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REBUTTAL TESTIMONY 
 

JOHN R. WILDE 
 
  

 
I. INTRODUCTION 1 

Q. Please state your name and business address. 2 

A. My name is John R. Wilde, and my business address is One Water Street, Camden, NJ, 3 

08102. 4 

 5 

Q. Are you the same John R. Wilde who previously submitted direct testimony in this 6 

proceeding? 7 

A. Yes.   8 

 9 

Q. What is the purpose of your rebuttal testimony in this case?  10 

A. The purpose of my testimony is to rebut the direct testimony of Missouri Public Service 11 

Commission (“Commission”) Staff (“Staff”) witnesses Karen Lyons and Mark 12 

Oligschlaeger, and Office of the Public Counsel (“OPC”) witness John Riley, 13 

supporting Staff’s recommendation to exclude the Net Operating Loss (“NOL”) from 14 

the Accumulated Deferred Income Tax (“ADIT”) calculation in this case. 15 

 16 

II. NOL 17 

Q. Staff witness Oligschlaeger indicates that MAWC is “recommending that a 18 

‘hypothetical’ NOL amount” be imputed in this case. (Dir., p. 7-8).  Is the NOL 19 

identified by MAWC as being associated with ISRS investment “hypothetical”? 20 

A. No. 21 
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Q. Why not? 1 

A. On its tax return for 2018 and 2019 and in its financial accounting provision for income 2 

taxes, MAWC will have to record all changes in book to tax timing differences related 3 

to tax deductions impacting taxable income and tax expense.  With respect to ISRS 4 

eligible property the parties agree MAWC will be able to claim approximately $34 5 

million of incremental tax depreciation and tax repair deductions on its tax returns for 6 

2018 and 2019, but in doing so there is an actual and not hypothetical change of ($34)M 7 

in the NOL deduction being claimed on the respective 2018 and 2019 tax return.  This 8 

is also true with respect to accounting for income taxes during the period.  The same 9 

incremental change on the tax returns will  impact the respective book to tax timing 10 

difference and associated accumulated deferred income taxes  Therefore, MAWC 11 

calculates the net accumulated deferred tax amount that results from investing in IRSR 12 

during the relevant period to be $544,857 13 

 14 

Q: What does staff compute to be the net accumulated deferred income taxes 15 

associated with eligible ISRS investments to be? 16 

A: Staff adjusts MAWC net accumulated deferred taxes by $8,764,652 (Staff 17 

Recommendation – Appendix B) during a period when MAWC does not have a tax 18 

liability to reduce.  If net accumulated deferred taxes are supposed to be additional 19 

interest free capital, it would seem to me that it would be impossible to have 20 

incrementally saved the additional taxes of 8,764,652.  This result seems a to be an 21 

improbable result.  22 

 23 

 24 
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Q. Staff witness Oligschlaeger further alleges that there is an absence “of any 1 

incurred NOL amount on MAWC’s books in 2018 and 2019.” Is that correct? 2 

A. No.  There are NOL’s and associated deferred income taxes being carried forward at 3 

the beginning and ending of both years, and a NOL deduction and accumulated 4 

deferred tax activity being claimed in both years1. What is relevant is the net 5 

accumulated deferred tax activity during the period and the interest-free capital that 6 

result from recording the tax deductions associated with ISRS expenditures during the 7 

period.  Claiming $34,441,075 of additional tax repair and accelerated depreciation 8 

deductions related to ISRS will result in a net operating loss associated with ISRS.  9 

There is no tax liability to reduce by applying the incremental loss to non-ISRS activity, 10 

a fact which requires a change in the NOL to be recorded associated with ISRS activity. 11 

 12 

Q. OPC witness Riley uses a mathematical example on p. 4-5 of his Direct Testimony 13 

to allege that a NOL cannot be shown to exist in regard to ISRS plant.  Is there a 14 

similar example that shows why the NOL identified by the Company in this case 15 

is “associated with eligible infrastructure system replacements” to be included in 16 

this ISRS? 17 

A. Yes.  Despite his assertions, OPC witness Riley’s example actually demonstrates the 18 

fundament flaw in his and Staff’s argument.  He stops short of correctly identifying the 19 

actual change in the net accumulated deferred taxes that would result and that should 20 

be included in rate base.  The $31.50 Deferred Tax Liability (“DTL”) is correctly 21 

calculated and is a reduction to rate base.  However, important components are left out 22 

of his calculation.  The incremental $1,000 investment generates no revenue, yet has 23 

                                                 
1 Lyons DT, page 6 
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$200 of tax depreciation, resulting in an incremental tax loss of $200.  Since there is 1 

no taxable income to offset this tax loss, it will be carried forward as an NOL.  The 2 

NOL becomes a Deferred Tax Asset (“DTA”) of $42.00 (21% of the $200), which 3 

when netted with the $31.50 DTL, results in a net ADIT of $10.50, which increases 4 

rate base. 5 

 6 

Q. Staff witness Oligschlaeger indicates that “MAWC is projecting that it will be able 7 

to reflect all of its net accelerated depreciation benefits on its books associated 8 

with ISRS plant additions from January 1, 2108, forward without the need to 9 

record any offsetting NOL amount.” (Dir., p. 7)  Is that correct? 10 

A. Yes, there is a limitation on that amount of tax deductions you can claim for tax repairs 11 

or tax depreciation to the extent you are not cash taxpayer at the end of the day and 12 

carrying forward a loss, you will not benefit all of those deductions.  13 

 14 

Q. Staff witness Lyons recites the monthly NOL Deferred Tax Asset Balance for 15 

MAWC from December 2017, through December 2019, at page 6 of her Direct 16 

Testimony. Are there updates to those amounts? 17 

A. Yes.  The following is a table that provides the NOL Deferred Tax Asset amounts 18 

through April 30, 2019: 19 
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. 1 

 2 

Q. What should the Commission understand about the NOL Deferred Tax Asset 3 

amounts in that table? 4 

A. First, these are tax effected book to tax timing differences or accumulated deferred tax 5 

balances, the actual NOL would be that amount divided by the tax rate.  So the 6 

carryover balance of losses as of April, 2019 is expected to be $96,478,3612, and the 7 

tax benefit that MAWC has yet to receive is $20,260,456 (Table proceeding question 8 

April 2019 / 21% = 96,478,361).  Thus, at the beginning and end of the relevant period 9 

for both 2018 and 2019, MAWC is in a NOLC position.  The presence of an NOLC at 10 

the end of the year means that MAWC is not currently paying tax, and as of the 11 

respective period means that, MAWC has no capacity to reduce its tax liability and 12 

achieve the tax cash flow that Staff and OPC suggest.    13 

                                                 
2 The NOL DTA is $20,260,456 in April 2019, and the NOLC is $96,478,361, which is the NOL DTA divided 
by the 21% Federal income tax rate. 
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 1 

Q. Staff witness Lyons suggests that a NOL “will always result” from the 2 

methodology used by MAWC to calculate the NOL, “whether the utility is actually 3 

recording an NOL amount on its books or not.” (Dir., p. 4) How do you respond? 4 

A. MAWC has asked the IRS for guidance on this matter.  However, that is not the issue 5 

either in this case or in the prior case.  The fact pattern here is there is a NOLC 6 

deduction waiting to be claimed at the end of each period, eliminating any opportunity 7 

to raise additional interest-free capital on an incremental basis by claiming ISRS related 8 

deductions.   Thus, Ms. Lyon’s concern is not presented by the facts at hand. 9 

 10 

III. Impact of Exclusion 11 

Q. What impact does excluding the NOL from the ADIT calculation have in this case 12 

in regard to the Infrastructure System Replacement Surcharge (“ISRS”) revenue 13 

requirement? 14 

A. This adjustment by Staff has the effect of decreasing rate base by $8,764,6523 and 15 

decreasing the ISRS revenue requirement by $827,383.4   16 

 17 

Q. On page 3 of her Direct Testimony, Staff witness Lyons refers to a “book-tax 18 

timing difference” that creates a cost-free funding source for the Company.  Do 19 

you agree with this assertion in this case?  20 

A. No.  Staff witness Lyons correctly describes the “book-tax timing difference” being 21 

created by the Company having larger tax deductions than it has book expenses related 22 

                                                 
3 LaGrand RT, pages 3-4.   
4 Lyons DT, page 2 
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to capital investments.  This creates a Deferred Tax Liability (“DTL”), which is a 1 

reduction to rate base.  However, Staff witness Lyons further describes this DTL as 2 

“funds that are provided cost-free to the Company.”5  This is incorrect in this case, as 3 

MAWC did not actually receive the $8,764,652 of cost-free capital, but, because it was 4 

unable to use this deduction, instead funded that capital with debt and equity.  This 5 

result is inconsistent with Missouri statute, cost of service ratemaking, and the tax 6 

normalization rules. 7 

 8 

Q. How so? 9 

A. A plain reading of Section 393.1006(1)(a), RSMo, indicates that MAWC should 10 

recover the weighted cost of capital associated with ISRS plant.  The rate base in that 11 

calculation includes ADIT.  Both Staff witness Lyons6 and Oligschlaeger7 agree the 12 

ADIT should be the net accumulated deferred tax balance associated with ISRS, and 13 

agree that amount should be representative of interest free capital available to fund 14 

these investments8.  However, ultimately, Staff does just the opposite.  Staff associates 15 

the activity with ADIT related to ISRS eligible property by implying additional interest 16 

free capital of $8,764,652 was made available to fund $66,167,640 of expenditures.  To 17 

avoid the impact  claiming $34,441,075 of additional tax deductions has on NOL 18 

deductions in the year, the NOLC accumulated deferred tax balance has to be adjusted 19 

to reconcile current taxes to zero.     Thus, MAWC is not being allowed to recover its 20 

total weighted average cost, which seems inconsistent with Missouri ISRS statutes.  21 

                                                 
5 Lyons DT, page 3 
6 Lyons DT, pages 3-4 
7 Oligschlaeger DT, pages 5-6 
8 Lyons DT, Page 3, Oligschlaeger DT, Page 5 
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Moreover, cost of service ratemaking should allow the recovery of such costs.  Finally, 1 

the tax normalization rules are premised on the assumption that a reduction to rate base 2 

for accumulated deferred taxes related to accelerated depreciation should not be made 3 

until the related cash has been received. 4 

 5 

Q. Does OPC witness Riley also suggest that MAWC has received a cost-free funding 6 

source? 7 

A. Yes.  On page 3 Lines 25-26 of his direct testimony OPC Witness Riley states that 8 

“Staff’s conclusion is accurate for this report.  9 

 10 

Q. Does the Company agree with OPC’s position? 11 

A. No.  As discussed in greater detail below, the Company has not received any cost-free 12 

funds to finance the ISRS investments and will finance those capital costs with debt 13 

and equity.  In addition, it is the Company that funded $66,167,640 of ISRS eligible 14 

expenditures during the period and those eligible expenditure drove the $34,441,075 of 15 

tax deductions and the $8,764,652 DTL, However, claiming those additional deduction 16 

at a time when MAWC taxable income and tax liability was $0 required and offsetting 17 

DTA related to previously claimed NOL deductions.  Therefore, the net accumulated 18 

deferred income taxes associated with ISRS should be as MAWC reported.   19 

 20 

Q. Does Staff witness Lyons or OPC witness Riley identify the actual source of the 21 

$8,764,652 in “cost-free funds,” and whether MAWC actually received this 22 

additional cash flow? 23 

A. No.  Staff witness Lyons identifies MAWC’s customers as the source of the additional 24 
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capital, and the deferred tax expense collected from customers as the mechanism9.  1 

OPC witness Riley states that “the utility expended no monies . . .” but fails to identify 2 

the source of funding if not the utility.   Neither Staff witness Lyons nor OPC witness 3 

Riley explain how the $8,764,652 of additional capital  was provided while current 4 

taxes are assumed to be zero (based on the need for a NOLC as of the end of 2017, 5 

2018, and 2019.   6 

 7 

Q.  Can you illustrate for the Commission why Staff’s hypothesis is not supported by 8 

all facts relevant to determining if MAWC came into possession of $8,764,652 of 9 

additional cash taxes by incrementally claiming $34,441,075 in additional tax 10 

deductions? 11 

A. Yes.  For Federal income tax purposes, MAWC, as a member of a consolidated tax 12 

filing group, reconciles all items of income and expense (deductions) to taxable income 13 

and its current tax obligation on form 1120 (Attached as Schedule JRW-1 14 

CONFIDENTIAL).  All income items are subtotaled on line 11.  All expense items, 15 

including tax repairs and accelerated tax depreciation, are subtotaled on line 27.  The 16 

difference between total income and total expenses is shown as taxable income on line 17 

28, prior to the application of an NOL.  To the extent there exists taxable income on 18 

line 28, it may be offset with the Company’s prior NOLs on line 29a.  If the taxable 19 

income on line 28 is negative, then it will add to the existing NOL to be used in a future 20 

tax year.  The ISRS investment in this case generates substantial tax deductions that 21 

will be included in line 27 of the Company’s Federal tax return, and will decrease the 22 

Company’s taxable income.  Because the taxable income is lower with the ISRS 23 

                                                 
9 Lyons DT, page 3 
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investments than it would be without the ISRS investments, the Company’s NOL will 1 

be larger at the end of the period than it would otherwise be without the ISRS 2 

investments.  The net change in taxable income line 30, and the net change tax expense 3 

is what creates tax savings.  Therefore, the ISRS investments create an incremental 4 

increase in the NOL that is explicitly recognized on the Company’s Federal tax return.  5 

Since the Company is not able to use the tax deductions to reduce the cash taxes it pays, 6 

it must use debt and equity to fund the ISRS investments and therefore does not have 7 

access to cost-free capital. 8 

 9 

Q. What other assumptions and hypothesis do Staff and OPC use to reason that there 10 

should be no offset to MAWC net operating loss deduction and its related impact 11 

on accumulated deferred income taxes? 12 

A. OPC and Staff seem to suggest any change the accumulated deferred income taxes 13 

related to NOL deductions claimed in future periods should only be reconciled in a 14 

future general rate case10.   However, any change in an accumulated deferred income 15 

tax balance that is associated with the ISRS eligible plant amount should be included.   16 

MAWC is not double counting the impact of the NOLC in base rates. MAWC is 17 

measuring a very specific change in a current period tax deduction, that results in a 18 

book to tax timing difference during the period, and therefore an adjustment to ADIT 19 

during the period.  Staff assumes that during the period MAWC had taxable income in 20 

excess of all deductions relevant to the period11.  21 

   22 

                                                 
10 Lyons DT, Page 7 and Riley DT, Page 5 
11 Lyons DT, Page 5 



 

Page 12 MAWC – RT-WILDE 
 

Q. Does this conclude your rebuttal testimony? 1 

A. Yes. 2 


