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I, Terry Buckner, Analyst, for the Consumer Advocate Division of the Attorney
General’s Office, hereby certify that the attached Terry Buckner Rebuttal Testimony
represents my opinion in the above-referenced case and the opinion of the Consumer

Advocate Division.
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Sworn to and sabs ﬂ‘bed before me
this &ﬁ&y of ,2011.
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Please state your name for the record.

My name is Terry Buckner.

By whom are you employed and what is your position?
I am employed by the Consumer Advocate and Protection Division
(“Consumer Advocate™) in the Office of the Attorney General for the state of

Tennessee (“Office”) as a Regulatory Analyst.

Are you the same Terry Buckner who previously filed direct and
amended testimony in this docket?
Yes.

What is the purpose of your rebuttal testimony?

The purpose of my rebuttal testimony is to provide a response to the
information Ms. Pat Schumaker provided concerning the Affiliate Audit Re-
port (“Schumaker audit”) in a deposition that took place at the TRA on Feb-

ruary 18, 2011; and to respond to the revised income tax position of TAWC,

How useful is the Schumaker audit in terms of determining the appro-
priate amount of management fees for the attrition year in this docket?
While the Schumaker audit contains some helpful information, the
audit is not a proper basis to determine the appropriate amount of manage-
ment fees included in rates for the attrition year in this docket. Ms. Schu-
maker stated during the deposition the audit was conducted from a “busi-
ness perspective” rather than a rate-making perspective. (Depo -90-91) She

has no opinion or recommendations regarding the appropriate attrition year
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amount of management fees. (Depo - 91)
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Q. Please describe the Consumer Advocate’s issue with TAWC’s revised
Income tax amounts.
A. Initially, TAWC “calculated both its accumulated deferred income

taxes and deferred income tax expense on a consistent (non SFAS 109) basis

2 Amended Direct Testimony T. Buckner, Page 24, Lines 15-16.
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for only the timing differences in book and tax depreciation which are re-
quired to be normalized by the IRS regulations.” As a result, TAWC's initial
direct testimony did not include the amortization of the SFAS 109 regulatory
assets and has since been referred to as the “APB 11 approach™. Both West
Virginia and Virginia utilize the APB 11 approach to book/tax timing differ-
ences.” The TRA has implicitly denied the amortization in TRA Docket #06-
00290° and #08-00039.”

Initially, the Consumer Advocate did not include the SFAS 71 regula-
tory assets due to SFAS 109, because the TRA has not formally recognized
the SFAS 109 regulatory assets through an order. In this docket, the Con-
sumer Advocate believed it was “premature” to again include the SFAS 109
regulatory assets without the TRA formally memorializing their approval of
the SFAS 109 regulatory assets. Regulatory accounting is determined by reg-
ulators, not SFAS 71. Paragraph 55 of SFAS 71 states, [SFAS 71] “does not ad-
dress an enterprises regulatory accounting. Regulators may require regu-
lated enterprises to maintain their accounts in a form that permits the regu-
lator to obtain the information needed for regulatory purposes. [SFAS 71]
neither limits a regulator’s actions or endorses them.”

Since then, TAWC has added $623,832® to their income tax expense
forecast for the attrition year. The amount is referred to as TAWC's “Re-
vised Deferred Tax Calculation SFAS 109 and is the result of the amortiza-
tion of regulatory assets, which were created through the normalization of

temporary differences flowed-through to ratepayers prior to 1981,

* TAWC Direct Testimony, M. Miller, Page 58, Lines 16-19.

* TAWC Revised Rebuttal Testimony, M. Miller, Page 34, Line 25.

* TAWC Revised Rebuttal Testimony, M. Miller, Page 39, Lines 12-13.
® TRA Docket #06-00290, Order dated June 10, 2008, Page 38.

" TRA Docket #08-00039, Order dated January 13, 2009, Page 36.

¥ TAWC response TN-CAPD-03-Q1-ATTACHMENT Page 1 of 2.
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Subsequently, the Consumer Advocate corrected its “one-legged” en-
try by including the SFAS 71 regulatory assets in the rate base to offset the
same amount in Accumulated Deferred Income Taxes resulting from SFAS
109.

Therefore, the Consumer Advocate recommends that the TRA contin-
ue to implicitly adopt the APB 11 (or non SFAS 109) approach for setting
rates for TAWC, which is consistent with prior dockets for TAWC.,

However, the TRA may want to explicitly not recognize the SFAS 109
regulatory assets and related accumulated deferred income taxes in this

docket. A fundamental principle of intergenerational equity is the benefit

_principle. According to this proposition, ratepayers of each generation

should pay for services from which they derive benefit. In other words, they
should ‘pay their way’ without either subsidizing or being subsidized by ra-
tepayers in other time periods. This is the core issue at stake in calculating

income taxes for setting rates in this docket.

Does this conclude your rebuttal testimony?

Yes.
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