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SERVICE ) 

AFFIDAVIT OF JOHN R. WILDE 

John R. Wilde, being first duly sworn, deposes and says that he Is the 
witness who sponsors the accompanying testimony entitled "Rebuttal Testimony 
Revenue Requirement of John R. WIide"; that said testimony and schedules 
were prepared by him and/or under his direction and supervision; that if inquiries 
were made as to the facts In said testimony and schedules, he would respond as 
therein set forth; and that the aforesaid testimony and schedules are true and 
correct to the best of his knowledge. 

State of New Jersey 
County of Camden 
SUBSCRIBED and sworn to ) 
Before me this -15_ day of I ILf) ti~ L{ 2018. 

/lJ1 w J_ tLL___, 
~aryPubllc I • 

My commission expires: 

SHARIFAH HILTON 
NOTA;IY PUBLIC OF NEW JERSEI' 
My Commission f:xplroi 4125,Z02?. 
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REBUTTAL TESTIMONY 
REVENUE REQUIREMENT 

JOHN R. \VILDE 

I. INTRODUCTION 

Please state your name and business address. 

My name is John R. Wilde and my business address is 131 Woodcrest Road, Cherry 

Hill, New Jersey 08003. 

Are you the same John R. Wilde who previously submitted direct testimony in this 

proceeding? 

Yes. 

What is the purpose of your revenue requirement rebuttal testimony in this 

proceeding? 

Missouri Industrial Energy Consumers ("MIEC") witness Meyer (Dir., p. 9-10) raises 

questions about the potential effect of the Federal Income Tax changes that were then 

being discussed before Congress. Since the filing of that testimony, Congress has 

passed and the President has signed the Tax Cuts and Jobs Act of2017 ("TCJA"). The 

pmpose of my revenue requirement rebuttal testimony is to: (!) explain the overall 

impact of the TCJA on MA WC; (2) provide and explain a schedule that reflects the 

overall effect of the TJCA on MA WC's projected cost of service for the future test 

year; (3) explain MA WC's recording of deferred assets and liabilities on its books to 

reflect the reduction in the federal corporate tax rate from 35 percent to 21 percent. 
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I In addition, please see the testimony of James Jenkins for discussion of the Company's 

2 application for two accounting authority orders ("AAO"s). 

3 II. OVERVIE,v OF CHANGES TO MAWC'S FEDERAL TAX EXPENSE 
4 AND ACCUMULATED DEFERRED INCOME TAXES 
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Q. 

A. 

Q. 

A. 

Please generally describe the effect of the TCJA on l\1A ,vc's financial operations. 

The TCJA contains many provisions that substantially modify the Internal Revenue 

Code, and full quantification of its impacts will take some time. The most obvious 

impact of the TCJA is the reduction to MA WC' s annual federal tax expense effective 

begitming in 2018 resulting from the corporate tax rate cut. Another impact is on 

MA WC's Accumulated Deferred Income Taxes ("ADIT"). For over the last thirty 

years, MA WC's ADIT has been calculated based on the 35 percent federal tax rate. 

With the TCJA's reduction to that rate, MA WC's ADIT balance as of the enactment 

date of the legislation of ADIT is in a net excess position, meaning a net ADIT balance 

overstates the taxes that will be payable in the future related to prior operations of the 

Company. However, MA WC's ADIT balance includes both deferred tax assets 

(DTAs ), and deferred tax liabilities (DTLs) requiring remeasurement on the enactment 

date. For MA WC, the net of those DTAs & DTLs is an ADIT liability balance and the 

remeasurement results in a net excess deferred tax liability being identified. 

,vhat impact will the TCJA tax changes have on the Company's federal tax 

expense and rate base? 

MA WC has calculated and projected the reduction to MA WC's annual federal tax 

expense beginning in 2018, which must now be incorporated into the future test period 

in this case. MA WC projects that the reduction of the corporate federal income tax rate 
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I from 35% to 2 I% will, alone, reduce our future federal income tax expense by $4.2 

2 million. In addition, because deferred taxes after December 31, 2017 will be computed 

3 using the lower rate, the prorated 13 month average ADIT has decreased. This decrease 

4 in ADIT results in a rate base increase of 8.5 million. Finally, the revenue conversion 

5 factor has been reduced from 1.63534 to 1.35149. These changes, result in a future test 

6 year revenue requirement that is lower by $20.3M. See Schedule JRW-1, Schedule 

7 JRW-2, and Schedule JRW-3. 

8 As stated above, for financial accounting purposes ADIT balances will be remeasured 

9 as of the enactment date based on a federal rate of21 % , and will result in excess ADIT 

IO balances being measured. These excess defe1Ted taxes fall into two categories - those 

11 subject to the normalization provisions of The Act (sometimes refe1Ted to as 

12 "protected" ADIT), and those that are not (sometimes referred to as "unprotected" 

13 ADIT). Pursuant to tax n01malization mies and practices, the protected excess deferred 

14 taxes can be returned to customers, but no more rapidly than over what is allowed under 

I 5 one of two approved normalization methods of accounting: the Average Rate 

16 Assumption Method ("ARAM"); or the Reverse South Georgia Method ("RSGM). 

17 Both ARAM and RSGM, are what was allowed by the tax normalization mies enacted 

18 in the Tax Refo1m Act of l 986, and in general for a regulated utility to n01malize or 

19 am011ize the excess deferred taxes into cost of service tax expense and ADIT over the 

20 remaining book depreciation lives of the underlying assets. By way of contrast, the 

21 unrestricted excess deferred taxes can be normalized into regulated tax expense and 

22 ADIT balance over any reasonable period. MA WC has not yet completed its initial 

23 remeasurement of ADIT balances and has not yet estimated the excess ADIT balances 

24 that will be normalized pursuant methods discussed above. 

Page 4 MAWC- RT RevReq_ Wilde 



I 

2 

3 

4 

5 

6 

7 

8 

9 

10 

II 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

Q. 

A. 

Q. 

A. 

Please describe the reasons why MA ,vc cannot fully estimate the exact amount 

of the TCJA's impact on MA WC's ADIT at this time. 

The calculation of the impact that the reduction of the federal tax rate from 35% to 21 % 

on income tax expense is a relatively straightforward calculation that can be applied in 

the context of a future test period. The calculation of the estimated impact the reduction 

of the federal tax rate on ADIT balances that need to be normalized into future rates as 

of the date of enactment and executing a method to nmmalize the resulting excess is a 

complex and involved process. It is also a process that takes significant time, requires 

great care, and will likely go tlu·ough several subsequent refinements before being 

considered an estimate that could be reasonably relied on. MA WC will estimate the 

impact of the remeasurement of ADIT balances in 2017 financial statements to be 

finalized later in Febrnary, but will revise those estimates over the next year as more 

infonnation becomes available and in preparing 2017 tax returns. MA WC will not be 

required to estimate any amount for the nonnalization of excess ADIT balances in its 

2017 financial statements, as normalization period would begin in 2018 as resolved 

with the Commission and pursuant to the tax nmmalization mies. 

Besides the impact on MA WC's annual tax expense and MA ,vc•s ADIT, are 

there other, less obvious, impacts of the TCJA on MA ,vc? If so, please explain. 

Yes, there are. While the most obvious impact of the TCJA is a reduction in the federal 

tax rate, other ramifications of the TCJA are: Utilities will not be able to claim bonus 

depreciation on property placed in service after September 27, 2017 unless constrnction 

had begun before that date, or the property was acquired pursuant to a contract in place 

prior to that date. If constrnction began prior to September 27, 2017 or the prope1ty 

was acquired subject to a binding written contract entered into prior to that date, 

Page 5 MA WC - RT RevReq_ Wilde 



2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

Q. 

A. 

Q. 

A. 

MA WC might be eligible for 50% bonus depreciation on those property additions. 

More clarity is needed regarding the transitional mies in the bonus provisions of the 

Act. Provisions of the Act will likely result in the loss of deduction for some employee 

fringe benefits incutTed in the context of MA WC regulated operations, such as some 

meals and some parking provided to employee's that was previously not taxed. 

Does the federal income tax expense calculated by the other parties in this case 

account for the reduction in federal tax expense resulting from the TCJA? 

No. The federal tax expense levels utilized by the other parties in this case are based 

on historical levels and thus do not account for the reduction in the federal cmporate 

tax rate from 35 percent to 21 percent. The significant reduction in the federal cmporate 

tax rate was not in effect during the historical test year in this case (the 12 months ended 

December 2016), was not in effect during the update period in this case (the six months 

ending June 2017), was not in effect when the patties filed their testimony in this case, 

and was not in effect during the trne-up period in this case (the six months ending 

December 2017). 

Does MA \VC believe that its customers should realize the benefits created by the 

TCJA? 

Yes. As a general matter, both the current and deferred effects resulting from reduction 

in the federal corporate tax rate from 35 percent to 21 percent will reduce MA WC's 

federal tax expense. Given that federal tax expense is pmt ofMAWC's current rates, 

MA WC believes that its customers should realize the benefits of the reduced tax rate 

on test year operations, and should realize the benefits of the reduced tax rate on prior 
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operation where applicable through established tax and regulatory nonnalization 

provisions. 

How does MA WC propose to provide the benefits of the Tax Act to its customers? 

As described in the testimony of James M Jenkins, the Company proposes that the 

benefits be provided to MA WC's customers through a combination oflower projected 

federal expenses in this case, increased investment by MA WC for critical 

infrastmcture, by establishing two separate regulatory mechanisms through 

Accounting Authority Orders ("AAOs"). The first such AAO would provide for the 

hue up of the deferred taxes relating to ADIT, which are complex and difficult to 

calculate, as I discussed above. Using an AAO would ensure that customers pay the 

correct amount of the rate effect of this change wrought by the TCJA when it is known 

with precision. The second AAO would return to customers the benefits of the 

reduction in federal corporate income tax rate from January 1, 2018 to the 

commencement of the future test year, with an offset for the increased prope1iy taxes 

paid by the Company. 

Does this conclude your revenue requirement rebuttal testimony? 

Yes, it does. 
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M!ssouri-Amerkan Water Company 

Overall Revenue Re,qulremenl Summary 
for the 12 Months Ended May 31, 2019 

Schedule;CAS-1- Pro-forma Tax Reform Update 
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1Cl3,S63.{lf.8 
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L6353-4 
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279,843,¼3 

$34!,939,203 

Schedule JRW-1 

Case No. WR-2017-!1285 
case No. SR-2017-0286 
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MlsS"ouri•American Waler Company 
Statement of ltl(ome Per Books and Pro For ma 
For the 12 Months Ended May 31, 2019 
S{hedule: CAS-2- Pro-Forma Tax Reform Update 
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$27S,843,03 
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Case No. WR-2017-0285 
Ci!Se No. SR-2017-0286 
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MisS-Ouri•Amerk:an Water Company 
P1~Forma G1oss Up Conversion Factor 

For the 12 Months Ended May 31, 2019 
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