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J O N A T H A N  S K R M ET T I  
ATTORNEY GENERAL AND REPORTER 

P.O. BOX 20207, NASHVILLE, TN 37202 
TELEPHONE (615)741-3491 
FACSIMILE (615)741-2009 

October 26, 2023 

Hon. Herbert H. Hilliard, Chairman 
c/o Ectory Lawless, Docket Room Manager 
Tennessee Public Utility Commission 
502 Deaderick Street, 4th Floor 
Nashville, TN 37243 

Re: Docket to Investigate and Consider Potential Issues and Modifications to 
the Collective Capital Riders of Tennessee American Water Company, 
TPUC Docket No. 19-00103 

Dear Chairman Hilliard: 

Attached for filing in the above-captioned matter are a Stipulation and Settlement 
Agreement (the “Settlement Agreement”), Pre-filed Direct Testimony supporting the Settlement 
Agreement, and Tennessee-American Water Company’s (“TAWC” or the “Company”) proposed 
Incremental Capital Recovery Rider Tariff. As the Tennessee Public Utility Commission (“TPUC” 
or “Commission”) is aware, the parties in this matter, the Consumer Advocate Division of the 
Office of the Attorney General (“Consumer Advocate” or “CAD”), Tennessee Public Utility 
Commission Party Staff (“Party Staff”), the City of Chattanooga (the “City” or “CoC”), and 
TAWC (hereinafter referred to collectively as the “Parties”), have worked cooperatively and in 
good faith on the issues raised in Docket No. 19-00103 for quite some time. The Parties’ 
investment in cooperative dialogue and reasonable compromise has produced the Settlement 
Agreement. 

At the conclusion of TAWC’s Capital Recovery Riders case in TPUC Docket No. 18-
00120, the Commission directed the convening of a new matter to consider and address potential 
issues and proposed modifications to improve, to make more transparent, and to streamline the 
Company’s existing Capital Recovery Riders. As further outlined in the Settlement Agreement, 
the Parties have agreed to resolve the issues presented in this docket and are persuaded that the 
resolution presented will result in an improved, more transparent, and efficiently streamlined 
alternative regulatory mechanism. The Settlement Agreement and the Pre-filed Direct Testimony 
of TAWC Witness Robert C. Lane outline and explain the underlying basis of the resolutions 
among the Parties, as well as summarize the components of TAWC’s revised alternative regulatory 
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mechanism – the proposed Incremental Capital Recovery Rider Tariff – that will, if approved, 
replace its existing Capital Recovery Riders. 

 
As evidenced in the Pre-filed Direct Testimony, the Parties agree that the Settlement 

Agreement and the proposed Incremental Capital Recovery Rider Tariff serve the public interest. 
Hence, the Parties request that the Settlement Agreement and the proposed Incremental Capital 
Recovery Rider Tariff be timely approved as submitted by the Parties. 

 
As required, the original plus four (4) hard copies will be mailed to your office. Should you 

have any questions concerning this filing, or require additional information, please do not hesitate 
to contact me. 

 
            Sincerely,  

 
 

 Karen H. Stachowski 
 Deputy Attorney General 
 
cc: Melvin Malone, Esq. 
 Ryan McGehee, Esq. 
 Rick Hitchcock, Esq. 
 Robert C. Lane, TAWC 
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Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 1 

A.  My name is Robert (Bob) C. Lane, and my business address is 109 Wiehl Street, 2 

Chattanooga, Tennessee 37403. 3 

Q. BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY? 4 

A.  I am employed by American Water Works Service Company (“Service Company”). 5 

Service Company is a wholly owned subsidiary of American Water Works Company, Inc. 6 

(“American Water”) that provides services to American Water’s subsidiaries, including 7 

Tennessee-American Water Company (“TAWC” or “Company”). My current role is Sr. 8 

Manager, Rates and Regulatory for TAWC. 9 

Q. HAVE YOU PREVIOUSLY SUBMITTED TESTIMONY BEFORE THE 10 

TENNESSEE PUBLIC UTILITY COMMISSION? 11 

A.  Yes, I have submitted testimony before the Tennessee Public Utility Commission (“TPUC” 12 

or the “Commission”) in Docket Nos. 22-00021 (2022 CRRs Recon), 22-00072 (2022 13 

Annual CRRs), 23-00007 (2023 PCOP), and 23-00018 (2023 CRRs Recon). 14 

Q. WHAT ARE YOUR DUTIES AS SENIOR MANAGER RATES AND 15 

REGULATORY FOR TENNESSEE AMERICAN WATER? 16 

A.  I am responsible for managing and coordinating regulatory issues in Tennessee, and I am 17 

the rates and regulatory lead for TAWC. My primary responsibilities encompass the 18 

coordination of regulatory issues in Tennessee. This includes coordinating all reports and 19 

filings, working with regulatory staff to make sure that all information produced addresses 20 

the requirements or requests, and overseeing the preparation and filing of rate cases and 21 

tariff changes. I work with senior management of TAWC. I am also responsible for keeping 22 
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abreast of changes in regulation, and trends in public utility regulations across the United 1 

States that may impact TAWC. 2 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 3 

A.  On behalf of the parties, the purpose of my testimony is to introduce and support a 4 

Settlement Agreement and Proposed Incremental Capital Recovery Rider Tariff in TPUC 5 

Docket No. 19-00103, both of which memorialize the compromise resolutions reached by 6 

the parties to this case. The parties, the Consumer Advocate Division of the Office of the 7 

Attorney General (“Consumer Advocate” or “CAD”), Tennessee Public Utility 8 

Commission Party Staff (“Party Staff’), the City of Chattanooga (the “City” or CoC”), and 9 

Tennessee-American Water Company (hereinafter referred to collectively as "the Parties”), 10 

worked cooperatively and in good faith on the issues raised in Docket No. 19-00103 for an 11 

extended period of time. 12 

Q. PLEASE DESCRIBE THE PROCEDURAL HISTORY OF THIS PROCEEDING? 13 

A.  In TPUC Docket No. 18-00120, the Commission ordered that a new docket be opened to 14 

address potential issues and proposed modifications to improve, make more transparent, or 15 

streamline the collective Capital Riders.1 This led to the Commission convening TPUC 16 

Docket No. 19-00103. 17 

Q. WOULD YOU COMMENT BRIEFLY ON HOW THE PARTIES WORKED TO 18 

RESOLVE THE ISSUES PENDING IN THIS DOCKET? 19 

A.  The cooperative discussions regarding the issues raised and presented in TPUC Docket No. 20 

19-00103 began in late 2019. Since that time, the Parties have worked diligently and in 21 

 
1 In re: Petition of Tennessee-American Water Company Regarding the 2019 Investment and Related 
Expenses Under the Qualified Infrastructure Investment Program Rider, the Economic Development 
Investment rider and the Safety and Environmental Compliance Rider, Docket No. 18-00120, Order 
Approving Petition as Amended, pp. 21-22 (Nov. 8, 2019). 
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good faith to address the concerns raised by the Parties with respect to TAWC’s existing 1 

Capital Recovery Rider Tariffs, which were first approved by the in TPUC Docket No. 13-2 

00130. The Parties submitted written summary status reports on the ongoing discussions 3 

in this case to the Commission on February 10, 2022 and May 27, 2022. Building on the 4 

progress evidenced in those reports, the Parties continued to exchange information, meet 5 

regularly and remain engaged on the issues. As a result of the information exchanged and 6 

the cooperative discussions among the Parties, and for the purpose of avoiding further 7 

litigation and resolving this matter upon mutually acceptable terms, the Parties have 8 

resolved this case as set forth in the Settlement Agreement and the Proposed Incremental 9 

Capital Recovery Rider Tariff, subject to TPUC’s approval. The Settlement Agreement is 10 

organized and set forth in the following four (4) sections: 11 

I. Capital Riders; 12 

II. Return on Equity (“ROE”) Test; 13 

III. Components of the Return on Equity (“ROE”) Test Calculation; 14 

IV. Schedules to be submitted; and 15 

V. General Terms. 16 

Q. WHAT ARE THE KEY PROVISIONS OF THE STIPULATION AND 17 

SETTLEMENT AGREEMENT? 18 

A.  After numerous settlement negotiations and informal technical meetings, the Parties were 19 

able to agree to modifications to the Company’s existing Capital Recovery Riders to 20 

address certain concerns raised or presented by the Parties. The proposed Incremental 21 

Capital Recovery Rider Tariff, as supported by the Stipulation and Settlement Agreement 22 
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to which it is attached, includes the following design changes to the existing Capital 1 

Recovery Riders. 2 

• Eliminates the current two-filing-per-year mechanism in favor of a single annual filing. 3 

• Going forward, the revenue requirement for the Capital Recovery Riders will be 4 

calculated as the Incremental Capital Rider Revenue Requirement (“ICRRR”), which 5 

will be calculated by comparing the current amount of eligible capital additions and the 6 

authorized amounts already included in rates from the prior period. 7 

• Addresses the concern that the sum of the Rate Base in base rates plus the capital rider 8 

Rate Base shall not exceed the actual rate base of the Company. 9 

• A Return on Equity Test will be used to determine whether any limitation shall be 10 

applied to the Recovery of the ICRRR. 11 

• Maintains TPUC’s long standing precedent of reducing regulatory lag by utilizing 12 

deferred accounting treatment for costs associated with new capital investment. 13 

• Maintains the Approved Methodologies, as originally adopted in TPUC Docket No. 14 

13-00130 (and subsequently modified in dockets filed under its annual mechanism), 15 

except as necessary to implement these new provisions. 16 

• Provides a provision for transitioning from the current Capital Recovery Riders Tariffs. 17 

Q. DO THE PARTIES AGREE ON THE OUTCOME WITH RESPECT TO THE 18 

ISSUES RAISED IN DOCKET NO. 19-00103? 19 

A.  For the purposes of compromise and settlement, the Parties agree with and support the 20 

resolution of the issues as memorialized in the Settlement Agreement and the Proposed 21 

Incremental Capital Recovery Rider Tariff. While I will not attempt to speak on behalf of 22 

each party, I think it is fair to say that neither the Settlement Agreement nor the Proposed 23 
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Incremental Capital Recovery Rider Tariff are intended to capture or express the various 1 

and often differing positions of the Parties on the issues raised in Docket No. 19-00103. 2 

Rather, the purpose of both the Settlement Agreement and the Proposed Incremental 3 

Capital Recovery Rider Tariff is to present, as unanimously agreed to by the Parties, the 4 

compromise resolution of these issues in TPUC Docket No. 19-00103. 5 

Q. IS THE SETTLEMENT IN THE PUBLIC INTEREST? 6 

A.  Yes. The Parties agree that the settlement is in the public interest. The Parties represent an 7 

array of interests and have reached a settlement on a much-revised capital recovery rider 8 

program for TAWC that each Party agrees is in the public interest. 9 

Q. IN YOUR OPINION WHAT KEY ASPECTS OF THE SETTLEMENT ARE IN 10 

THE PUBLIC INTEREST. 11 

A.  Taken as a whole, the settlement is in the public interest. Each of the components of the 12 

Settlement Agreement and agreed upon Incremental Capital Recovery Tariff are 13 

interdependent and as a whole are in the public interest. Specifically, this settlement 14 

provides a regulatory framework that fairly balances the consumers’ interest and that of 15 

TAWC. This framework, in conjunction with other aspects of the Commission regulation 16 

of TAWC, and consistent with the permissible alternative regulatory mechanisms 17 

permitted under Tennessee law, supports timely investment in critical infrastructure 18 

dedicated to public use by the Company to serve its customers. At the same time, it affords 19 

the utility, TAWC, the opportunity to earn a reasonable return on invested capital while 20 

allowing regulatory review and approval of utility rates. Like the outgoing Capital 21 

Recovery Rider Tariffs this settlement replaces on a going forward basis, the agreed upon 22 

Incremental Capital Recovery Rider Tariff has the potential to defer costly and resource 23 
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intensive litigation of general rate cases. By adjusting rates annually, subject to an ROE 1 

test, the agreed upon Incremental Capital Recovery Rider Tariff seeks to avoid rate shock 2 

to customers while assuring that rates remain affordable. This settlement and the agreed 3 

upon tariffs provide an efficient, transparent, and reasonable framework for the 4 

Commission to exercise its mandate to ensure clean, safe, and reliable water service at 5 

reasonable rates. 6 

Q. PLEASE DESCRIBE THE CAPITAL RECOVERY RIDERS’ SECTION OF THE 7 

SETTLEMENT AGREEMENT AND PROPOSED INCREMENTAL CAPITAL 8 

RECOVERY RIDER TARIFF. 9 

A.  Starting with the 2024 filing of the Incremental Capital Recovery Rider for qualifying 10 

investments made through December 31, 2023, the ICRRR will be computed annually. The 11 

definition of investments eligible for recovery (subject to the conditions identified in this 12 

Agreement) under the Qualified Infrastructure Improvement Rider, the Economic 13 

Development Investment Program Rider, and the Safety and Environmental Compliance 14 

Program Rider remain unchanged from that initially adopted in TPUC Docket No. 13-15 

00130. 16 

The rider revenue requirement in the test period will be calculated based on the 17 

comparison between the current eligible amounts and the authorized amounts already 18 

included in rates from the prior period to arrive at the ICRRR. 19 

Characteristics of this calculation shall include: 20 

a. Previously authorized capital rider revenue is not at risk and shall be 21 
considered the “legacy” capital rider surcharge. Specifically, all capital rider 22 
revenue prior to January 1, 2023, will be considered “legacy” capital rider 23 
surcharge, which is based upon capital investments through December 31, 24 
2022; 25 
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b. Nothing in this Agreement would limit the ability of the parties to modify the 1 
rate design associated with the “legacy” capital rider surcharge. The rate design 2 
for the “legacy” capital riders will be the same as the rate design for the ICRRR 3 
unless/until otherwise modified pursuant to a Commission order; 4 

c. The parties agree to support a new docket to evaluate the reasonableness of the 5 
rate design associated with (1) the “legacy” capital rider surcharge and (2) the 6 
ICRRR; 7 

d. There would be a true-up of the recovery of newly authorized ICRRR. Any 8 
over- or under-recovery of the revenue requirement would be excluded from 9 
the Return on Equity test described below; and 10 

e. The ICRRR surcharge would stay in effect for exactly twelve months, no more 11 
and no less. At the end of the twelve-month period the ICRRR rates would 12 
revert to zero. Rates will be effective on the same day each year and 13 
implemented as interim rates until an order is received from the Commission. 14 
A true-up of interim rates for over or under collection would be done if the 15 
Commission Order differs from rates that were implemented. 16 

Q. IN WHAT WAY DOES THIS PROPOSED INCREMENTAL CAPITAL 17 

RECOVERY RIDER TARIFF DIFFER FROM THE OUTGOING CAPITAL 18 

RECOVERY RIDER TARIFFS. 19 

A.  The calculation of the Capital Recovery Riders under the existing and outgoing mechanism 20 

is based on a forward-looking test year based on planned capital additions that is reconciled 21 

in the following year based on actual costs of capital placed in service and actual rider 22 

revenues recovered. However, the Proposed Incremental Capital Recovery Rider Tariff is 23 

a historic test that reviews actual costs and investments and does require a reconciliation. 24 

I. Return on Equity (“ROE”) Test 25 

Q. TURNING NOW TO THE SECOND SECTION OF THE SETTLEMENT 26 

AGREEMENT, PLEASE DESCRIBE THE RETURN ON EQUITY “ROE” TEST. 27 

A.  The ROE test will determine any limitation that shall apply to the recovery of the ICRRR. 28 

An earnings deficiency exists if the adjusted Net Income divided by the calculated TAWC 29 

equity is less than the most recently authorized ROE, currently set at 10% per TPUC 30 
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Docket No. 12-00049 during the test period, while an earnings surplus exists if the adjusted 1 

Net Income divided by TAWC equity is greater than authorized ROE in effect, currently 2 

10% during the test period. 3 

Recovery of the ICRRR shall be subject to the following limitations: 4 

a. If an earnings deficiency exists in the test period and it is greater than the 5 
ICRRR, there would be no ICRRR recovery limitation; 6 

b. If an earnings deficiency exists in the test period and it is less than the ICRRR, 7 
the ICRRR would be limited to the amount of the earnings deficiency; and 8 

c. If any earnings surplus exists in the test period, there would be no ICRRR for 9 
that single year. 10 

Q. WHAT ARE THE COMPONENTS OF THE RETURN ON EQUITY TEST 11 

CALCULATION? 12 

A.  The first component is the calculation of Rate Base. Rate Base will be determined using 13 

the 13-month average, December through December, for TAWC during the test period. 14 

The Cash Working Capital balance included in Rate Base shall be determined using the 15 

lead-lag days established in TPUC Docket No. 12-00049 with updated cost of service 16 

balances for the test period. The balance of Material and Supplies, and other working 17 

capital components shall be determined using appropriate accounts and corresponding 18 

balances reflected in the test period, without regard to the accounts/balances relied upon in 19 

TPUC Docket No. 12-00049. Rate Base shall exclude any capitalized incentive 20 

compensation costs allocated to TAWC from its affiliate Service Company, as well as one 21 

hundred percent of long-term incentive compensation costs for TAWC employees and fifty 22 

percent of short-term incentive compensation costs.  23 

Next, the Net Income component is calculated. TAWC’s book Net Income shall be 24 

the starting point in determining the Adjusted Net Income component of the ROE test. The 25 

adjusted Net Income is computed by adjusting book Net Income, including those 26 
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adjustments historically used to adjust operating income. The historically used adjustments 1 

to Net Income shall include, but not be limited to, those adjustments supported by the 2 

Company in its TPUC Docket No. 22-00021 Capital Recovery Rider Reconciliation 3 

docket, as well as the reduction in operating expenses associated with power and chemical 4 

costs resulting from excess water loss beyond that authorized by the Commission. 5 

However, the items comprising the adjustments to book Net Income shall not necessarily 6 

be limited to those in the initial or existing TAWC ICRRR calculation. Nothing in this 7 

Settlement Agreement limits any Party’s ability to support additional adjustments to 8 

adjusted Net Income or to verify the accuracy of the adjustments identified by TAWC. 9 

The book Net Income of the Company shall be adjusted to include the deferred 10 

depreciation and property taxes as an expense on a net of tax basis as if such costs had been 11 

charged to expense in the test period for purposes of computing the Adjusted Net Income. 12 

Deferral of depreciation and property taxes and carrying costs are allowed. However, since 13 

these deferred costs are considered a test period expense for calculating the ROE test, the 14 

amortization of these costs shall be charged to a non-operating expense in the following 15 

period and would not impact subsequent ROE test calculations. The ROE test calculation 16 

will include deferred costs as an expense, when they are incurred as an adjustment to book 17 

income. However, these deferred costs should not be charged to an above-the-line expense 18 

a second time upon amortization in a subsequent period. 19 

For purposes of the ROE test, operating revenue shall be reduced for the collections 20 

related to the newly authorized capital rider revenue in a given period, on a net of tax basis. 21 

For example, assume based upon 2023 actual results, $500,000 of additional capital rider 22 

surcharge revenue were authorized and collection began in late 2024. The 2024 operating 23 
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revenue for purposes of calculating the 2024 ROE test would be reduced for the 2024 1 

ICRRR collections which related to 2023 results on a net of tax basis. This would apply to 2 

any reconciliation amount for “legacy” capital rider collections as well. 3 

Q. PLEASE DESCRIBE THE CAPITAL STRUCTURE ISSUES COMPONENT OF 4 

THE SETTLEMENT AGREEMENT. 5 

A.  TAWC shall provide the thirteen-month average of short-term and long-term debt balances 6 

from the books of TAWC during the test period and provide the weighted average cost of 7 

both types of debt. The calculation of the respective debt balances and weighted average 8 

cost rates will include debt issue, premium, and/or discount expenses, consistent with 9 

standard treatment within a base rate case. TAWC shall separately identify interest expense 10 

recorded on TAWC’s books, with a synchronized interest expense calculation computed 11 

in a base rate proceeding whereby the thirteen-month average Rate Base value is multiplied 12 

by the weighted-average cost of debt. Material differences between the two methods of 13 

determining interest expense should be reconciled and explained by the Company. The 14 

synchronized interest expense should be used within the ROE test calculation, absent 15 

material differences between the two methods. TAWC will provide detailed schedules 16 

showing the determination of the per book balances for long-term and short-term debt and 17 

the respective calculations of the weighted average cost of debt. The Company shall 18 

describe the source of all debt balances identified on its books. Balances utilized in the 19 

synchronized interest calculation would be utilized in the calculation and a reconciliation 20 

will be provided to the 3.06 report balances. The level of TAWC’s equity investment within 21 

the ROE test shall be determined by subtracting the per book basis of TAWC’s thirteen-22 

month average balances of long-term and short-term debt from the thirteen-month average 23 
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balance of the Rate Base. This residual amount is the level of equity used in the calculation 1 

of the ROE test. 2 

Q. WHAT IS THE NEXT STEP IN CALCULATING THE ROE FOR THE ROE 3 

TEST? 4 

A.  The return on equity shall be determined by dividing the Adjusted Net Income by the level 5 

of equity investment. For purposes of the ICRRR, the ROE test revenue deficiency or 6 

excess shall be computed on a pre-tax basis. 7 

Q. HOW WILL THE REGULATORY LAG FOR EACH ICRRR COMPONENT BE 8 

CALCULATED? 9 

A.  The regulatory lag will be computed on each ICRRR component from the mid-point of the 10 

test period through the mid-point of the collection period. The regulatory lag shall be 11 

applied to the pre-tax rate of return adopted in TPUC Docket No. 12-00049. The lag period 12 

may be adjusted based on procedural schedules, effective dates, and/or other 13 

circumstances, upon application to the Commission. 14 

Q. ARE ACCOUNTING ISSUES ASSOCIATED WITH DEFERRAL OR ACCRUAL 15 

OF EXPENSES OR REVENUES ADDRESSED? 16 

A.  Yes. The Company is authorized to defer depreciation, property tax and carrying costs 17 

associated with debt expense of ICRRR eligible investments. The Company will notify the 18 

Commission and Parties to this Settlement Agreement if it intends to accrue or defer any 19 

revenue or expense items resulting from this mechanism within 90 days of the effective 20 

order date. Any accrued or deferred accounting entries resulting from this mechanism shall 21 

be made to unique accounts such that the transactions may be easily identified. In addition, 22 
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how any deferred expenses is treated is addressed in the settlement agreement addressing 1 

the calculation of net earnings as part of the ROE test. 2 

II. Filed Schedules 3 

Q. DOES THE SETTLEMENT AGREEMENT ADDRESS WHICH SCHEDULES 4 

MUST BE FILED WITH THE PETITION SEEKING AN ICRRR? 5 

A.  Yes. Each reconciliation filing shall include the following: Detailed attachments as have 6 

previously been submitted, inclusive of detail tabs, similar to those previously submitted 7 

in TAWC capital rider reconciliation filings; see the following files submitted in TPUC 8 

Docket No. 23-00018; including: 9 

(1)  TAW 2022 Capital Rider Recon; 10 
(2)  TAW 2022 Workpaper Billing Determinants; 11 
(3)  TAW 2022 CapRider Cost Detail; 12 
(4)  Petitioner’s Exhibit 2022 SCEP – KAS; and 13 
(5)  TAW 2022 Workpaper Earnings Test. 14 

 15 
In addition, the Company shall file detailed attachments created pursuant to Settlement 16 

Discussions identified as 19-00103 Workbook Exhibit inclusive of all tabs. 17 

Q. ARE THERE OTHER TERMS TO THE SETTLEMENT AGREEMENT? 18 

A.  Yes. The section of the Settlement Agreement entitled “General Terms” covers several 19 

terms agreed to by the Parties. There are several General Terms to the Settlement 20 

Agreement and each is out lined in Section V. General Terms of the Settlement Agreement. 21 

Q. WHAT IS YOUR RECOMMENDATION WITH RESPECT TO THE 22 

SETTLEMENT AGREEMENT AND PROPOSED TARIFFS? 23 

A.  I recommend that the Commission approve the Settlement Agreement and the Proposed 24 

Incremental Capital Recovery Rider Tariff agreed to and submitted by the Parties. 25 

Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 26 
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A.  Yes. 1 
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CLASSIFICATION OF 
SERVICE 

 

SUMMARY OF RIDERS 
 
 

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, the Legacy 
Capital Recovery Riders, Incremental Capital Recovery Rider (“ICR”), and Production Costs and 
Other Pass-Throughs Rider (“PCOP”) will apply to customers in all approved service areas. 

 

2. The Percentage of Riders, Reconciliation and Offsets 
 

For the Riders defined in the tariffs: 

 
Legacy Capital Recovery Riders 36.30%

 
Incremental Capital Recovery Rider xx.xx%

 
Total of Legacy and Incremental Capital Recovery Riders xx.xx% 

 
Reconciliation Rate (expires December 31, 2023) -2.78%

 

 
Offset to Legacy and ICR Riders for TCJA Savings -4.32% 

 
Offset to Legacy and ICR Riders for Excess ADIT -0.23% 

 

 
PCOP 2.13% 

 

 
(D) Indicates Decrease 
(I) Indicates Increase 
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CLASSIFICATION OF 
SERVICE 

 

DETAIL OF LEGACY RIDERS 
 
 

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 Legacy 
Qualified Infrastructure Improvement Program (“QIIP”) Rider, a Legacy Economic Development 
Investment  Program Rider (“EDI”), and a Legacy Safety and Environmental Compliance Program 
Rider (SEC”), collectively the Legacy Capital Recovery Riders, will apply to customers in all 
approved service areas. 

 
The Legacy Capital Recovery Riders were established by Commission Order in TPUC Docket No. 23-00018. 

 
 

2.  The Percentage of Legacy Riders  
 

The Legacy Capital Recovery Riders percentages shall be expressed as a percentage carried to two 
(2) decimal places and shall be applied to the total amount billed to each Customer based on the 
Company’s otherwise applicable rates and charges. 
 

For the Riders defined in the tariffs: 
 

Legacy QIIP             24.28%
Legacy EDI                   1.93%
Legacy SEC 10.09%
Total of Legacy Capital Recovery Riders 36.30%
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CLASSIFICATION OF SERVICE 

 

INCREMENTAL CAPITAL 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 
Incremental Capital Rider (“ICR”) will apply to customers in all Approved Service Areas. 

The above rider will be computed and reconciled annually within a single filing. 

2. Definitions 

For the purposes of this Rider: 

“Annual Filing Date” shall be the date the Company will make its annual calculation of the 
ICR Percentage Rate for the following twelve-month period. The Annual Filing Date shall be 
no later than March 1 of each year.  

“Approved Service Areas” means service areas authorized by the Commission to have the 
Incremental Capital Rider charges applied.  

“Annual Review Period” means the calendar twelve-month period (January through 
December) of the prior year. 

“Commission” means the Tennessee Public Utility Commission. 

“Consumer Advocate” means the Consumer Advocate Unit in the Financial Division of the 
Office of the Attorney General. 

“Return on Equity (ROE) Test” means the return on equity test that shall be used to 
determine any limitation that shall apply to the recovery of the ICR.   

“Eligible Rate Base” means the amount of the Incremental Capital Rider eligible rate base 
not otherwise included in current base rates. 
 
“Legacy Capital Riders” means all capital rider investment made prior to January 1, 2023 
from the Qualified Infrastructure Improvement Program (“QIIP”), Economic Development 
Investment (“EDI”), and Safety and Environmental Compliance Riders (“SEC”). Referred to 
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as “Previously Recovered CR Rate Base” in the Incremental Capital Rider Revenue 
Requirement calculation listed below.  The Legacy Capital Riders percentages were 
established by Commission Order in Docket No. 23-00018. 

“New matter” refers to any issue, adjustment, and/or ambiguity in or for any account, 
method of accounting or estimation, or ratemaking topic that would directly or indirectly 
affect the Annual Incremental Capital Rider filing for which there is no explicit prior 
determination by the Commission regarding the Company.  

 
“Relevant Rate Order”is defined as the methodologies approved and adopted by the 
Commission in Docket Nos. 12-00049, 13-00130, 19-00103, any subsequent general rate case, 
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, or as modified following a determination 
of a New Matter (defined in part2).           

3. General Description 

(A) The ICR allows the Company to recover outside of a base rate case its qualifying incremental 
non-revenue producing plant infrastructure investment costs, with such recovery limited to the 
lower of the ICRRR necessary to allow the Company to earn its authorized return on equity, 
or its actual incremental ICRRR. . Starting with the 2024 filing for investments made through 
December 31, 2023, the annual Incremental Capital Rider Revenue Requirement (“ICRRR”) 
will be calculated using the Eligible Rate Base less the amount recovered in the Legacy Capital 
Riders rates.  

(B) Investments eligible for recovery under the ICR are subject to the same requirements initially 
adopted in TRA Docket No. 13-00130 for the Qualified Infrastructure Improvement Program 
(“QIIP), Economic Development Investment (“EDI”), and Safety and Environmental 
Compliance (“SEC”) Riders. 

 
(C) Insert general description for incremental investments related to QIIP from current tariff. 

(D) Insert general description for incremental investments related to EDI from current tariff. 

(E) Insert general description for incremental investments related to SEC from current tariff. 

(F) Investments eligible for recovery under the ICR are subject to the conditions established by 
Commission Order in TPUC Docket No. 19-00103.  
 

(G) An annual return on equity test will determine any limitation that shall apply to the recovery 
of the ICRRR.  
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4. Computation of the Return on Equity Test 

Recovery of the ICRRR shall be subject to the following limitations: 

a. If an earnings deficiency exists and it is greater than the ICRRR, there would be no ICRRR 
recovery limitation. 

b. If an earnings deficiency exists and it is less than the ICRRR, the ICRRR would be limited to 
the amount of the earnings deficiency. 

c. If an earnings surplus exists in the test period, there will be no ICRRR for that single year. 

 

An earnings deficiency exists if the as-adjusted Earned Return on Equity during the Annual 
Review Period is less than the last Authorized Return on Equity.  An earnings surplus exists if the 
as-adjusted Earned Return on Equity during the Annual Review Period is greater than the 
Authorized Return on Equity. The Earned Return on Equity may include the impact of any New 
Matter, as appropriate.   

  
 The Return on Equity Test shall be calculated for the Annual Review Period as follows: 

 

 
Calculation of  Return on Equity Test 

For the Twelve Months Ending December 31, xxxx 
Line 
No.     

1 20xx ICRRR     

    
2 Calculation of Adjusted Net Income   
3 Book Net Income   $    
4 Adjustments to Book Income:   

5 Deduct Deferred Depreciation, Property Taxes and Debt 
Carrying Costs                              

6 Deduct New ICRRR Revenue Collections                            
7 Add Adjustment to reflect effective federal   
8 Add Income tax rate (debt assigned to parent)               
9 Add Incentive Compensation  

10 Add Lobbying Expenses  
11 Add Lobbying - Salary  
12 
13 

Add Deferral of Operating Costs - Main Break 
Add Excess Production Costs > 15% Adjustment  
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14 Add Amortization of prior years’ deferred Depreciation, 
Property Taxes and Debt Carrying Costs.  

15 Reserved for Adjustment to Book Income            
16 Adjustments to Net Income (Lines 5 thru 15)  $ 

    
17 Adjusted Net Income (Line 3+16)    $    

    
18 Calculation of Equity   
19 TAWC 13-Month Avg Rate Base   $  
20 Less: 13-Month Avg Debt:   
21 Long-Term Debt        
22 Short-Term Debt          
23 Equity Financed Rate Base  (Line 19 Less 21 and 22)   $  
24 Earned Return on Equity (Line 17/23)  % 
25 Less: Authorized Return on Equity   10.00% 
26 Excess Return on Equity (Line 24 less Line 25)  % 
27 Multiplied by Equity Balance (Line 26 * Line 23)   $           
28 Tax Gross-up Factor                 
29 Revenue Excess – Subtotal (Line 27 * Line 28)   $         

    
30 Multiplied by: Reciprocal Factor - Revenue Taxes at 3.19%   

    
31 Revenue Excess/(Deficiency)   $         

 
 

 
 
Where: 
 

“Adjusted Net Income” means TAWC’s Book Net Income adjusted to include items 
historically used to adjust operating income, for which a precedent has been set or an 
Order received from the Commission to exclude specific expenses or revenues. Book 
Net Income should be adjusted to include deferred depreciation, property taxes and 
debt carrying costs as an expense on a net of tax basis in the period in which the 
expenses were deferred. Once amortization begins on these deferred expenses, they are 
not to be included as adjustments in subsequent Earnings Test calculations. An 
adjustment should be made for any over or under collection from prior period ICR.  
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“Authorized Return on Equity” means TAWC’s most recent authorized return on 
equity as ordered by the Commission in the last rate case or Relevant Rate Order.  

  
“Book Net Income” means TAWC’s unadjusted net income for the Annual Review 
Period per its general ledger.  Book Net Income shall include Allowance for Funds 
Used During Constrution and interest on customer deposits.   
 
“Long-Term Debt” means TAWC’s long-term debt as reported in the PSC-3.06 
monthly reports submitted to the Commission, subject to a determination as to the 
reasonableness of such balances for inclusion in the Return on Equity calculation. 
 
“Short-Term Debt” means TAWC’s short-term debt as reported in the PSC-3.06 
monthly reports submitted to the Commission, subject to a determination as to the 
reasonableness of such balances for inclusion in the Return on Equity calculation..  
 
“Reciprocal Factor” means the gross up of the effective rate of the revenue tax rate, 
which includes the uncollectible expense rate and forfeited discounts rate from the 
Relevant Rate Order, the current gross receipts tax rate, and any applicable Tennessee 
River Authority fees.  
 
“TAWC 13-Month Avg Rate Base” means TAWC’s thirteen-month average rate base 
for December of the prior period through December of the Annual Review Period. 
 
“Tax Gross-Up Factor” means the gross up of the effective tax rate of the current 
state and federal tax rates.  

 
 
 
 
 

5. Determination of the ICR 
 

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

(B) The ICR percentage shall be calculated for the Annual Review Period as follows: 
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Line No. Description Source   
 Section A: Return    

 
Determining Capital Rider Rate Base and Rate 

of Return    
1 TAWC 13-Month Average Rate Base          $  

     
2 Eligible Capital Rider Rate Base               
3 Plus:    
4 Authorized Rate Base  Rate Order 12-00049  132,015,472 
5 Acquisition Rate Base     

6 Eligible Capital Rider Rate Base Plus 
Line 2 + Line 4 + Line 

5  $  

7 Lower of the Rate Base Calculation 
Lower of Line 1 or 

Line 6  $  

8 Eligible Rate Base 
Line 7 Less Lines 4 

and 5           $  
9 Less:  Previously Recovered CR Rate Base   $131,266,975            

10 Incremental CR Investment Line 8 Less Line 9          $  

     
11 Pre-Tax Return Rate Order 12-00049  8.45% 
12 Pre-Tax Revenue Deficiency on ICR Investment Lines 10 * 11        $  

13 Lag Weighted Return Factor - Pre-Tax 
Regulatory Lag 

Factor  1.1056                   

     

14 
Return on Rate Base Revenue Deficiency w/ 
Regulatory Lag Line 12 * Line 13             $  

 

 

 Section B: Depreciation    

 Determining Depreciation Expense    
15 TAWC Depreciation Expense PSC--3.06              $  
16 Minus:    

17 Authorized Depreciation Expense  
Rate Order 12-

00049  6,090,861 
18 Acquisition Depreciation Expense     
19 Legacy CRR Depreciation Recovery    $3,723,517 
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20 

 
Incremental Depreciation Expense Cap 
(Depreciation expense unrecovered in either 
base rates or capital rider) 

Line 15 Less Lines 
17, 18, 19             $  

     
21 Incremental CR Depreciation Expense    

     

22 

Lower of the Depr Expense on Incremental CR 
Expenditures or Unrecovered Depreciation 
Expense 

Lower of Line 20 or 
21  $ 

     

23 Lag Weighted Return Factor - Pre-Tax 
Regulatory Lag 
Factor  1.1056                   

     
24 ICRRR Depreciation Expense w/ Regulatory Lag Line 22 * 23                $  

 
 

 Section C: Property and Franchise Tax Expense    
 Determining Property & Franchise Tax Expense    

25 TAWC Property Tax PSC--3.06  $  
26 TAWC Franchise Tax     
27 Minus:    

28 Authorized Property & Franchise Tax 
Rate Order 12-

00049  $3,166,568   
29 Acquisition Property Tax     
30 Acquisition Franchise Tax     
31 Legacy CR Property Tax Recovery   $1,769,250 

32 

 
Incremental Property & Franchise Tax 
(Unrecovered in either base rates or capital 
rider) 

Lines 25 + 26 Less 
Lines 28,29, 30, 31  $  

     

33 Incremental Property and Franchise Taxes 
Property & 

Franchise Tax Calc  $  
34 Eligible Capital Rider Franchise Tax    

     

35 
Lower of Unrecovered Actual or CR Property 
and Franchise Tax Expense 

Lower of Line 32 or 
33  $  
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36 Lag Weighted Return Factor - Pre-Tax 
Regulatory Lag 
Factor  1.1056                    

     

37 
ICRRR Property and Franchise Tax w/ 
Regulatory Lag Line 35 * 36  $  

     
38 Total ICRRR Revenue Requirement  Lines 14 + 24 + 37  $  

 
39 CRR Revenue Deficiency Line 38  $  

     
40 Revenue Taxes Reciprocal Factor   103.30% 
41 Revenues with Revenue Taxes   $  

     
42 Over/(Under) Collection from Prior Period    

     
43 After Tax ICRRR   $  

 
 
Where: 

 
“Acquisition Rate Base, Depreciation and Taxes” means inclusion of net rate base 
based upon the book value of the acquired system, depreciation and taxes associated  
with a new service area not previously included in TAWC’s Relevant Rate Order’s 
authorized rate base, depreciation expense, or taxes. 

 
“Authorized Depreciation Expense” means the depreciation expense authorized in 
the Relevant Rate Order.  
 
“Authorized Rate Base” means the rate base authorized in the Relevant Rate Order.  
 
“Authorized Property & Franchise Tax” means the property and franchise tax 
authorized in the Relevant Rate Order. 
 
“Eligible Capital Rider Rate Base” means the rate base from all Legacy Capital Rider 
investments from the QIIP, EDI, and SEC riders through the Annual Review Period.   
 
“Incremental CR Depreciation Expense” means the calculation of depreciation 
expense on the eligible Incremental Capital Rider investment.  
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“Incremental Property and Franchise Taxes” means the difference between the 
Legacy Capital Rider property and franchise taxes calculation and the current 
calculation of property and franchise taxes, which includes all eligible capital 
investment for the Annual Review Period.   
 
“Lag Weighted Return Factor” means the computed lag on each ICRRR component 
from the mid-point of the study period through the mid-point of the collection period, 
assumed to be 17 months.  The lag is applied to the Pre-tax Return adopted in the 
Relevant Rate Order. The lag period could be adjusted based on procedural schedules, 
effective dates, and/or other circumstances. 
 
“Legacy CR Property Tax Recovery” means the property tax expense authorized in 
all Legacy Capital Rider investments. 
 
“Legacy CR Depreciation Recovery” means the depreciation expense authorized in 
all Legacy Capital Rider investments. 
  
“Over/(Under) Collection from Prior Period” means the difference between actual 
revenues collected through the ICR from the prior Annual Review Period, compared 
with the actual ICRRR authorized by the Commission during the prior Annual Review 
Period. 
 
“Pre-Tax Return” means the rate of return on investment before taxes as approved in 
the Relevant Rate Order.  
 
“Revenue Taxes Reciprocal Factor” means the gross up of the effective rate of the 
revenue tax rate, which includes the uncollectible expense rate and forfeited discounts 
rate from the relevant rate order, the current gross receipts tax rate, and any applicable 
Tennessee River Authority fees.  
 
“TAWC Property Tax” means TAWC’s property tax expense as reported in the PSC-
3.06 monthly report submitted to the Commission. 
 
“TAWC Depreciation Expense” means TAWC’s depreciation expense as reported in 
PSC-3.06 monthly report submitted to the Commission.  
 
“TAWC 13-Month Average Rate Base” means TAWC’s total thirteen-month 
average rate base for December of the prior period through December of the test period. 
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6. New Matters 
 
If New Matters arise, the Company, TPUC Staff, and the Consumer Advocate will endeavor to 
reach a resolved treatment, or if necessary, will seek a ruling from the Commission. 

 
 

7. New Base Rates 
 

The ICR and Legacy Capital Rider will be reset to zero upon the establishment of new 
Commission-authorized base rates and charges to customer billings that provide for the 
prospective recovery of the annual costs that had theretofore been recovered under the ICR or 
Legacy Capital Riders. Thereafter, only the costs of new ICR eligible plant additions that have not 
previously been reflected in the Company’s Eligible Rate Base would be reflected in new annual 
ICR filings.  

 
 

8. Annual ICR Percentage Rate Filing 
 

On or before March 1 of each year, the Company shall submit to the Commission a calculation of 
the ICR Percentage Rate for the following twelve-month period. The Annual ICR Percentage Rate 
Filing shall be verified by an officer of the Company. The Annual ICR Percentage Rate Filing 
shall include a calculation to adjust revenue to recover costs related to the Historical ICR 
Investment Amount, with such revenue adjustment applied through the ICR Percentage Rate. The 
interim ICR Percentage Rate shall become effective on April 1 of each year and be applied as an 
adjustment to Customers’ bills for the next twelve months. Rates will be effective on the same day 
each year and implemented as interim rates until an order is received from the Commission. A 
true-up of interim rates for over or under collection would be done if the Commission Order differs 
from the rates that were implemented. 
 
The Company will include in its Annual ICR Percentage Rate Filing the following information at 
a minimum: (a) computation of the ICR Percentage Rate, including the detailed calculation of each 
component and (b) such other information as the Commission may direct. 
 
The Company will simultaneously copy the Consumer Advocate on its Annual ICR Percentage 
Rate Filing. 
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9. Computation of the Over-Under Collection Adjustment 
 

The Company will identify and record the total amount of the ICR collected from customers for 
the prior Annual Review Period. The total amount collected will be based on twelve months of 
actual collection from January through  December . The difference between the Total ICR 
Collected from Customers and the Total ICRRR authorized by the Commission from the prior 
Annual Review Period shall constitute the Over-Under Collection Adjustment. The true-up for 
February and March actuals versus estimates shall be made in the subsequent ICR filing as part of 
the Over-Under Collection Adjustment. The Over-Under Collection Adjustment shall be included 
in the current Annual Review Period’s ICRRR calculation as identified on Line 43 of the ICR 
calculation above. 
 
The Over-Under Collection Adjustment shall include any necessary adjustments for over-under 
collection due to interim rates differing from the Commission Ordered rates from the prior Annual 
Review Period. 

 
The Company will include in its computation of the Over-Under Collection Adjustment the 
following information at a minimum: (a) a schedule of all journal entries made related to the ICR 
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 ICR collected from customers for 
the prior annual review period, (c) computation of the annual over-under collection amount, 
including the detailed calculation of each component, (d) the cumulative amount of ICR and 
Legacy amounts collected from customers under this Rider and (e) such other information as the 
Commission may direct.  

 

10. Notice Requirements 
 

The Company will file revised tariffs for Commission approval upon 30 days’ notice to implement 
a decrement or increment each 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.  

 

11. 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 Commission, for a reconsideration of whether it remains 
in the public interest. 
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	A.  I am responsible for managing and coordinating regulatory issues in Tennessee, and I am the rates and regulatory lead for TAWC. My primary responsibilities encompass the coordination of regulatory issues in Tennessee. This includes coordinating al...
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	A.  On behalf of the parties, the purpose of my testimony is to introduce and support a Settlement Agreement and Proposed Incremental Capital Recovery Rider Tariff in TPUC Docket No. 19-00103, both of which memorialize the compromise resolutions reach...

	Q. PLEASE DESCRIBE THE PROCEDURAL HISTORY OF THIS PROCEEDING?
	A.  In TPUC Docket No. 18-00120, the Commission ordered that a new docket be opened to address potential issues and proposed modifications to improve, make more transparent, or streamline the collective Capital Riders.0F  This led to the Commission co...

	Q. WOULD YOU COMMENT BRIEFLY ON HOW THE PARTIES WORKED TO RESOLVE THE ISSUES PENDING IN THIS DOCKET?
	A.  The cooperative discussions regarding the issues raised and presented in TPUC Docket No. 19-00103 began in late 2019. Since that time, the Parties have worked diligently and in good faith to address the concerns raised by the Parties with respect ...

	Q. WHAT ARE THE KEY PROVISIONS OF THE STIPULATION AND SETTLEMENT AGREEMENT?
	A.  After numerous settlement negotiations and informal technical meetings, the Parties were able to agree to modifications to the Company’s existing Capital Recovery Riders to address certain concerns raised or presented by the Parties. The proposed ...

	Q. DO THE PARTIES AGREE ON THE OUTCOME WITH RESPECT TO THE ISSUES RAISED IN DOCKET NO. 19-00103?
	A.  For the purposes of compromise and settlement, the Parties agree with and support the resolution of the issues as memorialized in the Settlement Agreement and the Proposed Incremental Capital Recovery Rider Tariff. While I will not attempt to spea...

	Q. IS THE SETTLEMENT IN THE PUBLIC INTEREST?
	A.  Yes. The Parties agree that the settlement is in the public interest. The Parties represent an array of interests and have reached a settlement on a much-revised capital recovery rider program for TAWC that each Party agrees is in the public inter...

	Q. IN YOUR OPINION WHAT KEY ASPECTS OF THE SETTLEMENT ARE IN THE PUBLIC INTEREST.
	A.  Taken as a whole, the settlement is in the public interest. Each of the components of the Settlement Agreement and agreed upon Incremental Capital Recovery Tariff are interdependent and as a whole are in the public interest. Specifically, this set...

	Q. PLEASE DESCRIBE THE CAPITAL RECOVERY RIDERS’ SECTION OF THE SETTLEMENT AGREEMENT AND PROPOSED INCREMENTAL CAPITAL RECOVERY RIDER TARIFF.
	A.  Starting with the 2024 filing of the Incremental Capital Recovery Rider for qualifying investments made through December 31, 2023, the ICRRR will be computed annually. The definition of investments eligible for recovery (subject to the conditions ...

	Q. IN WHAT WAY DOES THIS PROPOSED INCREMENTAL CAPITAL RECOVERY RIDER TARIFF DIFFER FROM THE OUTGOING CAPITAL RECOVERY RIDER TARIFFS.
	A.  The calculation of the Capital Recovery Riders under the existing and outgoing mechanism is based on a forward-looking test year based on planned capital additions that is reconciled in the following year based on actual costs of capital placed in...

	Q. TURNING NOW TO THE SECOND SECTION OF THE SETTLEMENT AGREEMENT, PLEASE DESCRIBE THE RETURN ON EQUITY “ROE” TEST.
	A.  The ROE test will determine any limitation that shall apply to the recovery of the ICRRR. An earnings deficiency exists if the adjusted Net Income divided by the calculated TAWC equity is less than the most recently authorized ROE, currently set a...

	Q. WHAT ARE THE COMPONENTS OF THE RETURN ON EQUITY TEST CALCULATION?
	A.  The first component is the calculation of Rate Base. Rate Base will be determined using the 13-month average, December through December, for TAWC during the test period. The Cash Working Capital balance included in Rate Base shall be determined us...

	Q. PLEASE DESCRIBE THE CAPITAL STRUCTURE ISSUES COMPONENT OF THE SETTLEMENT AGREEMENT.
	A.  TAWC shall provide the thirteen-month average of short-term and long-term debt balances from the books of TAWC during the test period and provide the weighted average cost of both types of debt. The calculation of the respective debt balances and ...

	Q. WHAT IS THE NEXT STEP IN CALCULATING THE ROE FOR THE ROE TEST?
	A.  The return on equity shall be determined by dividing the Adjusted Net Income by the level of equity investment. For purposes of the ICRRR, the ROE test revenue deficiency or excess shall be computed on a pre-tax basis.

	Q. HOW WILL THE REGULATORY LAG FOR EACH ICRRR COMPONENT BE CALCULATED?
	A.  The regulatory lag will be computed on each ICRRR component from the mid-point of the test period through the mid-point of the collection period. The regulatory lag shall be applied to the pre-tax rate of return adopted in TPUC Docket No. 12-00049...

	Q. ARE ACCOUNTING ISSUES ASSOCIATED WITH DEFERRAL OR ACCRUAL OF EXPENSES OR REVENUES ADDRESSED?
	A.  Yes. The Company is authorized to defer depreciation, property tax and carrying costs associated with debt expense of ICRRR eligible investments. The Company will notify the Commission and Parties to this Settlement Agreement if it intends to accr...

	Q. DOES THE SETTLEMENT AGREEMENT ADDRESS WHICH SCHEDULES MUST BE FILED WITH THE PETITION SEEKING AN ICRRR?
	A.  Yes. Each reconciliation filing shall include the following: Detailed attachments as have previously been submitted, inclusive of detail tabs, similar to those previously submitted in TAWC capital rider reconciliation filings; see the following fi...

	Q. ARE THERE OTHER TERMS TO THE SETTLEMENT AGREEMENT?
	A.  Yes. The section of the Settlement Agreement entitled “General Terms” covers several terms agreed to by the Parties. There are several General Terms to the Settlement Agreement and each is out lined in Section V. General Terms of the Settlement Ag...

	Q. WHAT IS YOUR RECOMMENDATION WITH RESPECT TO THE SETTLEMENT AGREEMENT AND PROPOSED TARIFFS?
	A.  I recommend that the Commission approve the Settlement Agreement and the Proposed Incremental Capital Recovery Rider Tariff agreed to and submitted by the Parties.

	Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?
	A.  Yes.
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