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Darlene,

Please find attached to this email the excel support that goes along with the stipulation and
settlement agreement regarding this matter. Please feel free to reach out if you have any
questions.

Regards,

Alex Bradley | Financial Analyst

Consumer Advocate Division

Office of Tennessee Attorney General

500 Dr. Martin L. King Jr. Blvd., Nashville, TN 37243
Mailing Address:

P.O. Box 20207, Nashville, Tennessee 37202

p. (615)741-2306

Making the case for Tennessee

Our Mission — We are the State’s law office serving Tennessee with principled, independent, and excellent
counsel.

NOTICE :
This e-mail message and any attachment are for use by the recipient only, and contain information that may be legally privileged and
confidential from the Tennessee Attorney General's Office,Financial Division. If you are not the intended recipient, DO NOT review,
transmit, convert to hard copy, copy, use or disseminate this e-mail or any attachments to it. If you received this email in error, please
immediately notify us by return email or telephone at 615-741-6035 and permanently delete this message. Receipt by anyone other than
the intended recipient is not a waiver of any deliberative process privilege, joint prosecution privilege, attorney-client privilege, work
product immunity or any other privilege or immunity.
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Good morning,



 



Please file the attached – 19-00103 Joint Stipulation & Settlement Agreement, in the above-referenced docket. Original and copies are being mailed out now.



 



Also attached is the excel version of exhibits attached to the PDF (Final Draft ICRRR Workbook 9-14-2023(2075915.1)).



 



Thanks,



 



 



Terra Allen | Legal Administrative Specialist



Consumer Advocate Division



Office of Tennessee Attorney General 



500 Dr. Martin L. King Jr. Blvd., Nashville, TN 37243 



Mailing Address:



P.O. Box 20207, Nashville, Tennessee 37202



p. 615.741.0863



Terra.Allen@ag.tn.gov



 







 



Our Mission – We are the State’s law office serving Tennessee with principled, independent, and excellent counsel.
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19-00103 Joint Stipulation & Settlement Agreement.pdf

STATE OF TENNESSEE

Office of the Attorney General

JONATHAN SKRMETTI
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, 4" 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







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







IN THE TENNESSEE PUBLIC UTILITY COMMISSION

AT NASHVILLE, TENNESSEE

IN RE: )

)
DOCKET TO INVESTIGATE AND )
CONSIDER POTENTIAL ISSUES AND ) Docket No. 19-00103
MODIFICATIONS TO THE COLLECTIVE )
CAPITAL RIDERS OF TENNESSEE- )
AMERICAN WATER COMPANY )

STIPULATION AND SETTLEMENT AGREEMENT

Jointly comes the Consumer Advocate Division of the Office of the Attorey General (the
“Consumer Advocate”), Tennessee Public Utility Commission Party Staff (“Party Staff”), the City
of Chattanooga, and Tennessee-American Water Company (“TAWC” or the “Company”) and
respectfully submit this Stipulation and Settlement Agreement (“Agreement”) to the Tennessee
Public Utility Commission (“TPUC” or the “Commission”). Subject to TPUC’s approval, the
Consumer Advocate, Party Staff, the City of Chattanooga, and TAWC (hereinafter, individually
“Party” and collectively “Parties”) stipulate and agree as follows:

L BACKGROUND

1. TAWC, a Tennessee corporation authorized to conduct a public utility business in
the State of Tennessee, is a public utility as defined in Tenn. Code Ann. § 65-4-101. TAWC
provides residential, commercial, industrial, and municipal water service, including public and
private fire protection service, to Chattanooga and surrounding areas, including approximately
80,600 customers, that are subject to the jurisdiction of the Commission pursuant to Chapter 4 and
Chapter 5 of Title 65 of the Tennessee Code Annotated. The rates for the Company’s North
Georgia customers are not regulated by the Public Service Commission of the State of Georgia but

are instead regulated by this Commission.







2. TAWC is a wholly owned subsidiary of American Water Works Company, Inc.,
which is the largest publicly traded water and wastewater utility company in the United States,
providing water and wastewater services to sixteen (16) million people in thirty-five (35) states.

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

IL. SETTLEMENT TERMS

4. The Parties to this Agreement have undertaken discussions to resolve this case. As
a result of the information obtained during the discussions between the Parties, and for the purpose
of avoiding further litigation and resolving this matter upon mutually acceptable terms, the Parties
have reached this Agreement. Subject to TPUC’s approval, the Parties have agreed to the
settlement terms set forth below in the following sections: I. Capital Riders; II. Return on Equity
(“ROE”) Test; I11. Components of the Return on Equity (“ROE”) Test Calculation; IV. Schedules
to be submitted; and V. General Terms.

A. Capital Riders

S Starting with the 2024 filing of the capital riders for qualifying investments made
through December 31, 2023, the capital rider revenue requirement will be computed annually. The
annual filing shall be filed with the Commission no later than March 1 of each year. The definition
of investments eligible for recovery (subject to the conditions identified in this Agreement) under
the Qualified Infrastructure Improvement Rider, the Economic Development Investment Program
Rider, and the Safety and Environmental Compliance Program Rider remain unchanged from that
initially adopted in TRA Docket No. 13-00130.

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

comparison between the current eligible amounts and the authorized amounts already included in







rates from the prior period to arrive at the incremental capital rider revenue requirement
(“ICRRR”).
Characteristics of this calculation shall include:

a. Previously authorized capital rider revenue is not at risk and shall be considered
the “legacy” capital rider surcharge. Specifically, all capital rider revenue prior
to January 1, 2023 will be considered “legacy” capital rider surcharge, which is
based upon capital investments through December 31, 2022;

b. Nothing in this Agreement would limit the ability of the parties to modify the
rate design associated with the “legacy” capital rider surcharge. The rate design
for the “legacy” capital riders will be the same as the rate design for the ICRRR
unless/until otherwise modified pursuant to a Commission order;

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

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

e. The ICRRR surcharge would stay in effect for exactly twelve months, no more
and no less. At the end of the twelve-month period the rates would revert to
zero. 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 rates that were implemented.

B. Return on Equity (“ROE”) Test

6. 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 (as described further below)
divided by the calculated TAWC equity (as described further below) is less than the most recently
authorized ROE, currently set at 10% per TPUC 12-00049, during the test period, while an
earnings surplus exists if the adjusted Net Income divided by TAWC equity is greater than
authorized ROE in effect, currently 10%, during the test period.

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

a. If an earnings deficiency exists in the test period and it is greater than the
ICRRR, there would be no ICRRR recovery limitation;
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b. If an earnings deficiency exists in the test period and it is less than the
ICRRR, the ICRRR would be limited to the amount of the earnings
deficiency; and

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

C. Components of the Return on Equity (“ROE”) Test Calculation
i. Rate Base

7. Rate Base shall be determined using the thirteen-month average (December through
December) balances for TAWC during the test period. The cash working capital balance included
in Rate Base shall be determined using the lead-lag days established in TRA Docket No. 12-00049
with updated cost of service balances for the test period. The balance of Material and Supplies
shall be determined using appropriate accounts and corresponding balances reflected in the Annual
Review Period, without regard to the accounts/balances relied upon in TRA Docket No. 12-00049.
Rate Base shall exclude any capitalized incentive compensation costs allocated to TAWC from its
affiliate, Service Company, as well as one hundred percent of long-term incentive compensation
costs for TAWC employees and fifty percent of short-term incentive compensation costs. Nothing
in this Agreement will limit any Party’s ability to determine if additional adjustments to Rate Base
are appropriate, nor to verify the accuracy of the balances identified by TAWC.

ii. Net Income

8. TAWC’s book Net Income shall be the starting point in determining the Adjusted
Net Income. The adjusted Net Income is computed by adjusting book Net Income, including those
adjustments historically used to adjust operating income. The adjustments to Net Income shall
include, but not be limited to, those adjustments supported by the Company in its TPUC Docket
No. 22-00021 reconciliation docket, as well as the reduction in operating expenses associated with
power and chemical costs resulting from excess water loss beyond that authorized by the

Commission.







However, the items comprising the adjustments to book net income shall not necessarily
be limited to those in the initial or existing TAWC ICRRR calculation. Nothing in this Agreement
limits any Party’s ability to support additional adjustments to 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
costs, including depreciation and property taxes, as an expense on a net of tax basis as if such costs
had been charged to expense in the study period for purposes of computing the adjusted Net
Income. Deferral of depreciation and property taxes on qualifying incremental capital rider
investment and carrying costs are allowed, as discussed below. However, since these deferred costs
are considered a study period expense for calculating the ROE test, the amortization of these costs
shall be charged to a non-operating expense in the following period and would not impact
subsequent ROE test calculations. The ROE test calculation will include deferred costs as an
expense, when they are incurred as an adjustment to book income. However, these deferred costs
should not be charged to an above-the-line expense a second time upon amortization in a
subsequent period.

10.  For purposes of the ROE test, operating revenue shall be reduced for the collections
related to the newly authorized capital rider revenue in a given period, on a net of tax basis. For
example, assume based upon 2023 actual results, $500,000 of additional capital rider surcharge
revenue were authorized and collection began in late 2024. The 2024 operating revenue for
purposes of calculating the 2024 ROE test would be reduced for the 2024 ICRRR collections which
related to 2023 results on a net of tax basis. This would apply to any reconciliation amount for

“legacy” capital rider collections as well.







iii. Capital-Structure Issues

11.  TAWC shall provide the thirteen-month average of short-term and long-term debt
balances from the books of TAWC during the study period and provide the weighted average cost
of both types of debt. The calculation of the respective debt balances and weighted average cost
rates will include debt issue, premium, and/or discount expenses, consistent with standard
treatment within a base rate case. TAWC shall separately identify interest expense recorded on
TAWC’s books, with a synchronized interest expense calculation computed in a base rate
proceeding whereby the thirteen-month average rate base value is multiplied by the weighted-
average cost of debt. Material differences between the two methods of determining interest
expense should be reconciled and explained by the Company. The synchronized interest expense
should be used within the ROE test calculation, absent material differences between the two
methods. TAWC will provide detailed schedules showing the determination of the per book
balances for long-term and short-term debt and the respective calculations of the weighted average
cost of debt. The Company shall describe the source of all debt balances identified on its books.
Balances utilized in the synchronized interest calculation would be utilized in the calculation and
a reconciliation will be provided to the 3.06 report balances. Nothing in this Agreement shall limit
the Parties from evaluating the reasonableness of the amount or cost of debt attributed to TAWC
operations.

12.  The level of TAWC’s equity investment within the ROE test shall be determined
by subtracting the per book basis of TAWC’s thirteen-month average balances of long-term and
short-term debt from the thirteen-month average balance of the rate base. This residual amount is
the level of equity used in the calculation of the ROE test.

iv. Return on Equity

13.  The return on equity shall be determined by dividing the adjusted Net Income by
6







the level of equity investment. For purposes of the ICRRR, the ROE test revenue deficiency or
excess shall be ::omputed on a pre-tax basis.
v. Regulatory Lag

14.  The regulatory lag will be computed on each ICRRR component from the mid-
point of the study period through the mid-point of the collection period. The regulatory lag shall
be applied to the pre-tax rate of retum adopted in TRA Docket 12-00049. The lag period may be
adjusted based on procedural schedules, effective dates, and/or other circumstances, upon
application to the Commission.

vi. Accounting

15.  The Company is authorized to defer post in service depreciation, property tax and
carrying costs associated with debt expense of ICRRR eligible investments. The Company will
notify the Commission and parties to this Agreement if it intends to accrue or defer any revenue
or expense items resulting from this mechanism within 90 days of the effective order date. Any
accrued or deferred accounting entries resulting from this mechanism shall be made to unique
accounts such that the transactions may be easily identified.

D. Filed Schedules
16. Each reconciliation filing shall include the following:
a. 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 files submitted in TPUC Docket No.
23-00018;

(1) TAW 2022 Capital Rider Recon;

(2) TAW 2022 Workpaper Billing Determinants;
(3) TAW 2022 CapRider Cost Detail;

(4) Petitioner’s Exhibit 2022 SCEP - KAS; and
(5) TAW 2022 Workpaper Earnings Test.

b. Detailed attachments created pursuant to Settlement Discussions identified
as 19-00103 Workbook Exhibit inclusive of all tabs (attached to this
Agreement).
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E. General Terms

17. All pre-filed discovery (formal and informal), testimony, and exhibits of the Parties
will be introduced into evidence without objection, and the Parties waive their right to cross-
examine all witnesses with respect to all such pre-filed testimony.

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

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

20. This Agreement shall not have any precedential effect in any future proceeding or
be binding on any of the' Parties in this or any other jurisdiction except to the limited extent
necessary to enforcement and implementation of the provisions hereof.

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

22. The terms of this Agreement have resulted from negotiations between the
signatories, and the terms hereof are interdependent. The Parties jointly recommend that the

Commission issue an order adopting this Agreement in its entirety without modification.

8







23. If the Commission does not accept the Agreement in whole, the Parties are not
bound by any position or term set forth in this Agreement. In the event that the Commission does
not approve this Agreement in its entirety, each of the signatories to this Agreement retains the
right to terminate this Agreement by giving notice of the exercise of such right within 15 business
days of the date of such action by the Commission; provided, however, that the signatories to this
Agreement could, by unanimous consent, elect to modify this Agreement to address any
modification required by, or issues raised by, the Commission within the same time frame. Should
this Agreement terminate, it would be considered void and have no binding or precedential effect,
and the signatories to this Agreement would reserve their rights to fully participate in all relevant
proceedings notwithstanding their agreement to the terms of this Agreement.

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

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

26. Except as expressly noted herein, the acceptance of this Agreement by the Attorney

General shall not be deemed approval by the Attorney General of any of TAWC’s acts or practices.

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

28. The Parties agree that any member of the Party Staff in the current docket may

serve the Commission in an advisory capacity in subsequent capital riders dockets.
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29. This Agreement shall be governed by and construed under the laws of the State of
Tennessee, notwithstanding conflicts of law provisions.

30. This Agreement contains the entire agreement and understanding among the Parties
with respect to the subject matter hereof and supersedes all prior and contemporaneous
agreements, understandings, inducements, and conditions, express or implied, oral or written, of

any nature whatsoever with respect to the subject matter hereof.

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

authorized to execute this Agreement on behalf of the Parties.

The foregoing is agreed and stipulated to this 29 dayof gio}gga, 2023.

[signature page follows — remainder of page intentionally left blank]
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Stipulation and Settlement Agreement
Tennessee Public Utility Commission Docket No. 19-00103
Tennessee American Water Company, Inc. Signature Page

TENNESSEE AMERICAN WATER COMPANY, INC.

o M

MELVIN J. MALONE (BPR #013874)

Butler Snow LLP

The Pinnacle at Symphony Place

150 3rd Avenue South, Suite 1600

Nashville, TN 37201

Email: melvin.malone@butlersnow.com
Counsel for Tennessee American Water Company

[additional signature page follows — remainder of page intentionally left blank]
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Stipulation and Settlement Agreement
Tennessee Public Utility Commission Docket No. 19-00103
Tennessee Public Utility Commission, Party Staff Signature Page

TENNESSEE PUBLIC UTILITY COMMISSION, PARTY STAFF

BY: YESN
RYAN MCGEHEE (BPR #025559)

Senior Counsel

Tennessee Public Utility Commission
4™ Floor

502 Deaderick St.

Nashville, TN 37243

Email: Ryan.McGehee@tn.gov
Counsel for TPUC Party Staff

[additional signature page follows — remainder of page intentionally left blank]
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Stipulation and Settlement Agreement
Tennessee Public Utility Commission Docket No. 19-00103
City of Chattanooga Signature Page

CITY OF CHATTANOOGA

BY: ?M MM b Ll Wy narbdan
PHILLIP NOBLETT (B'gﬁ #10074)

City Attorney

300 City Hall Annex

East 11" Street

Chattanooga, Tennessee 37243

Email: pnobletif@chattanocoga.gov

CHAMBLISS, BAHNER & STOPHEL, P.C.

CATHY DORVIL (BPR#034040)
Suite 1700, Liberty Tower

605 Chestnut Street

Chattanooga, Tennessee 37450
Email: rhitchcock@chamlisslaw.com

Email: cdorvil@chamblisslaw.com

{udditional signature page follows — remainder of page intentionadly lefs blankf
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Stipulation and Settlement Agreement
Tennessee Public Utility Commission Docket No. 19-00103
Attorney General’s Signature Page

CONSUMER ADVOCATE DIVISION

BY:
OFFICE OF THE TENNESSEE ATTORNEY GENERAL

Al - T

JONATHAN S BPR #031551)
ttorney General and Reporter

State of Tennessee

\Vance |

VANCE L. BROEMEL (BPR #01 1421)
Senior Assistant Attorney General
KAREN H. STACHOWSKI (BPR #019607)
Deputy Attorney General

Office of the Tennessee Attorney General
Consumer Advocate Division

P.O. Box 20207

Nashville, Tennessee 37202-0207

Phone: (615) 741-2370

Email: vance.broemel@ag.tn.gov

Email: karen.stachowski@ag.tn.gov
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€ dh & TAWC Propo:
Calculation of Return on Equity Test
For the Twelve Months Ending December 31, 20XX

Dockat No. 2X-00XXX
Line No. Soutte
1 [20xXTERRR 1 20XX ICRRR Cale
al Calculation of Adjusted Net income
3 Book Net Income 5 - TAWC 20XX PSC 3.06 Report
q Adjustments to Book Income
Adjustments Per TAWC 20XX Eamings Test
5 Deduct Deferred Depreciation, Property Tax and Debt Carrying Cost 5 Exhibit
6 Deduct New ICRRR Revenue 5 i
7 Add AdJustment to reflect effective Federal Rate s - v
8 Add fncome Tax Rate {debt assigned to parent) s - ve
9 Add Incentive Compensation 5 - L
10 Add Lobbying Expenses 5 - .
11 Add Lobbying - Salary £ - ="
12 Add Deferral of Operating Costs - Maln Break H - N
13 Add Excess Production Costs > 15% Adjustment 5 - o
14 Add Amortization of prior years’ deferred Dapraciation, Proparty Taxes and Debt Carrying Costs . 5 - L
15 Reserved for Adjystment to Book Income 5 - L
16  Adjustmentsto Net Income (Lines 5 thru 15) s -
17 !J\diuatzd Het income [Line 3+16] [3 M|
18 Calculation of Equity
19  TAWC 13-Month Avg Rate Base 1 - Per TAWC 20XX Eamings Test Exhibit
20  Less: 13-Month Avg Debt:
Taken from monthly TN Statements submitted
21 Short-Term Debt H - to TPUC monthly - Excludes Team Loan of
2 Long-Term Debt s - TAWC 20XX PSC 3 06 Report
23 Equity Financed Rale Base ¢ (Line 19-21-22) s -
24 Eamed Retum on Equity (Line 17/23) #DIV/0I
Less: Authorized Retum 10.00%
26  Excess Retun on Equity (Line 24- 25) ¥DIV/0I
27 Multiplied by Equity Balance (Line 26 ¢ 23) #DIV/0!l
28 Tex Gross-up Factor (See Line 36 below) 13538 Line 38
29  Revenue Excess - Subtotal WDIV/al
30 Mulfiplied by: R l Factor - R Taxes at3.19% 103 30% Regulatory Lag Factor
31 Revenue Excess #DIV/0|
32 ¥ Under the new procedusc, depreciation expenso on qualifying eapital rider expendirures would ba deferred. However,
In this case, depreciation expentc was pot deferred tind was recorded to expensa under normal pecounting conventions.
Therefore, since dopteciation expenso has alrcady been subirocted in arviving ot book Ned Income, thore is no reason o
subtract it in arriving at Adjusted Net Income.
33 Conclusion: Since eamed return on equity exceeds 10%, there would be no recovery of the ICRRR.
34 Eapltal Striigture per TH Statemants @ 312/0¢
Toml Stockholders Equity 5
Laong-Term Debt b3
Short-Term Debt H -
Tatal 3 =
35 Capltal Strisciien ger TH Statemants @ 12/0%
Total Stockholders Equity [3 E
Long-Tetm Debit H
Short-Term Debt ] -
Total 35 -
36 Calculation of Tax Gross-Up Factor
Taxable Income 100%
Less: State Exise Tax Rate 6.50%
Income Subject to Federal Tax 93.50%
Federal Tax Rate 21%
Effective Federal Tax 19.64%
Plug: Stale Exise Tax Rale 6.50%
Cormposile Tox Rale 26.14%
Reciprocal Tox Rale 73.87%
1/ Reciprocal Tax Rale 1,3538
) 3538

Tax Gross-Up Faclor







Tennemas Anverkcsn Witer Company

Caphal Racovary Rider (*CRA™)

CRR Ravanua Deficlency

Far the Twelve Months Ending Dacembar 31, 204X

Uss Yo Daaurigthan Saups 200X fafarancs Hates
Serctimn & Raturmn
Datarmining Capita) Ridar Rate Basa snd Rate of Raturn
1 TAWCHRata Base 5 2X-00XKX eiiminalns ragulstary lag frote balance
2 Eigible Caplial Mder Aate Base L3 - pigeiiiig eliminates regulatory lag {13 month average}
3 Pl
4 Authortied Rate Bave Rate Order 12-00049 5 132,015,472 12-00049
5  Acquisiton Rate Base o
&  EMgible Capltal Rider Rats Base Plus tine 2+ Linedoitng & $ 132015472
7 Loweraf the Rats Base Calculation Lowerof Line1ortine 6 30 Capped bry the company’s currant rate bate
8  Eligibla Rete Base Usn 7 Lesa Uinws 4 and 5 £ (132015472)
9 Luss Previously Recovered CR Rate Base s - 2X-00000L
10  inaemental CRR Invesiment Une 8 Lessline 8 3 (132,015472)
11 Pre-TaxRetumn 12-00049 8.45%
Pre-Tax Ravunue Defldancy on ICR Invesimant Hnes10* 11 $  (11157,225)
kag Waelghted Return Factor« fre.Tan Regulstory Lag Factor 1.1056 Regulatory Lag Factor
14 Rstum on Rata Basa Revanue Defidancy w/ Regulatery Lag tne 12 *Une13 m
Section B Dapraciation
Detarmining Dapreciation Expense
15  TAWC Daprachation Expanse PSC-3.06 5 - PSC- 3,06 Sinbement Support - Depreclation snd OO aaly, axciuse amartiatlan
16 Minus
17 Authotized Depretisticn Exgenie Rate Ordar XX-00T45 3 6,090,861 12-00042 Autharizad Depreclation Only
18 Acqulsiton Depredation Expsnas ¥ -
19  Legecy CRR Dapredation Recovary H - 2H-00000K - Praviausly recovered TR deprecintian emaenss
Expanse Cap Expente
20  Unrecovared In either basa retes or Capltal Rider) Line 15 Less LUnes 17, 18, 19 S (6,090,86))
21 Incramental CR Dapreclation Expanse s - 2%-000XX Expenze on (R betwesn currant and prior CRR authorized)
Lowser of the Depr Expanse on Incremental CR expendituras or
32 Unrecevered Daprecistion Expanss Ltowerof Line20ar 21 (36,090,861) Capped by the Incremantal Dapr. of the entire company
23 Lag Waighisd Roturn Faiter - Bre-Tay Regulatory Leg Factor 11056 Regulatory Lag Factor
24 ICRAR Dupredation Expanses w/ Ragulitory Lag Une22*23 Py Ul
Section C: Property and Franchise Tax Exparsa
Datarmining Praperly & Franchise Tas Expuras
25 TAWC Property tax PSC-3.06 s - Actual Proparty Tax Bipanse - takan Taxes Qther than Income
26 TAWC Franchise tax $ Actir] Franchita Tax Expente - takan from Tezes Othar than incama
27 Minuc
28 Aulhorized Property & Franchise Tan Rate Order 12-00049 $3,166,568
29 Acgulsiton Proparty tay ) -
30  Acquhslion Fraschite Tas 4 a
31  Legscy CR Property Tax Recovery $ - 2X-00000K - Pravicusly racavered CR property & franchise tax vipense
Ineremmental Property & Franchise Tax (Uncecovered In ellher  Lnes 25+ 26 Leis Unes 28, 29,
32 bpse rates ar canial riderk 30,31 $  (3,166,568)
33 0! Indremental Proparty sod Franchise Taxer Property & Franchise Tax Cale H 20X Incramants| CR Property and Franchise Taes
34  Higibla Capltal Rider Franchise Ta
Lower of unretovered actual or CR property and franchise tax
apansa Lower ol Una 32 ur 33 7T Capped by the Incremental Property & Franchise Tax Expense of the entine company
Leg Walghted Return Factor - Pre-Tax. Regulatory Lag Factor 11056 Regulstory Lag Factor
37  ICRRR Property and Franchise Tan w Regulatory Lag Une3d5°36 3 (3,501,094}
38 Total ICRAR Revenue Requirarment Lines 14+ 24437 $_{z=ys7822)
39 CAR Revanue Defidency Une 38 s (2,5m322)
40  Revenue Taxes Redprocal Factor 103.30%
41  Ravanues with Ravanue Tenes $23,915314)
42 Over/{Undar) Collection from Prior Perod £
i ESSEEE —Onwne
{a) Authorired Ln Dacket 812-00045 Enhibd Schedule 3 (rom the
44 Stpulaiion and Settlamant Agreewment
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Updated Yearly*

2020 December
2021 Janvary
2021 February
2021 March
2021 April
2021 May

2021 June
2021 July

2021 August
2021 September
2021 October
2021 November
2021 December

33,074,915
33,951,004
37,506,951
39,173,060
38,980,173
21,231,276
22,183,516
22,054,610
22,340,140
26,179,075
12,326,987
13,075,892
18,004,298

Thirteen Month Average  A##YHERYES

2020 December
2021 January
2021 February
2021 March
2021 April
2021 May

2021 June

2021 July

2021 August
2021 September
2021 October
2021 November
2021 December

87,678,938
87,680,280
87,681,623
87,682,966
87,684,309

102,642,558

102,644,131

102,645,593

102,647,056

102,648,518

102,649,980

102,651,442

102,652,904

Thirteen Month Average  #AFRUHHRRN

Determination of Short-Term Debt

2019 December
2020 January
2020 February
2020 March
2020 April
2020 May

2020 June
2020 July

2020 August
2020 September
2020 October
2020 November
2020 December

Determination of Long-Term Debt

2019 December
2020 January
2020 February
2020 March
2020 April
2020 May
2020 June
2020 July

2020 August
2020 September
2020 October
2020 November
2020 December

PRNR AR
13,129,269
16,967,797
18,579,372
14,956,719
15,774,265
18,763,582
21,257,621
21,779,205
26,863,199
27,720,142
28,105,200
33,074,915

Bindanisi

SUHRIIIY
83,672,463
83,673,783
3,675,103
87,668,196
87,669,538
87,670,881
87,672,224
87,673,567
87,674,909
87,676,252
87,677,595
87,678,938

[T

2018 December
2019 January
2019 February
2019 March
2019 April
2019 May

2019 June
2019 July

2019 August
2019 September
2019 October
2019 November
2019 December

2018 December
2019 January
2019 February
2019 Merch
2019 April
2019 May

2019 June
2019 July

2019 August
2019 September
2019 October
2019 November
2019 December

$ 4,511,335
4,377,405
8,798,554

11,441,808
12,193,303
6,359,979
9,226,196
8,494,560
7,444,005
11,050,089
9,337,503
8,664,589
11,989,757

$ 8,760,699

HMHPEBRHBY
77,688,745
77,689,976
77,691,208
77,692,440
83,661,904
83,663,224
83,664,543
83,665,863
83,667,183
83,668,503
83,669,823
83,671,143

HHEHRHINUR

2017 December
2018 Januery
2018 February
2018 March
2018 April
2018 May
2018 June
2018 July

2018 August
2018 September
2018 October
2018 November
2018 December

2017 December
2018 Januery
2018 February
2018 March
2018 April
2018 May
2018 June
2018 July

2018 August
2018 September
2018 October
2018 November
2018 December

$ 2,688,453
3,236,338
3,876,831
8,611,589
9,965,484
7,765,189
7,511,537
9,757,973
3,303,857
6,020,999
5,230,808
4,433,465
4,511,335

$ 5,916,451

72,399,093
72,400,286
72,401,480
53,402,673
53,403,867
53,405,060
53,406,254
53,407,448
58,405,941
71,683,818
77,685,050
77,686,281
77,687,513

HARHRB,







Cakculation of Regulatory Lag

Propomal
As of 12/31/2022
Assumptions
Study Perbod = Calendar Year 2021 2021
Mid-Palnt of Study Period: July 1, 2021 /12021
Flilng Date: March 1, 2022 312022
TPUC Processing Pariod: 30 days 30
TAWC Rate Effective Date: April 1, 2022 412002
Mid-Point of Callection Period: December 1, 2022 | 10y1/2022
TAWC Rate Termination Date: March, 2023
Number of Months from Mid-Point of Study Period
through Mid-Point of Collection Perlod 15
Dlvided by Months Per Year 12
Regufatory Lag Annualizstion Factor L2s
Pre-Tax Rate of Return par Most Recent fate Case 245%
Lag Welghted Return 10.56%
Lag Weighted Return Factor L1056

Tennessee American Water Company
Capital Recavery Rikter ("CRA")
CRR Revenue Conversion Fector & Revenue Taxes

Brnlax ROR Cony, Eastor

State Exclve Tax 65%
Balance (L.0-.065)

Fed Inc. Tax {.935°.21)

Cambined Tax Rate | 065 + 19635)
Balance {1.0-26135}

21.0%

PreTax ROR Conv. Factor

Revenuc Tanes:

Uncol. Exp

TRA Fee

GRTax

Forfeited Discounts

Total Rev, Taxes

Projection of Annual Revenues from Last Rate Order:
Propaerty tax per Settiement Agreemant

Propert tau base per Settlerment Agreement
Property tax rate (Proparty tax divided by tax base]

Franchise Fee rate per 5100 of Net Investment
Franchise Fee % per $1 of Net Investment

0.065 From Settlement agresmant Dociet No. 12-00049
0935
0,19635 From Settlement agreement Docket No. 12-00043
026135
073865

13538218

1057% From Settiement Agreement - Does nol Inciude forfaited discounts

From House Bl 191
3.000% From Settiemant Agreement

0855 From Settlement Agreement

3.1910%

$ 47,073,724 From Settlsment agreement Dodet No. 12-00049

S 2,757,695 From Settlement agreement Doclmt No, 12-00043
NHNNNANRHAN From Settlement agreement Docket No. 12-00049
1L1011%

25.000% From Settiemant agreemant Docket No. 12-00049
0.2500%
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**NAW Limited
Forthe 12 12 Mos Ending 11/20XX
MonthsEnding  (Colurmm A, Lines 2 and 3

Line # Description 11/30/200¢ _x Liné 18 Recousrable %1
2 Purchased Power?® $ . #DIV/O!
3 Chemicals** $ . #DIV/ol
6
7 Total $0 Aol
8
9
10 Water Sales in 100 Gallons 0 0
11
12 Cost per 100 Gallons (Line 7 / Line 10) HDILVIO! ADIVIO!
Recoverable % for Production Costs Forthe 12
ionths Ending
11/30/2000¢
13 Whater Sales ]
14 System Delivery 1]
15  Non-Revanus-Uneccounted for Water % [1 - (Line 13/ Line 14}] RDIV
16 Non-RevenueUnaccounted for Water % Authorized 15.0%
17 Vananee {If Line 15 > Line 16 then Lene |5 - Line 16) #DIV
18 Recoverable % {1 -Line 17) IDWQI

b

*&Non-Revenue Unaccounted for Water is only applied to p

d power and ch







TENNESSEE-AMERICAN WATER COMPANY, INC.

DOCKET NO. 19-00103

DIRECT TESTIMONY
OF
ROBERT C. LANE

ON

DOCKET TO INVESTIGATE AND CONSIDER POTENTIAL ISSUES AND
MODIFICATIONS TO THE COLLECTIVE CAPITAL RIDERS OF TENNESSEE
AMERICAN WATER COMPANY

SPONSORING PETITIONER’S EXHIBITS:

PETITIONER’S EXHIBIT — STIPULATION AGREEMENT — RCL
PETITIONER’S EXHIBIT — PROPOSED CAPITAL RIDERS TARRIF — RCL

80096954.v1
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PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My name is Robert (Bob) C. Lane, and my business address is 109 Wiehl Street,
Chattanooga, Tennessee 37403.

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

I am employed by American Water Works Service Company (“Service Company”).
Service Company is a wholly owned subsidiary of American Water Works Company, Inc.
(“American Water”) that provides services to American Water’s subsidiaries, including
Tennessee-American Water Company (“TAWC” or “Company”). My current role is Sr.
Manager, Rates and Regulatory for TAWC.

HAVE YOU PREVIOUSLY SUBMITTED TESTIMONY BEFORE THE
TENNESSEE PUBLIC UTILITY COMMISSION?

Yes, I have submitted testimony before the Tennessee Public Utility Commission (“TPUC”
or the “Commission”) in Docket Nos. 22-00021 (2022 CRRs Recon), 22-00072 (2022
Annual CRRs), 23-00007 (2023 PCOP), and 23-00018 (2023 CRRs Recon).

WHAT ARE YOUR DUTIES AS SENIOR MANAGER RATES AND
REGULATORY FOR TENNESSEE AMERICAN WATER?

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 all reports and
filings, working with regulatory staff to make sure that all information produced addresses
the requirements or requests, and overseeing the preparation and filing of rate cases and

tariff changes. I work with senior management of TAWC. I am also responsible for keeping

80096954.v1
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abreast of changes in regulation, and trends in public utility regulations across the United
States that may impact TAWC.

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

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 reached by
the parties to this case. The parties, 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
Tennessee-American Water Company (hereinafter referred to collectively as "the Parties™),
worked cooperatively and in good faith on the issues raised in Docket No. 19-00103 for an
extended period of time.

PLEASE DESCRIBE THE PROCEDURAL HISTORY OF THIS PROCEEDING?
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.! This led to the Commission convening TPUC
Docket No. 19-00103.

WOULD YOU COMMENT BRIEFLY ON HOW THE PARTIES WORKED TO
RESOLVE THE ISSUES PENDING IN THIS DOCKET?

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

!'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
Capital Recovery Rider Tariffs, which were first approved by the in TPUC Docket No. 13-
00130. The Parties submitted written summary status reports on the ongoing discussions
in this case to the Commission on February 10, 2022 and May 27, 2022. Building on the
progress evidenced in those reports, the Parties continued to exchange information, meet
regularly and remain engaged on the issues. As a result of the information exchanged and
the cooperative discussions among the Parties, and for the purpose of avoiding further
litigation and resolving this matter upon mutually acceptable terms, the Parties have
resolved this case as set forth in the Settlement Agreement and the Proposed Incremental
Capital Recovery Rider Tariff, subject to TPUC’s approval. The Settlement Agreement is
organized and set forth in the following four (4) sections:

I. Capital Riders;

II. Return on Equity (“ROE”) Test;

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

IV. Schedules to be submitted; and

V. General Terms.
WHAT ARE THE KEY PROVISIONS OF THE STIPULATION AND
SETTLEMENT AGREEMENT?
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 Incremental

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

Recovery Riders.

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

e Going forward, the revenue requirement for the Capital Recovery Riders will be
calculated as the Incremental Capital Rider Revenue Requirement (“ICRRR”), which
will be calculated by comparing the current amount of eligible capital additions and the
authorized amounts already included in rates from the prior period.

e Addresses the concern that the sum of the Rate Base in base rates plus the capital rider
Rate Base shall not exceed the actual rate base of the Company.

e A Return on Equity Test will be used to determine whether any limitation shall be
applied to the Recovery of the ICRRR.

e Maintains TPUC’s long standing precedent of reducing regulatory lag by utilizing
deferred accounting treatment for costs associated with new capital investment.

e Maintains the Approved Methodologies, as originally adopted in TPUC Docket No.
13-00130 (and subsequently modified in dockets filed under its annual mechanism),
except as necessary to implement these new provisions.

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

DO THE PARTIES AGREE ON THE OUTCOME WITH RESPECT TO THE
ISSUES RAISED IN DOCKET NO. 19-00103?

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 speak on behalf of

each party, I think it is fair to say that neither the Settlement Agreement nor the Proposed







10

11

12

13

14

15

16

17

18

19

20

21

22

23

Incremental Capital Recovery Rider Tariff are intended to capture or express the various
and often differing positions of the Parties on the issues raised in Docket No. 19-00103.
Rather, the purpose of both the Settlement Agreement and the Proposed Incremental
Capital Recovery Rider Tariff is to present, as unanimously agreed to by the Parties, the
compromise resolution of these issues in TPUC Docket No. 19-00103.

IS THE SETTLEMENT IN THE PUBLIC INTEREST?

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 interest.

IN YOUR OPINION WHAT KEY ASPECTS OF THE SETTLEMENT ARE IN
THE PUBLIC INTEREST.

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 settlement
provides a regulatory framework that fairly balances the consumers’ interest and that of
TAWC. This framework, in conjunction with other aspects of the Commission regulation
of TAWC, and consistent with the permissible alternative regulatory mechanisms
permitted under Tennessee law, supports timely investment in critical infrastructure
dedicated to public use by the Company to serve its customers. At the same time, it affords
the utility, TAWC, the opportunity to earn a reasonable return on invested capital while
allowing regulatory review and approval of utility rates. Like the outgoing Capital
Recovery Rider Tariffs this settlement replaces on a going forward basis, the agreed upon

Incremental Capital Recovery Rider Tariff has the potential to defer costly and resource
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intensive litigation of general rate cases. By adjusting rates annually, subject to an ROE
test, the agreed upon Incremental Capital Recovery Rider Tariff seeks to avoid rate shock
to customers while assuring that rates remain affordable. This settlement and the agreed
upon tariffs provide an efficient, transparent, and reasonable framework for the
Commission to exercise its mandate to ensure clean, safe, and reliable water service at
reasonable rates.

PLEASE DESCRIBE THE CAPITAL RECOVERY RIDERS’ SECTION OF THE
SETTLEMENT AGREEMENT AND PROPOSED INCREMENTAL CAPITAL
RECOVERY RIDER TARIFF.

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 identified in this
Agreement) under the Qualified Infrastructure Improvement Rider, the Economic
Development Investment Program Rider, and the Safety and Environmental Compliance
Program Rider remain unchanged from that initially adopted in TPUC Docket No. 13-
00130.

The rider revenue requirement in the test period will be calculated based on the
comparison between the current eligible amounts and the authorized amounts already
included in rates from the prior period to arrive at the ICRRR.

Characteristics of this calculation shall include:

a. Previously authorized capital rider revenue is not at risk and shall be

considered the “legacy” capital rider surcharge. Specifically, all capital rider
revenue prior to January 1, 2023, will be considered “legacy” capital rider

surcharge, which is based upon capital investments through December 31,
2022;
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b. Nothing in this Agreement would limit the ability of the parties to modify the
rate design associated with the “legacy” capital rider surcharge. The rate design
for the “legacy” capital riders will be the same as the rate design for the ICRRR
unless/until otherwise modified pursuant to a Commission order;

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

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

e. The ICRRR surcharge would stay in effect for exactly twelve months, no more
and no less. At the end of the twelve-month period the ICRRR rates would
revert to zero. 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 rates that were implemented.

IN WHAT WAY DOES THIS PROPOSED INCREMENTAL CAPITAL
RECOVERY RIDER TARIFF DIFFER FROM THE OUTGOING CAPITAL
RECOVERY RIDER TARIFFS.

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 service and actual rider
revenues recovered. However, the Proposed Incremental Capital Recovery Rider Tariff is
a historic test that reviews actual costs and investments and does require a reconciliation.

L Return on Equity (“ROE”) Test

TURNING NOW TO THE SECOND SECTION OF THE SETTLEMENT
AGREEMENT, PLEASE DESCRIBE THE RETURN ON EQUITY “ROE” TEST.
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 at 10% per TPUC
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Docket No. 12-00049 during the test period, while an earnings surplus exists if the adjusted
Net Income divided by TAWC equity is greater than authorized ROE in effect, currently
10% during the test period.

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

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

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

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

WHAT ARE THE COMPONENTS OF THE RETURN ON EQUITY TEST
CALCULATION?
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 using the
lead-lag days established in TPUC Docket No. 12-00049 with updated cost of service
balances for the test period. The balance of Material and Supplies, and other working
capital components shall be determined using appropriate accounts and corresponding
balances reflected in the test period, without regard to the accounts/balances relied upon in
TPUC Docket No. 12-00049. Rate Base shall exclude any capitalized incentive
compensation costs allocated to TAWC from its affiliate Service Company, as well as one
hundred percent of long-term incentive compensation costs for TAWC employees and fifty
percent of short-term incentive compensation costs.

Next, the Net Income component is calculated. TAWC’s book Net Income shall be
the starting point in determining the Adjusted Net Income component of the ROE test. The

adjusted Net Income is computed by adjusting book Net Income, including those
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adjustments historically used to adjust operating income. The historically used adjustments
to Net Income shall include, but not be limited to, those adjustments supported by the
Company in its TPUC Docket No. 22-00021 Capital Recovery Rider Reconciliation
docket, as well as the reduction in operating expenses associated with power and chemical
costs resulting from excess water loss beyond that authorized by the Commission.
However, the items comprising the adjustments to book Net Income shall not necessarily
be limited to those in the initial or existing TAWC ICRRR calculation. Nothing in this
Settlement Agreement limits any Party’s ability to support additional adjustments to
adjusted Net Income or to verify the accuracy of the adjustments identified by TAWC.

The book Net Income of the Company shall be adjusted to include the deferred
depreciation and property taxes as an expense on a net of tax basis as if such costs had been
charged to expense in the test period for purposes of computing the Adjusted Net Income.
Deferral of depreciation and property taxes and carrying costs are allowed. However, since
these deferred costs are considered a test period expense for calculating the ROE test, the
amortization of these costs shall be charged to a non-operating expense in the following
period and would not impact subsequent ROE test calculations. The ROE test calculation
will include deferred costs as an expense, when they are incurred as an adjustment to book
income. However, these deferred costs should not be charged to an above-the-line expense
a second time upon amortization in a subsequent period.

For purposes of the ROE test, operating revenue shall be reduced for the collections
related to the newly authorized capital rider revenue in a given period, on a net of tax basis.
For example, assume based upon 2023 actual results, $500,000 of additional capital rider

surcharge revenue were authorized and collection began in late 2024. The 2024 operating
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revenue for purposes of calculating the 2024 ROE test would be reduced for the 2024
ICRRR collections which related to 2023 results on a net of tax basis. This would apply to
any reconciliation amount for “legacy” capital rider collections as well.

PLEASE DESCRIBE THE CAPITAL STRUCTURE ISSUES COMPONENT OF
THE SETTLEMENT AGREEMENT.

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 weighted average
cost rates will include debt issue, premium, and/or discount expenses, consistent with
standard treatment within a base rate case. TAWC shall separately identify interest expense
recorded on TAWC’s books, with a synchronized interest expense calculation computed
in a base rate proceeding whereby the thirteen-month average Rate Base value 1s multiplied
by the weighted-average cost of debt. Material differences between the two methods of
determining interest expense should be reconciled and explained by the Company. The
synchronized interest expense should be used within the ROE test calculation, absent
material differences between the two methods. TAWC will provide detailed schedules
showing the determination of the per book balances for long-term and short-term debt and
the respective calculations of the weighted average cost of debt. The Company shall
describe the source of all debt balances identified on its books. Balances utilized in the
synchronized interest calculation would be utilized in the calculation and a reconciliation
will be provided to the 3.06 report balances. The level of TAWC’s equity investment within
the ROE test shall be determined by subtracting the per book basis of TAWC’s thirteen-

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

WHAT IS THE NEXT STEP IN CALCULATING THE ROE FOR THE ROE
TEST?

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.

HOW WILL THE REGULATORY LAG FOR EACH ICRRR COMPONENT BE
CALCULATED?

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. The lag period
may be adjusted based on procedural schedules, effective dates, and/or other
circumstances, upon application to the Commission.

ARE ACCOUNTING ISSUES ASSOCIATED WITH DEFERRAL OR ACCRUAL
OF EXPENSES OR REVENUES ADDRESSED?

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 accrue or defer any
revenue or expense items resulting from this mechanism within 90 days of the effective
order date. Any accrued or deferred accounting entries resulting from this mechanism shall

be made to unique accounts such that the transactions may be easily identified. In addition,
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how any deferred expenses is treated is addressed in the settlement agreement addressing
the calculation of net earnings as part of the ROE test.
I1. Filed Schedules

DOES THE SETTLEMENT AGREEMENT ADDRESS WHICH SCHEDULES
MUST BE FILED WITH THE PETITION SEEKING AN ICRRR?
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 files submitted in TPUC
Docket No. 23-00018; including:

(1) TAW 2022 Capital Rider Recon;

(2) TAW 2022 Workpaper Billing Determinants;

(3) TAW 2022 CapRider Cost Detail;

(4) Petitioner’s Exhibit 2022 SCEP — KAS; and

(5) TAW 2022 Workpaper Earnings Test.

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

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

ARE THERE OTHER TERMS TO THE SETTLEMENT AGREEMENT?

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 Agreement.
WHAT IS YOUR RECOMMENDATION WITH RESPECT TO THE
SETTLEMENT AGREEMENT AND PROPOSED TARIFFS?

I recommend that the Commission approve the Settlement Agreement and the Proposed
Incremental Capital Recovery Rider Tariff agreed to and submitted by the Parties.

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

13







Yes.
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STATE OF [4nn¢SSee )

)
COUNTY OF Hami HOM )

BEFORE ME, the undersigned authority, duly commissioned and qualified in and for the
State and County aforesaid, personally came and appeared Robert C. Lane, being by me first duly
sworn deposed and said that:

He is appearing as a witness on behalf of Tennessee-American Water Company before the
Tennessee Public Utility Commission, and if present before the Commission and duly sworn, his

testimony would be as set forth in his pre-filed testimony in this matter.

Robert C. Lane

Sworn to and subscribed before me

this 2(p day of oD , 2023,

; TENNESSEE
Notary Public NCTARY

My Commission Expires: | 0(2 D{aQ&i

PUBLIC








TENNESSEE-AMERICAN WATER COMPANY TPUC NO. 19
Thirty Six Revised Sheet No. 12-Riders-1

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.

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

ISSUED: EFFECTIVE:

BY:

Grant A. Evitts 109 Wiehl Street
PRESIDENT Chattanooga, Tennessee 37403







TENNESSEE-AMERICAN WATER COMPANY TPUC NO. 19
Original Sheet No. 12-LR-1

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%
ISSUED: EFFECTIVE:
BY:
Grant A. Evitts 109 Wiehl Street

PRESIDENT Chattanooga, Tennessee 37403







TENNESSEE-AMERICAN WATER COMPANY TPUC NO. 19
Original Sheet No. 12-ICR-1

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

ISSUED: EFFECTIVE:

BY:

Grant A. Evitts 109 Wiehl Street
PRESIDENT Chattanooga, Tennessee 37403







TENNESSEE-AMERICAN WATER COMPANY TPUC NO. 19
Original Sheet No. 12-ICR-2

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
(“QIP), 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.

ISSUED: EFFECTIVE:

BY:

Grant A. Evitts 109 Wiehl Street
PRESIDENT Chattanooga, Tennessee 37403







TENNESSEE-AMERICAN WATER COMPANY TPUC NO. 19
Original Sheet No. 12-ICR-3

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. Ifan 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 S
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 Add Deferral of Operating Costs - Main Break
13 Add Excess Production Costs > 15% Adjustment
ISSUED: EFFECTIVE:

BY:

Grant A. Evitts 109 Wiehl Street
PRESIDENT Chattanooga, Tennessee 37403







TENNESSEE-AMERICAN WATER COMPANY TPUC NO. 19
Original Sheet No. 12-ICR-+4

Add Amortization of prior years’ deferred Depreciation,

14 Property Taxes and Debt Carrying Costs.

15 Reserved for Adjustment to Book Income

16 Adjustments to Net Income (Lines 5 thru 15) S
17 Adjusted Net Income (Line 3+16) S |
18 Calculation of Equity

19 TAWC 13-Month Avg Rate Base S
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) S
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) S
28 Tax Gross-up Factor

29 Revenue Excess — Subtotal (Line 27 * Line 28) S

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

31 Revenue Excess/(Deficiency) S

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.

ISSUED: EFFECTIVE:

BY:

Grant A. Evitts 109 Wiehl Street
PRESIDENT Chattanooga, Tennessee 37403







TENNESSEE-AMERICAN WATER COMPANY TPUC NO. 19
Original Sheet No. 12-ICR-5

“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:

ISSUED: EFFECTIVE:

BY:

Grant A. Evitts 109 Wiehl Street
PRESIDENT Chattanooga, Tennessee 37403
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TPUC NO. 19

Original Sheet No. 12-ICR-6

Line No. Description Source
Section A: Return
Determining Capital Rider Rate Base and Rate
of Return
1 TAWC 13-Month Average Rate Base S
2 Eligible Capital Rider Rate Base
3 Plus:
4 Authorized Rate Base Rate Order 12-00049 132,015,472
5 Acquisition Rate Base
Line 2 + Line 4 + Line
6 Eligible Capital Rider Rate Base Plus 5 S
Lower of Line 1 or
7 Lower of the Rate Base Calculation Line 6 S
Line 7 Less Lines 4
8 Eligible Rate Base and 5 S
9 Less: Previously Recovered CR Rate Base $131,266,975
10 Incremental CR Investment Line 8 Less Line 9 S
11 Pre-Tax Return Rate Order 12-00049 8.45%
12 Pre-Tax Revenue Deficiency on ICR Investment Lines 10 * 11 S
Regulatory Lag
13 Lag Weighted Return Factor - Pre-Tax Factor 1.1056
Return on Rate Base Revenue Deficiency w/
14 Regulatory Lag Line 12 * Line 13 S
Section B: Depreciation
Determining Depreciation Expense
15 TAWC Depreciation Expense PSC--3.06 S
16 Minus:
Rate Order 12-
17 Authorized Depreciation Expense 00049 6,090,861
18 Acquisition Depreciation Expense
19 Legacy CRR Depreciation Recovery $3,723,517
ISSUED: EFFECTIVE:
BY:
Grant A. Evitts 109 Wiehl Street
PRESIDENT Chattanooga, Tennessee 37403







TENNESSEE-AMERICAN WATER COMPANY TPUC NO. 19
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Incremental Depreciation Expense Cap

(Depreciation expense unrecovered in either Line 15 Less Lines
20 base rates or capital rider) 17,18, 19 S
21 Incremental CR Depreciation Expense

Lower of the Depr Expense on Incremental CR
Expenditures or Unrecovered Depreciation Lower of Line 20 or
22 Expense 21 S

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

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

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

25 TAWC Property Tax PSC--3.06 S
26 TAWC Franchise Tax
27 Minus:
Rate Order 12-
28 Authorized Property & Franchise Tax 00049 $3,166,568
29 Acquisition Property Tax
30 Acquisition Franchise Tax
31 Legacy CR Property Tax Recovery $1,769,250

Incremental Property & Franchise Tax

(Unrecovered in either base rates or capital Lines 25 + 26 Less
32 rider) Lines 28,29, 30, 31 S
Property &
33 Incremental Property and Franchise Taxes Franchise Tax Calc S

34 Eligible Capital Rider Franchise Tax

Lower of Unrecovered Actual or CR Property Lower of Line 32 or
35 and Franchise Tax Expense 33 S
ISSUED: EFFECTIVE:
BY:
Grant A. Evitts 109 Wiehl Street

PRESIDENT Chattanooga, Tennessee 37403
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Regulatory Lag
36 Lag Weighted Return Factor - Pre-Tax Factor 1.1056

ICRRR Property and Franchise Tax w/

37 Regulatory Lag Line 35 * 36 S
38 Total ICRRR Revenue Requirement Lines 14 + 24 + 37 S
39 CRR Revenue Deficiency Line 38 S
40 Revenue Taxes Reciprocal Factor 103.30%
41 Revenues with Revenue Taxes S
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.

ISSUED: EFFECTIVE:

BY:
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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.

ISSUED:

BY:

EFFECTIVE:

Grant A. Evitts 109 Wiehl Street
PRESIDENT Chattanooga, Tennessee 37403
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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.

ISSUED: EFFECTIVE:

BY:

Grant A. Evitts 109 Wiehl Street
PRESIDENT Chattanooga, Tennessee 37403







TENNESSEE-AMERICAN WATER COMPANY TPUC NO. 19
Original Sheet No. 12-ICR-11

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, (¢) 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.

ISSUED: EFFECTIVE:

BY:

Grant A. Evitts 109 Wiehl Street
PRESIDENT Chattanooga, Tennessee 37403







			cover letter


			19-00103 Joint Stipulation & Settlement Agreement


			TPUC 19-00103 Testimony of Robert Lane


			Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.


			A.  My name is Robert (Bob) C. Lane, and my business address is 109 Wiehl Street, Chattanooga, Tennessee 37403.





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


			A.  I am employed by American Water Works Service Company (“Service Company”). Service Company is a wholly owned subsidiary of American Water Works Company, Inc. (“American Water”) that provides services to American Water’s subsidiaries, including Ten...





			Q. HAVE YOU PREVIOUSLY SUBMITTED TESTIMONY BEFORE THE TENNESSEE PUBLIC UTILITY COMMISSION?


			A.  Yes, I have submitted testimony before the Tennessee Public Utility Commission (“TPUC” or the “Commission”) in Docket Nos. 22-00021 (2022 CRRs Recon), 22-00072 (2022 Annual CRRs), 23-00007 (2023 PCOP), and 23-00018 (2023 CRRs Recon).





			Q. WHAT ARE YOUR DUTIES AS SENIOR MANAGER RATES AND REGULATORY FOR TENNESSEE AMERICAN WATER?


			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...





			Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY?


			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.








			final proposed tariff
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20XX ROE Test Calc


						Consumer Advocate & TAWC Proposed


						Calculation of Return on Equity Test


						For the Twelve Months Ending December 31, 20XX


						Docket No. 2X-00XXX





			Line No. 															Source


			1			20XX ICRRR												20XX ICRRR Calc


			2			Calculation of Adjusted Net Income


			3			Book Net Income						$   - 0						TAWC 20XX PSC 3.06 Report


			4			Adjustments to Book Income


Author: If depreciation costs had been deferred in 2019, the deferred costs would be included as an adjustment to Book Income for purposes of determining Adjusted Net Income. Likewise, new ICRRR revenue would be removed from the study period in calculating the earnings test. 


			5			Deduct Deferred Depreciation, Property Tax and Debt Carrying Cost						$   - 0						Adjustments Per TAWC 20XX Earnings Test Exhibit


			6			Deduct New ICRRR Revenue						$   - 0						" "


			7			Add Adjustment to reflect effective Federal Rate						$   - 0						" "


			8			Add Income Tax Rate (debt assigned to parent)						$   - 0						" "


			9			Add Incentive Compensation						$   - 0						" "


			10			Add Lobbying Expenses						$   - 0						" "


			11			Add Lobbying - Salary						$   - 0						" "


			12			Add Deferral of Operating Costs - Main Break						$   - 0						" "


			13			Add Excess Production Costs > 15% Adjustment						$   - 0						" "


			14			Add Amortization of prior years’ deferred Depreciation, Property Taxes and Debt Carrying Costs .						$   - 0						" "


			15			Reserved for Adjustment to Book Income  						$   - 0						" "





			16			Adjustments to Net Income (Lines 5 thru 15)						$   - 0


			17			Adjusted Net Income (Line 3+16)						$   - 0


			18			Calculation of Equity


			19			TAWC 13-Month Avg Rate Base						$   - 0						Per TAWC 20XX Earnings Test Exhibit


			20			Less: 13-Month Avg Debt:


			21			        Short-Term Debt						$   - 0						Taken from monthly TN Statements submitted to TPUC monthly - Excludes Term Loan of $11.8M


			22			        Long-Term Debt						$   - 0						TAWC 20XX PSC 3.06 Report


			23			Equity Financed Rate Base * (Line 19-21-22)						$   - 0


			24			Earned Return on Equity (Line 17/23)						ERROR:#DIV/0!


						 


			25			Less: Authorized Return 						10.00%





			26			Excess Return on Equity (Line 24- 25)						ERROR:#DIV/0!





			27			Multiplied by Equity Balance (Line 26 * 23)						ERROR:#DIV/0!





			28			Tax Gross-up Factor  (See Line 36 below)						1.3538						Line 38





			29			Revenue Excess - Subtotal						ERROR:#DIV/0!





			30			Multiplied by: Reciprocal Factor - Revenue Taxes at 3.19%						103.30%						Regulatory Lag Factor





			31			Revenue Excess						ERROR:#DIV/0!








			32			# Under the new procedure, depreciation expense on qualifying capital rider expenditures would be deferred.  However,


						in this case, depreciation expense was not deferred and was recorded to expense under normal accounting conventions. 


						Therefore, since depreciation expense has already been subtracted in arriving at book Net Income, there is no reason to 


						subtract it in arriving at Adjusted Net Income.  


			33			Conclusion:  Since earned return on equity exceeds 10%, there would be no recovery of the ICRRR.


			34			Capital Structure per TN Statements @ 12/XX





						Total Stockholders Equity						$   - 0			ERROR:#DIV/0!


						Long-Term Debt						$   - 0			ERROR:#DIV/0!


						Short-Term Debt						$   - 0			ERROR:#DIV/0!





						Total						$   - 0			ERROR:#DIV/0!


			35			Capital Structure per TN Statements @ 12/XX





						Total Stockholders Equity						$   - 0			ERROR:#DIV/0!


						Long-Term Debt						$   - 0			ERROR:#DIV/0!


						Short-Term Debt						$   - 0			ERROR:#DIV/0!





						Total						$   - 0			ERROR:#DIV/0!


			36			Calculation of Tax Gross-Up Factor


						 Taxable Income						100%


						Less: State Exise Tax Rate						6.50%


						Income Subject to Federal Tax						93.50%


						Federal Tax Rate						21%


						Effective Federal Tax						19.64%


						Plus:  State Exise Tax Rate						6.50%


						Composite Tax Rate						26.14%


						Reciprocal Tax Rate						73.87%


						1 / Reciprocal Tax Rate						1.3538


						Tax Gross-Up Factor						1.3538











20XX ICRRR


			Tennessee American Water Company


			Capital Recovery Rider ("CRR")


			CRR Revenue Deficiency


			For the Twelve Months Ending December 31, 20XX





			Line No.			Description			Source						20XX						Reference			Notes


						Section A Return


						Determining Capital Rider Rate Base and Rate of Return


			1			TAWC Rate Base									$   - 0						2X-00XXX			eliminates regulatory lag from balance





			2			Eligible Capital Rider Rate Base									$   - 0						2X-00XXX			eliminates regulatory lag (13 month average)


			3			Plus:


			4			Authorized Rate Base 			Rate Order 12-00049						$   132,015,472						12-00049


			5			Acquisiton Rate Base									0


			6			Eligible Capital Rider Rate Base Plus			Line 2 + Line 4 + Line 5						$   132,015,472





			7			Lower of the Rate Base Calculation			Lower of Line 1 or Line 6						$0						Capped by the company's current rate base 





			8			Eligible Rate Base			Line 7 Less Lines 4 and 5						$   (132,015,472)


			9			Less:  Previously Recovered CR Rate Base									$   - 0						2X-00XXX





			10			Incremental CRR Investment			Line 8 Less Line 9						$   (132,015,472)





			11			Pre-Tax Return			12-00049						8.45%





			12			Pre-Tax Revenue Deficiency on ICR Investment			Lines 10 * 11						$   (11,157,225)





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





			14			Return on Rate Base Revenue Deficiency  w/ Regulatory Lag			Line 12 * Line 13						$   (12,335,909)











						Section B: Depreciation


						Determining Depreciation Expense


			15			TAWC Depreciation Expense			PSC--3.06						$   - 0						PSC--3.06 Statement Support - Depreciation and COR only, exclude amortization


			16			Minus:


			17			Authorized Depreciation Expense 			Rate Order 12-00049						$   6,090,861						12-00049 Authorized Depreciation Only


			18			Acquisiton Depreciation Expense									$   - 0


			19			Legacy CRR Depreciation Recovery									$   - 0						2X-00XXX - Previously recovered CRR depreciation expense


			20			Incremental Depreciation Expense Cap (Depreciation Expense Unrecovered in either base rates or Capital Rider)			Line 15 Less Lines 17, 18, 19						$   (6,090,861)





			21			Incremental CR Depreciation Expense									$   - 0						2X-00XXX  Incremental Depreciation Expense on CR Expenditures (difference between current and prior CRR authorized)





			22			Lower of the Depr Expense on incremental CR expenditures or Unrecovered Depreciation Expense			Lower of Line 20 or 21						($6,090,861)						Capped by the incremental Depr. of  the entire company 





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





			24			ICRRR Depreciation Expense w/ Regulatory Lag			Line 22 * 23						$   (6,734,319)











						Section C: Property and Franchise Tax Expense


						Determining Property & Franchise Tax Expense


			25			TAWC Property  tax			PSC--3.06						$   - 0						Actual Property Tax Expense - taken Taxes Other than Income


			26			TAWC Franchise tax 									$   - 0						Actual Franchise Tax Expense - taken from Taxes Other than Income


			27			Minus:


			28			Authorized Property & Franchise Tax			Rate Order 12-00049						$3,166,568


			29			Acquisiton Property tax									$   - 0


			30			Acquistion  Franchise Tax									$   - 0


			31			Legacy CR Property Tax Recovery									$   - 0						2X-00XXX - Previously recovered CR property & franchise tax expense


			32			Incremental Property & Franchise Tax (Unrecovered in either base rates or capital rider)			Lines 25 + 26 Less Lines 28, 29, 30, 31						$   (3,166,568)





			33			20XX Incremental Property and Franchise Taxes			Property & Franchise Tax Calc						$   - 0						20XX Incremental CR Property and Franchise Taxes


			34			Eligible Capital Rider Franchise Tax





			35			Lower of unrecovered actual or CR property and franchise tax expense			Lower of Line 32 or 33						($3,166,568)						Capped by the incremental Property & Franchise Tax Expense of  the entire company 





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





			37			ICRRR Property and Franchise Tax  w Regulatory Lag			Line 35 * 36						$   (3,501,094)





			38			Total ICRRR Revenue Requirement 			Lines 14 + 24 + 37						$   (22,571,322)











			39			CRR Revenue Deficiency			Line 38						$   (22,571,322)





			40			Revenue Taxes Reciprocal Factor									103.30%


			41			Revenues with Revenue Taxes									($23,315,314)





			42			Over/(Under) Collection from Prior Period									$   - 0





			43			After Tax ICRRR									($23,315,314)








			44			(a) Authorized in Docket #12-00049 Exhibit Schedule 1 from the Stipulation and Settlement Agreement











Legacy Rate
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			Docket No. 19-00103


			Legacy Capital Recovery Rider








									2022			2022			2022


									QIIP			EDI			SEC


			Line Number			Description			Company Totals			Company Totals			Company Totals			Total





			1			Additions Subject to Rider:			$91,148,832			$8,824,903			$40,089,619			$140,063,354


			2			Plus: Cost of Removal less Salvage			18,626,758			2,021			4,322,504			22,951,282


			3			Less: Contributions in Aid to Construction (CIAC)			2,314,600			273,854			0			2,588,454


			4			Less: Deferred Income Taxes			9,972,679			740,433			5,024,195			15,737,307


			5			Less: Accumulated Depreciation			7,827,555			289,656			5,304,689			13,421,900


			6			Net Investment Supplied Additions:			$89,660,756			$7,522,981			$34,083,239			$131,266,975			A/


			7


			8			Pre-Tax Authorized Rate of Return:			8.45%			8.45%			8.45%			8.45%


			9			Pre-Tax Return on Additions:			$7,577,636			$635,801			$2,880,529			$11,093,966


			10


			11			Depreciation Expense on Additions:			2,369,867			126,510			1,227,139			3,723,517


			12


			13			Property and Franchise Taxes Associated:			1,142,581			119,274			507,395			1,769,250


			14


			15			Revenues:			11,090,084			881,585			4,615,063			16,586,732


			16


			17			Revenue Taxes			3.19%			3.19%			3.19%			3.19%


			18			Capital Riders Revenues with Revenue Taxes			11,455,633			910,644			4,767,184			17,133,461


			19


			20			APP Revenue Reduction			(28,436)			(2,106)			(15,454)			(45,996)


			21


			22			Total Capital Riders Revenues with Revenue Taxes & APP			$11,427,198			$908,538			$4,751,730			$17,087,465


			23


			24			Service Charge and Volumetric Revenues as Per Docket No. 12-00049			$47,073,724			$47,073,724			$47,073,724			$47,073,724


			25


			26			Percentage to Apply to Bill:			24.28%			1.93%			10.09%			36.30%














			A/ Docket No. 23-00018 Supplemental Testimony of Robert C. Lane Exhibit (07.21.2023)
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Supplemental Exhibit


			Tennessee American Water Company


			Qualified Infrastructure Improvement Program Rider (QIIP)


			Economic Development Investment Rider (EDI)


			Safety and Environmental Compliance Rider (SEC)


			Reconciliation of the Calculation of Revenue Requirement


			As of 12/31/2022


			Docket No. 23-00018





									Qualified Infrastructure Investment Program
QIIP									Economic Development Investment
EDI									Safety and Environmental Compliance
SEC									Total


									Average YTD 12/31/2022									Average YTD 12/31/2022									Average YTD 12/31/2022									Average YTD 12/31/2022


			Line Number			Description			Actual			Budget			Variance			Actual			Budget			Variance			Actual			Budget			Variance			Actual			Budget			Variance





			1			Additions Subject to Rider:			$91,148,832			$91,349,637			($200,805)			$8,824,903			$8,827,277			($2,374)			$40,089,619			$40,196,378			($106,759)			$140,063,354			$140,373,292			($309,938)


			2			Plus: Cost of Removal less Salvage			18,626,758			18,054,675			572,083			2,021			2,159			(138)			4,322,504			4,339,593			(17,089)			22,951,282			22,396,427			554,855


			3			Less: Contributions in Aid to Construction (CIAC)			2,314,600			2,313,483			1,117			273,854			243,483			30,371			0			0			0			2,588,454			2,556,966			31,488


			4			Less: Deferred Income Taxes			9,972,679			9,897,666			75,013			740,433			837,834			(97,401)			5,024,195			5,048,961			(24,766)			15,737,307			15,784,461			(47,154)


			5			Less: Accumulated Depreciation			7,827,555			7,829,695			(2,140)			289,656			290,580			(924)			5,304,689			5,268,757			35,932			13,421,900			13,389,032			32,868


			6			Net Investment Supplied Additions:			$89,660,756			$89,363,468			$297,288			$7,522,981			$7,457,539			$65,441			$34,083,239			$34,218,253			($135,014)			$131,266,975			$131,039,260			$227,715


			7


			8			Pre-Tax Authorized Rate of Return:			8.45%			8.45%						8.45%			8.45%						8.45%			8.45%						8.45%			8.45%


			9			Pre-Tax Return on Additions:			$7,577,636			$7,552,511			$25,125			$635,801			$630,270			$5,531			$2,880,529			$2,891,939			($11,411)			$11,093,966			$11,074,721			$19,245


			10


			11			Depreciation Expense on Additions:			2,369,867			2,374,148			(4,281)			126,510			127,617			(1,107)			1,227,139			1,159,003			68,136			3,723,517			3,660,769			62,748


			12


			13			Property and Franchise Taxes Associated:			1,142,581			1,134,479			8,101			119,274			118,717			557			507,395			507,916			(521)			1,769,250			1,761,112			8,138


			14


			15			Revenues:			11,090,084			11,061,139			28,945			881,585			876,604			4,981			4,615,063			4,558,858			56,205			16,586,732			16,496,601			90,131


			16


			17			Revenue Taxes			3.19%			3.19%						3.19%			3.19%						3.19%			3.19%						3.19%			3.19%


			18			Capital Riders Revenues with Revenue Taxes			11,455,633			11,425,734			29,899			910,644			905,498			5,146			4,767,184			4,709,127			58,057			17,133,461			17,040,359			93,102


			19


			20			APP Revenue Reduction			(28,436)			(28,436)						(2,106)			(2,106)						(15,454)			(15,454)						(45,996)			(45,996)


			21


			22			Total Capital Riders Revenues with Revenue Taxes & APP			$11,427,198			$11,397,298			$29,899			$908,538			$903,392			$5,146			$4,751,730			$4,693,672			$58,057			$17,087,465			$16,994,363			$93,102


			23


			24


			25			Actual Capital Riders Revenues Billed						$10,000,076									$962,192									$4,078,323									$15,040,591


			26


			27			(Over)/Under Capital Riders Revenue Billings						1,397,222									(58,799)									615,349									1,953,772


			28			Budget to Actual Adjustment						29,899									5,146									58,057									93,102


			29			2021 Reconciliation Amount						(366,744)									315,516									(840,771)									(892,000)


			30			Earnings Test Adjustment						(856,574)									(82,418)									(349,336)									(1,288,328)


			31			2022 Settlement Adjustment						(240,268)									(23,118)									(97,988)									(361,374)


			32			Interest (Prime - 7.75%)						7,897									6,953									(20,022)									(5,172)


			33


			34			Reconciliation Amount						($28,568)									$163,278									($634,711)									($500,000)


			35


			36			Authorized Capital Riders Revenues (140/365th)						$18,055,675									$18,055,675									$18,055,675									$18,055,675


			37


			38			Current Reconciliation Factor Percentage						-0.16%									0.90%									-3.52%									-2.78%


			39





			Explanation:
Tennessee American Water has been authorized 3 capital riders based on a 13-month average of in-service capital projects in the forecasted period.  The revenue requirement for each rider is calculated similar to how total rate base is calculated by the Tennessee Public Utility Commission in a rate case.  This table shows a comparison of the actual average over the reporting period to the proposed amount of each rider, and the total of the three.

*Taxes - From Docket #22-00072 which was approved on 1/31/2023.
  Earnings Test - Calculation methodology from Earnings Test workpaper.























Debt Bal


			Updated Yearly*


						Determination of Short-Term Debt





						2020			December			33,074,915						2019			December						$   11,989,757						2018			December			$   4,511,335						2017			December			$   2,688,453


						2021			January 			33,951,004						2020			January 						13,129,269						2019			January 			4,377,405						2018			January 			3,236,338


						2021			February			37,506,951						2020			February						16,967,797						2019			February			8,798,554						2018			February			3,876,831


						2021			March			39,173,060						2020			March						18,579,372						2019			March			11,441,808						2018			March			8,611,589


						2021			April			38,980,173						2020			April						14,956,719						2019			April			12,193,303						2018			April			9,965,484


						2021			May			21,231,276						2020			May						15,774,265						2019			May			6,359,979						2018			May			7,765,189


						2021			June			22,183,516						2020			June						18,763,582						2019			June			9,226,196						2018			June			7,511,537


						2021			July 			22,054,610						2020			July 						21,257,621						2019			July 			8,494,560						2018			July 			9,757,973


						2021			August			22,340,140						2020			August						21,779,205						2019			August			7,444,005						2018			August			3,303,857


						2021			September			26,179,075						2020			September						26,863,199						2019			September			11,050,089						2018			September			6,020,999


						2021			October			12,326,987						2020			October						27,720,142						2019			October			9,337,503						2018			October			5,230,808


						2021			November			13,075,892						2020			November						28,105,200						2019			November			8,664,589						2018			November			4,433,465


						2021			December			18,004,298						2020			December						33,074,915						2019			December			11,989,757						2018			December			4,511,335





									Thirteen Month Average			$   26,160,146															$   20,689,311												$   8,760,699												$   5,916,451


						Determination of Long-Term Debt





						2020			December			87,678,938						2019			December						$   83,671,143						2018			December			$   77,687,513						2017			December			72,399,093


						2021			January 			87,680,280						2020			January 						83,672,463						2019			January 			77,688,745						2018			January 			72,400,286


						2021			February			87,681,623						2020			February						83,673,783						2019			February			77,689,976						2018			February			72,401,480


						2021			March			87,682,966						2020			March						83,675,103						2019			March			77,691,208						2018			March			53,402,673


						2021			April			87,684,309						2020			April						87,668,196						2019			April			77,692,440						2018			April			53,403,867


						2021			May			102,642,558						2020			May						87,669,538						2019			May			83,661,904						2018			May			53,405,060


						2021			June			102,644,131						2020			June						87,670,881						2019			June			83,663,224						2018			June			53,406,254


						2021			July 			102,645,593						2020			July 						87,672,224						2019			July 			83,664,543						2018			July 			53,407,448


						2021			August			102,647,056						2020			August						87,673,567						2019			August			83,665,863						2018			August			58,405,941


						2021			September			102,648,518						2020			September						87,674,909						2019			September			83,667,183						2018			September			77,683,818


						2021			October			102,649,980						2020			October						87,676,252						2019			October			83,668,503						2018			October			77,685,050


						2021			November			102,651,442						2020			November						87,677,595						2019			November			83,669,823						2018			November			77,686,281


						2021			December			102,652,904						2020			December						87,678,938						2019			December			83,671,143						2018			December			77,687,513





									Thirteen Month Average			$   96,891,561															$   86,442,661												$   81,367,851												$   65,644,213








Reg Lag & RCF


						Calculation of Regulatory Lag									Tennessee American Water Company


						 Proposal 									Capital Recovery Rider ("CRR")


						As of 12/31/2022									CRR Revenue Conversion Factor & Revenue Taxes


						Assumptions


						Study Period = Calendar Year 2021			2021


						Mid-Point of Study Period: July 1, 2021			7/1/21						PreTax ROR  Conv. Factor


						Filing Date: March 1, 2022			3/1/22


						TPUC Processing Period: 30 days			30						State Excise Tax 			6.5%			0.065			From Settlement agreement Docket No. 12-00049


						TAWC Rate Effective Date: April 1, 2022			4/1/22						Balance (1.0-.065)						0.935


						Mid-Point of Collection Period:  December 1, 2022			10/1/22						Fed Inc. Tax (.935*.21)			21.0%			0.19635			From Settlement agreement Docket No. 12-00049


						TAWC Rate Termination Date:  March, 2023			5/31/23						Combined Tax Rate (.065 + .19635)						0.26135


															Balance (1.0-.26135)						0.73865


						Number of Months from Mid-Point of Study Period through Mid-Point of Collection Period			15						PreTax ROR Conv. Factor						1.3538211602





						Divided by Months Per Year			12						Revenue Taxes:


															Uncol. Exp						1.057%			From Settlement Agreement - Does not include forfeited discounts


						Regulatory Lag Annualization Factor			1.25						TRA Fee									From House Bill 191 


															GR Tax						3.000%			From Settlement Agreement


						Pre-Tax Rate of Return per Most Recent Rate Case			8.45%						Forfeited Discounts						-0.866%			From Settlement Agreement


															Total Rev. Taxes						3.1910%


						Lag Weighted Return			10.56%


															Projection of Annual Revenues from Last Rate Order:						$   47,073,724			From Settlement agreement Docket No. 12-00049


						Lag Weighted Return Factor			1.1056


															Property tax per Settlement Agreement						$   2,757,695			From Settlement agreement Docket No. 12-00049


															Propert tax base per Settlement Agreement						$   250,455,533			From Settlement agreement Docket No. 12-00049


															Property tax rate (Property tax divided by tax base)						1.1011%


															Franchise Fee rate per $100 of Net Investment						25.000%			From Settlement agreement Docket No. 12-00049


															Franchise Fee % per $1 of Net Investment						0.2500%








20XX Earnings Test





			Tennessee American Water Company


			20XX Reconciliation of Capital Riders


			Earnings Test





			Line #						Notes  / Changes from Monthly Reports			12/31/20XX			1/31/20XX			2/28/20XX			3/31/20XX			4/30/20XX			5/31/20XX			6/30/20XX			7/31/20XX			8/31/20XX			9/30/20XX			10/31/20XX			11/30/20XX			12/31/20XX			13Mth Average


			1			Additions:


			2			Plant in Service						$0			$0			$0			$0			$0			$0			$0			$0			$0			$0			$0			$0			$0			$0


			3			Plant Under Construction						0			0			0			0			0			0			0			0			0			0			0			0			0			0


			4			Property Held For Future Use						0			0			0			0			0			0			0			0			0			0			0			0			0			0


			5			Materials and Supplies						0			0			0			0			0			0			0			0			0			0			0			0			0			0


			6			Other Additions:


			7			Leased Utility Plant						0			0			0			0			0			0			0			0			0			0			0			0			0			0


			8			Unamortized Painting - net						0			0			0			0			0			0			0			0			0			0			0			0			0			0


			9			Working Capital 						0			0			0			0			0			0			0			0			0			0			0			0			0			0


			10


			11			Total Additions						$0			$0			$0			$0			$0			$0			$0			$0			$0			$0			$0			$0			$0			$0


			12


			13


			14			Deductions:


			15			Accumulated Depreciaton and Amortization						$0			$0			$0			$0			$0			$0			$0			$0			$0			$0			$0			$0			$0			$0


			16			Accumulated Deferred Income Taxes  						0			0			0			0			0			0			0			0			0			0			0			0			0			0


			17			Unamortized Investment Credit - Pre 1971						0			0			0			0			0			0			0			0			0			0			0			0			0			0


			18			Customer Deposits						0			0			0			0			0			0			0			0			0			0			0			0			0			0


			19			Other Deductions:						0			0			0			0			0			0			0			0			0			0			0			0			0			0


			20			Contributions in Aid of Construction						0			0			0			0			0			0			0			0			0			0			0			0			0			0


			21			Customer Advances for Construction						0			0			0			0			0			0			0			0			0			0			0			0			0			0


			22			All Other                          A/						0			0			0			0			0			0			0			0			0			0			0			0			0			0


			23			Jasper Highlands Reg. Liab.						0			0			0			0			0			0			0			0			0			0			0			0			0			0


			24


			25


			26			Total Deductions 						$0			$0			$0			$0			$0			$0			$0			$0			$0			$0			$0			$0			$0			$0


			27


			28			Rate Base 						$0			$0			$0			$0			$0			$0			$0			$0			$0			$0			$0			$0			$0			$0			13Mth Average Rate Base


			29																																																Total


			30			Net Operating Income									$0			$0			$0			$0			$0			$0			$0			$0			$0			$0			$0			$0			$0			12Mths Net Operating Income


			31			Adjustments to NOI:


			32			2020 Earnings Test Surcharge Credits			After tax basis																																										0


			33			Allowance for funds used during construction			After tax basis						0			0			0			0			0			0			0			0			0			0			0			0			0


			34			Adjustment to reflect effective federal 									0			0			0			0			0			0			0			0			0			0			0			0			0


			35			Income tax rate (debt assigned to parent)			After tax basis						0			0			0			0			0			0			0			0			0			0			0			0			0


			36			Interest on customer deposits									0			0			0			0			0			0			0			0			0			0			0			0			0


			37			Incentive Compensation			After tax basis						0			0			0			0			0			0			0			0			0			0			0			0			0


			38			Lobbying Expenses									0			0			0			0			0			0			0			0			0			0			0			0			0


			39			Lobbying - Salary			See Lobby Salary Exhibit tab						0			0			0			0			0			0			0			0			0			0			0			0			0


			40			Labor - Non-recurring			After tax basis						0			0			0			0			0			0			0			0			0			0			0			0			0


			41			Legal - Main Break			After tax basis						0			0			0			0			0			0			0			0			0			0			0			0			0


			42			Purchased Power & Chemical Reduction			After tax basis						0			0			0			0			0			0			0			0			0			0			0			0			0


			43


			44			Adjusted Net Operating Income									$0			$0			$0			$0			$0			$0			$0			$0			$0			$0			$0			$0			$0			12Mths Adjusted Net Operating Income


			45


			46


			47			Rate of return                     B/									ERROR:#DIV/0!			ERROR:#DIV/0!			ERROR:#DIV/0!			ERROR:#DIV/0!			ERROR:#DIV/0!			ERROR:#DIV/0!			ERROR:#DIV/0!			ERROR:#DIV/0!			ERROR:#DIV/0!			ERROR:#DIV/0!			ERROR:#DIV/0!			ERROR:#DIV/0!			ERROR:#DIV/0!








			A/  All Other


						Acquisition adjustment						$0			$0			$0			$0			$0			$0			$0			$0			$0			$0			$0			$0			$0


						Accounts payable applicable to CWIP						0			0			0			0			0			0			0			0			0			0			0			0			0


						Unpaid for materials and supplies						0			0			0			0			0			0			0			0			0			0			0			0			0





						Taxes on CIAC-DEF. FIT & SIT						0			0			0			0			0			0			0			0			0			0			0			0			0





												$0			$0			$0			$0			$0			$0			$0			$0			$0			$0			$0			$0			$0








						Rate of Return - 20XX						ERROR:#DIV/0!


						Authorized Rate of Return 						7.23%			(Schedule 1 Exhibit to Settlement Agreement Docket No. 12-00049)


						Authorized Adjusted Net Operating Income						$0


						Actual 20XX Adjusted Net Operating Income						$0


						Above or (Below) Earnings						$0


						Gross-up Income Tax Rate						1.3538212


						Revenue Requirement						$0





						22-000XX Earnings Test Rev Req						$0


									Difference			$0








Purchased Power & Chemicals Adj

















									A			B








												**NRW Limited


									For the 12			12 Mos Ending 11/20XX


									Months Ending			(Column A, Lines 2 and 3


			Line #			Description			11/30/20XX			x Line 18 Recoverable %)


			2			Purchased Power**			$   - 0			ERROR:#DIV/0!


			3			Chemicals**			$   - 0			ERROR:#DIV/0!


			6


			7			Total			$0			ERROR:#DIV/0!


			8


			9


			10			Water Sales in 100 Gallons			0			0


			11


			12			Cost per 100 Gallons (Line 7 / Line 10)			ERROR:#DIV/0!			ERROR:#DIV/0!








						Recoverable % for Production Costs			For the 12


									Months Ending


									11/30/20XX


			13			Water Sales			0


			14			System Delivery			0


			15			Non-Revenue Unaccounted for Water % [1 - (Line 13 / Line 14)]			ERROR:#DIV/0!


			16			Non-Revenue Unaccounted for Water % Authorized			15.0%


			17			Variance (If Line 15 > Line 16 then Line 15 - Line 16)			ERROR:#DIV/0!


			18			Recoverable % (1 - Line 17)			ERROR:#DIV/0!





			**Non-Revenue Unaccounted for Water is only applied to purchased power and chemicals.











NRW Expense Adjustment


			Line No. 						item						Amount						%						Source


			1						Difference Non-Revenue Water (NRW) Limited Purchased Power						ERROR:#DIV/0!												2X-0000X PCOP





			2						Difference Non-Revenue Water (NRW) Limited Chemicals						ERROR:#DIV/0!												2X-0000X PCOP





			3						Subtotal: NRW Expenses Difference						ERROR:#DIV/0!												Lines 1+2





			4						Composite Tax Rate						26.135%												Line 10





			5						Adjusted NRW Expenses net of tax						ERROR:#DIV/0!												Line 3 * (1-Line 4)








									Calculation of Tax Gross-Up Factor





			6						Tennessee State Tax												6.50%


			7						Reciprocal:  Income Subject to Federal Tax (1-6.5%)						93.50%												1 - Line 7


			8						New Federal Tax Rate						21.00%


			9						Effective Federal Tax Rate												19.635%						Line 8 * Line 9





			10						Composite Income Tax Rate												26.135%						Line 7 + Line 10














Short Term Debt Balance


			Update Yearly


			G/L Account			Account			NARUC			Dec 2020			Jan 2021			Feb 2021			Mar 2021			Apr 2021			May 2021			Jun 2021			Jul 2021			Aug 2021			Sep 2021			Oct 2021			Nov 2021			Dec 2021


			N/P Term Loans - Intercompany			23140005			B234			11,793,364			11,793,364			11,793,364			0			0			0			0			0			0			0			0			0			0








20XX 3.06


						Insert Year Ending 3.06 PSC








Detail 3.06





			Update Yearly
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									DECYTD			JANYTD			FEBYTD			MARYTD			APRYTD			MAYYTD			JUNYTD			JULYTD			AUGYTD			SEPYTD			OCTYTD			NOVYTD			DECYTD						JANYTD			FEBYTD			MARYTD			APRYTD			MAYYTD			JUNYTD			JULYTD			AUGYTD			SEPYTD			OCTYTD			NOVYTD			DECYTD						JANYTD			FEBYTD			MARYTD			APRYTD			MAYYTD			JUNYTD			JULYTD			AUGYTD			SEPYTD			OCTYTD			NOVYTD			DECYTD						JANYTD			FEBYTD			MARYTD			APRYTD			MAYYTD			JUNYTD			JULYTD			AUGYTD			SEPYTD			OCTYTD			NOVYTD			DECYTD


			AW02132			Depreciation			7,353,957			640,146			1,279,500			1,924,440			2,568,135			3,213,340			3,860,056			4,508,743			5,157,794			5,807,928			6,460,631			7,114,078			7,773,270						662,879			1,325,705			1,997,577			2,677,367			3,366,011			4,058,269			4,751,465			5,452,970			6,156,960			6,865,323			7,577,298			8,319,219						737,401			1,500,174			2,203,261			2,952,082			3,701,991			4,609,606			5,323,216			5,995,625			6,848,109			7,625,854			8,416,096			9,224,790						805,362			1,619,822			2,440,228			3,263,766			4,084,198			4,908,633			5,737,930			6,570,463			7,410,029			8,257,478			9,110,616			9,985,510


			AW02133			Amortization			56,935			4,940			9,880			14,820			19,760			24,700			29,640			34,580			39,520			44,460			48,776			53,092			57,408						4,391			8,782			13,172			17,563			21,954			26,345			30,736			35,127			39,608			43,999			48,209			52,599						4,391			8,782			14,327			18,487			23,109			27,730			32,260			36,790			41,319			45,849			50,378			54,908						4,530			9,059			12,653			16,870			21,088			25,305			29,523			33,740			37,958			42,176			47,961			52,272


			AW02134			Removal costs, net			507,469			44,166			88,484			133,541			178,464			223,542			268,744			314,005			359,298			404,678			450,072			495,500			541,024						45,562			91,092			136,870			183,026			229,762			276,631			323,955			372,037			420,278			468,680			517,163			565,804						51,255			102,623			154,159			205,831			257,625			309,894			362,150			414,560			467,382			522,837			578,591			634,626						57,021			115,177			173,667			232,483			291,356			350,398			409,639			469,002			528,559			588,298			648,505			710,130


			AW02112			Depreciation and amo			7,918,361			689,252			1,377,864			2,072,801			2,766,358			3,461,582			4,158,440			4,857,327			5,556,611			6,257,066			6,959,479			7,662,671			8,371,703						712,831			1,425,578			2,147,619			2,877,956			3,617,727			4,361,245			5,106,155			5,860,134			6,616,847			7,378,001			8,142,670			8,937,623						793,047			1,611,578			2,371,748			3,176,400			3,982,724			4,947,230			5,717,625			6,446,975			7,356,810			8,194,540			9,045,065			9,914,325						866,913			1,744,058			2,626,548			3,513,120			4,396,641			5,284,336			6,177,092			7,073,206			7,976,546			8,887,952			9,807,081			10,747,911





						Accr Tax-Property			3,524,303			297,651			595,301			892,952			1,190,603			1,396,598			1,701,167			2,005,736			2,310,305			2,614,874			2,919,443			3,224,012			3,528,581						304,569			609,138			913,707			1,218,276			1,359,633			1,661,990			1,964,348			2,266,705			2,569,063			2,871,420			3,173,777			3,470,255						302,357			604,715			907,072			1,209,429			1,511,787			1,424,455			1,724,984			2,025,513			2,326,042			2,626,571			2,927,100			3,227,629						300,529			601,058			908,668			1,209,197			1,509,726			1,810,255			2,110,785			2,411,314			2,365,725			2,655,635			2,945,546			3,235,456


						Othr Taxes &Licenses			964,954			- 0			94,418			141,627			188,836			236,045			283,254			330,463			377,672			424,881			472,090			519,299			587,439						50,000			100,000			150,070			200,070			250,070			300,070			350,070			400,070			450,070			500,070			550,070			609,131						53,000			106,000			159,050			212,050			265,050			318,050			318,050			424,050			477,050			530,050			581,497			693,430						61,000			119,000			177,000			235,000			293,000			351,000			409,000			467,000			525,000			583,000			641,000			725,101















































