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TENNESSEE-AMERICAN WATER COMPANY, INC. 

DOCKET NO. 18-00039 

SUPPLEMENTAL TESTIMONY 

OF 

JOHN R. WILDE 

ON 

TENNESSEE-AMERICAN WATER COMPANY’S CALCULATION OF IMPACTS OF 

THE FEDERAL TAX CUTS AND JOBS ACT OF 2017 ON ITS COST OF SERVICE 

AND REVENUE REQUIREMENT  



Q. PLEASE STATE YOUR NAME. 1 

A. My name is John R. Wilde. 2 

Q. BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY? 3 

A. I am employed by American Water Works Service Company, Inc. (“Service Company”) 4 

as Vice President - Tax.  The Service Company is a subsidiary of American Water Works 5 

Company, Inc. (“American Water”) that provides services to American Water’s 6 

subsidiaries, including Tennessee-American Water Company (“Tennessee-American,” 7 

“TAWC” or the “Company”). 8 

Q. ARE YOU THE SAME JOHN R. WILDE WHO SUBMITTED WRITTEN 9 

DIRECT TESTIMONY IN THIS PROCEEDING? 10 

A. Yes.  My prefiled direct testimony was filed on or about April 2, 2018 with the 11 

Company’s response to the Commission’s Order Opening an Investigation and Requiring 12 

Deferred Accounting Treatment (the “Order”) in Docket No. 18-00001, In re: Tennessee 13 

Public Utility Commission Investigation of Impacts of Federal Tax Reform on the Public 14 

Utility Revenue Requirements. 15 

Q. WHAT IS THE PURPOSE OF YOUR SUPPLEMENTAL DIRECT TESTIMONY? 16 

In my direct testimony I submitted and explained Tennessee-American’s calculations of 17 

the tax effects of the federal Tax Cuts and Jobs Act of 2017 (the “TCJA” or the “Act”), 18 

including its effects on TAWC’s Accumulated Deferred Income Taxes (“ADIT”). 19 

Although I provided the Company’s estimates of the net excess ADIT (“EADIT”) 20 

balance produced by the Act and the annual amounts that would be required to amortize 21 

that balance, I stressed that those estimates were not suitable for ratemaking purposes and 22 

would be revised as more information becomes available.  In this supplemental direct 23 
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testimony, I present and discuss the Company’s updated estimates of the EADIT balances 1 

produced by the federal tax reductions, the Company’s proposed amortization of EADIT, 2 

and the breakdown of “protected” and “unprotected” plant-related EADIT used for the 3 

Company’s updated balances and amortizations. 4 

Q. Please describe the effect of the TCJA on Tennessee-American’s ADIT balances. 5 

A. At 12/31/2017 TAWC’s ADIT balance was a credit or liability balance representing 6 

TAWC and its customers having temporarily benefited from accelerated tax deductions at 7 

a rate of 35% or more.  As a result of the enactment of TCJA the tax rate was reduced to 8 

21%, approximately 60% (21% / 35%) of the ADIT liability balance would be the result 9 

of a temporary tax benefit payable to the federal government, and 40% (14% / 35%) of 10 

the ADIT liability would be the result of a permanent tax benefit payable to customers.  11 

The ADIT balance in excess of the amount payable to the federal government that 12 

resulted from enactment of the TCJA is the EADIT or “excess” ADIT referred to in my 13 

testimony and the testimony of others.  14 

Q. Should the “excess” component of the ADIT balances be treated differently in terms 15 

of the method of accounting and period used to provide for ADIT in customer rates? 16 

A. No, for the following reasons.  First, economically the same occurrence of the utility 17 

making an investment, incurring a cost, or receiving income resulted in the total tax 18 

benefit represented by the total ADIT balance including EADIT.  It is reasonable to 19 

assume the total tax benefit or cost directly associated with the utility making an 20 

investment, incurring a cost, or receiving income would be factored into rates over the 21 

same period of time the underlying investment, cost, or income is factored into customer 22 

rates.  Matching of the inclusion of the tax impact (cost or benefit) to inclusion of the 23 
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underlying investment, cost, or income in rates is consistent with a normalized method of 1 

accounting.  Second, a portion of plant related ADIT balance would fall into a category 2 

of “ADIT” commonly referred to as “protected” and subject to a normalized method of 3 

accounting pursuant to the tax normalization rules as outlined in Internal Revenue Code 4 

and Regulations.  The tax normalization rules require that the total “protected” ADIT 5 

balance including the EADIT component be factored into customer rates over the same 6 

period the underlying investment in utility plant is factored into rates.  The consequence 7 

of not following the tax normalization rules are significant.  Lastly, a 2010 consent decree 8 

issued by the IRS to the Company stated a normalized method of accounting should be 9 

used to account for ADIT related to tax repairs.  The tax consequences of being found in 10 

violation of that consent decree would be significant. 11 

Q. Please explain the methods available to amortize the EADIT created by the TCJA. 12 

In terms of accounting for ADIT normalization is a method of accounting that matches 13 

when a tax impact is factored into customer rates related to making an investment, 14 

incurring a cost, or receiving income to when that underlying investment, cost, or income 15 

is factored into customer rates.  Conversely, in terms of accounting for ADIT flow 16 

through is a method of accounting that disconnects when a tax impact is factored into 17 

customer rates related to making an investment, incurring a cost, or receiving income 18 

from when that underlying investment, cost, or income is factored into customer rates.  19 

As I noted previously in my testimony a normalization method of accounting should be 20 

used for certain plant related ADIT balances as laid out in tax code and regulation and the 21 

IRS Consent Decree.  22 
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With respect to “protected” EADIT balances, the TCJA as a general rule does not dictate 1 

a specific normalization (“amortization”) method, but sets a limit on how fast the 2 

amounts can be factored into rates. Specifically, the amounts not be refunded any faster 3 

than the pattern created by using the average rate assumption method (“ARAM”) to 4 

compute depreciation. That said, the TCJA recognizes that utilities that compute 5 

depreciation using composite methods may not have the records necessary to compute 6 

depreciation using ARAM. If qualified, those utilities may refund the EADIT using an 7 

alternate method commonly referred to as the reverse South Georgia method (“RSGM”) 8 

to compute depreciation. In order to use this method, the TCJA states that the utility 9 

taxpayer must meet two conditions: 10 

“A) the taxpayer was required by a regulatory agency to compute 11 

depreciation for public utility property on the basis of an average 12 

life or composite rate method, and 13 

“(B) the taxpayer's books and underlying records did not contain 14 

the vintage account data necessary to apply the average rate 15 

assumption method.” 16 

In general, this is an acknowledgement that utilities that compute depreciation using 17 

composite methods might not have records needed to utilize ARAM. Notwithstanding 18 

that, utilities that have developed the records needed to utilize ARAM and/or put systems 19 

in place that can utilize ARAM, or have the ability to do so, must use ARAM; the use of 20 

RSGM is allowed only if the utility does not have the records or the systems necessary to 21 

utilize ARAM. 22 
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Q. Does Tennessee-American have the ability to use ARAM for plant related ADIT 1 

balances including ARAM? 2 

A. Yes, with the reimplementation of PowerTax system completed in Q2 of 2019 it has that 3 

ability.  4 

Q. Does Tennessee-American propose in this case to use ARAM to account for all plant 5 

related ADIT including EADIT? 6 

A. Yes, using ARAM to account for all plant related ADIT including EADIT delivers the 7 

total tax benefit associated with investing in Utility Plant to the customers who will 8 

ultimately fund those investments.  In addition, accounting for all plant related ADIT 9 

using ARAM is a method that is consistent with the requirements of the tax normalization 10 

rules, and the IRS Consent Decree, eliminating any potential consequence accruing from 11 

violation of either.  12 

Q. Why does Tennessee-American treat EADIT related to its repairs deduction as 13 

subject to the tax normalization rules? 14 

A. Tennessee-American’s parent company, American Water Works Company, Inc. 15 

(“American Water”) qualified for the repairs deduction through a Form 3115 Application 16 

for Change in Accounting Methods, which was filed for the taxable year ended December 17 

31, 2008.  That application resulted in a consent agreement with the Internal Revenue 18 

Service that was signed by the IRS on July 30, 2010 and by American Water on 19 

September 10, 2010 (“Consent Agreement”).  (A copy of the Consent Agreement is 20 

provided as Exhibit JRW-1S.)  That Consent Agreement is what directs Tennessee-21 

American to use a normalized method of accounting as outlined in the Internal Revenue 22 

Code.  Absent clear direction or guidance from the IRS to the contrary, Tennessee-23 
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American believes it is required to comply with the Consent Agreement, or else risk the 1 

loss of all or part of the benefits it has achieved on behalf of customers in accelerating tax 2 

deductions by applying its tax repairs method of accounting. 3 

Q. What does the Consent Agreement provide with respect to the repairs deduction? 4 

A. The Consent Agreement approves the application for the change in accounting methods 5 

so as to implement the repairs deduction, but it does so conditionally.  Paragraph 9 on 6 

page 6 is the condition which controls here: 7 

9) If any item of property subject to the taxpayer’s Form 3115 is8 

public utility property within the meaning of [Internal Revenue 9 

Code] §168(i)(10) or former §167(I)(3)(A): 10 

(A) A normalization method of accounting (within the 11 

meaning of §168(i)(9), former §168(e)(3)(B), or former 12 

§167(I)(3)(G), as applicable) must be used for such public utility13 

property. 14 

Q. What does this condition mean with respect to the time period over which the 15 

EADIT associated with the repairs deduction must be returned? 16 

A. Given that the repairs deduction that is the subject of the Consent Agreement relates to 17 

public utility property, we must utilize a normalization method of accounting within the 18 

meaning of the Internal Revenue Code.  The TCJA provides that a normalization method 19 

is not being used if the taxpayer, in computing its cost of service for ratemaking purposes 20 

must reduce its excess tax reserve more rapidly or to a greater extent than such reserve 21 

would be reduced under ARAM.
1
  So if Tennessee-American’s cost of service for22 

ratemaking purposes is computed by reducing EADIT associated with the repairs 23 

deduction more rapidly than would occur using ARAM, then it would not be a 24 

1
 TCJA, §13001(d)(1). 
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normalization method within the meaning of the Internal Revenue Code, and we would 1 

be in violation of the condition in the Consent Agreement.  EADIT associated with the 2 

repairs deduction is thus “protected” by the Consent Agreement in the same manner as 3 

EADIT related to utility property is protected by the Internal Revenue Code.   4 

Q. Does the fact that the Consent Agreement predates the enactment of the TCJA 5 

affect its application to the EADIT created by the TCJA’s reduction of the federal 6 

income tax rate? 7 

A. No. The Consent Agreement’s requirement that a normalization method of accounting be 8 

used to account for tax repairs would include, in the case of a tax rate change, the EADIT 9 

benefit. The language of the Consent Agreement requires a normalization method “within 10 

the meaning of §168(i)(9).”  The TCJA tells us precisely what does not qualify as such a 11 

normalization method:  12 

A normalization method of accounting shall not be treated as being used with 13 

respect to any public utility property for purposes of section 167 or 168 of the 14 

Internal Revenue Code of 1986 if the taxpayer, in computing its cost of service 15 

for ratemaking purposes and reflecting operating results in its regulated books of 16 

accounts, reduces the excess tax reserve more rapidly or to a greater extent than 17 

such reserve would be reduced under the average rate assumption method.
2

18 

19 

This identical language is found in §203(e)(1) of the Tax Reform Act of 1986 and so was 20 

the law of the land when the IRS included this condition in the Consent Agreement.  The 21 

language from the Consent Agreement brings within it these provisions of the TCJA and 22 

the Tax Reform Act of 1986.  By using this language, the Consent Agreement 23 

contemplates what occurs if there is a tax rate change. 24 

2
 TCJA, §13001(d)(1). 
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Q. Has any other state regulatory commission considered the question whether the 1 

Consent Agreement requires normalization of repairs-related EADIT after passage 2 

of the TCJA? 3 

A. Yes, the Kentucky Public Service Commission and the Indiana Utilities Regulatory 4 

Commission.  The Kentucky Public Service Commission recently held that the Consent 5 

Agreement requires normalization of repairs-related EADIT resulting from enactment of 6 

the TCJA: 7 

The Commission disagrees that the Consent Agreement is no longer applicable 8 

because the TCJA required a change in the law. When the Consent Agreement 9 

referred to a “normalization method of accounting” as defined in Section 10 

168(i)(9), it was referring to 26 U.S.C.A. § 168(i)(9), which defines a 11 

normalization method of accounting in the tax code. Important here, the TCJA did 12 

not amend the definition of a normalization method of accounting in the tax code. 13 

In fact, despite several amendments to 26 U.S.C.A. § 168 since Kentucky-14 

American entered into the Consent Agreement in 2010, the codified language 15 

defining a “normalization method of accounting” in Section 169(i)(9) has not 16 

been changed. 17 

18 

The TCJA did add to the definition of a normalization method of accounting as 19 

used in 26 U.S.C.A § 168 by including a “note,” stating: 20 

21 

A normalization method of accounting shall not be treated as being used 22 

with respect to any public utility property for purposes of section 167 or 23 

168 of the Internal Revenue Code of 1986 if the taxpayer, in computing its 24 

cost of service for ratemaking purposes and reflecting operating results in 25 

its regulated books of account, reduces the excess tax reserve more rapidly 26 

or to a greater extent than such reserve would be reduced under the 27 

average rate assumption method [ARAM]. 28 

29 

*23 This note, which has the force of law, essentially creates the requirement at30 

issue in this case: that a utility use ARAM to reduce excess ADIT created by the 31 

reduced tax rate and arising from certain book-tax timing differences for public 32 

utility property. However, there is no indication that this “change” modified the 33 

requirement in the Consent Agreement that Kentucky-American use a 34 

normalization method of accounting for public utility property. The Commission 35 

notes that the 1986 Tax Act contained a nearly identical note for excess ADIT 36 

generated by the reduction in tax rates. 37 
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1 

Absent a direct conflict between the Consent Agreement and the change in the 2 

law, of which there is none here, the Commission is unpersuaded that Kentucky-3 

American does not remain subject to the Consent Agreement. In fact, the Consent 4 

Agreement appears to have been written in a manner that accounts for potential 5 

changes in the definition of a “normalization method of accounting” without 6 

affecting the requirement that Kentucky-American use that method. 7 

8 

As noted above, the Consent Agreement states in relevant part that a 9 

“normalization method of accounting (within the meaning of § 168(i)(9) …)” 10 

must be used for public utility property. Section 168(i)(9)(A) first defines a 11 

“normalization method of accounting” by stating what a utility must do to use a 12 

normalization method of accounting. Section 168(i)(9)(B) then defines a 13 

normalization method of accounting by identifying things that are prohibited and, 14 

if done, will require the IRS to find that a utility is not using a normalization 15 

method of accounting. The TCJA simply adds to that definition, with language 16 

similar to 1986 Tax Act, by stating that “[a] normalization method of accounting 17 

shall not be treated as being used with respect to any public utility property for 18 

purposes of section 167 or 168” if the ARAM is not used to reflect the 19 

amortization of excess ADIT. 20 

21 

These requirements do not conflict and may all be applied pursuant to their plain 22 

language. Reading them together, they indicate that Kentucky-American must, 23 

among other things, apply the ARAM (or the RSGM if they cannot apply the 24 

ARAM) when determining the extent to which the excess ADIT arising from 25 

repair costs for public utility property subject to the 2010 Consent Agreement 26 

may be amortized to reduce rates.
3

27 

Q. How did the Indiana commission address the issue? 28 

A. In TAWC’s Indiana affiliate’s recent rate case, the Indiana commission did not 29 

definitively resolve the question whether the Consent Agreement required repairs-related 30 

EADIT to be normalized.  In that case, the commission approved a settlement whereby 31 

the company would amortize all plant-related EADIT pursuant to ARAM pending IRS 32 

3
 In the Matter of: Elec. Application of Kentucky-Am. Water Co. for an Adjustment of Rates, No. 2018-00358, 2019 

WL 2775544, at *22–23 (Ky. P.S.C. June 27, 2019) 
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resolution of a request for a private letter ruling (“PLR”) on the question whether the 1 

company’s repairs-related EADIT was subject to tax normalization.
4

2 

Q. Was Tennessee-American able to compute depreciation using ARAM when you filed 3 

your direct testimony in this proceeding? 4 

A. No.  This was not due to lack of records, but to the fact that the Company had not built 5 

those records out into an ARAM data set or set up systems to process ADIT balances 6 

pursuant to ARAM.  Prior to the enactment of the TCJA, the Company was not required 7 

to utilize ARAM as a method for any regulatory, financial, or tax accounting reasons.  In 8 

1986, the last time the federal tax rate decreased, the company did not have the systems 9 

or the records compilations that it has today, so it was allowed to use the alternative 10 

method – RSGM.  Like most other regulated utilities, the Company uses PowerPlant and 11 

PowerTax, and it has made the necessary changes to its data bases and settings to execute 12 

ARAM as part of an enterprise-wide project by American Water to upgrade and re-13 

implement its PowerPlant and PowerTax systems, a project that was started just prior to 14 

enactment of the TCJA. The Company has now implemented the necessary computer 15 

software changes to compute ARAM, but doing so took time and was subject to other 16 

dependencies involved in the implementation of core systems like PowerPlant and 17 

PowerTax.  These changes included formatting and aligning required vintage records into 18 

a data structure which American Water’s tax accounting software (PowerTax) can utilize 19 

to compute ADIT balances and normalize amortization pursuant to ARAM.  This was a 20 

4
 See In the matter of the Indiana Utility Regulatory Commission’s Investigation Into the Impacts of the Tax Cuts 

and Jobs Act of 2017 and Possible Rate Implications Under Phase 1 and Phase 2 for Indiana-American Water 

Company, Inc., Cause No. 45032 S4, Phase 2 Order of the Commission, 2018 WL 2903632 (Indiana Util. 

Regulatory Comm’n June 26, 2019).   
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complicated and laborious process, which was not completed until the second quarter of 1 

2019. 2 

Q. Has Tennessee-American updated its estimates of the EADIT that resulted from the 3 

TCJA’s reduction of the federal income tax rate? 4 

A. Yes. The EADIT balance that resulted from the TCJA’s reduction of the federal tax rate 5 

is now estimated to be $16,843,171, of which $17,273,004 is attributable to utility plant 6 

investments (plant related), and ($429,833) is attributable to other aspects of utility 7 

operations (non-plant related). These EADIT balances are shown on Exhibit JRW-2S 8 

attached to this testimony.   9 

Q. Could these estimates change? 10 

A. Yes. While these estimates are based on actual tax positions taken on tax returns for tax 11 

years before the dates the respective legislation was enacted, the taxing jurisdiction may 12 

issue guidance that would cause Tennessee-American to propose adjustments affecting 13 

the amount of EADIT accrued prior to the date of enactment.  Similarly, the taxing 14 

jurisdiction may audit returns for those years and propose adjustments that would change 15 

the amount of accrued EADIT.  Therefore, the underlying tax positions and EADIT 16 

balances are subject to change through the statute of limitations period, which is three 17 

years after the date the Company files its income tax return.  18 

Q. Please describe how the Company proposes to normalize and amortize its EADIT. 19 

A. The Company proposes the Average Rate Assumption Method (“ARAM”) to determine 20 

the normalization periods for all federal EADIT related to plant in service as of the date 21 

of the enactment of the TCJA.  The Company proposes a 20 year period to amortize 22 

EADIT related to all other items.  In both cases, the normalization/amortization was 23 
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computed beginning January 1, 2018, the effective date of the TCJA.  For the period from 1 

January 1, 2018 until the start of the credit (the “stub period”), the 2 

amortization/normalization was treated as deferred, and the Company’s proposal to return 3 

this amount through the Capital Riders, as originally proposed, remains unchanged.  4 

Exhibit JRW-2S breaks down the EADIT balance based on the method and, where 5 

applicable, the life used to normalize or amortize that balance into cost of service. 6 

Q. Has Tennessee-American broken down its balances into so-called “protected” and 7 

“unprotected” EADIT?  8 

A. Yes.  Subject to certain limitations due to lack of specific Internal Revenue Service 9 

(“IRS”) tax guidance, the information has been provided.  Exhibit JRW-2S contains a 10 

column that provides this information.   Based on available tax guidance, the inventory 11 

indicates which of the EADIT balances should be treated as protected for tax purposes 12 

(that is, subject to tax normalization), and which should be treated as unprotected for tax 13 

purposes.  “Protected” line items are identified as “Protected” or “Subject to Tax 14 

Normalization”; “unprotected” line items are identified as such; and where additional 15 

guidance is needed and expected to be issued in the future,
5
 the qualifier “(Uncertain)”16 

has been added.  17 

The balance labeled “Method / Life” is the EADIT related to differences 18 

generated by applying book depreciation methods and life versus tax depreciation 19 

methods and life.  IRS guidance is clear that this balance is to be treated as “protected,” 20 

that is, subject to tax normalization, and Tennessee-American has coded this item 21 

accordingly. 22 

5
 See Office of Tax Policy and Internal Revenue Service, 2018-2019 Priority Guidance Plan, 2nd Quarter Update, 

Part 1, No. 11 (rel. Apr. 5, 2019) (https://www.irs.gov/pub/irs-utl/2018-2019_pgp_2nd_quarter_update.pdf). 

https://www.irs.gov/pub/irs-utl/2018-2019_pgp_2nd_quarter_update.pdf
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The balance labeled “Cost of Removal” is the EADIT related to the difference 1 

between how cost of removal is accounted for book purposes versus tax purposes.  There 2 

is conflicting IRS guidance with respect to whether this item should be treated as 3 

“protected” or “unprotected”.
6
  Tennessee-American has coded this item as “subject to4 

tax normalization,” but has noted the need for additional guidance with the notation 5 

“(uncertain).”   6 

 The plant in service-related balances related to repairs (Repairs – M/L and 7 

Repairs Other) are the EADIT related to a book/tax difference arising from the 8 

Company’s repair method of accounting.  As discussed below, Tennessee-American 9 

believes it should, consistent with its reading of its IRS Consent Agreement, treat all 10 

repairs EADIT balances as protected.  The balance labeled Repairs – M/L is the EADIT 11 

related to repair property for which the Company claimed accelerated (including bonus) 12 

depreciation prior to changing its method. This EADIT resulted from having originally 13 

claimed accelerated depreciation with respect to the subject property.  Executing a 14 

method change recasting the property as a tax repair in a later year should not render that 15 

EADIT balance unprotected.  Tennessee-American has therefore designated this item as 16 

“subject to tax normalization” without qualification.  The Repairs Other balance has been 17 

designated “subject to tax normalization (uncertain)” to indicate the need for additional 18 

guidance from the IRS. 19 

EADIT balance labeled “Federal NOL” is related to the net operating loss 20 

carryforward as of December 31, 2017, and while the IRS has consistently indicated that 21 

a taxpayer subject to the tax normalization rules must determine what portion of that 22 

6
 IRC Section 168(i)(9)(A)(ii) – Question to be addressed is COR negative salvage subject to normalization pursuant 

to this clarifying section of the code. 
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balance is related to having claimed protected items and thus is also protected, 1 

Tennessee-American is unaware of IRS guidance specific to a rate change like what 2 

occurred in the context of the TCJA.  Therefore, Tennessee-American coded this balance 3 

as “Protected / Unprotected (Uncertain)” to indicate that more guidance is needed with 4 

respect to this determination. 5 

The line labeled “All Other” contains all other basis differences.  The amounts on 6 

this line are regarded as unprotected.  I would note that CIAC may be protected or 7 

unprotected pursuant to guidance in IRS notice 87-82.  In general the determination of 8 

whether a CIAC is subject to normalization is determined by the existence of a gross up  9 

and by the accounting treatment of the gross up and tax on the CIAC.  Finally, the 10 

remaining plant related items – Plant Customer Advances, Plant CWIP Plant 481 as well 11 

as the line labeled All Other Non-Plant are labeled “unprotected.”   12 

Q. Can you explain in more detail why TAWC proposes to use ARAM to normalize all 13 

EADIT related to plant in service (unprotected as well as protected) without a clear 14 

legal requirement to do so?   15 

A. Tennessee-American believes it is the long-term best interest of its customers to use 16 

ARAM to normalize both “protected” and “unprotected” EADIT.  All of this EADIT is a 17 

permanent tax benefit accrued as a result of the Company making investments in plant in 18 

service and claiming tax deductions in excess of book at a time when the federal 19 

corporate income tax rate was 35%, which as a result of the enactment of federal and 20 

state legislation will reverse as book depreciation is recovered as a cost from customers 21 

when the tax rate will be 21%.  Tennessee-American believes this permanent difference, 22 

which relates to the deduction of costs not yet recovered in rates from customers, should 23 
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be returned to those customers ratably who will be required to pay the costs of the plant 1 

to which those permanent differences and associated tax benefits relate.  The use of 2 

ARAM closely aligns the normalization of these permanent differences to the 3 

investments that gave rise to the benefits, and thus to the customers who will bear the 4 

cost of those investments over their lives.  The use of ARAM will lower the total cost of 5 

capital recovered from customers over the underlying useful life of the plant in service 6 

investment.  The use of ARAM also will add to the stability of cost of service rates over 7 

the useful life of the property.   Alternatively, severing the amortization of EADIT from 8 

the related plant in service will increase cost of service recovered from customers over 9 

the life of the property, distribute a tax benefit to customers that is disproportionate to the 10 

cost to which the benefit relates, and thus benefit customers during the abbreviated 11 

amortization period to the detriment of customers who continue to pay for these 12 

investments over the property’s remaining useful life.  Using ARAM to normalize all 13 

EADIT related to plant in service, in contrast, promotes inter-generational equity. 14 

Q. How does using ARAM to normalize EADIT promote inter-generational equity? 15 

A. The normalization concept prevents the inter-generational inequity that can occur when 16 

the flow-through method is used.  If Tennessee-American uses an immediate or close-to-17 

immediate flow-through method, current customers receive the entire refund and 18 

disproportionally benefit.  This occurs even if tax rates change again before the timing 19 

difference reverses.  For example, assume an EADIT balance has been generated with 20 

respect to the tax benefits associated with an asset with a book depreciation life of 30 21 

years.  If a five-year amortization is used for the EADIT, customers who take service 22 

during the first five years see 100% of the benefit from the TCJA, whereas the customers 23 
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paying for the asset during the remainder of its life see none of the benefit.  But the asset 1 

giving rise to the benefit will serve all of them.  What is also inequitable for those later 2 

customers is the accelerated increase in rate base.  The entirety of the EADIT will have 3 

already been returned over the first five years, resulting in a larger rate base and thus a 4 

greater revenue requirement for the remainder of the life of the asset giving rise to the 5 

benefit.  Future customers are unfairly penalized, and doubly so, because they may not 6 

receive any refund, and yet pay for the cost of the utility asset over its remaining useful 7 

life.  Even worse, if tax rates are raised in the future, future generations will have to pay 8 

for the deficient ADIT because any prior excess will have been refunded to prior 9 

customers.  Normalization ensures that tax benefits are spread to all customers who 10 

benefit from Tennessee-American’s long-lived assets and not just current customers.  11 

Tennessee-American therefore believes that the normalization concept should be applied 12 

to plant-related EADIT (including repairs-related EADIT) and its amortization should be 13 

calculated pursuant to ARAM without regard to its status as protected or unprotected.  14 

Q. Why did the Company use a 20-year period to amortize EADIT balances not related 15 

plant in service? 16 

A. A 20-year amortization period is consistent with the life of the underlying assets and 17 

liabilities.  These EADIT balances are related to deductions claimed with respect to two 18 

primary types of assets and liabilities: regulated deferred assets and liabilities, and assets 19 

and liabilities related to providing employee benefit programs.  The vast majority of the 20 

EADIT balance that falls into these categories would be associated with assets and 21 

liabilities that will reverse over periods greater than 20 years.   Thus, it is reasonable to 22 
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match the reversal or recovery period of the incurred costs that gave rise to the EADIT to 1 

the period the EADIT is amortized.  2 

3 

Q. How would a normalization approach to the return of the EADIT associated with 4 

the repairs deduction affect the originally anticipated timing of ADIT amortization? 5 

A. Under a policy of normalization for the return of excess deferred taxes, Tennessee-6 

American would be required to pay the money no longer owed to the government to its 7 

customers instead, but in approximately the same time frame as Tennessee-American 8 

originally expected to pay it to the government.  A shorter period of time would mean 9 

that Tennessee-American would have to secure the capital to pay back the funds more 10 

quickly.   It is not as if EADIT is money that is on deposit in a bank.  These are funds that 11 

have been invested in needed infrastructure to serve our customers.  If Tennessee-12 

American is required to pay the funds back more quickly than originally anticipated and 13 

the underlying investment is recovered, the Company must secure the capital to make 14 

those payments from other sources – either external capital or internally generated funds.  15 

All else being equal, the added need for capital will entail additional costs, driving up 16 

utility rates.  In an era when water utilities need to attract capital for needed 17 

infrastructure, this would not be a prudent use of funds. 18 

Q. Are current customers harmed by normalizing or amortizing EADIT over longer 19 

rather than shorter periods? 20 

A. No.  First, rate base is the sum of plant, less accumulated book depreciation, and less 21 

ADIT.  EADIT is a component of the ADIT in rate base, and until it is repaid to the 22 

government or customer it thus provides the customer with a return equal to the utility’s 23 

weighted average cost of capital.  Second, as I have explained, EADIT is simply a portion 24 
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of a 35% benefit that was permanently forgiven by the federal government, but the cost 1 

that gave rise to it was a component of plant in service and relates specifically to the 2 

portion or plant in service that has not yet been paid for, consumed or used by current 3 

customers.  The customer who will pay for and use the investment should receive the 4 

benefit that arose when the utility put the asset in place. 5 

Mathematically rates are intended to provide a utility with an adequate after tax return on 6 

the portion of the utility’s investment in plant financed with equity.  The utility and 7 

regulator gross that after tax return up to its pre-tax equivalent to arrive at a pre-tax 8 

equivalent.  That amount is the same regardless of if a portion of the tax will be deferred 9 

or not.  The tax code allows some or all of the tax that would be otherwise be due of pre-10 

tax earnings to be deferred as an incentive to the utility to invest, in some cases congress 11 

has explicitly acted to prevent flow through of a tax benefit intended to be an investment 12 

incentive and not a rate subsidy.  Congress’s intent behind providing certain tax 13 

incentives to utilities is inherent in the tax normalization rules.   14 

Q. Please summarize the Company’s position with respect to the amortization of 15 

Tennessee-American’s EADIT. 16 

A. For all of the reasons I have stated, Tennessee-American believes it is in the best long-17 

term interest of our customers to use ARAM to calculate the amortization periods for all 18 

plant in service-related EADIT, to amortize all other plant-related EADIT proportional to 19 

ARAM, and to amortize non-plant-related EADIT over 20 years.   If the Commission 20 

does not agree with the Company’s position with respect to repairs-related EADIT other 21 

than Repairs – M/L EADIT (which is clearly “protected”), Tennessee-American 22 

nevertheless suggests the Commission as a matter of prudence approve the Company’s 23 
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proposal to amortize all plant-related EADIT pursuant to ARAM pending resolution of 1 

the uncertainty by the IRS.  Further, the Commission should not address EADIT related 2 

to tax repairs in isolation from other unprotected amounts; to do so could lead to an 3 

indirect violation of the tax normalization rules caused by leaving potentially unprotected 4 

EADIT items (such as Cost of Removal) in the ARAM calculation the Company has 5 

done and thus undermine the result ARAM would otherwise produce.        6 

7 

Q. DOES THIS CONCLUDE YOUR TESTIMONY? 8 

A. Yes. 9 

10 





CERTIFICATE OF SERVICE

I hereby certify that a true and correct copy of the foregoing was served via U.S. Mail or 
electronic mail upon:

Daniel P. Whitaker III
Karen H. Stachowski
Assistant Attorney General
Office of the Tennessee Attorney General
Consumer Advocate Unit, Financial Division
P.O. Box 20207
Nashville, TN 37202-0207
Daniel.Whitaker@ag.tn.gov
Karen.Stachowski@ag.tn.gov

This the 16th day of September, 2019.

46898228.vl
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* 
AMERICAN \NATER 

September 10, 2010 

Courier's Desk 
Internal Revenue Service 
Attn: CC:ITA:B01- Innessa Glazman 
1111 Constitution Avenue, N.W., Room 5336 
Washington, DC 20224 

RE: American Water Works Company, Inc. & Subs. 
EIN: 51-0063696 
CAM-108421-09 
CONSENT AGREEMENT 

Dear Ms. Glazman: 

This letter relates to a Form 3115, Application for Change in Accounting Method, filed by 
the above-mentioned Taxpayer on behalf of itself and various subsidiaries, requesting 
pennission to change their method of accounting for (1) costs to repair and maintain tangible 
property, and (2) ·dispositions of certain tangible depreciable property, for the taxable year 
that ended December 31, 2008. 

Please find enclosed a Consent Agreement dated July 30, 2010, and signed by the Taxpayer 
on September 10, 2010. However, we note that the EINs for two of the entities subject to the 
Form 3115 and enclosed Consent Agreement, American Water Engineering, Inc., and United 
Water Virginia, Inc., were incorrectly reflected in Appendix A to the Consent Agreement. In 
its information response to the IRS, by letter dated July I, 2009, the Taxpayer provided the 
correct EINs of the two entities, American Water Engineering, Inc. (EIN: 76-0654501), and 
United Water Virginia, Inc. (EIN: 54-1016694). The Taxpayer will be effecting the change 
permitted in the Consent Agreement. 

If you have any questions, please call the Taxpayer's authorized representative, Robert 
Weiss, at 202-414-1421. 

Sincerely, 

)A f· '7e,, j . �J!__,l..-t......-c,,-,-_,. 

Mark Chesla 
Vice President and Controller 

Enclosures 
Executed Consent Agreement 
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Tennessee American Water Exhibit JRW - 2S 
Excess ADIT
Years 2018 and 2019

Non Plant / 
Non Power Tax

Protected / Amortization 2018 2019 Total
Total Net Excess Unprotected Period Excess Excess

Net Excess Amortization from Powertax (Rpt 259)
 Method / Life ARAM 12,869,192 Subject to Tax Normalization 
 Cost of Removal ARAM 552,564     Subject to Tax Normalization (Uncertain)
 Repairs - M/L ARAM 2,457,864  Subject to Tax Normalization 
 Repairs Other ARAM 2,588,057  Subject to Tax Normalization (Uncertain)
 All Other ARAM (49,171)  Unprotected

 Powertax 18,418,506  

Federal NOL Proportional to ARAM (801,599)  Protected / Unprotected (Uncertain)
Plant Customer Advances Proportional to ARAM (460,203)  Unprotected
Plant CWIP Proportional to ARAM 11,763   Unprotected
CIAC WIP Proportional to ARAM (5,619)    Unprotected
Plant 481 Proportional to ARAM 110,156 Unprotected

 Total Subject to ARAM 17,273,004 508,372 531,832 1,040,205  

All Other Non Plant Amortization (429,833)  Unprotected 20  (21,492)  (21,492)  (42,983)  

Total Federal and State Excesses 16,843,171 486,881 510,340 997,221  

Gross-up 660,206 692,017 1,352,224  

18-00039
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