Company. The Annual Reconciliation Factor Percentage Rate
shall become effective on May1 of each year and be applied as an adjustment to Customers' bills
for the remainder of the calendar year.

The Company will include in its Annual Filing the following information at a minimum:
(a) a schedule of all journal entries made related to this Rider for the Annual Review Period,
including any related general ledger support, (b) actual billing determinants by month as used in
the computation of the Total SEC Collected from Customers for the Annual Reconciliation
Period, (c) capitalization policy effective for the Annual Review Period, (d) computation of the
Annual Reconciliation Factor Percentage Rate, including the detailed calculation of each
component, (¢) schedules of the Actual SEC Investment Amount and Actual Safety and
Environmental Compliance Operational Expenses, including related general ledger support, (f) a
schedule of any proposed prior period adjustments, (g) an affirmative statement of whether the
Company is aware of any changes in market conditions or other factors that may affect whether
the Rider is still in the public interest, including the identification of such factors if they exist, (h)
the cumulative amount of SEC collected from customers under this Rider, and (i) such other
information as the Authority may direct.

The Company will simultaneously copy the Consumer Advocate on its Annual Filing.

7. Notice Requirements

The Company will file revised tariffs for Authority approval upon 30 days' notice to
implement a decrement or an increment each January 1 and April 1. Along with the tariff filing,
the Company will include a copy of the computation of the new rate adjustment. The Company
will simultaneously copy the Consumer Advocate on this filing.

8. Public Interest Review

Nothing herein shall be construed to eliminate or otherwise restrict the opportunity of the
Consumer Advocate or any other interested party from seeking a review of this Rider, as
permitted by law and the rules and regulations of the Authority, for reconsideration of whether it
remains in the public interest.
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CLASSIFICATION OF SERVICE

ECONOMIC DEVELOPMENT INVESTMENT PROGRAM — RIDER

1. Applicability

In addition to the other charges provided for in this Tariff under Service
Classifications
Residential, Commercial, Industrial, Other Public Authority, Sales for Resale, and Private
Fire, an Economic Development Investment Program ("EDI") Rider will apply to
customers in all service areas.

The above rider will be computed annually.

2. Definitions

For the purposes of this Rider:

"Actual EDI Investment Amount' means the amount of actual capital investment and
associated operating expenses of the Company for the Economic Development
Investment Program and not otherwise included in current base rates. At the time of the
Company's next general rate case proceeding, all prudently incurred Actual EDI
Investment Amounts associated with this Rider shall be included in base rates.

"Annual Reconciliation Factor'" = The adjustment factor necessary to
increase/decrease base rates based upon the calculation methodologies described within
this tariff.

"Annual Review Period'" = The historic twelve-month period ending December 31,
covering the qualifying Capital Rider investment.

""Reconciliation Period" = The preceding years’ Annual Review Period, by which the
authorized Capital Rider recovery shall be compared with the actual Capital Rider
recovery. The difference between the authorized recoveries and actual recoveries.

"Commission' means the Tennessee Public Utility Commission.
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"Consumer Advocate" means the Consumer Advocate and Protection Unit in the
Financial Division of the Office of the Tennessee Attorney General.

"QOver-Under Collection Adjustment" means the adjustment to EDI applicable to the
historic test period associated with the difference between authorized revenue amount
and actual collections for the preceding period, also referred to as the Reconciliation

Period.

"Relevant Rate Order'' means the final order of the Commission in the most recent
rate case of the Company fixing the rates of the Company or the most recent final order
of the Authority specifically prescribing or fixing the factors and procedures to be used
in the application of this Rider.

3. General Description

EDI allows the Company to recover outside of a rate case its qualifying incremental
non-revenue producing plant infrastructure investment, subject to the limitations described
elsewhere in this tariff. For purposes of this Rider, qualifying EDI investment includes the

following:

Distribution, Production, and Other Infrastructure — Distribution, production, and other
(T) infrastructure that may be identified as being for the purpose of economic development

(T neloding sk tosioned to utilize-al e

Economic Development Expenses — Operational expenses that are specifically to
support economic development and economic development investment utility plant.

EDI Investment is to be identifiable on the Company's books and segregated into the
following general accounts:

Account 331 — Transmission & Distribution Mains;

Account 333 — Services;

Account 334 — Meters & Meter Installations;

Account 335 — Hydrants;

Account 320 — Water Treatment Equipment, Non-Media;

Account 311 — Pumping Equipment;
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Account 303 — Land and Land Rights;
Account 304 — Structures and Improvements;
Account 306 — Lake, River and Other Intakes;
Account 307 — Wells and Springs;
Account 309 — Supply Mains;
Account 310 — Power Generation Equipment;
(M Aeccount34H—TranspertationEquipment;
Account 330 — Distribution Reservoirs and Standpipes; and
Account 330003 — Capitalized Tank Painting.

4. Determination of the Economic Development Investment Program Percentage Rate

(A) The EDI percentage shall be expressed as a percentage carried to two (2) decimal
places. The EDI percentage shall be applied to the total amount billed to each Customer
based on the Company's otherwise applicable rates and charges.

(B) The EDI percentage shall be calculated on an annual prospective basis as follows:

Historic EDI Investment Amount
Less: EDI Plant Retirements (Net of Cost of Removal & Salvage)
Less: Contributions in Aid of Construction
Less: Accumulated Depreciation
Less: Accumulated Deferred Income Taxes
Net Historic EDI Qualifying Investment

Multiplied by the Pre-Tax ROR set forth in the Relevant Rate Order

Allowed Historic EDI Pre-Tax Return
Plus: Depreciation Expense on EDI Investment
Plus: Property Taxes on EDI Investment during the Annual Review Period
Plus: Franchise Taxes

Plus: Economic Development Operational Expenses
Plus: Deferred Return (EDI)
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Subtotal Historic EDI Revenue Requirement Before Revenue Tax

Divided by 1 minus the following:
Forfeited Discounts Rate
Plus: Uncollectible Expense Rate

Plus: Gross Receipts Tax Rate
Subtotal Historic EDI Revenue Requirement

Multiplied by: Rate Base Limitation Factor
Equals: Total Historic EDI Revenue Requirement

Plus/Minus: Over/Under Recovery Amount of EDI revenue from
preceding filing

Subject to: Excess Earnings (if applicable)
Equals: Total EDI Revenue Requirement

Divided by Relevant Rate Order Volumetric & Metered Revenue
EDI Percentage Rate

Where:

Accumulated Depreciation = Accumulated depreciation calculated by debiting for
Historic EDI plant removed from service, and crediting for new accumulations using
rates approved in the Relevant Rate Order on new investments, less retirements and
CIAC.

Accumulated Deferred Income Taxes = An average of the forecasted accumulated
deferred income taxes related to qualified Historic EDI investment at the beginning and
end of the year.

Contributions in Aid of Construction = Non-investor supplied funds used in the
construction of Historic EDI infrastructure.

ISSUED:  August 28, 2015 EFFECTIVE: August 28,2015
Deron E. Allen 109 Wiehl Street
PRESIDENT Chattanooga, Tennessee 37403
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Depreciation Expense = Historic cumulative qualified EDI investment net of

retirements and CIAC, multiplied by depreciation rates approved in the Relevant Rate
Order.

Forfeited Discount Rate = Historic EDI Revenue Requirement before gross
receipts taxes, uncollectible expense and forfeited discounts multiplied by
composite forfeited discount factor approved in the Relevant Rate Order.

Franchise Taxes = Historic cumulative qualified EDI investment multiplied by
composite franchise tax rate approved in the Relevant Rate Order.

Gross Receipts Tax Rate = Historic EDI Revenue Requirement before gross
receipts taxes, uncollectible expense and forfeited discounts multiplied by composite
gross receipts tax rate approved in the Relevant Rate Order.

Property Taxes = Historic cumulative qualified EDI investment multiplied by
composite property tax rate approved in the Relevant Rate Order.

EDI Plant Retirements = Historic EDI plant removed from service net of any
associated cost of removal and salvage.

Historic EDI Investment Amount = Average Historic EDI additions to plant

infrastructure as described in Section 3, computed by use of average of 12 end-of-
month balances.

Economic Development Expenses = the incremental operational expenses that are
specifically to support economic development or economic development utility plant.

Uncollectible Expense = Historic EDI Revenue Requirement before gross receipts
taxes, uncollectible expense and forfeited discounts multiplied by composite
uncollectible factor approved in the Relevant Rate Order.

ISSUED: August 28, 2015 EFFECTIVE: August 28,2015
Deron E. Allen 109 Wiehl Street
PRESIDENT Chattanooga, Tennessee 37403
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Over/Under Recovery Amount = The difference between the amount of EDI revenue
requirement authorized in the most recent EDI filing and that EDI revenue actually

recovered through the EDI surcharge.

Volumetric & Metered Revenue = the revenues authorized in the Relevant Rate Order
for volumetric water sales, meter charges, and private fire service charges.

The total amount to be recovered through the EDI is the EDI Percentage Rate as
adjusted for the Over/Under balance from the preceding year, any excess earnings and
subject to the Rate Base Limitation Factor.

(C) Determination of the Rate Base Limitation Factor
1. The Rate Base Limitation Factor shall be expressed as a percentage carried to two

(2) decimal places. The Rate Base Limitation Factor shall be applied the
calculation of Historic Net Capital Rider Investment.
2. The Rate Base Limitation Factor will be computed as follows:

Current Rate Base
Less: Relevant Rate Order Rate Base
Maximum Capital Rider Investment
Divided by Sum of:
Net QIIP Qualifying Investment
Plus: Net SEC Qualifying Investment
Plus: Net EDI Qualifying Investment

Equals: Rate Base Limitation Factor (not to exceed 100%)

Where:

Current Rate Base = The thirteen (13) month average Rate Base using methods adopted
in the Company’s most recent rate case. The source of this information will be the
monthly 3.06 reports submitted by the Company to the Commission.

ISSUED:  August 28,2015 EFFECTIVE: August 28, 2015

Deron E. Allen 109 Wiehl Street
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Relevant Rate Order Rate Base = means the final ordered rate base in most recent final
order of the Authority specifically prescribing or fixing the general rates of the Company.

QIIP Qualifying Investment = means the Net QIIP Qualifying Investment as
determined in the calculation of the Qualified Infrastructure Improvement Program
Percentage Rate.

SEC Qualifying Investment = means the Net SEC Qualifying Investment as determined
in the calculation of the Safety and Environmental Compliance Program Percentage Rate.

EDI Qualifying Investment = means the Net EDI Qualifying Investment as determined
in the calculation of the Economic Development Investment Program Percentage Rate.

(D) Determination of the Deferred Return

1. Purpose: The purpose of the Deferred Return is to eliminate Regulatory Lag related
to qualifying Capital Rider investment.

2. The Deferred Return shall be expressed as a dollar amount. The Deferred Return
shall be subject to the Rate Base Limitation Factor.

3. The Deferred Return will be computed as follows:

Net SEC Qualifying Investment
Multiplied by:
Carrying Percent:

Pretax Rate of Return as Calculated in the Company’s most recent
rate case.

Divided by:
Twelve (12)
Multiplied by:
Carrying Charge Period
Equals: Carrying Percent
Equals: Deferred Return

1. The Carrying Charge Period will be expressed as a number of months,
measured as the mid-point of the Annual Review Period through the mid-
point of the year in which corresponding Capital Rider Surcharge rates are

collected:
ISSUED: August 28, 2015 EFFECTIVE: August 28, 2015
BY:
Deron E. Allen 109 Wiehl Street
PRESIDENT Chattanooga, Tennessee 37403
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Where:

Collection Period Months = The twelve-month period in which the surcharge is
collected.

Example: Assume an attrition period of the twelve-month period ending December 31,
2019. The mid-point of the Attrition Period would be July 1, 2019. Assume a filing on
March 1, 2020, with a Commission decision issued July 1, 2020. The collection period
would be the twelve-month period from July 1, 2020 through June 30, 2021, with a mid-
point of January 1, 2021, producing an eighteen-month Carrying Charge Period.

(E) Computation of the Earnings Test Adjustment.

If the earnings attained by the Company for the Annual Review Period, adopted to
reflect regulatory adjustments adopted by the Commission in the Company’s most
recent rate case, exceed the earnings allowed for the Annual Review Period by
applying the overall rate of return authorized in the Relevant Rate Order, then no such
Capital Rider surcharge shall be applied.

(F) Computation of Interest.
Interest will be computed as follows:
Budget-to-Actual Adjustment

Plus Over-Under Collection Adjustment
Plus Earnings Test Adjustment

Total Amount Subject to Interest Rate
Interest Rate Multiplied by 50%

Total Interest

Where "Interest Rate" equals the prime rate value published in the "Federal Reserve
Bulletin" or in the Federal Reserve's "Selected Interest Rates" for the most recent
preceding month.

ISSUED:  August 28,2015 EFFECTIVE: August 28,2015
Deron E. Allen 109 Wiehl Street
PRESIDENT Chattanooga, Tennessee 37403
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5. New Base Rates

The EDI rider will be reset at zero upon the establishment of new base rates to customer
billings that provide for the prospective recovery of the annual costs that had theretofore been
recovered under the EDI. Thereafter, only the costs of new EDI eligible plant additions that
have not previously been reflected in the Company's rate base, would be reflected in new annual
prospective EDI filings.

6. Annual EDI Percentage Rate Filing

On or before December 1 of each year, the Company shall submit to the Authority a
calculation of the EDI Percentage Rate for the following calendar year. The Annual EDI
Percentage Rate Filing shall be verified by an officer of the Company. The Annual EDI
Percentage Rate Filing shall include a calculation to adjust revenue to recover costs related to the
Forecasted EDI Investment Amount, with such revenue adjustment applied through the EDI
Percentage Rate. The EDI Percentage Rate shall become effective on January 1 of each year and
be applied as an adjustment to Customers' bills for the remainder of the calendar year.

The Company will include in its Annual EDI Percentage Rate Filing the following
information at a minimum: (a) computation of the EDI Percentage Rate, including the
detailed calculation of each component, (b) a budget of the Forecasted EDI, Investment
Amount and Forecasted Economic Development Operational Expenses adopted by the
Company's Board of Directors, (c) any related Strategic Capital Expenditures Plans, (d)
statements demonstrating how each projected capital investment comprising the
Forecasted EDI Investment Amount and each projected operational expense comprising
the Forecasted Economic Development

Operational Expenses meet the requirements for recovery under this Rider set forth in
Section 3, and (e) such other information as the Authority may direct.

The Company will simultaneously copy the Consumer Advocate on its Annual EDI
Percentage Rate Filing.

7. Annual Reconciliation Filing with the Authority

On or before March 1 of each year, the Company shall submit to the Commission a
calculation of the EDI for the previous Annual Review Period, including a reconciliation of the

ISSUED: August 28, 2015 EFFECTIVE: August 28, 2015
Deron E. Allen 109 Wiehl Street
PRESIDENT Chattanooga, Tennessee 37403
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actual EDI revenue from the Reconciliation Period with authorized revenue. The Annual Filing
shall be verified by an officer of the Company. The Annual Reconciliation Factor Percentage
Rate shall become effective on May1 of each year and be applied as an adjustment to Customers'
bills for the remainder of the calendar year.

The Company will include in its Annual Filing the following information at a minimum:
(a) a schedule of all journal entries made related to this Rider for the Annual Review Period,
including any related general ledger support, (b) actual billing determinants by month as used in
the computation of the Total EDI Collected from Customers for the Annual Reconciliation
Period, (c) capitalization policy effective for the Annual Review Period, (d) computation of the
Annual Reconciliation Factor Percentage Rate, including the detailed calculation of each
component, () schedules of the Actual EDI Investment Amount and Actual Economic
Development Operational Expenses, including related general ledger support, (f) a schedule of
any proposed prior period adjustments, (g) an affirmative statement of whether the Company is
aware of any changes in market conditions or other factors that may affect whether the Rider is
still in the public interest, including the identification of such factors if they exist, (h) the
cumulative amount of EDI collected from customers under this Rider, and (i) such other
information as the Authority may direct.

The Company will simultaneously copy the Consumer Advocate on its Annual Filing.

8. Notice Requirements

The Company will file revised tariffs for Authority approval upon 30 days' notice to
implement a decrement or an increment each January 1 and April 1. Along with the tariff filing,
the Company will include a copy of the computation of the new rate adjustment. The Company
will simultaneously copy the Consumer Advocate on this filing.

9. Public Interest Review

Nothing herein shall be construed to eliminate or otherwise restrict the opportunity of the
Consumer Advocate or any other interested party from seeking a review of this Rider, as
permitted by law and the rules and regulations of the Authority, for a reconsideration of whether
it remains in the public interest.

ISSUED:  August 28, 2015 EFFECTIVE: August 28,2015
Deron E. Allen 109 Wiehl Street
PRESIDENT Chattanooga, Tennessee 37403
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Tennessee American Water Compay
Example Calculation of Carrying Charges
Docket 18-00120

Assumptions:

1. Attrition Period is the twelve months ending 12/31/19.
2. TAWC Filing 3/1/20

3. TPUC authorizing order issued June 30, 2020

4. TAWC Rates Effective July 1, 2020

TAWC Pre-Tax Rate of Return (From Company
Schedule TAW Sch1 2019 Revised)

Divided by 12
Equals Monthly Carrying Charge Rate
Mid-Point of Attrition Period

Mid-Point of Collection Period

Elapsed Months

Total Carrying Charge Applied to Quaifying Capital
Rider Surcharge Investment Based upon Assumptions
Above

Exhibit DND-6
8.4515%
12
0.7043%
7/1/2019
12/31/2020
18

12.6772%




Office of the Tennessee Attorney General
Consumer Advocate, Financial Division
Docket No. 18-00120

Calculation of Increase in Capital Rider Rate Base Exhibit DND-7
A/ B/
Docket No. Docket No.
17-00124 18-00120
Rider 2018 Revised 2019 Revised Difference
EDI 1,675,082 2,719,860 1,044,778
SEC 23,895,285 26,741,341 2,846,056
Qlip 37,162,017 48,664,814 11,502,797
Total 62,732,384 78,126,015 15,393,631

Docket No. 17-00124, TAWC's Final Revised Exhibits, Schedules and

A/ Workpapers (3-19-18).

Docket No. 18-00120, Supplemental Testimony of Elaine K. Chambers,
B/ Petitioner's Revised Exhibit - Summary -EKC
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Tennessee Attorney General

Consumer Advocate Unit, Financial Division
Docket No. 18-00120

Consumer Advocate Proposal Summary

TAWC Proposed Surcharge (Before TCJA Credit)
Less: TAWC Proposed Tax Savings
TAWC Net Proposal

Commission Approved Surcharge (From 17-00124)
Plus: Impacts of Commission Order in Docket 18-00022
Less: Consumer Advocate Tax Savings

Consumer Advocate Proposed Surcharge

Consumer Advocate Proposed Reduction in TAWC Capital
Riders

Exhibit DND-10

$ 9,595,107

(1,860,538)
$ 7,734,569
$ 7,734,569

(2,937,070)
$ 4,797,499
$  (2,937,070)






