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1. Background

PLEASE STATE YOUR NAME AND OCCUPATION FOR THE RECORD.
My name is David N. Dittemore. I am a self-employed consultant working in the utility

regulatory sector.

PLEASE PROVIDE A SUMMARY OF YOUR BACKGROUND AND
PROFESSIONAL EXPERIENCE.

I'received a Bachelor of Science Degree in Business Administration from the University
of Central Missouri in 1982. I am a Certified Public Accountant licensed in Oklahoma
(#7562). I was previously employed by the Kansas Corporation Commission ("KCC") in
various capacities, including Managing Auditor, Chief Auditor, and Director of the
Utilities Division. I was self-employed as a Utility Regulatory Consultant for
approximately four years, representing primarily the KCC Staff in regulatory issues. I also
participated in proceedings in Georgia and Vermont, evaluating issues involving electricity

and telecommunications regulatory matters.

Additionally, during this time frame, I performed a consulting engagement for Kansas Gas
Service ("KGS"), my subsequent employer. For eleven years, I served as Manager and
subsequently Director of Regulatory Affairs for KGS, the largest natural gas utility in
Kansas, serving approximately 625,000 customers. KGS is a division of One Gas, a natural
gas utility serving about two million customers in Kansas, Oklahoma, and Texas. I joined
the Tennessee Attorney General's Office in September 2017 as a Financial Analyst. In July

2021, I began my consulting practice.

Testimony of David N. Dittemore
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I have been a Board Member of the Financial Research Institute (University of Missouri).
I have also been a member of the NARUC Subcommittee on Accounting, the Vice-Chair
of the Accounting Committee of the National Association of State of Utility Consumer
Advocates (“NASUCA”), and an active participant in NASUCAs' Natural Gas and Water

Committees.

Overall, I have thirty years of experience in public utility regulation. T have presented
testimony as an expert witness on many occasions. Attached as Exhibit DND-1 is a detailed

overview of my background.

HAVE YOU PREVIOUSLY PROVIDED TESTIMONY BEFORE THE
TENNESSEE PUBLIC UTILITY COMMISSION (“TPUC” OR THE
“COMMISSION”)?

Yes. I have submitted testimony in many TPUC dockets.

ON WHOSE BEHALF ARE YOU APPEARING?
I am appearing on behalf of the Consumer Advocate Unit of the Financial Division of the

Tennessee Attorney General’s Office (“Consumer Advocate™).

II. Purpose of Testimony

WHAT IS THE PURPOSE OF YOUR TESTIMONY?
The purpose of my testimony is to support the Consumer Advocate’s recommended
surcharge credit to apply to the Company’s Qualified Infrastructure Improvement Program

Rider (“QIIP”), its Economic Development Investment Rider (“EDI”) and its Safety and

Testimony of David N. Dittemore
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Environmental Compliance Rider (“SEC”), collectively referred to as the TAWC Capital

Investment Rider (“CIR”).

I11. Summary of Recommendation

WHAT IS THE COMPANY REQUESTING IN THIS PROCEEDING?
The Company’s initial filing requested a reduction to the collective negative CIR of
(8$329,977). The Company later amended its reconciliation request to a collective negative

CIR surcharge of ($544,657).!

WHAT IS THE RECOMMENDED CAPITAL RIDER REVENUE
REQUIREMENT YOU ARE SUPPORTING?

I'am supporting a credit reconciliation amount of ($1,087,979). The calculation supporting
this recommendation is contained in <Exhibit DND-2>. Thus, I am recommending a

decrease in rates that is $543,322 greater than the Company has requested.?

WHAT ARE THE INDIVIDUAL AND COMPOSITE OVERALL RIDER
SURCHARGE PERCENTAGES YOU ARE SUPPORTING?
The resulting individual surcharge rider reconciliation percentages I am supporting are

shown below:

QIp (1.65%)
EDI 50%
SEC (1.93%)

Composite  (3.08%)

Supplemental Testimony of Tricia N. Sinopole, File <Petitioner’s Revised Exhibit - Capital Riders

Reconciliation — TNS>, Line 35, TPUC Docket No. 22-00021 (April 27, 2022).

($1,087,979 — $544,657) = $543,322.

Testimony of David N. Dittemore




26

<Exhibit DND-8> sets out the calculations underlying these recommended rates.

Q9. PLEASE IDENTIFY THE EXHIBITS YOU ARE SUPPORTING.

A9. Tam supporting the following Exhibits:

DND-1
DND-2

DND-3
DND-4
DND-5
DND-6

DND-7

DND-8

DND-9

DND-10

DND-11

Educational Background and Professional Experience

Consumer Advocate Capital Rider Reconciliation Revenue
Requirement  Proposal.

Calculation of ADIT associated with Capital Rider calculation
Impact of removing capitalized incentive compensation
Summary of Adjustments to the TAWC Earnings Test calculation

Eliminates certain ADIT components consistent with O&M
treatment.

Calculation of excess water cost adjustment within the Earnings
Test calculation.

Calculation of individual Capital Rider rates based upon Consumer
Advocate Capital Rider revenue requirement.

Exhibits from TRA Docket 12-00049 demonstrate Materials and
Supplies balance is within the Working Capital category.

Order, Petition of Tennessee American Water Company to Change
and Increase Certain Rates and Charges so as to Permit It to Earn
a Fair and Adequate Rate of Return on its Property Used and Useful
in Furnishing Water Service to Its Customers, TRA3 Docket No. 08-
00039 (January 13, 2009).

Final Order, Petition of Tennessee American Water Company, TRA
Docket No. 10-00189 (April 27, 2012).

IV. Explanation of Adjustments

Q10. PLEASE IDENTIFY THE ADJUSTMENTS YOU ARE SPONSORING.

*  The Tennessee Regulatory Authority, or TRA, is the predecessor agency to the TPUC, just as the Tennessee
Public Service Commission predated the TRA. While the nomenclature has changed, the scope and function of these

entities has remained essentially the same.

Testimony of David N. Dittemore
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I am sponsoring five adjustments to the Company's Supplemental filing. Of these
adjustments, two relate to the capital rider revenue requirement and three apply to

calculating the excess earnings incurred in the test period.

PLEASE BEGIN BY DISCUSSING THE FIRST ADJUSTMENT YOU ARE
SUPPORTING.

Adjustment No. 1 increases the balance of Accumulated Deferred Income Taxes (“ADIT”)
in the amount by $355,900 as set forth in <Exhibit DND-3>. This adjustment corrects the
TAWC ADIT calculation by eliminating the averaging component of the Company's 2021
calculation that is already subject to a proration computation. The Company's calculation
understates the ADIT calculation by computing the prorated balance in the test period and
dividing this prorated amount by 2. The combination of these two math procedures results
in an understatement of the test period ADIT balance. The second portion of the
Company's computation, whereby it takes the prorated balance and divides it by 2, is

mathematically incorrect and results in the understated balance of ADIT.

IDENTIFY THE COMPANY'S SCHEDULE, WHICH SETS OUT ITS ADIT
CALCULATION.

The Company’s ADIT calculation is found in its File <Petitioner’s Revised Exhibit file
within the Petitioner’s Revised Exhibit — Capital Riders Reconciliation — TNS>, Tab

“WKP 2021 ADIT Summary.”

CAN YOU EXPLAIN HOW THE COMPANY PRORATES ITS ADIT BALANCE

ASSOCIATED WITH ITS TEST PERIOD CAPITAL RIDER RATE BASE?

Testimony of David N. Dittemore
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Yes. The Company makes a monthly calculation of the ADIT incurred during the study
period by prorating the incremental ADIT recorded throughout the study period. Proration
factors are developed based on how many days remain in the year associated with each
month's assumed balance. The Company's proration calculation is necessary to reflect that
not all incremental ADIT balances occurring during the study period should be included in
the ADIT balance. The Company's Capital Rider revenue requirement is based upon the
use of 13-month averages; therefore, it would be inappropriate to use either the beginning
or end of the period ADIT balances. I have reviewed this aspect of the Company’s ADIT

proration calculation and find it reasonable.

However, the Company has additional prorating calculations. The Company then
determines the amount of ADIT to incorporate into the Capital Rider by halving (dividing
by two), the proration calculation described above. The Company’s calculations are
contained in cells 167, Q67 and Y67 within its worksheet identified as “WDP 2021 ADIT
Summary.”* The Company’s initial proration calculation properly assigns a portion of the
incremental ADIT to the monthly balances within the test period. However, the final
calculations dividing the proration by two understates the ADIT balance applicable to the

TAWC plant in service.

HAVE YOU RAISED YOUR CONCERNS WITH THIS CALCULATION WITH

THE COMPANY?

4

Supplemental Testimony of Tricia Sinopole, File <Petitioner’s Revised Exhibit - Capital Riders

Reconciliation — TNS>, Tab “WKP 2021 ADIT Summary” (April 27, 2022).
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Yes. The Company indicated that either the method they supported or the method I
proposed could be used. However, the Company has been consistent in the use of its
methodology in past cases.” The Company further indicated its method was consistent

with IRS regulations.

DO YOU AGREE WITH THE COMPANY’S STATEMENT?

I agree that the methodology used by the Company has been included in prior capital rider
filings. 1 disagree with any implication that the calculation supported by the Company
produces a reasonable result. The Company’s method of using two proration calculations
understates its ADIT balance. The fact that this issue has not been raised in past filings

does not preclude the Consumer Advocate from challenging the merits of the calculation.

NOW TURN TO ADJUSTMENT NO. 2 AND PROVIDE AN EXPLANATION
SUPPORTING THIS ADJUSTMENT.

Consumer Advocate Adjustment No. 2 reduces Rate Base in the amount by $199,790 by
eliminating capitalized incentive compensation costs for 2017-2021 as outlined in <Exhibit
DND-4>. The Company identified these costs in its response to Consumer Advocate
Request No. 1-21. The Company's stated that “[i]nstead, the service company piece
[capitalized incentive compensation costs] for 2017 to 2021 had not been removed from

the proposed Capital Rider Rate Base.”®

5

Tennessee American Water Company’s Response to First Discovery Requests of the Consumer Advocate,

DR No. 1-4 (April 26, 2022).

6

Tennessee American Water Company’s Response to First Discovery Requests of the Consumer Advocate,

DR No. 1-21 (May 4, 2022).
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WHAT IS THE IMPACT ON THE REVENUE REQUIREMENT FROM THE
REMOVAL OF INCENTIVE COMPENSATION COST FROM THE RATE BASE?
The removal of Incentive Compensation costs that have been capitalized to capital rider
projects results in a revenue requirement reduction of $25,637, inclusive of Depreciation

Expenses, Property Taxes, Revenue Taxes, and the pretax rate of return.

WHAT IS THE PURPOSE OF THE EARNINGS TEST COMPONENT OF THE
CAPITAL RIDER SURCHARGE CALCULATION?

The Earnings Test calculation is a consumer safeguard to ensure the Company does not
simultaneously earn more than its authorized return and while collecting the full calculated
amount of the surcharge. The earnings test limits the collection of a capital rider surcharge
to that level of revenue that does not exceed the Company's authorized rate of return. The
Company's CIR is limited to that amount, allowing it to earn its authorized rate of return.
In theory, the capital rider does not guarantee the Company earns its authorized rate of
return. Instead, the Earnings Test ensures that the Company's earnings, including the

capital rider surcharge, do not exceed the Commission's authorized earnings level.

ARE YOU SPONSORING AN EXHIBIT THAT SETS OUT THE COMPANY'S
CALCULATED EXCESS EARNINGS AS WELL AS THAT LEVEL OF EXCESS
EARNINGS THAT YOU ARE SPONSORING?

Yes. <Exhibit DND-5> sets out the Company's calculation of excess earnings, the
adjustment I am sponsoring, and the proforma level of earnings. As shown on line 53 of
<Exhibit DND-5>, the Company supports an excess earnings amount of $1,079,560, while

I support excess earnings of $1,566,175.

Testimony of David N. Dittemore
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PLEASE BEGIN YOUR DISCUSSION OF THE MODIFICATIONS YOU ARE
SUPPORTING TO THE COMPANY’S EARNINGS TEST RESULTS BY
DESCRIBING ADJUSTMENT NO. 3.

Adjustment No. 3 reduces Rate Base within the Earnings Test calculation by $998,070.
This adjustment is necessary to eliminate the duplication of Materials and Supplies
included within the Company's Rate Base determination within the Earnings Test

calculation.

DESCRIBE HOW THE COMPANY HAS DUPLICATED ITS INCLUSION OF
MATERIALS AND SUPPLIES IN ITS RATE BASE BALANCE WITHIN THE
EARNINGS TEST CALCULATION.

The Company has included the Working Capital component approved by the Commission

7 as a proxy for the current Working Capital requirement

from the Company’s last rate case
within the Earnings Test calculation. The Company also included its thirteen-month
average Materials and Supplies balance of $998,070 as a Rate Base component. Materials
and Supplies are commonly included within the definition of Working Capital. The
Company’s balance of Materials and Supplies is included within the category Working
Capital in the Company’s last rate case. Therefore, Materials and Supplies are included in

both the Working Capital balance identified in the last rate case proceeding and a separate

line item within Rate Base in the Company's Earnings Test. My conclusion that Materials

Order Approving Settlement Agreement, TRA Docket No. 12-00049 (November 20, 2012).

Testimony of David N. Dittemore
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and Supplies are included in the Company’s Working Capital balance of $3,409,884, may

be found in <Exhibit DND-9>.2

Q22. HAVE YOU BEEN ABLE TO DETERMINE THE COMPONENTS OF THE

COMPANY’S WORKING CAPITAL BALANCE OF $3,409,884 INCORPORATED

IN THE RATE BASE AUTHORIZED BY THE COMMISSION IN TRA DOCKET

NO. 12-00049?

A22. Yes. A review of workpapers from the last case provides information sufficient to

reconcile to the $3,409,884 balance of the Company's Working Capital balance within its

Earnings Test calculation. This reconciliation is shown below:

Line Table 1 i
No. i Company
1 Prepaid Expenses & Taxes 577,696
2 Materials & Supplics 301,364
E Deferred Regulatory Expenses 1,138.715
"4 Unamortized Debt Expense 8§5,503t
. 5 ‘Other Deferred Debits 31,124
"6 Incidental Collections 116,192,
r 7 ‘Lead/Lag Study 369,982
| Company Position 3,188,192
8 Effect of including TN income tax (24.657)
9 Effect ofuse CAPD Property Tax amount 246,349
_ _Sgttlement o 3,409,884
A/ Docket 12-00049, "Working Capital.xlsx"

Importantly, the balance of Materials and Supplies is contained within the Company’s

Working Capital balance as referenced from the last case. Therefore, it is inappropriate to

8 <Exhibit DND-9> is 4 pages taken from TRA Docket No. 12-00049.

10
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also include a separate balance of Materials and Supplies in addition to the Working Capital

balance authorized in TRA Docket No. 12-00049.

IF THE BALANCE OF MATERIALS AND SUPPLIES HAS INCREASED FROM
THAT LEVEL INCLUDED IN TRA DOCKET 12-00049, WOULD IT BE
APPROPRIATE TO INCLUDE THE CURRENT BALANCE WITHIN THE
EARNINGS TEST?

No, not at this time. I am not opposed to updating the Working Capital component of the
Earnings test in future filings. However, such an analysis should be comprehensive and
include an update of all Working Capital components from those identified in the last rate
case. The Company has updated one element of working capital, using the current balance
of Materials and Supplies, while also incorporating the balance of other Working Capital
components from the earlier docket, inclusive of Materials and Supplies. In summary, the
Company has duplicated its Materials and Supplies balance and selectively updated one
component of working capital while retaining all other working capital components from

the ten-year-old rate case.

HAS THE COMPANY ADDRESSED YOUR CONCERNS IN RESPONSE TO

CONSUMER ADVOCATE DISCOVERY RESPONSES?

Yes. The Company acknowledged that Materials and Supplies is included in the Working

Capital balance included in its Earnings Test calculation in addition to the specific

9

Materials and Supplies line item.” However, the Company continues by supporting its

9

Tennessee American Water Company's Response to Second Discovery Requests of the Consumer Advocate,

DR No. 2-1 (May 17, 2022).

11
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existing level of Materials and Supplies (“M&S”) balance by indicating that the exact
amount of M&S was not clearly identified in the Settlement. Finally, it indicates that since
M&S balances have increased since TRA Docket No. 12-00049, it would be appropriate

to include a separate line item for M&S.

DO YOU AGREE WITH THE COMPANY’S RESPONSE REGARDING
INCLUDING ITS TEST YEAR AVERAGE M&S BALANCES IN ITS EARNINGS

TEST RATE BASE?

No. As stated earlier, the Commission should reject the Company’s attempt to pick and
choose which components of its Working Capital to update and which components should
be based upon the results of TRA Docket No. 12-00049. Additionally, we have located
workpapers that identify the individual components of the Working Capital, and it is clear
that Materials and Supplies is included in Working Capital, and it is identified as

$301,364.19

DO YOU HAVE A RECOMMENDATION REGARDING THE PRESENTATION
OF WORKING CAPITAL WITHIN THE COMPANY’S ANNUAL EARNINGS
TEST?

Yes. I support an update of the Company’s Working Capital balance included in the
Earnings Test if it is done on a comprehensive basis. I recommend the Commission require

the Company to update all of its components of Working Capital, including its lead-lag

10

At the time of issuance of its Consumer Advocate DR No. 2-1, the Consumer Advocate had not located the

information on Table 1, which provides the precise reconciliation of the Working Capital components adopted in
TRA Docket No. 12-00049.

12
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study in the next capital rider reconciliation factor filing. This requirement would allow
the Company to earn a return on any components that have increased, while ensuring that

all aspects of Working Capital were updated in a uniform manner.

WHAT IS THE PURPOSE OF ADJUSTMENT NO. 4?

Adjustment No. 4 increases the ADIT balance within the Earnings Test by $183,787 as set
forth in <Exhibit DND-6>. This adjustment has the impact of reducing Rate Base by this
same amount. This adjustment is necessary to eliminate certain ADIT components such as
stock options, restricted stock units, incentives, and charitable contributions that are not
recoverable as an Operating and Maintenance Expense (“O&M?”). This adjustment
synchronizes the treatment of these items between O&M and Rate Base. Certain of the
components of the ADIT balance may require a further review in the next reconciliation

case.

DESCRIBE ADJUSTMENT NO. 5§ AND EXPLAIN WHY THE ADJUSTMENT IS
NECESSARY.

Adjustment No. 5 eliminates $370,933 of excess purchased power and chemical costs from
the Company's Operating and Maintenance expenses within the Earnings Test calculation.
The calculation underlying this adjustment is outlined in <Exhibit DND-7>. This Exhibit
is identical to the one supplied by the Company in TPUC Docket No. 22-00005.!" After
recognition of Income Tax Expenses, the resulting increase in Operating Income is

$273,989. The calculation of this net of tax adjustment is found in <Exhibit DND-5>.

3]

Direct Testimony of Tricia N. Sinopole, File <TAWW_EXH TNS_1 0114222.xlsx>, Tab “PCOP Calc

Exhibit”, TPUC Docket No. 22-00005, (January 14, 2022).
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DEFINE EXCESS PURCHASED POWER AND CHEMICAL COSTS.

The Commission has established a historic cap on the level of acceptable water losses in
the provision of retail water service. The Commission has determined that the costs
associated with water losses in excess of 15% of sales volumes should be absorbed by the
Company, not its customers. The costs of water losses up to 15% of those volumes in
excess of the Company's sales volumes have been found acceptable by the Commission.
The excluded costs vary with the volume of water processed by the Company and include

Purchased Power and Chemicals.!?

WHAT WAS THE ACTUAL UNACCOUNTED FOR WATER PERCENTAGE
DURING THE 2021 PERIOD?

The data I am using comes directly from the Company’s information provided in TPUC
Docket No. 22-00005, the Production Costs and Other Pass-Throughs Rider (“PCOP”) and
covers the twelve months ending November 30, 2021. The unaccounted-for water

percentage was 25.8%, as outlined in <Exhibit DND-7>.

HOW WAS THE ADJUSTMENT CALCULATED?

The system-delivered volumes were compared with the sales volumes, which indicated that
non-revenue volumes were 25.8% greater than sales volumes. The difference between the
actual non-revenue volumes of 25.8% and the allowed non-revenue volumes of 15%

produces an excess water loss percentage of 10.8%. The inverse of this percentage, 89.2%,

12

The Commission has historically applied the excess loss calculation to the expense categories of Purchased

Power and Chemicals and the proposed adjustment is limited to these two expense categories. However, it would also
seem that Purchased Water and Waste Disposal costs would vary by the quantity of processed water. Whether
Purchased Water and Waste Disposal costs should also be subject to the excess water calculation is one that may be
investigated in the future.

14
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is then applied to the Company's actual Purchased Power and Chemical costs of $2,302,167
and $1,122,769, respectively, to determine the variable costs associated with the level of
water loss that is permitted for recovery. The difference between the actual costs and those
costs permissible under the 15% water loss cap produces excess water expenses of
$370,933. The after-tax impact of this adjustment on the Earnings Test Operating Income

is $273,989.

DISCUSS THE IMPLICATIONS OF HAVING THE ADJUSTMENT
CALCULATED BASED UPON NON-CALENDAR YEAR DATA RELYING UPON
COMPUTATIONS SUPPLIED IN THE COMPANY’S ANNUAL PCOP DOCKET.
The adjustment was taken directly from the Company's data in TPUC Docket No. 22-
00005. The adjustment uses water loss and expense data for the twelve months ending
November 30, 2021, and incorporates the adjustment into the calendar-year Earnings Test
calculation. I do not believe the use of actual calendar year data would produce a materially
different result. Further, this adjustment has the benefit of using the same data as is used
and presented in the Company’s PCOP docket; thus, consistency is maintained between

the two dockets.

IS IT NECESSARY TO INCORPORATE THIS ADJUSTMENT INTO THE
EARNINGS TEST OF THE COMPANY BECAUSE THE PCOP DOCKET
INCORPORATES THE UNACCOUNTED-FOR WATER LOSS PERCENTAGE

WITHIN THOSE CALCULATIONS?

15
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Yes. The excess Purchased Power and Chemical costs are contained in the total company
expenses within the Earnings Test adjustment. Therefore, these costs would be effectively

recovered absent the adjustment to eliminate such costs from the Eamnings Test.

HAS THE COMMISSION PREVIOUSLY ADDRESSED THE REGULATORY
TREATMENT OF UNACCOUNTED FOR WATER?

Yes. The Commission has addressed the appropriate water loss percentage in at least two
Tennessee American Water Company proceedings.  <Exhibit DND-10> is the
Commission's order in TRA Docket No. 08-00039, a Petition by the Company to increase
rates. In pertinent part, the Commission addressed the excessive water loss as follows:

Recognizing the importance of conserving water, which is one of the state's
most valuable natural resources, the panel established a baseline efficiency
standard. Based upon the evidence presented, the panel limited the
unaccounted-for water percentage to fifieen percent.’?

The Commission also addressed excessive water loss in TRA Docket No. 10-00189, a
Petition of the Company to increase rates. This order is attached as <Exhibit DND-11>
and states in pertinent part:

The Company's water loss increased from the 20.43% level requested in its
last rate case (the twelve months ended March 2008) to 22.7% requested in
this case. In its testimony, the Company stated it delayed part of its
scheduled investment due to its poor earnings. However, the Company
included additional plant investment in this rate case. With the additional
investment in plant, it is reasonable to expect a decrease in water loss from
current levels. The Authority determined that the baseline water loss
percentage of 15% for TAWC, the same percentage established in the 2008
rate case, remains viable, and TAWC should continue to strive to meet this
goal. Also, the Authority agreed with the evidence put forth by the CRMA,
and supported by the CAPD, that a 15% water loss was reasonable.’

13

Order, p. 15, TRA Docket No. 08-00039 (January 13, 2009). See Final Order, p. 67, TRA Docket No. 10-

00189 (April 27,2012). A copy of this order is attached as <Exhibit DND-11>.

14

Final Order, p. 67, TRA Docket No. 10-00189 (April 27, 2012).
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HAS THE COMPANY OFFERED ITS POSITION ON THE JUSTIFICATION FOR
INCLUSION OF THESE WATER COSTS IN RESPONSE TO CONSUMER
ADVOCATE DISCOVERY REQUESTS?

Yes. The Company has indicated that its per book production costs should be included in

the Earnings Test and further that this approach has been used in prior dockets. !>

DO YOU AGREE WITH THE COMPANY’S POSITION ON THIS ISSUE?

No. Merely because an item is recorded on the Company’s books does not then require
the same treatment within the Earnings Test. The Company is aware that certain “book”
costs such as incentive compensation and lobbying costs are removed for purposes of
computing the Earnings Test. The reason for this differing treatment between the
Company’s financial statements and regulatory-determined operating results is that the
Commission has determined these adjustments to book expenses are appropriate. The
Commission has previously ruled on the appropriate regulatory treatment for excess water
costs and this determination should be incorporated into the Earnings Test calculation. The
Company is correct in that the Consumer Advocate has not raised this issue in past
proceedings, but this does not preclude consideration of this issue on its merits within this

docket.

15

Tennessee American Water Company’s Response to Second Discovery Requests of the Consumer Advocate,

DR No. 2-2 (May 17, 2022).
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V. Rate Base Comparison

Q37. HAVE YOU COMPARED THE ACTUAL RATE BASE OF THE COMPANY
WITH THE SUM OF THE RATE BASE INCLUDED IN BASE RATES PLUS THE
RATE BASE USED TO COMPUTE THE CAPITAL RIDER?

A37. Yes. A comparison of the Rate Base upon which the Company’s rates are determined is
compared with the Company’s determination of its actual Rate Base is reflected below:

Table 2
Settlement Embedded :Rate Base upon Rate Base per
Rate Base Capital Rider | twhich TAWC is TAWC
Docket 12- Rate Base per :Earning a Eamings Test
Item 00049 22-00021 Retum Exhibit
Utility Plant in Service § 250455533 'S 121211527 $ 371,667,060 § 397233377
Construction Work in Progress 3,581,671 3581671 6,696,471
Utility Plant Capital Lease 1,590,500 o
Working Capital 3.400.884 | 4407954
Total Additions 121211.527 | ....380.249,115 | 408337802 |
Dedutions
- Accumlated D ion 81,011.226 (9,128,625): 1/ 71,882,601 | 99,040,057
‘Accumulated Amortization of Capital Lease | 1.576.226 1576226
{ Accumulated Deferred FIT 267339400 ¢ 14116823 40,850,763 51110227
Customer Advances for Construction 5,173,724 5173724 ; 7,503,166
_Contributions in Aid of Construction 12,466,115 2468 830 14,934 945 | 18,192,845
{Unamortized Investment Tax Credit 20,965 |
‘Utility Plant Acquisition Admstment 39,920
All Other 2493129
i Total Deductions 127,022,116 7457028 134,479,144 178,339,424
Rate Base 3 132015472 $ 113,754,499 $§ 245769971 $ 233998378
IExcess Calculated Rate Base vs. Actual 3 [ES‘??J,S‘J]}I
Q38. WHAT CONCLUSION CAN BE DRAWN FROM THE SCHEDULE ABOVE?
A38. The Company continues to collect rates determined on Rate Base levels that are

significantly more than the Company's Rate Base calculation. The Commission opened

TPUC Docket No. 19-00103 to determine whether changes to the Company’s capital rider

are appropriate.
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Q39. DOES THIS CONCLUDE YOUR TESTIMONY?
A39. Yes. However, I reserve the right to supplement my testimony if additional information

becomes available.
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Exhibit DND-1

David Dittemore

Lxperience

Areas of Specialization

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

Self-Employed; Consultant July 1 - Current; Responsible for providing evaluation of utility
ratemaking issues on behalf of clients. Prepare analysis and expeit witness testimony.

Tennessee Attorney General's Office; Financial Analyst September, 2017 — June 2021;
Responsible for evaluation of utility proposals on behalf of the Attorney General's office
including water, wastewater and natural gas utility filings. Prepare analysis and expert witness
testimony documenting findings and recommendations.

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

Responsible for directing the regulatory activity of Kansas Gas Service (KOS), a division of
ONE Gas, serving approximately 625,000 customers throughout central and eastern Kansas. In
this capacity I have formulated strategic regulatory objectives for KOS, formulated strategic
legislative options for KOS and led a Kansas inter-utility task force to discuss those options,
participated in ONE Gas financial planning meetings, hired and trained new employees and
provided recommendations on operational procedures designed to reduce regulatory risk.
Responsible for the overall management and processing of base rate cases (2012 and 2016). 1
also played an active role, including leading negotiations on behalf of ONE Gas in its Separation
application from its former parent, ONEOK, before the Kansas Corporation Commission. I have
monitored regulatory earnings, and continually determine potential ratemaking outcomes in the
event of a rate case filing. I ensure that all required regulatory filings, including surcharges are
submitted on a timely and accurate basis, I also am responsible for monitoring all electric utility
rate filings to evaluate competitive impacts from rate design proposals.

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

Williams Energy Marketing and Trading; 2000-2003

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

MCI WorldCom; 1999 - 2000



Exhibit DND-1

Manager, Wholesale Billing Resolution; Manage a group of professionals responsible
for resolving Wholesale Billing Disputes greater than $SOK. During my tenure,
completed disputes increased by over 100%, rising to $1 50M per year.

Kansas Corporation Commission; 1984- 1999
Utilities Division Director - 1997 - 1999; Responsible for managing employees with the
goal of providing timely, quality recommendations to the Commission covering all
aspects of natural gas, telecommunications and electric utility regulation; respond to
legislative inquiries as requested; sponsor expert witness testimony before the
Commission on selected key regulatory issues; provide testimony before the Kansas
legislature on behalf of the KCC regarding proposed utility legislation, manage a budget
in excess of $2 Million; recruit professional staff; monitor trends, current issues and new
legislation in all three major industries; address personnel issues as necessary to ensure
that the goals of the agency are being met; negotiate and reach agreement where possible
with utility personnel on major issues pending before the Commission including mergers
and acquisitions; consult with attorneys on a daily basis to ensure that Utilities Division
objectives are being met.
Asst. Division Director - 1996 - 1997; Perform duties as assigned by Division Director.
Chief of Accounting 1990 - 1995; Responsible for the direct supervision of9 employees
within the accounting section; areas of responsibility included providing expert witness
testimony on a variety of revenue requirement topics; hired and provided hands-on
training for new employees; coordinated and managed consulting contracts on major staff
projects such as merger requests and rate increase proposals;

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

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

Education
. B.S.B.A. (Accounting) Central Missouri State University
. Passed CPA exam; (Oklahoma certificate # 7562) - Not a license to practice
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Tennessee American Water Company

Capital Rider Reconciliation

Docket No. 22-00021
Consumer Advocate Adjustments to Earnings Test

12/31/2021

TAWC Earnings

To Eliminate
Double-Count of
Materials and

Exhibit DND-5

To Remove
Excess Production
Costs > 15%

To Synchronize
ADIT Balances
with Regulatory

Test Cnlculations Supplies Treatment Adj. No.5 TAWC
13Mth Avernge Adj No. 3 Adj No. 4 After Tax Pro-Forma
Additions:
Plant in Service $397,233,377 $397,233,377
Plant Under Construction 6,696,471 $6,696,471
Property Held For Future Use 0 $0
Materials and Supplies 998,070 (998,070) $0
Other Additions: 30
Leased Utility Plant 0 30
Unamortized Painting - net 0 30
Working Capital C/ 3,409,884 $3,409,884
Total Additions $408,337,802 (8998,070) $0 30 $407,339,732
Deductions:
Accumulated Depreciaton and Amortization 99,040,057 $99,040,057
Accumulated Deferred Income Taxes 51,110,227 3 183,787 $51,294,014
Unamortized Investment Credit - Pre 1971 (] $0
Customer Deposits 0 $0
Other Deductions: 0 $0
Contributions in Aid of Construction 18,192,845 $18,192,845
Customer Advances for Construction 7,503,166 $7,503,166
All Other A/ 1,631,206 $1,631,206
Jasper Highlands Reg. Liab, 861,923 $861,923
Total Deductions $178,339,423 $0 so $178,523,210
Rate Base $229,998,379 (£998,070) 3 - $228,816,522
Total
Net Operating Income $16,027,679 $273,989 $16,301,669
Adjustments to NOIL:
2020 Eamings Test Surcharge Credits 0 30
Allowance for funds used during consiruction 217,663 $217,663
Adjustment to reflect effective federal 0 $0
Income tax rate (debt assigned to parent) 355,457 $355,457
Interest on customer deposits 0 $0
Incentive Compensation 743,707 $743,707
Lobbying Expenses 65,283 $65,283
Lobbying - Salary 16,512 $16,512
Labor - Non-recurring 0 20
Legal - Main Break 0 $0
Adjusted Net Operating Income $17,426,300 $0 $273,989 $17,700,289
Rate of return B/ 7.58% 7.74%
Rate of Return - 2021 7.58% 7.74%
Authorized Rale of Return 7.23% 7.23%
Authorized Adjusted Net Operating Income $ 16,628,883 $ 16,543,435
Actual 2021 Adjusted Net Operating Income $ 17,426,300 $17,700,289
Above or (Below) Earnings $ 797,417 3 1,156,855
Gross-up Income Tax Rate 135382 1.35382
Revenue Requirement $ 1,079,560 $ 1,566,175
iEITeclive Tax Rate 1
Tennessee Excise Tax Rate 6.50% Excess Water Costs ($370,933)
Federal Income Subject to Tax 93.50%% Less: Income Taxes at 26.135% 5 96,943
Federnl Tax Rate 21% (3273, 989) |
Effective Federal Tax Rate 19.635%
Plus: Tennessee Exise Tax Rate 6.500%
Effective Composite Rate 26.135%

73.865%
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Tennessee American Water Company
Capital Rider Reconciliation
Docket 22-00021
12/31/2021 Exhibit DND-6
Calculation to Synchronized ADIT Balance in Earnings Test w Regulatory Treatment

Total Corporate Plant included in Earnings Test S (51,110,227)

Less: ADIT Components that are treated below the line for ratemaking purposes

FAS 123r Stock Options (12,647)

FAS 123r Restricted Stock Units 15,773

FAS 123r ESPP 293

Incentive 128,844

Charitable Constributions - NOL converted 33,036

481 Adjustment related to Incentives 13,270

Charitable Constributions - State 5,218

Less Adjustments to Increase ADIT S 183,787
ADIT per Consumer Advocate S (51,294,014)

Response to CA Request 2-4.



Tennessee American Water Company
Docket No. 22-00021
For the Twelve Months Ending November 30, 2021
PCOP Actual Expenses

A B
**NRW Limited
For the 12 12 Mos Ending 11/2021

Months Ending {Column A, Lines 2 and 3

Exhibit DND-7

Excess
Purchased Power

Line # Description 11/30/2021 x Line 18 Recoverable %) Chemical Costs
A/

1 Purchased Water Including Wheeling Charges $111,912 $111,912 ]
2 Purchased Power** 2,302,167 2,052,834 ($249,333)
3 Chemicals** 1,122,769 1,001,169 {$121,600)
4 Waste Disposal 374,906 374,906 SO
S TRA Inspection Fee 205,014 205,014 S0
6

7 Total 54,116,767 $3,745,835 ($370,933)
8

9

10 Water Sales in 100 Gallons 90,429,643 90,429,643

11

12 Cost per 100 Gallons {Line 7 / Line 10) $0.04552 $0.04142

Recoverable % for Production Costs For the 12
Months Ending
11/30/2021

13 Water Sales 90,429,643 B/

14  System Delivery 121,922,705 B/

15  Non-Revenue-Unaccounted for Water % {1 - (Line 13 / Line 14)] 25.8%

16 Non-Revenue-Unaccounted for Water % Authorized 15.0%

17  Variance (If Line 15 > Line 16 then Line 15 - Line 16) 10.8%

18 Recoverable % (1 - Line 17) 89.2%

A/ Docket 22-00005, TAW_EXH_TNS_1.xIsx, tab Link In

B/ Docket 22-00005, Workpaper_Usage - 2021.xlsx

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



Tennessee American Water Company
Qualified Infrastructure Improvement Program Rider (QIIP)
Economic Development Investment Rider (EDI)

Safety and Environmental Compliance Rider (SEC) Exhibit DND-8

Reconciliation of the Calculation of Revenue Requirement

As of 12/31/2021

QIIP EDI SEC Total

Reconciliation Amount - Original Filing $ (86,979) $ 199,242 $  (442240) $ (329,977
Adjustment Proposed by TAWC $  (136,956) $ (6,587) $ (71,137) $  (214,680)
Reconciliation Amount - Supplemental Filing 5 (223,935) $ 192,654 $ (513377 $ (544,657
To correct ADIT Calculation $ (22,962) $ (3,364) $ (4,744) $ (31,070)
To eliminate capitalized Incentive compensation
from rate base 3 (16,567) $ (1,356) $ (7,714) $ (25,637)
Adjustments to Excess Earnings ($318.859) ($12,388) $  (155,368) $  (486,615)
Reconciliation Amount per Consumer Advocate 5 (582,322) $ 175546 $  (681,203) $ (1,087,979)
Divided by Authorized Capital Riders Revenue
(9/12s) per TAWC $35.305,293 $35,305,293 $35,305,293 $35,305,293

Surcharge Rider Reconciliation Percentages -1.65% 0.50% -1.93%

-3.08%



Exhibit DND-9: CA Collective Attachment TPUC Docket.No. 22-00021
Page 1

Working Capltal
Page1of2

Computatlion of Working Capital
Test Year for the 12 Months Ended December 31, 2011
Exhibit RB-8-Working Capital-L.CB

Tennesses Regulatory Authorty
C - A
Schedule RB-8.1

rican Water C

Dockat Ne, 12-XXXXX

liem Amaunl
Prepaid Taxes $ 577,696
Materials & Supplies 372,191
Deferred Regulalory Expenses 1,163,167

Unameritized Debl Expense 914,147

-
z,.‘;;;,‘ja‘wmﬂmmaum..igg-

Other Defsrred Deblls 280,983
17 Lead- Lag Study 507,085
19 Total 3 3@teis
21 Loss:

23 Incidenlal Colleclions $ 116,182
25 Tots! T

27 Worldng Capits! Requirement 3 3,669,087

Working Capital
Test Yr Working Capital Summary



Exhibit DND-9: CA Collective Attachment TPUC Docket.No. 22-00021
Page 2

Worling Capital
Page2of 2
Computation of Working Capltal
Tennaszon Ragulatery Authority Attrition Year; Twalve monthe ended November 30, 2013
[ T Amerlcan Water Company Exhibit RB-8-Working Capital-LGB
Dacket No, 12-X)X000( Schedule RB-8.2
Line
‘No,

1

2

3

4

z ltem Amount

7 Prapald Taxes S 577,696

8

9 Malerials & Supplles 301,364

10

" Dalerred Regulalory Expenses 1,138,715

12

13 Unamortized Dabl Expense 885,503

14

15 Other Deferred Debila 31,124

16

17 Lead - Lag Study 369,982

18

19 Total 3 3,304,384

20

21 Less;

2

2 Incidanta! Collections 3 116,152

24

25 Total % 116,102

26

27 Working Cepital Requirement 5 388108

2

2

30

31

32

k<]

34

35

36

7

38

39

40

41

42

43

44

45

46

47

Worldng Capital

Attritn Working Capital Summary



Exhibit DND-9: CA Collective Attachment TPUC Docket.No. 22-00021

Page 3
12-00048
) Exhibit
Schedule 3
" TENNESSEE-AMERICAN WATER COMPANY
Comparative Rate Base
For the 12 Months Ending November 30, 2013
Line -
Ne. SETTLENMENTA Company Bf Difference
Additions: :
1 Utitly Plant In Senvice § 280455533 ¥ 260455533 $ 0
2 cqnshucﬂon Work in Prugress 3,581,871 358167 0
3 Uity Pant Capltal Lease 1,580,600 4,500,500 0
4 Workfn‘p Capital 3,409,884 3,188,102 221,692
5 Total Additlons A H 259@3?&88 5 258,815&35 $ 221,682
Déductions: '
8 Accumulated Deprediation $ 81,011,226 3 B1,011,226 i}
7 Actimulated Amorfization of Capital Lease * 1,576,225 1,676,226 0
8 Accimulated Deferréd FIT 26,733,040 T 23407464 3,326,476
] Customer Advances for Gonstruction i 5,173,724 4,473,724 700,000
0 Contributions in Aid of Construction 12,460,115 12,485,315 Q
11 Unamottized Investment Tex Crodit 20,965 20,965 ]
12 UtiRly Plant Acquisiton Adjustment 39,920 ‘38,920 a
19 - Total Deductions $_127,0221418 $ 122,995,640 $ 4026478
14 Rats Base $_ 132,015,472 $ 135820286 $ 3804784
Al GAPD Exhibil, Schedule 2.
B} Company Bxiblt RE-1-Surmsmary-LCB.
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Exhibit DND-9: CA Collective Attachment

£5

L - ST N T Tt

TENNESSEE-AMERICAN WATER COMPANY
Comparalive Working Capltal
For the 12 Montha Ending Novembor 30, 2013

Pmp;!d Expenses & Taxes . s%ﬁ
Materials & Suppliss _ C 376,005
Deferred Rogl;?awryamnﬁm - 1438715
Unamortized Debt Expense 885,499
Other Deferred Debits 31,128
Incidantal Colleations ' ’ 224,767
Lead/Lag Study 235267 Cf
Working Capital Requirement $__3.014,831

Al CAPD Rate Base Workpapar RE-13-7.00,
B/ Company Exhibit RB-8-Working CapliaHL.CB.
D/ CAPD Exhibit, Schedule 5,

TPUC Docket.No. 22-00021

Page 4
12-00049
Exhibit
+'Schedule 4
Company _ Ej Difference
H 577,688 $ 8,812
301,384 78,541
1,138,715 0
885,503 4
31,124 4
-116,182 -108,578
268,982 134,715

$__2108,92 $___ 73561
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BEFORE THE TENNESSEE REGULATORY AUTHORITY

NASHVILLE, TENNESSEE
January 13, 2009
IN RE: )
)
PETITION OF TENNESSEE AMERICAN WATER ) DOCKET NO.
COMPANY TO CHANGE AND INCREASE CERTAIN ) 08-00039
RATES AND CHARGES SO AS TO PERMIT IT TO )
EARN A FAIR AND ADEQUATE RATE OF RETURN )
ON ITS PROPERTY USED AND USEFUL IN )
FURNISHING WATER SERVICE TO ITS CUSTOMERS )
ORDER
TABLE OF CONTENTS
L TRAVEL OF THE CASE...oc0ve0n00 - stesresstrisentensnnesrarannearanarsearerrasasrns 1
II. THE HEARING AND POST HEARING FILINGS ....ccoveeereneseercrsresnes e Seona e R reeei s 7
III.  CRITERIA FOR ESTABLISHING JUST AND REASONABLE RATES....cccoceeeeeressssansnransassasnes 8
1IV.  TEST PERIOD AND ATTRITION PERIOD...co.cvetsacessescersicnssssensesrivas R
V. CONTESTED ISSUES evmusenon sessssosnranarnanveseessanhens ribin RN SRARRRE S AR R IE T 9
V(A). REVENUES ..ccccovsusrsossersorsossssaerans N o R R R A PR 9
V(B). EXPENSES ...cccivemressoasarmastrsassoscesassrensensonsesssaressen T 12
V(B)l. SALARIES AND WAGES ...cccccerranssnsssensassonssnsssnssasosans .12
V(B)2. PURCHASED WATER...... vissevernesnssarsons 13
V(B)3. FUEL AND POWER....ccccccconmremvecsrsoneas 13
V(B). CHEMICALS....cocesirurrecrerserassusssssssassssssssssesiossssssentissssessasasasssnsssssasensanses 16
V(B)S. WASTE DISPOSAL ..ccovcerrvsresssssrsonss ; TSR R T 17
V(B)6. MANAGEMENT FEES...cciciecrvrsarrascssssessonsorsossasssssssacassssasonnns .18

V(B)7. GROUP INSURANCE .......corurerssessesssreressossnnsssossssnssssnasestessessssasossassesness 22
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V().

V(D).

V(®).

Y(F).

V(B)8. PENSION EXPENSE ..uccciisirrssniccnscrsnmssnsssssessassssasssnsssessusassnsesrsssassrassases 23
V(B)9. REGULATORY EXPENSE . o vvssssasnvasassensness P 24
V(B)10. INSURANCE OTHER THAN GROUP....... RERRUETAS TR RN 25
V(B)11. CUSTOMER ACCOUNTING...crcersessrecsossrorsoscse T, 26
V(B)12. UNCOLLECTIBLE EXPENSE....... o ST pso=Ts T, 26
V(B)13. RENT EXPENSE ..ccovotiscsnisssuessnsssrsasssssssesssssensonsasssnnasassse - 27
V(B)14. GENERAL OFFICE EXPENSE .....ceccovneurenes 28
V(B)1S. MISCELLANEOQUS sruretosnarthasasssasennetsan e URSURISRRIVNARS MRS SRS 29
V(B)16. OTHER MAINTENANCE EXPENSE ......... T T T T T T T I 30
V(B)18. DEPRECIATION AND AMORTIZATION EXPENSE ~31
TAXES AND FEES ..ccceisivccsesasrsosisssassronsarsssssssnssssnssnssessasassorsssnrasessoss JRRESSL o evene 32
V(c)1. GROSS RECEIPTS TAX...... I ———.y 4
Y(C)2. TRA INSPECTION FEES ..... T L o +33
V(C)3. PROPERTY TAXES... easianeanasentiFhsassenasansacnncate ceeraFasntacansite .34
V(C)4. FRANCHISE TAXES..cccocerensucsnsns sasasrscisnareosense jonsad .34
V(C)5. FICATAX.cverirrornens - —_— s iass 3D
V(c)6. UNEMPLOYMENT TAX....... T . 35
V(C)7. STATE EXCISE TAX...corcureeerrrrrersseresssssasssassnsssassessssesssssssasssssasssassssassens 35
V(C)8. FEDERAL INCOME TAX esseasensasansss Beeeitoseesleres il 36
V(C)9. ALLOWANCE FOR FUNDS USED DURING CONSTRUCTION ....ccues e 36
NET OPERATING INCOME.....cciorensnscnsressrsrcresssssesarsansessrsrasesssonsreranessssses .37
RATE BASE ..oeiisiiicsicnssesssnssisisssssconsssssssessnsassonsersossessssssnsassossosssassssssssstasssssassesns 37
V(E)1. UTILITY PLANT IN SERVICE ...ccorruvomsssrmsarsansasnesarsessassassssansassnssnssase w37
V(E)2. CONSTRUCTION WORK IN PROGRESS....coceererassaerssasererearaere OO CITIT 38
V(E)3. UTILITY PLANT CAPITAL LEASE T TR 38
V(E)4. WORKING CAPITAL...... exinensaniipnivinsasssnsernenns, 39
V(E)S. ACCUMULATED DEPRECIATION.......... eonssasans casenssssanes srsenssresassnsns veree 42
V(E)6. RETIRED WORK IN PROGRESS ..cccovrnecrsrsrorere R—— Fssss s e 42
V(E)7. ACCUMULATED AMORTIZATION OF UTILITY CAPITAL LEASE ........ 43
V(E)8. ACCUMULATED DEFERRED INCOME TAXES......ccus 43
V(E)9. CUSTOMER ADVANCES FOR CONSTRUCTION ..eetvvreeerrenerssenesrsnereraress 44
V(E)10. CONTRIBUTIONS IN AID OF CONSTRUCTION .coccicceesreencssasassossarsancrass 45
V(E)11. UNAMORTIZED INVESTMENT TAX CREDIT..cccersesrenssressnsrnsressacsssnssase 45
V(E)12. UTILITY PLANT ACQUISITION ADJUSTMENT ...cccvernnsnsersons e 46
REVENUE CONVERSION FACTOR ....... GUBasssesssimasasacinsts o sorITIg TTSREIORS 46
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V(G). RATE OF RETURN

V(#H). REVENUE DEFICIENCY

V(). RATE DESIGN

......

--------

--------

ORDERING PARAGRAPHS.............
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This matter came before Chairman Tre Hargett, Director Eddie Roberson and Director
Mary W. Freeman of the Tennessee Regulatory Authority (the “Authority” or “TRA”), the
voting panel assigned to this docket, at a regularly scheduled Authority Conference held on
September 22, 2008, for consideration of the Petition filed on March 14, 2008 by Tennessee
American Water Company (“TAWC” or “the Company”) in which the Company seeks Authority
approval to increase rates. Upon consideration of the entire record, including all exhibits and the
testimony of the witnesses, a majority of the panel concluded that the Company had a Revenue
Deficiency of $1,655,541, which should be recovered through uniform increases to base rates
and volumetric rates for all customer classes. These conclusions, as well as other decisions
concerning the Revenues, Expenses, Taxes and Fees, Net Operating Income, Rate Base, Revenue
Conversion Factor, and Rate of Return are fully discussed below.
L TRAVEL OF THE CASE

On March 14, 2008, Tennessee American Water Company filed its Petition seeking
approval by the TRA of proposed increased rates, alleging that “[tJhe Company’s existing rates
and charges will not provide, and cannot be made to provide, sufficient revenues to cover all the
costs incurred in providing adequate quality water service including its cost of capital.”’ The
Company sought “to place into effect customer rates that will produce an overall rate of return of
8.514% on a rate base of $119,881,506.” According to TAWC, the additional gross revenues
would be approximately $7,644,859 for the attrition period ending August 31, 2009.

TAWC is a public utility as defined in Tenn. Code Ann. § 65-4-101 and is engaged in
providing residential, commercial, industrial and municipal water service, including public and

private fire protection service to the City of Chattanooga and surrounding areas, serving

! Petition, p. 2 (March 14, 2008).
? Petition, p. 5 (March 14, 2008).
3 Petition, pp. 4 and 6 (March 14, 2008).



Exhibit DND-10

approximately 74,535 customers as of November 30, 2007. The Company is subject to the
jurisdiction and supervision of the TRA pursuant to Chapter 4 and Chapter 5 of Title 65 of the
Tennessee statutes. The rates of the customers located in the State of Georgia are not regulated
by the Public Service Commission of the State of Georgia, but are set by this Authority.*

TAWC is a wholly-owned subsidiary of American Water Works Company, Inc.
(“AWWC”). AWWC is the largest water utility holding company in the United States, providing
water and waste water services to 15.6 million people in thirty-two (32) states and Ontario,
Canada.’

On March 31, 2008, the Authority issued a Data Request to TAWC requesting certain
information in support of the Petition in accordance with the Minimum Filing Guidelines for a
petition to increase rates. TAWC responded on April 11, 2008 requesting an extension of two
weeks for questions 51, 52, 53, 66 and 73.

At a regularly scheduled Authority Conference held on April 7, 2008, Chairman Eddie
Roberson, Director Tre Hargett and Director Ron Jones,® the panel assigned to this docket, voted
unanimously to suspend the proposed tariff from April 13, 2008 to July 11, 2008, convene a
contested case proceeding and appoint General Counsel or his designee as Hearing Officer for
the purpose of preparing this matter for hearing, including handling preliminary matters and
establishing a procedural schedule to completion.

On April 1, 2008, the Consumer Advocate and Protection Division of the Office of the
Attorney General (“Consumer Advocate” or “CAPD”) filed a Petition to Intervene. The
Chattanooga Manufacturers Association (“CMA”) and The City of Chattanooga (“the City”)

filed petitions to intervene on April 4, 2008 and April 16, 2008, respectively. The City based its

* Petition, p. 1 (March 14, 2008).

? Petition, p. 2 (March 14, 2008).

¢ Upon the expiration of Director Jones® term as a Director on July 1, 2008, Director Mary W. Freeman replaced
former Director Jones on the voting panel in this docket,
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intervention request on the assertion that “the City of Chattanooga is a customer of TAWC and
the legal rights, duties, privileges, immunities or other legal interests of the City of Chattanooga
and its citizens may be determined in these proceedings.”’ CMA asserted that, as a trade
association in existence for 106 years and representing over 250 manufacturers and businesses,
approval of the Company’s request to increase certain rates and charges would “adversely affect
ratepayers including, but not limited to CMA members and other similarly situated entities.”®
No objection or opposition was filed as to the petitions to intervene. On April 11, 2008, the
Hamilton County Commission (“Commission”) filed with the Authority Resolution 408-17,
adopted by the Commission on April 10, 2008, opposing the rate increase sought by TAWC and
asking the Authority to hold public hearings in Hamilton County regarding the requested rate
increase.

On May 1, 2008, the Hearing Officer issued an Order granting the petitions of the
Consumer Advocate, the City and CMA to intervene and establishing a procedural schedule.’
The Hearing Officer’s Order also provided for an initial round of discovery and permitted the
Consumer Advocate to propound discovery requests in excess of the number prescribed in TRA
Rule 1220-1-2-.11(5)(a), for a total of eighty questions during the first round of discovery.
Finally, the Hearing Officer’s Order directed the parties to submit an agreed proposed protective
order or separate proposed protective orders by May 6, 2008.!° After having failed to reach an
agreed proposed protective order, TAWC and the Intervenors filed separate protective orders on
May 6, 2008 for review by the Hearing Officer. The Intervenors also filed on May 6, 2008 a

Joint Motion to Modify the Procedural Schedule and Joint Objections of the Intervenors to

7 Petition to Intervene by the City of Chattanooga, p. 2 (April 16, 2008).

8 Petition to Intervene by the Chattanooga Manufacturers Association, p. 2 (April 3, 2008).

? Order Granting Petitions to Intervene and Establishing a Procedural Schedule, p. 4 (May 1, 2008).
19 Order Granting Petitions to Intervene and Establishing a Procedural Schedule, p. 5 (May 1, 2008).
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Discovery Question Limitations for the Initial Round of Discovery (“Joint Objections”). A
Protective Order was entered by the Hearing Officer on May 23, 2008.

The Hearing Officer issued an Order on May 9, 2008 in response to the Joint Objections
to provide guidance to the parties relative to the discovery process in the Procedural Schedule.
The Joint Objections requested relief to lift the first-round discovery limitations. The Hearing
Officer did not grant the relief requested, but was not opposed to the Intervenors pooling their
discovery requests in the amount of one hundred sixty requests total, so as to maximize the total
number of discovery requests propounded upon TAWC.!!

Ultimately, the Consumer Advocate propounded discovery requests in excess of the 160
allotted along with a motion for permission to exceed the limit. TAWC filed an objection to the
motion, but while the motion for additional discovery was being considered, the Company
agreed to provide responses to the Consumer Advocate’s additional discovery requests. Other
parties, including TAWC, propounded discovery requests in the first round. During the course
of discovery between the parties, numerous objections and motions regarding discovery requests
and responses were filed by the parties.

Following a Status Conference on June 4, 2008 wherein these motions were considered,
the Hearing Officer issued an Agreed Order Regarding Discovery and Disposing of Certain
Outstanding Motions Following June 4, 2008 Status Conference (“Agreed Order™). The
Agreed Order provided for the parties to file responses to discovery, resolve certain disputes and
appear before the Hearing Office to argue any remaining disputes. To further facilitate the
process of the discovery between the parties, a Status Conference was held on June 19 and 20,
2008, at which time the Hearing Officer heard oral arguments concerning discovery matters,

including additional motions to compel and amendments to the Protective Order.

'Y Order on Joint Objection 10 Discovery Question Limits in May 1, 2008 Order, p. 3 (May 9, 2008).
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After receiving requests from the Intervenors to expand the time for filing pre-filed
testimony by four weeks, the Hearing Officer issued an Order Granting, In Part, Joint Motion of
Intervenors to Expand Time to Submit Testimony and Modifying the Procedural Scheduie on
July 3, 2008. The Order extended the deadline for the Intervenors to file testimony to July 14,
2008 and modified the procedural schedule as to other filing dates to account for the additional
time extended to the Intervenors.'” On July 9, 2008, the Intervenors filed a joint petition seeking
an interlocutory appeal of the Hearing Officer’s July 3, 2008 Order and requesting additional
time to file pre-filed testimony,

On July 11, 2008, TAWC filed its opposition to the joint petition for interlocutory review
filed by the Consumer Advocate and the City as well as CMA’s Appeal of the Time Limits Set by
the Hearing Officer. TAWC stated that it acted fully in accordance with Hearing Officer’s
orders to bring this matter to completion within the statutory time frame. TAWC argued that the
schedule proposed by the Intervenors would not allow it sufficient time to rebut pre-filed
testimony and prepare for the final hearing.

The parties reached an agreement to extend the time for the Intervenors to file pre-filed
testimony. Based on an agreement by the parties on July 11, 2008, the Hearing Officer modified
the procedural schedule to accommodate all parties in this docket. The filing date for the
Intervenors’ pre-filed testimony was extended to July 18, 2008. The second round of discovery
commenced on July 24, 2008 with responses or objections due on July 31, 2008."% In agreeing to
the new amended procedural schedule, the Intervenors withdrew all outstanding motions of

appeal.

2 Order Granting, in Part, Joint Motion of Intervenors to Expand Time to Submit Testimony and Modifying
Procedural Schedule, p. 1 (July 3, 2008).
Y Order Further Modifying Procedural Schedules, p. 2 (July 11, 2008).
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Supplemental discovery responses and objections as to the first round of discovery
continued to be filed by the Company and the Intervenors through July 17, 2008. The
Intervenors submitted the pre-filed testimony of their witnesses and exhibits on J uly 18, 2008.

In accordance with the Hearing Officer’s July 11, 2008 Order, a Status Conference was
scheduled on August 4, 2008 to resolve outstanding discovery requests and to discuss settlement
of issues. During the Status Conference, the parties reached resolution as to outstanding
discovery matters as reflected in the Hearing Officer’s August 15, 2008 Order. On August 13,
2008, the Company submitted its rebuttal testimony in accordance with the modified procedural
schedule.

On August 15, 2008, a Pre-Hearing Conference was held, at which time certain pre-
hearing matters were heard. On August 14, 2008, the City filed a motion to strike the
Company’s pre-filed testimony of Mark Manner on the grounds that the identity and nature of
testimony of this witness was not timely disclosed by the Company. TAWC responded to the
motion to strike stating that it was unaware of the need to use Mark Manner as a witness until the
Intervenors had filed their pre-filed testimony and that the identity of the witness was disclosed
as soon as possible. The Hearing Officer denied the motion to strike but permitted the
Intervenors to rebut the testimony through their witnesses. '*

On August 14, 2008, TAWC filed a motion in limine seeking to exclude certain portions
of the testimony of an Intervenor witness, Michael J. Majoros on the ground that the witness
lacked the requisite qualifications to testify as an expert regarding the Sarbanes-Oxley Act. The
Hearing Officer denied TAWC’s motion, ruling that the question of qualifications could be

addressed through cross-examination of the witness. "

14 See Order on August 15, 2008 Pre-Hearing Conference, pp. 5-8 (August 29, 2008).
'3 See Order on August 13, 2008 Pre-Hearing Conference, pp. 8-9 (August 29, 2008).
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Also on August 14, 2008, CMA filed a motion to strike portions of the Company’s
rebuttal testimony which CMA regarded as improperly adjusting certain expenses months after
the initial rate increase filing without making additional adjustments for changes in other parts of
the case. TAWC responded that it was not seeking to recover additional expenses and was not
adjusting its overall rate increase request. The Hearing Officer denied CMA’s motion to strike
finding that under certain regulatory theories, regulators were required to take into consideration
reasonable expected expenses and investments when setting rates.'® An order permitting
questions from the Authority Staff was issued on August 15, 2008.

IL THE HEARING AND POST HEARING FILINGS

On July 31, 2008, the Authority issued a Notice of Hearing reflecting the decision of the
panel to hold the hearing in Chattanooga, Tennessee for the week of August 18, 2008. The
Hearing was held in Chattanooga on August 18, 2008 through August 22, 2008. The hearing
was continued in Nashville on August 26, 2008 and concluded on August 27, 2008. Post-
Hearing Briefs were filed on September 2, 2008. The panel heard testimony from Company
witnesses: John Watson, Michael Miller, Sheila A. Miller, Robert Shiltz, Dr. Edward Spitznagel,
Jr., Joe Van den Berg, Paul Herbert, John Spanos, Mark Manner and Michael Vilbert. Witnesses
from the Consumer Advocate were: Dr. Steve Brown, Terry Buckner and Charles King. The
City/CMA witnesses were Michael Majoros and Glynn Stoeffel, and CMA presented witness
Michael Gorman.

As part of the Hearing in Chattanooga, the panel reserved certain times for public
comment. Though several hours were set aside specifically for the panel to hear from members

of the public, a limited number of comments were provided.

16 See Order on August 15, 2008 Pre-Hearing Conference, pp. 9-11 (August 29, 2008).
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During the Hearing, the Company revised its forecast several times, resulting in a final
projected Revenue Deficiency of $7,748,953. The Consumer Advocate also revised its forecast
during the Hearing, resulting in a final projected Revenue Surplus of $1,486,624.

111 CRITERIA FOR ESTABLISHING JUST AND REASONABLE RATES

The Authority is obligated to balance the interests of the utilities subject to its jurisdiction
with the interests of Tennessee consumers, i.e., it is obligated to fix just and reasonable rates.'’
The Authority must also approve rates that provide regulated utilities the opportunity to earn a
just and reasonable return on their investments. '®

The Authority considers petitions for a rate increase, filed pursuant to Tenn. Code Ann.
§ 65-5-203, in light of the following criteria:

1. The investment or rate base upon which the utility should be permitted to earn a
fair rate of retumn;

2. The proper level of revenues for the utility;
3 The proper level of expenses for the utility; and
4, The rate of return the utility should earn.

Applying these criteria, and upon consideration of the entire record, including all exhibits and the
testimony of the witnesses, the panel made the following findings and conclusions,
IV. TEST PERIOD AND ATTRITION PERIOD

| In a rate case, the Authority must decide the test period(s) which are appropriate. The
test period establishes the operating results for which normalizing adjustments and known and
reasonable changes are made to forecast operating results for the attrition period, based on

current rates.

"7 Tenn. Code Ann. § 65-5-201 (Supp. 2002).
18 See Bluefield Water Works and Improvement Company v. Public Service Commission of the State of West
Virginia, 262 U.S. 679, 43 S.Ct. 675 (1923).
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The Company selected a historical test period of the twelve months ended November 30,
2007 and an attrition period of the twelve months ending August 31, 2009. The Consumer
Advocate used a test period of the twelve months ended March 31, 2008 and an attrition period
of the twelve months ending August 31, 2009.

The TRA is not limited to adopting one test period for use throughout this case. The
panel found that either the normalized test period for the twelve months ended November 30,
2007 as proposed by the Company or the Consumer Advocate’s March 31, 2008 normalized test
period were both acceptable and voted to use the test period which best fits the individual items
being forecasted.

Both the Company and the Consumer Advocate were in agreement as to the attrition
period; the panel voted to adopt the forward looking attrition period of the twelve months ending
August 31, 2009.

V. CONTESTED ISSUES

The position of the parties and the determinations of the voting panel are set out below
for each of the following contested issues: Section V(a) - Revenues, Section V(b) - Expenses,
Section V(c) — Taxes and Fees, Section V(d) - Net Operating Income, Section V(e) — Rate Base,
Section V(f) — Revenue Conversion Factor, Section V(g) — Rate of Retumn, Section V(h) —
Revenue Deficiency, and Section V(1) — Rate Design.

V(a). REVENUES

The Company projected attrition period Revenues at current rates of $37,142,460. To
determine revenue, monthly rates/prices are multiplied by annualized volumes. The monthly
meter rates differ based on billed volume of cubic feet. TAWC calculated the operating revenue

based on a test period of the twelve months ended November 30, 2007. The operating revenue is
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based on metered sales, private fire service, miscellaneous service revenues, rents from property,
and other water revenues. The Company used a bill analysis that reflected the actual billing
determinants for the test year, the twelve months ended November 30, 2007." Thereafter,
TAWC made normalized test year adjustments, weather normalization adjustments for the
residential and commercial customer classes, eliminated net change in accrued revenues,
eliminated Walden’s Ridge revenues, and added revenue to account for estimated customer
growth during the attrition year.?

The Consumer Advocate projected attrition period Revenues of $39,492,768. For the
residential and commercial classes, the Consumer Advocate forecasted number of bills per meter
size and usage per block by trending the twelve month ended values for each at July 31, 2004,
December 31, 2005, December 31, 2006, December 31, 2007, and March 31, 2008 through
August 31, 2009 to arrive at its forecasted billing determinants for the attrition period. The
Consumer Advocate made no normalizing adjustments.”’ For the industrial, other public
authority, other water utilities, and fire service classes, the Consumer Advocate used test period
amounts for the attrition period. The Consumer Advocate used a test period of twelve months
ended March 31, 2008.

The panel adopted attrition period Revenues of $38,934,309. In doing so, the panel used
a combination of the Company’s, the Consumer Advocate’s, and its own forecasts. The panel
found neither the Company’s nor the Consumer Advocate’s methodology for forecasting
residential and commercial average usage persuasive and instead performed its own analysis,

examining average usage trends