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PROCEEDI NGS

(EXHBITS 1 THROUGH 9 WERE MARKED FOR
| DENTI FI CATI ON BY THE COURT REPORTER.)

JUDGE HATCHER: Let's bring this proceeding to
order and go on the record. Good norning. Today is
Novenber 20, 2018. The tine is 9:13 a.m The
Comm ssion has set this time as an evidentiary hearing
In The Matter of Petition of M ssouri-Anerican Water
Conpany For Approval to Establish an Infrastructure
Syst em Repl acenent Surcharge. That is File No.

WD 2018-0373, Tariff No. YW2019-0018.

My name is Charles Hatcher and | amthe
Regul atory Law Judge presiding over this hearing. Let's
go ahead and have counsel neke their entries of
appear ance this norning.

MR. COOPER:  Your Honor, Dean Cooper appearing
for M ssouri-Anmerican Water Conpany, and the court
reporter has the address.

MR, JOHNSON:. Judge, Mark Johnson and Ron
| rving appearing on behalf of the Staff of the M ssouri
Public Service Comm ssion, and the court reporter has
our information.

JUDGE HATCHER: Thank you.

M5. SHEMAELL: Good norning and thank you.

Lera Shemmel | and John Cizer, Cl-i-z-e-r, representing
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the public and the Ofice of the Public Counsel. Thank
you.

JUDGE HATCHER: At this point, I'd like to
advi se everyone in the audience to please silence your
cell phones and any nobile devices and let's nove to
prelimnary matters. Do the parties have any
prelimnary matters to address?

MR. COOPER:. The only thing, Judge, is that I
woul d rem nd you, this was on the list of issues, but
our witness John Wlde wll not arrive until
approxi mately 10:30. So dependi ng upon how thi ngs sort
out between now and when he woul d appear, we nmay need to
have a di scussi on about whether to go off the record or

to do sonething in a different order at that point in

tinme.

JUDGE HATCHER:  All right. Thank you. | did
see that. As noted, we'll go ahead and follow that sane
order and we'll see where we get to at 10:30 and if M.

WIlde is here or not.

Al right then. Let's go ahead and have the
parties offer the testinony and affidavits as exhibits,
pl ease. | think they were premarked.

MR, COOPER: Judge, | guess we would comonly
| guess do that when the witnesses are on the stand. |

don't mind doing it differently.
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JUDGE HATCHER: No, let's go ahead and do it
that way then. Let's go to opening statenents. The
order of opening statenents will be the sane as in the
filings. That will be M ssouri-Anmerican Water Conpany,
followed by Staff, followed by Ofice of Public Counsel.

MR. COOPER: Thank you, Your Honor. Mbrning.
Mor ni ng, Conm ssi oners.

This hearing, of course, arises froma
M ssouri - Aneri can Water Conpany Petition to Establish
I nfrastructure System Repl acenent Surcharge that was
filed in August of this year. The issue today revol ves
around Staff's proposal and OPC s support for renoval of
what's called the accunul ated deferred i ncone tax asset,
which is also known and referred to in the case as net
operating loss fromthe cal cul ati on of appropriate
pretax revenues.

Section 393.1000(1)(a) in part defines
appropriate pretax revenues as including recognition of
accumul ated deferred incone taxes and accunul at ed
depreci ati on associated with eligible infrastructure
system repl acenent s.

Staff's adjustnment in the Conpany's opinion
woul d mai ntain recognition of the accunul ated deferred
inconme tax liability while elimnating the correspondi ng

deferred i nconme tax asset. The elimnation of the asset
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is not supported by statute and may have significant
adverse inplications for the Conpany and ultimately its
custoners as failure to include the deferred tax asset
resulting fromnet operating |losses in MAWC s rate bases
i nconsistent with the normalized nmethod of accounting
and as such inconsistent with the tax normalization
rul es.

It further inpacts a consent agreenent
American Waterworks entered into in order to allowthe
utilization of the repairs deduction nethod. Now, it's
becone apparent to MAWC that its reflection of this
repairs deduction in the ISRS filing has an inpact on
the necessity of the reflection of the deferred tax
asset resulting fromthe net operating | oss.

In fact, no other conpany using the M ssouri
| SRS, and those would be gas utilities, of course,
because M ssouri-Anerican is the only water conpany that
utilizes the I SRS, no other conpany utilizing the
M ssouri |ISRS that we can |locate reflects a repairs
deduction. It appears this is not required by statute.
That is, it's not depreciation. It doesn't fit the
i nvestnent that qualifies for |ISRS treatnent.
Thus, if the Conm ssion chooses to not reflect the
accunul ated i ncone tax asset, the NOL, it also we

bel i eve should not reflect the repairs deduction.
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MAWC wi | | have two wi tnesses today, M. John
Wlde, who is a tax professional with over 20 years of
tax and accounting experience serving nulti-state
utilities. He wll be our second w tness today,
actually. He will address the tax issues. Qur first
wtness will be M. Brian LaGand. M. LaGand wll
provi de background i nformati on concerning
M ssouri-Anerican's ISRS filing. Thank you.

JUDGE HATCHER: Thank you, M. Cooper. Next
openi ng statenments -- oh, I'msorry. Conmm ssioner?

COW SSI ONER HALL: Good norning. Looking at
393.1000 for the definition of appropriate pretax
revenues, are you interpreting that to nean that the
accumul ated deferred incone taxes and the accunul at ed
depreci ati on both have to be associated with eligible
infrastructure systemrepl acenents?

MR. COOPER: | believe we are, yes.

COW SSI ONER HALL: Gkay. And then, and these
guestions are perhaps better directed to your w tnesses
and you can obviously let ne know that, but the
deductions that are at issue wth the net operating
| osses, are those all deductions that are | SRS-eligible
deductions -- or |SRS-eligible expenses?

MR. COOPER. Well, we would say yes. There's

going to be a difference of opinion anobngst the parti es.
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And | think, as you alluded to, | think M. WIlde is the
appropri ate person to answer that question.

COW SSI ONER HALL: Ckay. But from a | egal
perspective in terns of interpreting the statute, you
woul d agree that any deduction that you were trying to
t ake advantage of related to net operating |loss has to
be a deduction that is an | SRS-eli gi bl e expense?

MR, COOPER: Is associated with | SRS-eligible
pl ant anyway, yes.

COW SSI ONER HALL: Ckay. So if a repair is
not an | SRS-eligi bl e expense, then it would not be a
deduction that woul d be taken into account in
determ ni ng an NOL?

MR COOPER: Well, and our argunent is it's
al so a deduction that shouldn't be reflected in the | SRS
cal cul ati on, but yes.

COW SSI ONER HALL: Ckay. Thank you.

JUDGE HATCHER: Any ot her questions fromthe
bench? Thank you, M. Cooper.

W'l | have opening statenents now from St af f
counsel .

MR, JCOHNSON: Good norni ng, Commi ssi oner s,
Judge. May it please the Commi ssion. My nane is Mark
Johnson, and | along with Ron Irving will be

representing the Staff before the Comm ssion today. And
Page
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this norning, as M. Cooper alluded to, we're here to

di scuss taxes, accunul ated deferred i ncone taxes and how
they affect M ssouri-Anerican's | SRS revenues. Mor e
specifically the issue before you is whether the ADIT
bal ance recogni zed in M ssouri-Anerican's | SRS shoul d be
offset by a potential deferred tax asset caused by net
operating | osses.

Now, in this case before you today Staff
bel i eves the answer to that question is no. But before
| get into Staff's reasoning, | think it would be
beneficial to briefly discuss accumul ated deferred taxes
in general. So what are they? Well, ADT is
essentially the difference between the anobunt a utility
collects in rates for incone taxes in a given year and
the anobunt it actually pays.

Now, this difference is caused by the fact
that utilities are able to deduct certain costs agai nst
i ncone for tax purposes at different tinmes than when
they must reflect the sane costs as a reduction to
i ncone for financial reporting purposes. Now, an
exanple of this, and really at the heart of the issues
today, is accel erated depreciation deducti ons.

Uilities are able to deduct nore depreciation
earlier for taxes than they are required to for

regul atory purposes. Now, it's not a difference in the
Page
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actual anpbunt of depreciation being deducted, but for
tax purposes they are essentially able to front | oad the
deducti ons causi ng an i nbal ance. Now, this is generally
referred to as a book tax tinmng difference, and it
creates a deferral of incone tax expense to a future
period. GCenerally this provides a net benefit to
utilities.

For ratemaki ng purposes before this
Conmmi ssi on, those benefits are retained by the utility
for a period of tine before being passed on to
ratepayers. This is where tax nornalization cones into
pl ay.

Now, in regard to the specific tinmng
di fferences associated with the use of accel erated
depreci ation, for tax purposes the I RS Code basically
mandates that utility rates be set so that ratepayers do
not receive the tax benefit of accel erated depreciation
deducti ons any faster than over the estinated
straight-1line book lives of the associated utility
assets.

Usi ng this approach, ratepayers will in al nost
every instance pay an anount of incone tax in their

rates that is higher than what the utility will actually

i ncur. The anmpbunt that is in excess of the utility's
tax bill is then accunulated in deferred i nconme tax
Page
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expense accounts for later use, and this is effectively

an up-front paynent of future taxes by ratepayers.

And the utility can use these funds as
interest-free capital. It's a benefit to the utility.
To recogni ze this contribution, the utility's rate base

is then offset by that anpunt of accunul ated deferred
i ncone taxes, which will ultimately reduce rates charged
to ratepayers.

Now, a determ nation of the level of AD T for
autility is made in a general rate case. Pur suant to
Section 393. 1000 and the Comm ssion's I SRS rules, AD T
must al so be taken into account in the determ nation of
necessary revenues in an | SRS case. And that brings us
to the issue at hand.

Both Staff and M ssouri-Ameri can have
calculated a level of ADIT to offset | SRS revenues in
M ssouri-Anerican's filing and they've done it in a
simlar manner. The only difference is
M ssouri - Aneri can has taken an additional step to inpute
a deferred tax asset relating to a hypothetical net
operating | oss or an NOL.

This action results in an | SRS revenue
requi renent difference between Staff and the Conpany of
about $887, 000. Now, an NOL occurs in a given tax year

when a taxpayer has nore avail abl e deductions than it
Page
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has taxabl e i nconme. And when this occurs, the anount of
t hose unused deductions are referred to as an NOL, and

t hese anbunts are booked in a deferred tax asset
account .

The NOLs don't just go away, though. They're
available to be carried forward to future tax years and
of fset taxable incone | ater. Now, in M ssouri, and
really across the country, nost utilities have been in a
net operating |oss situati on and have been for awhile
and it's really relating nostly in Staff's opinion to
t he use of bonus depreciation, which is sinmlar to
accel erat ed depreci ati on but even nore so.

Typically utilities would be allowed to
utilize 50 percent of their avail abl e depreciation
deduction in the first year that plant went into
servi ce. However, with the Tax Cuts and Jobs Act, bonus
depreciation is no | onger available for use by utility
conpani es, and Staff believes this is going to result in
utilities noving away from net operating | oss
situati ons.

However, the concept of offsetting deferred
tax liabilities with net operating | oss assets is not

new, although it is relatively newin relation to | SRS

proceedi ngs before this Conm ssi on. In general rate
cases, utilities have argued that rate-based reduction
Page
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for ADIT must be offset by anounts related to incurred
NCLs. That's sinilar to Mssouri-Anerican's argunent in
this case.

The reasoning for that is because due to the
NOL, the utility is not currently able to use all of its
avai | abl e tax deductions and that should be reflected in
t he bal ance of ADIT. Staff generally agrees with this
concept and it does this in general rate cases.
However, for this to nmake sense, the utility must show
that any NOL resulted fromactivity.

Now, in this case the period for
M ssouri-American's | SRS application extends from
January 1 of this year to Septenber 30, and only costs
directly associated with that qualifying | SRS pl ant that
cane into service during that nine-nonth period shoul d
be reflected in I SRS rates.

| said earlier that nost utilities in M ssouri
have been in net operating |loss situations for the past
several years. This is true for M ssouri-Anerican as
wel | . However, according to the Conpany's own
estinates, they are no longer in a net operating | oss
si tuati on. They have a bal ance of net operating | oss
carry-forward anounts that they are going to utilize in
future tax years, but they are no | onger generating new

net operating | osses.
Page
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COW SSI ONER HALL: Wy is that rel evant?
Isn't what is relevant is what are those deductions and
are those deductions related to qualifying | SRS
proj ects, not whether the bal ance is going up or going
down?

MR, JOHNSON: It is rel evant. However, in
Staff's opinion we are not able to cal cul ate the exact
anmount of an NOL associated with | SRS pl ant
specifically.

COW SSI ONER HALL: But that's the Conpany's
burden, that's not yours.

MR. JOHNSON: It is not. However, the fact
that their balance of NOL carry-forwards is being
reduced shows us that there is taxable incone on their
books and that they have taxable incone indicates that
they do not have a net operating | oss associated with
those interest plant additions.

COW SSI ONER HALL: So you're essentially
usi ng that as a surrogate because you're unable to draw
t he connection between the deducti on and whether it's
related to an | SRS-eligi bl e expense. You' re instead
| ooki ng at the overall bal ance and seeing that it's
goi ng down and therefore determning that there's
nothing related to the | SRS-eli gi bl e expenses.

MR. JOHNSON: | believe that is an accurate
Page
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reflection, but you may want to direct that at one of
our technical w tnesses when they're taking the stand.

COW SSI ONER HALL: Thank you.

MR, JOHNSON: Now, earlier | referred to
M ssouri-American's inclusion of the NOL as
hypot hetical. Wat | just covered is why. They are not
generating or they are not anticipating to generate
NOLs. However, M ssouri-American is still recomendi ng
an i mputation of an anount to be utilized as an offset
to ADIT in this proceedi ng.

Now, the basis for this argunent is the idea
that the addition of I SRS plant to M ssouri-American's
rate base without inmedi ate recei pt of new revenues
reduces its taxable incone below the | evel that woul d
result if the I SRS plant addition had not been nade at
all.

Now, M ssouri-Anerican alleges that not
including this imputed NOL would violate the IRS
normal i zati on gui del i nes. Staff di sagrees with this.

M ssouri - Aneri can's net hodol ogy for cal culating this
hypot heti cal NCL, regardl ess of whether or not they are
generating NOLs in a given year, will always show t he
exi stence of a net operating loss. This is because in
M ssouri a utility nmust place investnent in service

prior to obtaining recovery in rates.
Page
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Now, M ssouri-Anmerican engages i n many
financial transactions over tine that can result in
i ncreases or decreases to its taxable incone. For
exanmpl e, M ssouri-Aneri can makes non-| SRS pl ant
addi tions outside of a rate proceeding that w |
theoretically reduce its taxable incone in the exact
sane nmanner that M ssouri-Anerican all eges | SRS pl ant
addi ti ons do.

Despite the theoretical reduction to taxable
i ncone, M ssouri-Anmerican still expects no new net
operating | osses to be generat ed. I ncludi ng a
hypot heti cal NOL, as M ssouri-Aneri can suggests, staff
believes that this will result in an overstatenent of
both | SRS rate base and | SRS custoner rates and fail to
appropri ately conpensate custonmers for the capital they
provide to M ssouri-Anmerican in rates on an ongoi ng
basi s.

Now, Staff has reviewed both the rel evant
sections of the RS Code and the private letter rulings
provided to it by M ssouri-Anerican, and it does not
beli eve anything therein requires an inputation of an
NCL when no NOL is, in fact, being generated. St af f
believes its position on this issue to be fully
consistent with the intent of the accel erated

depreci ation nornalization requirenents in the I RS Code
Page
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and that should the Comm ssion adopt Staff's proposed

treatnent of ADIT that the tax benefits of accel erated
depreci ati on associated with | SRS plant additions w ||
not be passed on to custoners prematurely in a nanner

that viol ates the code.

In conclusion, Staff recommends the Conm ssion
adopt its treatnment of ADI T, recommends approval of its
recommended | SRS surcharge revenues in the increnental
pre-tax revenue anount of $6, 377,959 and to approve the
rates reconmended in testinony of Staff w tness Matthew
Bar nes.

Now, | have with ne today Staff w tnesses Mark
d i gschl aeger and Lisa Ferguson to provide testinony
relating to net operating |losses and ADIT and Matt hew
Barnes to provide testinony related to Staff's
recommended rate design. Thank you very nuch, and I'd
be happy to answer any nobre questions to the best of ny
ability.

COWM SSI ONER HALL: I have no further
questi ons.

JUDGE HATCHER: Thank you. We'IlIl nove to
openi ng statenents from O fice of Public Counsel.

M5. SHEMAELL: Thank you, Judge. Good

nor ni ng. May it please the Conm ssion. My nane is Lera
Shemnell. | represent the O fice of the Public Counse
Page

TI GER COURT REPORTI NG LLC
WAV TI GERCR. COM  573. 999. 2662

19



© 00 N o 0o b~ wWw N P

PR R R
w N Rk O

14
15
16
17
18
19
20
21
22
23
24
25

WO-2018-0373 Vol 1

and Mark Poston, the Acting Public Counsel.

Public Counsel's position in this case is that
a net operating loss is not an appropriate conclusion in
an | SRS case. | SRS is actually a revenue-produci ng
process whi ch occurs outside of the normal cost of
service rate case.

The Conpany shoul d not have any net operating
|l oss froma revenue- produci ng process. Net operati ng
| osses are not asset specific and are not assignable to
any particular asset. So in this case the net operating
|l oss would not be assignable to any of the | SRS-eligible
plant or infrastructure included in this case.

M. Riley, our tax expert, explains that an
NCL is not a regulatory asset but a tax return item An
NOL is an accounting fiction where for tax return
pur poses a conpany reports deductions higher than its
reported revenues. And even if inclusion of an NOL here
were appropriate, which it is not, M ssouri-American has
not had any net operating |l oss during the period of
January 1 through Septenber 2018, which is the period
covered by this I SRS

This is not a cost of service rate case where
an NOL may be considered. An |ISRS case is an exception

to the mandat ed cost of service rate case procedure

whi ch considers all revenues and all expenses. In this
Page
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NCL case, all revenues and expenses are not consi dered

and it is very specific. It has been very specifically
limted by the Court. That's all | have. Thank you.
JUDGE HATCHER: Thank you. Now we' Il npve on

to witnesses, and according to the prefiled w tness
testinmony list we will start with Brian LaG and.

MR COOPER: Yes. M ssouri - Anerican wll cal
M. Brian LaG and.

JUDCGE HATCHER: M. LaG and, before you sit
down.

(Wtness sworn.)

JUDGE HATCHER: Thank you. Pl ease be seat ed.
M . Cooper, go ahead.

MR, COOPER: Your Honor, | don't renenber
whet her we spoke about it earlier with you but | think
t hat counsel had sonme conversati on about this. But
because of the shortness of the procedural schedul e, the
parti es made provision for sone live rebuttal when
wi t nesses are on the stand. So ny plan is to go through
the foundation for M. LaG and's prefiled direct
testinony, do a few rebuttal testinony questions for him
and then tender himfor cross unl ess soneone has a
di fferent opinion as to how we're going to do that.

JUDGE HATCHER: | ' m seei ng nods and no

di fferi ng opini ons. Pl ease, M. Cooper.
Page
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BRI AN LaGRAND, being sworn, testified as foll ows:
DI RECT EXAM NATI ON BY MR COOPER:

Q Pl ease state your nane.

A. My nane is Brian W LaGrand, L-a-Gr-a-n-d.

Q By whom are you enpl oyed and in what capacity?

A M ssouri - Ameri can Water. I'mthe rates
director for the state of M ssouri.

Q Have you caused to be prepared for the
pur poses of this proceeding certain direct testinony in
questi on and answer forn®

A Yes, | have.

Q Is it your understanding that that testinony
has been marked as Exhibit 1 for identification?

A Yes.

Q Do you have any changes that you would like to
nmake to that testinony at this tinme?

A No, | do not.

Q If I ask you the questions which are contai ned
in Exhibit 1 today, would your answers be the sane?

A. They woul d.

Q Are those answers true and correct to the best
of your information, know edge and belief?

A Yes.

MR. COOPER: Your Honor, at this tine | woul d

offer Exhibit 1 into evidence.
Page
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JUDCE HATCHER: Are there any objections?
M5. SHEMAELL: No.
MR. JOHNSON: No, Judge.
JUDCGE HATCHER: So adm tted. Go ahead.
(MAWC S EXH BIT 1 WAS RECEI VED | NTO EVI DENCE
AND MADE A PART OF THI S RECORD.)
BY MR COOPER
Q M. LaGrand, have you had a chance to review

the testinony of the Staff and the OPC in this case?

A. Yes, | have.
Q You may recall | believe Staff Wtness
Fer guson describes in her testinony that, let's see, she

describes the reflection of the deferred tax asset as an
extra step. Do you renenber that?
A | do. Can you point ne to the page?

believe it's page 37?

Q Yeah, page 3, line 4, | believe.
A Yes.
Q Do you believe that there's another extra step

that's included in MAWC s I SRS filing?

A Yes. One of the nmain drivers behind the extra
step of including the deferred -- the net operating | oss
deferred tax asset was the inclusion of the repairs
deducti on whi ch our conpany is entitled to take under

I RS rul es.
Page
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Q But is not necessarily reflected -- or rel ated
to ISRS-eligible plant? Well, et nme back up. Have you
done any review of other conpanies' filings to see how

that is treated in gas I SRS filings, for exanple?

A. Yes, yes, | have. | | ooked at the | SRS cases
that were filed over the last four years or so and did
not find any other utility that had included the repairs
deduction in their | SRS cal cul ati ons.

Q Have you had the opportunity to conpute what
MAWC' s revenue requirenment for | SRS would be in this

case if neither the NOL or the asset nor the repairs

deduction were reflected in the filing?
A Yes, | did.
Q What woul d be the anpbunt of the revenue

requirenent in that situation?

A Keepi ng all other calcul ations identical, if
we renpove the repairs deduction and the net operating
|l oss fromthe cal cul ati on, the revenue requirenment woul d
be $7, 202,462 on an annual i zed basi s.

Q Do you have a docunent that shows how you
arrived at that nunber?

A Yes, | have an updated version of Appendix C
whi ch was attached to our application and is, | believe,
i ncluded as Exhibit 1 to ny testi nony. It's an update

to those nunbers.
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MR. COOPER: Your Honor, 1'd like to mark an
exhi bit. | believe it would be Exhibit No. 7 on our
list. This would be I SRS cal cul ati on wi t hout NCL or
repai rs deducti on.

MS. SHEMAELL: Dean, we've already narked sone
of our exhibits as 7, 8 and 9. So per haps the court
reporter --

MR. COOPER: I apol ogi ze.

MS. SHEMAELL: | just didn't know

(EXH BIT 10 WAS MARKED FOR | DENTI FI CATI ON BY
THE COURT REPORTER. )

MR. COOPER: So | anend that, Your Honor. It
will be Exhibit No. 10.

JUDGE HATCHER: Can | ask what page
specifically or is it the entire additional Exhibit 1 or
Schedul e BW.-1?

MR COOPER: It will be -- It will be an
entire equival ent of that. So |I'm going to hand out
copi es here.

JUDGE HATCHER: Pl ease go ahead.

BY MR COOPER
Q M. LaGrand, you have before you what's been

mar ked as Exhibit 107?

A Yes.
Q Wbul d you descri be that to ne?
Page
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A Sur e. It is a calculation of the revenue
requi renent for | SRS, and the only change fromwhat is
included in our exhibits, or excuse ne, in the
attachnent to nmy direct testinony is this shows what the
revenue requirement would be if we renoved the repairs

deducti on and renoved the net operating | oss.

Q Is this a docunent you prepared yourself?
A Yes, | did.
MR. COOPER: Your Honor, | would offer into

evi dence Exhibit No. 10.

JUDCE HATCHER: Are there any objections?

M5. SHEMAELL: No.

JUDGE HATCHER: So admi tted.

(MAWC S EXH BIT 10 WAS RECEI VED | NTO EVI DENCE
AND MADE A PART OF THI S RECORD.)

MR, COOPER: That's all the questions | have
at this time for M. LaG and.

JUDGE HATCHER: Thank you. Chairman Sil vey?

CHAI RVAN SI LVEY: Thank you.
QUESTI ONS BY CHAI RMAN SI LVEY:

Q Did I understand you to say that you have

reviewed the | SRS applications of the gas conpani es for
the | ast several years and none of them have i ncl uded

what it is that you' re asking for?

A. Based on ny review, | could not identify that
Page
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any of them had included the repairs deducti on when
calculating their deferred taxes.

Q Ckay. And has M ssouri-Anerican ever included
themin past | SRS applications?

A. I would have -- | believe that we have.
beli eve that we have included them but we have not
previously included the deferred tax asset that results.

Q Did your review of the gas | SRSs i ncl ude the
deferred tax asset?

A To the extent the applications included that
detail, | did ook at that and they didn't all have the
sane | evel of detail.

Q So did they or did they not include that?

A The ones that provided the detail, they showed
accel erat ed depreci ati on, bonus depreciation but did not
include the repairs in their deferred tax cal cul ati ons.

Q Ckay. And you believe that M ssouri-Ameri can

has made sinilar | SRS applications to this Conmi ssion in

t he past, including what you're asking?

A Yes.

Q Ckay.

A May | ask a clarifying question?

Q Sur e.

A VWhen you say with what we're asking, do you
mean i ncludi ng the repairs deduction or including the

Page
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NOL deferred tax asset?

Q Ei t her or both.

A In the last | SRS application, we did include a
deferred tax asset.

Q And the Conmi ssion awarded it?

A That case was settl ed.

Q Was it in the settlenent?

A It was a bl ack box.

CHAI RVAN SI LVEY: Gkay. Al right. Thank
you.

THE W TNESS: Sur e.

JUDCGE HATCHER: Any ot her questions fromthe
bench?

COW SSI ONER COLENMAN: No.

COW SSI ONER HALL: "1l have questions after
t hey do cross.

JUDCGE HATCHER: Let's go ahead then to
cross-exam nation. The order | have filed was O fice of
Publ i ¢ Counsel .

MS. SHEMAELL: Thank you.

CROSS- EXAM NATI ON BY MS. SHEMAELL:
Q Good norning, M. LaG and. I'"'m Lera Shemnel | .

A Good nor ni ng.

Q M. LaGrand, could you explain to ne perhaps
inalittle nore detail what Exhibit 10 repl aces?
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A Yes, it is a -- Exhibit 1, | believe it's
Exhibit 1 or Attachnment 1 to ny direct testinony, is the
Conpany's cal cul ati on of the revenue requirenent after
Staff's eval uati on and we renoved sone itens that should
not have been included in the |ISRS cal cul ati on. In the
Attachnent 1 of ny testinony, the only difference
bet ween our cal cul ation and Staff's cal culation is the
i nclusion of the net operating | oss.

The only difference between this exhibit and
Staff's calculation is this renoves the repairs
deducti on to show what the revenue requirenent would be
if the repairs deduction was not included in the
cal cul ati on. So that's the only difference between this
cal cul ation and Staff's cal cul ati on

MR CLIZER:  Good norning. Sorry.

M5, SHEMAELL: I"msorry. W're alittle --
Let nme just finish.

MR CLI ZER:  Apol ogi es.
BY MS. SHEMAELL:

Q | reviewed in EFIS the Conpany's I SRS filings
back t hrough 2010 and did not see net operating | oss
i ncl uded when |I reviewed that either in testinony or in
the Commi ssion's order. Is it 2013 that you believe it

was i ncluded but then bl ack boxed in a settl enent?

A. No, it was in the nbpst recent | SRS case that
Page
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t he conpany had. I don't have the nunber off the top of
nmy head. It was the I SRS that took effect in Decenber
of 2017.

Q So since it was a bl ack box, you have no
affirmati ve Comm ssi on deci sion that NOL was, in fact,

i ncluded in that black box?

A Correct.

Q And ot her than that, you have not cl ai ned NOL
in prior |ISRS cases?

A Not to ny know edge.

Q Is there any other type of case in which
you' ve asked the Comm ssion to address NCL in a revenue
cal cul ati on?

A Not to ny know edge.

Q Do you agree with ne that NOL does not attach
to any particul ar asset?

A I would have to defer that question to John
Wlde who is our tax expert. |I'mnot a tax expert.

Q Do you know whose responsibility it is if
there's an I RS normalization violation, whose
responsibility it is to report that?

A. Again, | would defer that to John WI de.

Q Do you know if M ssouri-Anerican Water has

reported a normalization violation to the | RS?

A. Excuse nme. Again, | would have to defer that
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to M. WI de.

Q Does M ssouri-American Water -- yes, does
M ssouri-Anerican Water file a separate tax return to
t he | RS?

A. | believe so, but | would defer that to M.
Wl de who is much nore famliar with how that all works.

Q The Conpany had submitted its |I SRS and
included in that I SRS, and this is covered in Staff's
nmeno, the Conpany renpved lead |ine service replacenents
fromits filing; is that correct?

A That is correct. There were sone that were
included in error.

Q And then the Staff discovered sone ot her costs
that were not ISRS eligible, including repairs to

cust oner - owned appl i ances and equi pnent ?

A Yes.

Q Dupl i cate charges of about $25, 0007

A Yes.

Q Install ati on of new service |ines?

A Yes.

Q And t hen sone additional custoner | ead service

line replacenent costs and those have been renpbved from

Staff's calculation; is that your understandi ng?

A. Yes, and fromthe attachnent to ny direct
t esti nony.
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Q That we just went through?

A Yes.

M5. SHEMAELL: Ckay. Thank you. That's all
have. Thank you.

JUDGE HATCHER: Go ahead.

MR, JOHNSON: Thank you, Judge.
CROSS- EXAM NATI ON BY MR, JOHNSON:

Q Good norning, M. LaG and.

A Mor ni ng.

Q Does M ssouri-Anerican currently reflect an
NCOL carry-forward on its books as a deferred tax asset?

A. I would have to defer to M. W de.

Q Is Mssouri-Anerican able to break out an
amount of its current NOL carry-forward deferred tax
asset between itens caused by | SRS pl ant additions or
non-1 SRS pl ant additi ons?

A Again, | would have to defer to M. WIde on
t hat .

Q Was M ssouri-Anerican's NOL carry-forward
deferred tax asset bal ance as of Decenber 31, 2017
reflected in rate base in Mssouri-Anerican's | ast
general rate case?

A. Yes, | believe so.

Q And did inclusion of this deferred tax asset

have the effect of increasing M ssouri-Anerican's rate
Page
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base?

A. I don't have the nunbers in front of ne, but
in general the deferred tax would reduce the deduction
to rate base so would i ncrease rate base.

Q Has the overall bal ance of M ssouri-Anerican's

NCL carry-forward deferred tax asset declined since year

end 201772
A. Yes.
Q And is this decline projected to conti nue past

Sept ember 20187

A Yes.

Q Do you know how I ong t he Conpany expects this
bal ance to decline?

A I would direct that to M. WI de. He'l | have
a better sense for the tinme when that NOL will be used
up entirely.

Q Are you famliar with the cal cul ati ons on
pages 12 and 13 of M. WIlde's direct testinony that
concern an asserted increase to M ssouri-Anmerican's NOL

carry-forward?

A. I mean, | amnot famliar with how t hey were
cal cul at ed. I would again direct that to M. WI de.
Q Do you agree with M. W] de's cal cul ati on?
A Wl l, yeah, he is our conpany's tax expert.
So yes, | would agree with his cal cul ati ons.
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Q M. WIlde projects approximately $36.9 nillion
of an increase -- excuse ne. Let nme rephrase that. M.
Wl de's cal cul ati on shows an increase to
M ssouri - American's NOLC of approximately $36.9 mllion
during the I SRS period. Were can | find that 36.9
mllion recorded in M ssouri-Anmerican's books during the
| SRS peri od?

A I would direct that to M. WI de.

Q Has M ssouri-Aneri can made non | SRS-eligi bl e
pl ant additions so far in 201872

A Yes.

Q Has M ssouri - Aneri can generated additiona
anmounts of NOL carry-forward in 2018 on account of those
non-1 SRS pl ant additi ons?

A I would presunme so, but | would confirmthat
with M. WIde.

Q Do you know what anounts of NOLC is
attributable to those plant additions?

A. No, | do not.

Q Do you know where | can find that anount of
addi ti onal NOLC attri butable to those non-1 SRS pl ant

additions in M ssouri-Anmerican's books and records for

20187
A. Again, | would defer to M. WI de.
Q Is it Mssouri-Anmerican's position that it is
Page
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i nproper to include its repairs all owance deduction in

an | SRS cal cul ati on?

A I don't know that | would say that it's
i mproper. It is an increnental.
Q Thank you, M. LaG and. If the Comm ssi on

were to renpve the repairs allowance fromISRS, is it
your opinion that this would nmake the NOL i ssue npot ?

A I would defer to M. WIlde on that.

Q Is the repairs all owance deduction the only
driver of M ssouri-American's NOL calculation in this
pr oceedi ng?

A No. There would still be a very small NOL
resulting if you renobve the repairs deduction.

Q Wul d that snall anpbunt be associated with
accel erat ed depreci ati on deducti ons?

A Yes.

MR.  JOHNSON: I have no further questions.
Thank you.

JUDGE HATCHER: Questions fromthe bench?
Chai r man?

COVM SSI ONER HALL.: Morning -- oh, |I'msorry.
QUESTI ONS BY CHAI RMAN SI LVEY:

Q Just real quickly to touch on kind of ny
previ ous |line of questioning. If this is sonmething that

has not been explicitly included in the previous
Page
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applications and nay not have been included in the bl ack
box settlenent, do you believe that this | SRS

application is the appropriate nechanismto address this
or would it be better addressed in a general rate case?

A Well, | think in this | SRS application we were
trying to include all the increnental costs associ at ed
with the I SRS i nvestnent and the repairs deduction
results in a larger tax increase, or excuse ne, a tax
deduction that in our original application we were
trying to include. Yeah, |I'mnot sure what the best --

Q I guess ny question is why now and why not in
previ ous applications? Wat's the difference between
this I SRS application and why you haven't sought this in
previ ous appli cations?

A So we have included the repairs deduction in
previ ous applications, but the deferred tax asset offset
resulting fromthose was included in the npst recent
application. As far as why we have not included it in
prior applications, | would have to -- | think M. WIde
woul d probably be in a better position to answer that
question than | can.

CHAI RVAN SI LVEY: Okay. Thank you.
JUDGE HATCHER: Conm ssioner Hall ?
QUESTI ONS BY COWM SSI ONER HALL:

Q Good nor ni ng.
Page
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A Good nor ni ng.

Q Exhi bit 10, can you wal k through the changes
t hat you nade and why?

A Sur e. G ve ne just one nonent.

Q Ckay.

A So in Exhibit 10, and | think I would -- 1"11I
di scuss the changes that went from Schedule 1 of ny
testinony to Exhibit 10, if that's okay?

Q Yes, that's what |'m asking.

A So there really were only two changes t hat
were nade. The anobunt of investnent, everything is
depreci ati on expense, everything is all the sanme in both
cases.

In Exhibit 10, | had -- the two changes were,
one, | elimnated including any NOL fromthe
cal cul ati on
Q Ckay. Wiat line are you referring to?
A You would actually -- You would see it on --

If you | ook at page 2 of Exhibit 10.

Q Ckay. | nmean, the first number that is
different is on line 7, deferred taxes?
A Yes.

Q So if you could narch ne through Exhibit 10
and expl ain what you' ve done differently? Are you goi ng

back to -- Ckay. Al right. Continue.
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A

Exhibit 10 and the Schedule 1 to ny testinony, the two

changes you can see on line 14 | excluded the repairs

deducti on.

subst anti al . And then on line 55, | have excluded an

NCOL, and t

| ower anpbunt of deferred i ncone taxes.

o > O »>» O

A
schedul es.
Q
nunber aft
A
t hat St aff

have a nuch larger deferred tax liability or reduction

to rate base.

Q

gener at es

Ckay. So if you | ook at page 2 of both

So that is one change and t he nobst

hose two changes are what then results in the

So it goes from473,307 to a negative 185, 0317
Correct.

So that's |i ke 650, 0007

Approxi matel y, yes.

Ckay. Is that the only change?

That's the only di fference between the two

So why is your nunber different fromStaff's
er you nmake that change?
The only difference between our nunbers is

is including the repairs deduction so they

I thought the repairs deduction is what

t he NQOL.

A That contributes to the vast, vast majority of
the NOL or that causes the vast majority | should say.
Q So why is it that getting rid of that repairs
Page
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deducti on doesn't get you on the sane page as Staff?

A Because Staff's nunber is including the
repairs deduction and thus they have a | arge deferred
tax liability which reduces the rate base.

Q Can you turn to the direct testinony of
M. digschl aeger. Do you have that in front of you?

A. I do, yes. G ve nme just one nonent, sir.

Ckay.

Q On page 6 | want to know if you agree with
t his | anguage on 22 and 23 on page 6. Do you agree with
t hat ?

A Yes.

Q So how are -- So would you say that repairs
are directly associated with qualifying |I SRS pl ant ?

A | believe so, although |I would suggest M.

W de has a nuch deeper understanding of the repairs
deducti ons specifically and could probably give you a
nmore thorough description of that than | can.

Q Okay. And then turning to page 7, lines 23
and 24 and then on to page 8, line 1, this appears to ne
to be M. Aigschlaeger's attenpt to explain
M ssouri-Anerican's position. And | want to know if you
agree with his characterizati on of your position.

A I would say generally, although I think we

woul d di sagree that the reduction is theoretical, page
Page
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8, line 2. M. Wlde | think will be addressing that.

Q Ckay. Okay. And then final line of
questioning and it's related to, | believe, the issue
that Chair Silvey was getting at. Is there sonet hing
going on related to the recent tax cut and its effect on
ADI T accounting that has caused this controversy? [|I'm
trying to understand better why it is that this issue is
conmng to a head now.

A I don't know that the Tax Cuts and Jobs Act
has specifically driven this issue, but again | would
reconmend M. WIlde could answer that with nore depth.

COW SSI ONER HALL: Thank you.

JUDCGE HATCHER: Al'l right. Then we nove to
recross and | think that would go back to Public Counsel
first.

M5. SHEMAELL: Thank you.

RECROSS- EXAM NATI ON BY MS. SHEMWELL

Q M. LaGrand, when will M ssouri-Aneri can Water
or American Water file its 2018 tax return?

A. I nmean, | know sonetine in 2019, but | don't
know specifically. M. WIlde could easily answer that
qguesti on.

Q But you haven't filed anything for 201872

A Not to ny know edge.

Q So can you explain how the NOL coul d be
Page
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concrete as opposed to hypot hetical when you haven't

filed your 2018 tax returns?

A I would again direct that to M. WI de.
Q Because NOL is a tax return iten®
A. I nean, yes, it does appear on the tax return,
yes.
M5. SHEMWAELL: That's all | have. Thank you.

THE W TNESS: Ckay.
JUDGE HATCHER: M . Johnson?
MR, JOHNSON: Thank you, Judge.
RECRCSS- EXAM NATI ON BY MR, JOHNSON
Q M. LaGand, did M ssouri-Anerican include the
repairs deduction in its initial application in this
pr oceedi ng?
A Yes.
Q Did Staff's reconmendati on agree wi th that
i ncl usi on?
A Yes.
Q Did the Conpany respond to Staff's
recomrendati on?
A We di d.
Q Did the Conpany all ege that the inclusion of
t he repairs deduction was inproper at that tinme?
A No.

Q | believe just a short tinme ago | asked you
Page
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whet her it was your opinion if

deducti on was i nproper

including the repairs

and you characterized it as not

i nproper; is that correct?
A I don't recall exactly how | phrased it.
Q Cenerally is that correct?
A Yes.
Q If the inclusion is not inproper and the
Conmpany included it in its initial position, Staff

agreed with that inclusion,
reconmend renoving it?
A Well, we are presenting

alternative --

Q Thank you, M. LaG and.
settlenent offer?
A. I don't know t hat

Q Thank you.
-- well, excuse ne. I
you a question regarding if there
t hat

Tax Cuts and Jobs Act may be

Wul d you agree that the Tax Cuts
precl uded the use of bonus depreci
conpani es?

A. That

Q Whul d you agree that

bel i eve Conmm ssi oner

i s my under st andi ng,

why now woul d t he Conpany

Exhi bit 10 as an

Is that essentially a

I'd characterize it as that.

Whul d you agree that the tax cut

Hal | asked
was anything in the
causi ng the NOL i ssue.
and Jobs Act has

ation by utility

yes.

t he use of bonus

depreci ati on has been a large driver for utility
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conpanies to be in net operating | oss situations?
A That's nmy general under st andi ng.
Q Wul dn't you al so agree that the exclusion of
bonus depreci ati on woul d have the opposite effect?
A. Yeah, yes.
MR, JOHNSON: I have no further questions.
Thank you.
JUDCE HATCHER: And redirect, M. Cooper?
MR. COOPER: Briefly, Your Honor.
REDI RECT EXAM NATI ON BY MR COOPER:
Q And you may have taken care of this a few
m nut es ago. Early on Ms. Shemmel | asked you, |

bel i eve, whether Exhibit 10 was neant to repl ace

Schedul e BW.- 1. Does it replace that or does it provide

an alternative?
A I would say it provides an alternative.

Q | believe that Conmi ssioner Hall asked you

about, you know, why your alternative wasn't on the sane

page as Staff's nunber. Are those two nunbers cl ose,
your alternative and Staff's? Well, I'msorry. Are the
nunbers between the original proposal, including both

repairs deduction and the NOL, very close to your
alternative that reflects the renoval of both repairs
deducti on and the NOL?

A Yes. The revenue requirenent in the Exhibit
Page
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-- Attachnment 1 to ny direct testinony and Exhibit 10

are relatively cl ose.

Q Ms. Shemael | asked you whet her, agai n, whet her

the NOL was a tax return

A. | do.

item Do you renenber that?

Q Is it your understanding that an NOL was al so

reflected in M ssouri-Anerican's base rate or rate base

calculation in its |last general rate case?

A. Yes.

MR. COOPER: That's all the questions | have.

JUDGE HATCHER:

time is just after 10: 15.

Thank you. And | notice the

Again, | would reference the

note in filings that M. Wl de is expected to be here

after 10: 30. Do we have

any updates on that or any

requests to go to other w tnesses? Wy don't we go off

the record for a few m nutes.

MR. COOPER: That woul d be great.

JUDGE HATCHER:

Let's go off the record.

(O f the record.)

JUDGE HATCHER:

t he record. M . Cooper,

All right. Let's go back on

call your next w tness.

MR. COOPER: Thank you, Your Honor.

M ssouri -Anerican would call M. John Wlde to the

st and.

JUDGE HATCHER:

M. WIde, please raise your
Page
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ri ght hand.
(Wtness sworn.)
JUDGE HATCHER: Thank you. Pl ease be seat ed.

JOHN W LDE, being sworn, testified as foll ows:
DI RECT EXAM NATI ON BY MR COOPER:

Q Pl ease state your nane.

A. John R W/ de.

Q And by whom are you enpl oyed and i n what
capacity?

A Aneri can- Wat er Servi ce Conpany as Assi st ant
Vi ce President of Tax.

Q Have you caused to be prepared for the
pur poses of this proceeding certain direct testinony in
qguesti on and answer fornf?

A. Yes, | have.

Q Is it your understanding that the testinony
has been nmarked as Exhibit 2 for identification?

A Yes, it is.

Q Do you have any changes that you would like to
make to that testinony at this tinme?

A. No, | do not.

Q If | asked you the questions which are
contained in Exhibit 2 today, would your answers be the
same?

A Yes, they woul d.
Page
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Q Are those answers true and correct to the best
of your information, know edge and belief?
A Yes, they are.
MR. COOPER: Your Honor, | would at this tine
offer Exhibit 2 into evidence.
JUDCE HATCHER: Any obj ections?
M5. SHEMAELL: No.
MR, JOHNSON: No.
JUDGE HATCHER: So admitted. GCo ahead.
(MAWC S EXH BIT 2 WAS RECEI VED | NTO EVI DENCE
AND MADE A PART OF THI S RECORD.)
BY MR COOPER
Q M. WIde, have you had a chance to reviewthe
direct testinony of both the Staff and the OPC in this
case?
A Yes, | have.
Q | believe that Staff's prinmary objection to
MAWC s claimthat a net operating |loss or a deferred tax
asset should be reflected is that that NCL is

hypot heti cal and not directly attributable to the | SRS

pl ant at issue. Do you agree with that all egation?
A. | do not.
Q Way not ?
A The NOLC that Anerican-Water is carrying --
Q Why don't we start with --
Page
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A -- and M ssouri-Anerican Water and Aneri can
Water is carrying is real. It's stated on the tax
return, each of the previous years all the way back
bef ore 2008. It won't be fully utilized based on
estinmates today until 2019, 2020. If you | ook at the
2018 tax return, line 30 of that return wll be zero.
If you take the I SRS into account, line 29 of that tax
return will be higher than it would be w thout. Li ne
29A net operating loss will decrease proportionately.
So therefore, there is an adjustnent to the NOL that
occurs on the tax return as a result of these
expendi t ur es.

Q Let me ask you a few questions for
clarification. You referred early on to NOLC That
stands for?

A Net operating | oss carryover.

Q And then you referred to line 30 fromthe
federal tax return. Wat is |ine 307

A. Taxabl e i ncone, federal taxable incone.

Q And | believe you also nmentioned |ine 29A
Maybe you didn't.

A. Tot al deducti ons.

Q Now, it's also alleged, and | think
particularly in Staff Wtness Ferguson's direct

testi nobny she states that the existence of a
Page
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hypot heti cal net operating loss will always result from

essentially the Conpany's cal cul ati on whet her the

utility is actually recording an NOL anpbunt on its books
or not. Do you agree with that assertion?
A No. You have to be in an NOLC position of an

amount greater than the | SRS deductions in order for
that to occur on a with and w thout basis as required by
t he | RS.

Q It's also alleged that MAWC i s not generating
or booki ng any actual NOL, net operating |oss, during
this | SRS peri od. Do you agree with that?

A. No. As | described, we're -- that nunber is
in flux as to what it will be, the balance will be at
the end of the year, dependi ng on what our expenditures
are, dependi ng on what our incone is during the given
year. So that NOLC will change. Now, on a vi ntaged
basis it's a vintaged cal culation, but it still just
evol ves over tinme. It's just on a first-in, first-out
basis that you kind of use it.

Q But you believe that it's associated with the
pl ant that's been put in service between January 1 of
this year and Septenber 30 of this year?

A. | believe when you look at it incrementally as
you shoul d, and you | ook at whet her you nake a choice as

to whether you invest in ISRS or infrastructure or not,
Page
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yes, it is associated with this particul ar property.

Q There's been di scussion of normalization rul es
and applicability to a general rate case versus a
si ngl e-i ssue proceedi ng that mnmight inpact only a
surcharge such as the | SRS. I n your opinion, do the
normal i zation rules apply to a single-issue proceedi ng
i npacting only a surcharge such as this | SRS case?

A I think prior to, | can't renmenber the year
t hat FERC nade the | TC request, but there was a thought
that the nornalization rules didn't have to be applied
in the context of a fornula rate nechani sm but that was
kind of ruled out in the rulings related to the ITC
wher e bonus was consi dered as whether it was required, a
utility was required to take bonus or not in a fornula
rate proceeding. And it was ruled -- | think that was
like two or three years ago where that was rul ed that
formul a rate nechanisns are treated just like a rate
case as a separate distinct rate proceedi ng.

Q You say fornmula, but you would al so apply that
to sort of a single-issue proceedi ng such as the | SRS?

A. VWhere it's a cost of service nechani sm yes.

MR, COOPER: That's all the questions | have
at this tinme.
JUDGE HATCHER: Thank you. W'IlIl go ahead and

go with cross-exam nation, Ofice of Public Counsel?
Page
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M5, SHEMAELL: Thank you.
CROSS- EXAM NATI ON BY MsS. SHEMAELL:

Q M. Wlde, |I'mLera Shemnel | . | represent the
Publ i ¢ Counsel and the public. Good nor ni ng.

A Ni ce to neet you.

Q We heard from M. LaGrand that MAWC has only
i ncl uded net operating loss in the 2017 | SRS. I s that
your under st andi ng?

A | believe so.

Q If I say to you that |I've | ooked through all
of the past | SRS to about 2000 and didn't see that in
t here, would that neke sense to you?

A I wasn't with the Conpany prior to 2016. So
I'd have to go back and | ook at the exact facts, but I
al so understand that not only M ssouri-Anmerican Water
but other conpanies in the state of M ssouri in their
| SRS cal cul ation do not do repairs. So if you don't
have repairs in that calcul ation, there could be

situati ons where you don't need to account for the DTA

as wel | .

Q DTA?

A Deferred tax asset. I'"msorry. So that NOCL
DTA.

Q So you don't have any past Conmi ssion order in
an | SRS case affirmatively including a NCL -- or an NOL?

Page
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A No.
Q Thank you. I f the Conpany has a viol ation of
the IRS normalization rules, whose responsibility is it

to report that violation?

A It would be the Conpany's.
Q Have you nade any such reports to the |IRS?
A No. There's al so an i nadvertent error

excepti on. So you woul dn't necessarily --

Q l"m sorry. I don't know what that neans.
Let's just nove, on if that's all right with you. This
is not a formula rate proceedi ng, correct?

A It's a formula cal cul ati on of an addi ti onal
i ncrenental rate nechani sm or surcharge. So woul d
di sti ngui sh the two? No.

Q You're saying that this is a fornmula rate
pr oceedi ng?

A Wth respect to a single-issue item So you
have a rate base component and you have a cost of
servi ce conmponent or revenue requirenent conponent. So
it's not really distinguishable.

Q Let's back up a little bit. The FERC fornmul a
rate considers all revenues and expenses. The FERC
formula transm ssion rate considers all of those things?

A Yes, and that's why | classified it just

slightly different as a single-issue item
Page

TI GER COURT REPORTI NG LLC
WAV TI GERCR. COM  573. 999. 2662

51



© 00 N o 0o b~ wWw N P

PR R R
w N Rk O

14
15
16
17
18
19
20
21
22
23
24
25

WO-2018-0373 Vol 1

Q This is a single-issue itemas you said, and
are you aware of any cases in Mssouri that have nade
the distinction of this being a single i ssue as opposed
to a full cost of service rate case?

A In Mssouri with respect to the M ssouri
Comm ssi on?

Q O the Court rulings?

A The IRS in -- not with respect to Mssouri --
Q No, I'mtal ki ng about M ssouri courts.

A " m not aware of one.

Q When is your 2018 tax return fil ed?

A It will be in '"19.

Q Carryover neans you're bringing forward from

year to year?

A Correct.

Q An NOL is not attached to any certain
infrastructure, any particul ar asset?

A You're correct with that.

Q Your NOL |l evel is going to change. So it's

not certain what that anount will be today?
A It's not certain.
Q Is it your position that the Conpany needs an

incentive to invest in | SRS-eligible infrastructure?

A I would say it's always a factor of how nuch
you i nvest or when you i nvest. I"msure reliability and
Page

TI GER COURT REPORTI NG LLC
WAV TI GERCR. COM  573. 999. 2662

52



© 00 N o 0o b~ wWw N P

PR R R
w N Rk O

14
15
16
17
18
19
20
21
22
23
24
25

WO-2018-0373 Vol 1

quality of the water and wastewater service is a
pri nci pal factor.
Q You're saying quality of the water is a
princi pal factor of whether or not you invest in |SRS?
A. VWhet her we invest in our system |ISRS itself
at ny understanding of it is an incentive nechanismto
carry those i nvestnents outside of the rate case and

simplify the ratemaki ng process.

Q You believe that it -- let's see. W have
est abl i shed, haven't we, that this is not a full rate
case?

A This is not a full rate case.

Q It's a single-issue rate case. Those were

your words?

A Si ngl e-i ssue rate nechani sm

Q You nention on page 6 the intent -- |I'msorry.
Li ne 3, 4, 5. Are you there, sir?

A Page 6, yes, | am Li nes what ?

Q 3, 4, 5. It says the intent of Congress in
creating the nornmalization rules, is to provide the
utility an interest-free source of funds to invest in
utility property. Wat's your citation for that, the

i ntent of Congress?

A Actually in sone preceding words to the TCIA
t hat was nentioned but it's also in -- there's the
Page
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Bl uebook, Congressi onal Bl uebook that woul d di scuss that
from 1986.

Q The TCIA? Tell the court reporter what that
neans, pl ease.

A Tax Cuts and Jobs Act of 2017. | apol ogi ze
for the acronym

Q It just hel ps everybody to have an i dea.

A I gotcha. That's a pretty well known
stipulation as to why the tax normalization rules are
put in place.

Q Sir, no question pending. Thank you. I"'m on
page 8, line 10, 11 and 12. And you say as part of a
normal i zed net hod of accounting, and consistent with tax
normal i zati on rules, the cunul ati ve bal ance of
plant-rel ated deferred taxes is treated as a zero
interest |loan fromthe governnent, but the gover nment
doesn't give you the noney that goes into that zero
interest loan, it's the custoners, right?

A No. The custoners pay the tax on their
operating cost or operating revenues to provide an
adequate return and the Conpany i nvests npbney. So the
shar ehol ders i nvest noney. The deductions are on the

shar ehol ders' noney.

Q " msorry. I was tal ki ng about the
governnent. |'m not sure where sharehol ders cane into
Page
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this.

A Because you get an incentive, you reduce your
tax burden that woul d ot herw se exi st. Custoners don't
pay a different tax. You don't get a loan froma
customer. That's pretty well -- I"'mnot really --
That's not sonething | cane up with. That's pretty nuch
outlined in --

Q But the governnent doesn't put in any noney
into this. That's all taxpayer funds that they have
paid for incone taxes and then those noneys paid are

def erred under accunul ated deferred i ncone tax?

A Again, what -- it's a tax incentive that you
get fromthe governnent. Not-- it doesn't cone froma
cust oner. I don't pay the custoner back interest.

don't pay the governnent interest.

Q But they just recogni ze that. The gover nnent
recogni zes that. There's no taxpayer noney. It's not
actually fromthe governnent. It is the noney going in
there is fromyour ratepayers. It's not fromthe
Conpany, right? 1t's not Conpany noney. It cones from
rat epayers who have paid the taxes?

A W' re using custoner noney from other incone
fromtheir normal operations and we're taking a tax
incentive fromthe governnent that we'll have to return

in the future, and so the incentive itself is fromthe
Page
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governnent, not fromthe custoner.

Q The incentive is the governnent permtting you
to do that with your custoners' noney.

A I guess we're going to have to di sagree on
t hat . I don't know how el se to answer it. | under st and
that the custoner is paying a cost of service for the

t axes, but the cost of service on the taxes that they're

paying is not related to this property. It's related to
Q It's not related to the | SRS property?
A If you would take away | SRS, they woul d have

t he sane tax burden and actually they would actually pay
the tax in today.

Q Yes. Ckay. But on page 15 you say that zero
interest loan is actually received fromthe governnent,
but that npney is received from custoners?

A Again, I'mkind of citing typical tax wording.

You can find that in private letter rulings. You can

find that --
Q Can you cite ne to a private letter ruling?
A. W submtted sone into the record. I'd have

to go back and Il ook and find it exactly. Typically tax

fol ks cast an interest-free | oan fromthe governnent,

not an interest-free | oan fromthe custoner. If you
give ne time, I'lIl find it, 1'lIl find the citation.
Page
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Q Can we agree that custoners have put the noney

A Custoners paid their taxes on their
oper ati ons.

Q kay. On page 9, you indicate that a finding
by the I RS during an audit that the Conpany viol ated the
tax normalization rules or the consent decree could
cause the loss of significant tax benefits. However, we
have agreed earlier that for that to i ncur the Conpany
woul d have to report that tax nornalization violation to
the IRS itself?

A It would have to believe a nornalization
vi ol ati on occurred.

Q The Conpany?

A The Conpany. | believe al so the Comm ssi on
could al so self report.

Q But the Comm ssion doesn't have any tax

normal i zation violation to self report.

A Yes. That's why it typically cones fromthe
t axpayer. | believe I've known that there's at | east
one case, and | don't know which one it is, |'d have to

go back and | ook where the Commi ssion actually reported.
M5. SHEMWELL: That's all | have. Thank you.
JUDGE HATCHER: Thank you. M . Johnson?

MR, JOHNSON: Thank you, Judge.
Page
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CROSS- EXAM NATI ON BY MR JOHNSON:

Q Good norning, M. WIde. "' m Mark Johnson. I
represent the Staff of the Conmm ssion.

A Ckay.

Q On page 12 to 13 of your direct testinony you
calculate that the increnental |SRS-eligible investnents
are estimated to generate a taxable | oss of $36.9
mllion. Were can | find this $36.9 nmillion recorded
on M ssouri-Anerican's books during this |I SRS period?

A. It would be net within the deductions and it
woul d be i ncrenental. If you took a with and wi t hout
view of the tax return --

Q Thank you, M. WIlde. Were can | find this
deducti on?

A You really won't find any NOLC as a separate
itemor deferred tax on a separate --

Q Thank you, M. WI de. Has M ssouri - Aneri can
made non | SRS-eligible plant additions in 20187

A. I don't know t hat. You'd have to ask Bri an,
M. LaG and.

Q Wel |, assuning that M ssouri-Aneri can has nade
non | SRS-eligible plant additions, would
M ssouri - Ameri can generate additional anounts of NOLC in
2018 on those non | SRS additi ons?

A Yes.
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Q Wul d you be able to cal cul ate the anpunt of
the additional NOLC attributable to those non | SRS
addi ti ons?

A If you were in the context of a rate
mechani sm yes, you would be able to separate that out.

Q Where could | find these non I SRS pl ant
additions if they have occurred on the books and records
of M ssouri-Anerican?

A They woul d be part of the difference between
t he begi nni ng and endi ng bal ance net of any Kkind of
retirements or transfers or adjustnents in the plant and
service |line.

Q Whul d they be separated out from | SRS-eligible
pl ant additions or the NOLC related to | SRS-eligible
pl ant additions?

A I"'mnot fanmiliar with the book accounti ng
whet her there's an indicator within the systemthat
accounts for it separately. Sonetines there is.

Soneti nes there's not.

Q Thank you, M. WIlde. On page 13 of your
direct testinony you indicate that the Conpany was
carrying an NOLC bal ance of $148 nillion as of Decenber
31, 2017 and based on your projections as of Decenber
31, 2018 that bal ance woul d be reduced by $92.1 mllion

-- or 2, 91 point -- excuse ne.
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You i ndi cate that the bal ance woul d be reduced
to $92.1 mllion as of Decenber 31, 2018; is that
correct?

A Yes.
Q So if the Conmpany did not have a net operating
l oss carry-forward fromprior test years, does this

indicate that M ssouri-Anmeri can woul d have t axabl e

i ncone?
A Yes.
Q The fact that but for those net operating | oss

carry-forward anopunts your estimate is that the Conpany
woul d have taxabl e i ncome. Doesn't that not refl ect
that all of the Conpany's net accel erated depreciation
benefits associated with new | SRS pl ant woul d not need
or would not generate a new offsetting net operating

| 0ss?

A Qur position is that the 92 point --

Q Thank you, M. WI de. I am asking you if but
for prior net operating | oss anobunts the Conpany is
estimated to have positive taxable i nconme, does that not
indicate that | SRS plant additions are not -- do not

need to record a new offsetti ng NOL anpunt ?

A. No, it does not nean that.
Q At this tine does M ssouri-Anerican expect
that Anerican Water will be able to reflect all of the
Page
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avai l abl e accel erated depreci ati on tax deducti ons
associ ated with the 2018 | SRS pl ant additi ons on

Anerican Water's 2018 tax returns?

A. No, not on a with and w t hout basis.

Q How about in actuality?

A On a first-in, first-out basis, yes.

Q Is it accurate to state that M ssouri-Aneri can

expects to be able to book as deferred i ncone tax
expense all of its benefits from accel erat ed
depreciation in 2018 wi t hout booking any offset from
addi ti onal generation of an NOL?

A Can you ask that question again?

Q Certainly. Wuld it be accurate to state that
M ssouri - Aneri can expects to be able to book as a
deferred i ncone tax expense all of its benefits from
accel erated depreciation in 2018 w t hout booki ng any
of fset from additi onal generati on of net operating

| osses in 20187

A Not on a with and w thout basis.

Q How about in an actual basis?

A. Yes, overall it would --

Q Thank you, M. WI de. Is the repairs

al | onance deduction generally considered a protected tax
timng difference per the I RS Code?

A. Not per the code.
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Q In the context of the Tax Cuts and Jobs Act,
can this Conm ssion order any of M ssouri-Anerican's
excess ADI T associated with the repair all owance
deductions to be fl owed back to custoners over a period
set at the Conm ssion's discretion?

A Can you state the question in full again?

Q Certainly. In the context of the Tax Cuts and
Jobs Act, can this Conmm ssion order any of
M ssouri - Arerican's excess ADI T associated with the
repair all owance deductions to be flowed back to
custoners over a period set at the Conm ssion's
di screti on?

A I want to nake sure | understand your
qguesti on. I apol ogi ze for asking you to state it again.
Pl ease, it's a long question. Could you say it again?

Q Certainly. "Il try to reword it.

Consi dering that the repairs all owance deduction is not
general ly consi dered protected, does the Commi ssion have
the ability to order excess ADI T associated with that
deduction to be fl owed back to custoners over any

peri od?

A So the first the Conmm ssion -- the tax code
doesn't bar the Commi ssion from acting out of concert
with the tax normalization rul es.

Q Wul d you consi der that answer to be yes?
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A In the context of just sinply the tax TCIA,
yes.
MR. JOHNSON: That's all the questions | have.
Thank you, M. W|I de.
JUDGE HATCHER: Conm ssioner Hall ?
QUESTI ONS BY COWM SSI ONER HALL:
Q Good norning. Are you famliar with Exhibit

10 that was introduced during M. LaG and's testinony?

A I wasn't here. So I wouldn't have it in front
of ne.

Q Are you famliar with this docunent?

A I"mfamliar with versions of it. I" m not
certain of what version -- | nean, is this the as-filed

version or is this an updated version?

Q Well, if you re not famliar with the
docunent, then I'mnot sure it's of any value for ne to
ask questions about it.

A You can try. I mean, I'mfamliar with how
it's laid out and what it does. | just -- The nunbers
could be different fromwhat is in ny testinony and then
| would be --

Q It's nmy understandi ng that what this docunent
is is a nodification of the Conpany's prior position on
t he proper | SRS anpbunt by backi ng out net operating

| osses and the repairs deduction, and ny question is,
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and if you can answer it, great; if you can't, it is
what it is, but I'mtrying to understand how this bottom
line nunber differs from Staff's position and why.

A. I think | believe, as explained to ne, the
reason why they wanted to show it this way i s because
other M ssouri utilities have filed without the repair
deduction in it and this just takes the repair deduction
out which then elimnates at | east nostly the net
operating loss DTA that's required then to be put into
t he cal cul ati on. It just basically gets you back to the
sanme answer as soneone who actually didn't put it in in
the first place woul d be. It also gets you back to
where M ssouri-Anerican m ght have been wi th past
filings not including it.

Q Do you have an understanding as to how this
nunber differs from Staff's position in this case and
why ?

A. Yes. This position would take out both the
DTL fromthe repairs deducti on and woul d take out the
NOL DTA. Staff only wants to take out the DTA and not
the DTL. Therefore, they're inputing an interest-free
l oan fromthe governnent or from custonmers that doesn't

-- hasn't happened yet because of the NOLC

Q | nput i ng. Explain that to ne.
A. They believe that the fact that when you
Page
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spend, make the increnental spend, | believe -- |
shoul dn't say. I can't speak for what exactly. It
appears what they believe is that the increnental spend
doesn't create any new NOL, therefore it shouldn't cause
a carryover to DTL. But what really occurs by neking a
decision to increnentally spend in | SRS, you actually
del ay the use of the NOL that woul d have been used by
nor mal operati ons. So therefore the net, when I talk
about the with and without test and the bal ance of the
interest-free | oan remai ns unchanged i n our thinking.
Staff would say that there's an interest-free | oan
that's occurring that's not really occurring.

Q Ckay. So | think what you're getting at is --
Do you have the direct testinony of M. digschlaeger in
front of you?
No, | do not.
Have you read this testinony before?
Yes.

Coul d you turn to page 7.

> O >» O >

' mthere.

Q Li nes 23, 24 and then on to line 1 of page 8.
Is this -- This is M. digschlaeger's characteri zation
of your position and | think it's the position that you
just reiterated a nonent ago. I want to nake sure that

I mtracking.
Page

TI GER COURT REPORTI NG LLC
WAV TI GERCR. COM  573. 999. 2662

65



© 00 N o 0o b~ wWw N P

PR R R
w N Rk O

14
15
16
17
18
19
20
21
22
23
24
25

WO-2018-0373 Vol 1

A Yes, | think he captured ny position.

Q So would you say that this is the issue, has
nothing to do with the repairs deduction. The
di fference between Staff and OPC and the Conpany is
whet her or not the expenditure for |SRS-eligible plant
wi t hout inmediately putting those costs into rates has
an i nmpact on the taxable incone and that is what is
reflected in | SRS or should be reflected in ISRS? |'m
sure | mangl ed that description.

A I would state it a little differently. I
woul d say that our position is that the interest-free
| oan that should be in rate base should be the net of
all DTLs and DTAs.

Q DTEs, DTLs?

A Sorry about that. Deferred tax assets and
deferred tax liabilities. Deferred taxes represent an
interest-free loan. GCkay. That's a zero cost of
capital available to shareholders to invest in property.
If they don't have that zero cost of capital, they're
goi ng out and borrowi ng or they're going out and getting
equity. So if you put a DIL in or deferred tax
liability in for the actual deducti on when you're
actually having then on an increnental basis | ooking at
what happened in your regular rate case, on an

i ncrenental basis doing that spend you just del ayed
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getting that noney fromthe governnent or getting that
benefit in reduced taxes. You can only reduce your
taxes to zero. Once you're to zero, you can't do
anyt hi ng nore. If you haven't perfected that | oan.
That's what the normalization rules are about. They say
if you have not perfected that | oan, you can't give the
benefit of that loan to the custoners, otherw se you're

in violation of the normalization rules or you're not

follow ng the normalized nethod of accounti ng. | don't
know i f | hel ped you or not.
Q I think we're getting there. Does the repairs

deduction play a role in the | SRS cal cul ati on ot her than
its connection to net operating | osses?

A Say that again.

Q 11 try. Does the repairs deduction play a
role in the I SRS cal cul ation other than its relation to
net operating | osses?

A. In any kind of increnental spend formula or
cal cul ati on where you're trying to neasure the cost to
the custoners of adding that, a repair deduction for tax
pur poses woul d generally generate a DIL, a deferred tax
liability, therefore it would generally if you had
t axabl e i ncone to natch it agai nst would create a
bal ance of interest-free | oans. Wen that bal ance of

that DTL is offset by a DITA in the deferred tax
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cal culation for that | SRS, then the interest-free | oan
doesn't perfect and therefore you' re basically not
getting the benefit of those deductions until you have
taxabl e i ncone to use them agai nst. You can only --
agai n, you can only take your taxable incone to zero.
They're not going to give you nore noney back than what
you woul d ot herw se pay.

COW SSI ONER HALL: Ckay. Thank you.

JUDGE HATCHER: All right. Let's go to
recross and we'll start with Ofice of Public Counsel?

M5. SHEMAELL: W have no recross. Thank you.

JUDGE HATCHER: And M. Johnson?

MR, JOHNSON: Thank you, Judge.
RECRCSS- EXAM NATI ON BY MR, JOHNSON

Q M. WIde, Comm ssioner Hall asked you a

series of questions regarding normalization. W
di scussed earlier that but for NOLs fromprior tax years
t he Conpany would estinmate that it would have taxabl e
incone for 2018; is that correct? |Is that what we

di scussed earlier?

A It's taxable incone -- That's not really what
you asked. It would have -- but for those NOLCs, you're
correct.

Q Thank you, M. WI de. Can a conpany utilize

an NOLC prior to exhausting all of the deductions for
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the current tax year?
A No.
MR, JOHNSON: Thank you, M. WI de. | have no
further questions.
JUDGE HATCHER: M. Cooper, redirect?
MR. COOPER: Thank you, Your Honor.
REDI RECT EXAM NATI ON BY MR COOPER:
Q M. WIlde, you still have your testinony in

front of you?

A | do.

Q Could you turn to page 12.

A " mthere.

Q | believe that M. Johnson -- well, let ne

back up. M. Johnson had asked you the origin of sone
of your nunbers there, maybe the 36.9 mllion and then
you got cut off before you were able to explain the
origin of that nunber. Wuld you do so now or where
t hat nunber cones fronf

A Sur e. Part of this Appendix C that the
Conmi ssi oner gave ne with our original filings, so it's
a tax calc, that's within that particul ar schedul e.

Q But what -- So let nme point you to line 18 and
line 19 of page 12. It tal ks about the increnental
| SRS-eligible investnments are estinmated to generate a

taxable loss of 36.9 nmillion during the neasurenent
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period for this case. Were does that 36.9 mllion cone
fron? How is that cal cul ated?

A Sur e. It's calculated in the sane manner t hat
we woul d cal cul ate an estimate of what our tax return
deducti ons woul d be. So we'll look at, for exanple, for
tax repairs we used a 10-year average of what our
repairs cane fromfromthat particular kind of spend and
cal cul ated the deduction that way for tax -- Then we
cal cul ated tax depreciati on based on what those rates
are for the eligible property. And so it's really an
estimate of the tax deductions that would occur plus any
other like, for exanple, | believe there's interest
expense in that cal cul ation and there's book
depreci ati on deductions that offset that to cone to that

$36 nmillion.

Q VWhen you referred to a 10-year average on the
repairs, | assune that's an average of all plant, al
investnment; it's not specific to ISRS, is it?

A No. We haven't separated out to | SRS. It's

| SRS |i ke property. So it's the sanme types of property.
So it would be |Iike mains and distribution and
transm ssion kKinds of mains that are typically billed
under | SRS.

Q You define, though, the repairs qualifications

in your testinobny, correct?
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A Yes.

Q Ckay. On page 13 of your testinony, it was
poi nted out that there's a reduction, | think it's |line
7 to line 10 there M. Johnson pointed out the reduction
of the NOLC bal ance fromthe end of 2017 to the end of
2018. Do you renenber that?

A Yes.

Q And | think he asked you if that neant that no
NCOL was required and you said no but didn't explain.
Wul d you expl ain that now?

A I think line 12 -- actually 11 through 14 ki nd
of explained that. Said wi thout including the |ISRS
i nvestnents, the Conpany and the Consoli dated group
woul d have been able to utilize nore NOL and woul d have
a projected NOLC for 2018 of 36.9 mllion |less or, 55
mllion and 651 mllion respectively. Essentially the
NOLC that was | want to call it delayed or recreated as
a result of engaging in these | SRS expenditures caused
addi ti onal NOL that wouldn't have been there had you not
made t hese deductions. So increnentally they did drive
NOL.

Q El sewhere there's an esti mate of when the
Conpany will no | onger be in an NOLC position. | think
that's by the end of 2020; is that correct?

A. Yes. It will likely be at a situation where
Page
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its NOL will be I ess than the | SRS deductions that are
bei ng creat ed. So it will in part generate | ess of an
NCL DTA starting in '19 and probably no NOL DTA by the
end of 2020.

Q But for the I SRS i nvestnent, would you expect
t he Conpany to be out of the NOLC position earlier
per haps than 20207

A Yes, absol utely.

Q You were asked sone questions by M. Johnson
where | believe your answer referred to a with or
wi t hout basis and then he specified an actual basis.
Let's start with this. Wat's significant about the
with or without basis? Wat are you referring to when
you tal k about that?

A The with and wi thout basis is a neans that
t axpayers have generally used to ask the IRS for
normali zation rules, and the I RS has cone back that --
The regul ations don't spell out a specific nethod. So
you actually have to go to the RS to find out whether
your nethod is acceptable or not. The with or w thout
met hod or the | ast deduction taken nethod conbi ned wth
that with and without is the nethod that taxpayers
normal |l y have used and the I RS has said yes, because we
know doing any -- | think the words are paraphrased, if

you did anything el se you'd have a normali zation
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vi ol ati on.
MR. COOPER: That's all the questions | have,
Your Honor. Thank you.
JUDGE HATCHER: All right. Then | believe the
next witness is Ofice of Public Counsel's.
M5. SHEMWELL: Public Counsel calls M. John
Riley to the stand.
JUDCE HATCHER: M. Riley, please raise your
ri ght hand.
(Wtness sworn.)
JUDGE HATCHER: Pl ease be seat ed.
JOHN RI LEY, being sworn, testified as foll ows:
DI RECT EXAM NATI ON BY M. SHEMAELL:
Q M. R ley, would you state your nanme?
A John S. Riley, Ri-l-e-y.
Q M. Rley, where do you work and what do you
do there?
A. I work for the Ofice of Public Counsel. |I'm
a Public Utility Accountant 111,
Q Have you prepared testinony in this case that

has been marked as Exhi bit No. 672

A Yes, ma' am
Q Do you have any corrections or additions?
A. No, | do not.
Q Is your testinony true and correct, to the
Page
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best of your know edge and belief?

A Yes, ma' am

Q I have a few rebuttal questions for M. Riley.
M. R ley, to begin, do you have any general comments
about M. WIlde's testinony?

A M. WIde generally tal ks about how not
i ncluding net operating loss is going to cause a
normal i zati on penalty with the Internal Revenue Service,
and | think the logic is flawed because normalizati on
actually is the difference between accel erated
depreci ation and straight-1line depreciation in
regul atory revenues. So what you have is the deferred
tax which represents the difference between those two.
So the flow of that back happens over the |ife of the
asset that you' ve assigned it to. So a net operating
loss isn't sonething you really need to consi der when
you' re tal king about nornalization violations.

Q Do you have M. Wl de's testinobny in front of
you?

A Yes, ma' am

Q I need ny copy. Pardon ne just a nonent.
Does M. WIlde claimthere's a benefit to custoners for

not naking use of a net operating | oss?

A M. WIlde makes that claimon page 6, line 5
through 9, to the extent that the utility does not
Page
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receive this interest-free source of funds because
taki ng the accel erated depreci ati on deducti on causes a
taxabl e |l oss, that taxable | oss needs to be included in
t he nunbers so that the custoners are not benefiting
before the utility conpany receives the benefits. He's
cl ai m ng sonehow not being able to use a net operating
| oss sonehow benefits the custoner, which |I disagree

wi th because the incone tax expense built into rates is
essentially constant. So the ratepayer is putting noney
i n whereas the Conpany is not paying any tax. Even

t hough they don't get to use a net operating |oss, they
aren't paying tax, but they are getting taxed through
rat es. To say that the ratepayer is benefiting is |

t hi nk fal se.

Q I's the Conpany harned?
A No, not in any way.
Q M. WIlde nentions the with and w t hout nethod

on page 7. Do you agree with his analysis of the with
and w t hout net hod?

A. What M. W de says there is a new or
addi ti onal net operating | oss generated with accel erat ed
depreci ation, then the NOL generated is clearly rel ated
to accel erated depreciati on and needs to be incl uded.
However, if you |l ook at sone of their records, the

accel erated depreciation on its own does not create a
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net operating | oss.

Q Do you have an exanpl e of sonme of those
records?

A. Yes, | do.

Q I think we need to get an exhibit marked.

It's been premarked as Exhi bit No. 8.
JUDGE HATCHER: Bef ore we do that, have you
i ntroduced the direct testinony?
M5. SHEMAELL: I have not. I was going to do
that at the end of rebuttal.
JUDGE HATCHER: Then we're on to No. 8.
MS. SHEMAELL: Yes, we are. Thank you.
BY M5, SHEMAELL:
Q So how does Exhi bit 8 support the comments
t hat you were maki ng?
A Exhibit 8 is a filing from M ssouri-Aneri can
Water with its annual report to the Comm ssion.
Q Let nme stop you there for just a mnute. This
is a copy of the annual report to the Commi ssion?
A Page fromthe annual report, yes, m' am
Q You have added the highlighting?
A. Yes, | have.
Q Thank you.
A. Several lines on here. So it's a little hard

to keep track of. This is page F-29 Attachnent A from
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M ssouri - Areri can Water Conpany basi cally breaki ng down
the financial income of the Conpany and then al so
showi ng all of the deductions that it is allowed to take
t hrough I nternal Revenue rul es and regul ati ons and t hen
comes up with a taxable i ncone down towards the bottom
Now, the point I"'mtrying to nake is that

there's -- in this particular file, the financi al
taxabl e incone is $75 million. However, when you add
all of the tenporary differences in the mddle, you cone
up with a taxable incone of negative 15,971, 209. So t he
point I want to make is that we had $75 mllion. |If you
go down to the highlighted depreciation and
anorti zati on, which would be your accel erated
depreciation on line 26, that's only $26 nmillion,
26, 615, 215. So to actually say that your accel erated
depreciation is causing your loss, well, it's a portion
of it, but it in itself does not cause the | oss.

Q Anyt hi ng el se on that?

A Excuse nme?

Q Anyt hi ng el se you want to add on that? W
were tal king about the with and wi t hout argunent.

A I"msorry. To say the with or w thout and
saying that the depreciation is ny point is the
accel erated depreci ation that he tal ks about in his

testinony is not necessarily the driving force of net
Page
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operating | oss.

Q Thank you. M. WIde has pointed out on page
4 and on page 11 that recognition of accunul ated
deferred i ncone taxes typically referred to as ADI T or
ADI T requires recognition of both the deferred i ncone
tax liabilities and the deferred i ncone tax assets. Do
you agree with that?

A Well, those terns are kind of | oosely defined.
However, in a strict regulatory accounting fornmat, you
don't really have a deferred tax asset because the
Uni form System of Accounts does not have an asset title
deferred tax asset. So to say that you have to conbi ne
these two is a little bit of a stretch because | contend
that a net operating loss is a tax item and not a
regul atory item

Q Whul d a copy of Exhibit 9 assist in your

expl anati on, what's been narked as Exhibit 97

A Yes, ma' am
MS. SHEMAELL: I'd like to introduce Exhibit
9.
JUDGE HATCHER: Ms. Shemmel |, | just want to

nmake sure for ny notes, did you offer into the record
Exhi bit 8?2
MS. SHEMAELL: lI'd like to do that, and | w |

get to Exhibit 7.
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JUDGE HATCHER: Not a problem On Exhi bit 8,
bef ore we nove on, are there any objections to the
adm ssion of Exhibit 8 onto the record? Hearing none,
it is so admtted.
(OPC EXH BIT 9 WAS RECEI VED | NTO EVI DENCE AND
MADE A PART OF THI S RECORD.)
JUDGE HATCHER: And Exhibit 9, Ms. Shemnel I,
if you woul d pl ease descri be that for us.
M5, SHEMAWELL: W' re calling it the
accunul ated deferred tax exhibit.
BY M5, SHEMAELL:
Q M. Riley, do you have sonet hi ng nore
specific?
A No.
Q Can you expl ain how this exhibit supports your
testi nony?
A Wll, | started to review the chart of
accounts in order to understand how this m ght be
i nterpreted and how you would record it and | never
found an asset that is titled accunul ated deferred
i ncone tax. Accunmul ated deferred inconme tax in the
Uni form System of Accounts is a 200, what is known as a
200 account which is a liability account.
Specifically the accumul ated deferred i ncone

tax in the Uniform System of Accounts is Account No.
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281, 282 and 283.

Q Those nunbers that you're listing, how are
t hose used?

A. VWl l, that would be the account code that you
woul d book your deferred incone tax to.

Q That' s where the Conpany woul d actual |y book

on its records --

A Ri ght .

Q -- the accunul ated deferred i ncone tax?
A Yes, ma' am

Q VWhat was your point about it does not?
A The point there was that --

Q Excuse ne.

A -- you have a deferred tax which is a
liability. However, M. W1l de clainms that you need to
add your deferred tax asset with your deferred tax
liability and technically there isn't an asset in the

Uni f orm Syst em of Accounts.

Q There's not a place to book that?
A. No, there is not.
Q M. WIlde nentioned several letter rulings,

IRS letter rulings in his testinony. Are you familiar

with RS letter rulings?

A In testinony for a prior case Kansas City
Power & Light, | entered a private letter ruling as
Page
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evidence in that case in ny testinony.

Q And what was the purpose for you entering that
into your testinony?

A The topic | was reviewi ng was net operating
| osses for GO and KCPL. So | started to | ook at
private letter rulings and | cane across one that | feel
is very simlar to how the Conm ssion operates and
reviews things and put that in testinony to denonstrate
how the I nternal Revenue Service treated the net
operating loss in that particular letter ruling.

M5, SHEMAELL: I would lIike to introduce

Exhi bit No. 7 which is the IRS private letter ruling
that M. Riley had entered i nto evi dence.
BY MS. SHEMAELL:

Q Was that the last KCPL rate case, M. Riley?

A Yes. That was ER-2018-0145 and 146, |
bel i eve.

Q Does the Conpany have itself an IRS private
letter ruling for its use of net operating | oss? Are

you aware of that?

A No, I'm not aware that they have -- They
requested a private letter ruling back in 2010. It
wasn't for net operating | osses. It was a change in

accounting rules, change in accounti ng net hods.

Q In the private letter ruling in Kansas City
Page
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Power & Light, how does that apply in this case?

A Well, the conpany that submits the i nfornation
to the Internal Revenue Service requesting a ruling from
them had sent in informati on about net operating | osses
and whet her they should be included in the deferred tax
bal ance in order to set rates. It was asking should it
of fset deferred incone tax with a net operating | oss,
and in short basically the Internal Revenue Service in
this letter ruling said that the NOLC was taken into
account and was not included and did not need to be
included in the deferred tax bal ance.

Q I had a discussion with M. WI de about who

pays into the accunul ated deferred i ncone taxes. Wo

puts -- Wio pays noney for that?
A Well, the ratepayer is always the one that
foots any bill. So when rates are set and tax anount is

calcul ated for the case, then that's built into the
rates. So the ratepayer is always the one that pays the
t axes.

M5. SHEMAELL: Does t hat concl ude your
rebuttal testinony?

THE W TNESS: Yes, nma' am

M5. SHEMWAELL: Judge, 1'd like to offer

Exhi bits 6, 7, 8 and 9 into evi dence.

JUDGE HATCHER: | don't have 6 mar ked down.
Page
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M5. SHEMAELL: 6 is the direct testinony of
M. Rley.

JUDGE HATCHER: Sure that's not 37?

MS. SHEMWELL.: I"mpretty sure it's not 3.

JUDCGE HATCHER: Ckay. I wll take those up
one at a tine. Exhi bit 6, the direct testinony of
M. Riley, are there any objections to that adm ssion on
the record? It is so admtted.

(OPC S EXH BIT 6 WAS RECEI VED | NTO EVI DENCE
AND MADE A PART OF THI S RECORD.)

JUDGE HATCHER: Exhibit 7 is the IRS letter
rulings offered by the Ofice of Public Counsel. Are
there any objections to that exhibit being admtted onto
the record? Not hearing any, it is so admtted.

(OPC S EXH BIT 7 WAS RECEI VED | NTO EVI DENCE
AND MADE A PART OF THI S RECORD.)

JUDGE HATCHER: And al so Exhi bit 8, Ms.
Shemnel | ?

MS. SHEMAELL: Yes, pl ease.

JUDCGE HATCHER: Exhibit 8, this is the page
fromthe Annual Report. Are there any objections to
that exhibit onto the hearing record? W 1thout seeing
any, it is so admtted.

JUDGE HATCHER: And Exhibit 9, which is the

accumul ated deferred tax exhibit, are there any
Page
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objections to Exhibit 9 being adnmtted onto the hearing
record? Seeing none, it is so admtted.

(OPC S EXH BIT 9 WAS RECEI VED | NTO EVI DENCE
AND MADE A PART OF THI S RECORD.)

MS. SHEMAELL: Thank you, Judge. | tender the
W t ness for cross-examn nation.

JUDCGE HATCHER: Thank you. And our pre-agreed
upon order, M. Cooper?

MR. COOPER: I think I go after M. Johnson.

JUDCGE HATCHER: "' m sorry. I"m Il ooking at the
person M. Johnson.

MR, JOHNSON: I think we're going to have M.
Irving handle this w tness.

JUDGE HATCHER: All right. Pl ease go ahead.

MR ITRVING Actually | don't have any
questions for this witness at this tine.

JUDGE HATCHER: That brings us to M. Cooper.

MR COOPER: And in that case | have no
questions for this w tness.

JUDGE HATCHER: Ckay. Wll, that | eaves you
with no redirect.

MS. SHEMAELL: Conmmi ssi oner questi ons?

JUDGE HATCHER: Conm ssi oners, any questions
fromthe bench?

COW SSI ONER COLEMAN: No questi ons.
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JUDGE HATCHER: Thank you. Then we wll nove
on to the next witness and that will be from
M . Johnson. Pl ease go ahead.

MS. SHEMAELL: Judge, nay M. Riley be
excused?

JUDCE HATCHER: | have not been doing that al
day. M. R ley, thank you for your testinony. You' re
excused.

(Wtness excused.)

MR JOHNSON: Staff calls to the stand Mark
Ad i gschl aeger.

JUDCGE HATCHER: M. digschl aeger, please
rai se your right hand.

(Wtness sworn.)

JUDGE HATCHER: Thank you. Pl ease be seat ed.
MARK OLI GSCHLAEGER, being sworn, testified as foll ows:
DI RECT EXAM NATI ON BY MR JOHNSON:

Q It is still nmorning, M. digschlaeger. So
good nor ni ng.

A Good nor ni ng.

Q Whul d you pl ease state and spell your | ast
nane for the record?

A My nane is Mark L. digschl aeger. My | ast
nane is spelled Ol-i-g-s-c-h-l-a-e-g-e-r.

Q And by whom are you enpl oyed and i n what
Page
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capacity?

A ' menpl oyed as the manager of the auditing
departnent for the M ssouri Public Service Conm ssion.

Q Are you the sane Mark L. digschl aeger who
caused to be prepared direct testinony which has been
mar ked as Exhi bit No. 37

A I am

Q Do you have any changes or corrections to your
testinony?

A. | do not.

Q If I were to ask you the sane questi ons today,
woul d your testinony be true and correct to the best of
your belief and know edge?

A It woul d.

MR, JCOHNSON: Judge, at this tinme | would
offer Exhibit No. 3 into the record.

JUDGE HATCHER: So offered. Are there any
obj ections to the adm ssion of the direct testinony of
M. digschlaeger? No objections, it is so adnitted.

Pl ease conti nue.

(STAFF'S EXH BI T 3 WAS RECEI VED | NTO EVI DENCE

AND MADE A PART OF THI S RECORD.)
BY MR JOHNSON:
Q M. digschl aeger, have you read the direct

testi nony of M ssouri-American wi tnesses Brian LaG and
Page
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and John R Wlde in this matter?

A I have.

Q And do you agree with the testinony of
M. LaGrand and M. WIde concerning the NOL issue in
this |I SRS case?

A I do not. Their proposed inclusion of a
hypot heti cal NOL deferred tax asset and | SRS rate base
is not reasonable on its own terns and that treatnment is
not in any way nandated by the IRS tax nornmali zation
rul es.

Q As a prelinmnary matter, is there currently an
NOL deferred tax asset on M ssouri-Anerican's books?

A Yes, there is. An NOL was generated by
M ssouri-Anerican for a period of tine through the end
of 2017. However, this NOL anbunt was reflected in rate
base in M ssouri-Anerican's | ast general rate case, Case
No. WR-2017-0285. That rate case had a true-up cutoff
date of Decenber 31, 2017. Because the NOL deferred tax
asset bal ance as of year end 2017 is currently refl ected
in MAWC s base rates, no further rate treatnent of that
amount is appropriate in this | SRS proceedi ng.

The only NOL anpbunts potentially relevant to

this case would be if any additional NOL anmobunt was
generated by M ssouri-Anerican from January through

Sept enber 2018, the I SRS period in this proceedi ng.
Page
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Q Has M ssouri-Aneri can generated any NOL during
this | SRS peri od?

A No. As clearly shown in the response to Staff
Dat a Request No. 4, the bal ance of M ssouri-Anmerican's
NOL deferred tax asset has been declining at a steady
rate so far in 2018. The response also indicates that
this reduction is expected to continue until at | east
the end of 2019. This neans that MAWC i s expected to
use its prior NOL to offset taxable incone in 2018 and
2019 and that the Conpany is not projecting any
addi ti onal generation of NOL in the aggregate for the
ongoi ng future.

Q M. digschlaeger, when a utility is able to
use prior anounts of net operating |osses to offset
t axabl e i ncone on a goi ng-forward basis as
M ssouri - Aneri can projects it can do now and in the
future, what does that nean in relation to tax
normal i zati on accounting and rat emaki ng?

A A utility that is in the position of using
prior NOL to offset taxable inconme by mathemati cal
necessity is able to reflect all of its current

accel erated depreci ati on tax deductions on its tax

returns going forward. And as a result, it will receive

the full financial benefit of such deducti ons. Because

t hese benefits are provided to the utility in custoner
Page
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rates through collection of deferred i ncone taxes, the
resulting accunul ated deferred i ncone tax bal ance nust
be included in rate base without offset in order to
provi de ratepayers a return on capital they provide to
the utility.

Q That is rebuttal -- excuse ne. In his direct
testinony, M. WIlde clains that failure to reflect a
rat e- based offset for a hypothetical NOL in this case
could or would lead to an I RS Code tax normalization
vi ol ati on. Do you agree with that statenent?

A No. Staff has not found any support for this
contention in either the RS Code or in the private
letter rulings cited by M. W|I de.

Q Wy is it do you say the I RS Code does not
support M ssouri-American's position?

A The tax normalization rul es enbedded within
the IRS Code clearly state that the exi stence of NCLs
can be a relevant consideration in assessi ng whether a
utility is in conpliance with the rul es. However, the
Code specifies that NOLs may be relevant in two specific
si tuati ons. First, when the utility is unable to
reflect all of its accel erated depreciation tax
deductions on its tax returns, thus creating a new NCL.
And second, when a utility's bal ance of an already

exi sting NOL deferred tax asset increases due to the
Page
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Conpany's continuing inability to reflect all avail abl e
tax deductions on its returns.

However, neither situation applies to
M ssouri-Anerican during this particular |SRS peri od.
So far in 2018, MAWC has not generated any new NCL in
t he aggregate and as a result its existing NCL bal ance
has been decreasing, not increasing. Since MAWC is not
currently generating any additional anount of NOL in
aggregate, no violation of the tax normalization rul es
is at risk in this case.

Q Now, why do you say that the private letter
rulings referred to by M. WIlde did not support the
Conpany's position?

A None of the PLRs attached to M. WIlde's
testi nony or otherw se provided to Staff by
M ssouri-Anmerican are relevant to M ssouri-American's
current financial and taxable positions. Wthout
exception, all of the PLRs cited by M. WI de address
time periods in which the utility in question was
generating NOL anmobunts. Again, MAWC is not currently
generati ng any NOL. It is using prior anpunts instead.

M. WIde has not provided any citations to
PLRs that m ght address tax nornalization consequences
in the situation which a utility is using and not

generati ng NOL anounts.
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Q In his testinony M. WIde nakes severa
references to the with and wi thout nethod applicable to
tax treatnent of NOLs for utilities that all egedly
mandates its recommended treatnent of NOLs in this case.
Does Staff agree with his characterization of the with
and wi t hout net hod?

A. No. The PLRs that Staff has reviewed nmake it
clear that the with and without nmethod is intended to
allow a utility to determ ne how nmuch of a generated NCL
shoul d be considered attri butable to accel erated
depreci ati on deducti ons and how nuch of the NOL shoul d
be attri butable to other categories of tax deductions
for purposes of conpliance with the code. However, in
this proceeding MAWC is actually proposing to apply the
with and w thout nethod for an entirely different
pur pose which is to determ ne how nmuch of a hypotheti cal
NOL shoul d be assigned to a single-issue rate el enent of
| SRS plant additions in lieu of attributing the NOL to
ot her MAWC cost conponents not at issue here.

None of the PLRs provided to Staff by MAWC
seemto gi ve gui dance on how to nake assignnents to NOL
to separate rate elenents and the PLRs certainly do not
specify that the with and w thout nethod nust be used
for this purpose.

Q At pages 12 and 13 of his rebuttal, or excuse
Page
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nme, his direct testinony, M. WIlde presents a

calcul ation of an all eged increase in

M ssouri - Anerican's NOL bal ance during the | SRS peri od.
What does his cal cul ation actually show?

A All that M. WI| de denpnstrates with his
calculation is that MAWC woul d be using even nore of its
NOL to offset taxable incone from January 1, 2018
forward under the hypothetical scenario that if MAWC
woul d have nade no | SRS pl ant additions during that
peri od. However, in reality a calculation of a | esser
actual decrease in an NOL bal ance in conparison to the
decrease that m ght have resulted froma what if
situati on cannot in any way reasonably consider to be an
i ncrease in NOL.

As | previously testified, it is only when an
NCL is increasing that tax normalization rul es
violations may cone into play for utilities in this
si tuati on.

Q Do you believe that M ssouri-American's
position on NOL ratenaking in this case is consistent
with the intent and the theory behind the I RS tax
normal i zati on rul es?

A No. M ssouri - Amrerican's position if adopted
woul d | ead to custoners not bei ng conpensated for

capital provided to them-- provided by themto MAW in
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the formof deferred income taxes. That's a result
squarely inconsistent with proper ratenaking principles
and is not mandated in any fashion by the I RS Code.
Q M. digschl aeger, do you have any further
rebuttal testinony?
A | do not.
MR, JOHNSON: Thank you. Judge, at this point
| tender the witness for cross.
JUDGE HATCHER: Thank you. And going with the
al ready agreed upon order for cross-exam nation, Ofice
of Public Counsel ?

M5. SHEMAELL: W have no questions. Thank

you.
JUDGE HATCHER: M. Cooper?
MR. COOPER: No questions as well.
JUDGE HATCHER: Thank you. Any questions from
the bench? Al right. And that takes care of recross

and redirect al so. M. digschl aeger, you are excused.
Thank you.

(Wtness excused.)

JUDGE HATCHER: Looki ng at the attorneys for
the case, | would note that it is ten till noon and we
have two witnesses left. |If | can see a shake of heads
who would like to take a break, who would like to push

t hr ough?
Page
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M5. SHEMAELL: Let us confer just a nonent.

(O f the record.)

MR, JOHNSON: Judge, | think we will continue
t he proceedi ng.

JUDGE HATCHER: Excellent. W will be calling
our next w tness. M. Johnson, please go ahead.

MR JOHNSON: Staff calls to the stand Lisa
Fer guson.

JUDCGE HATCHER: Thank you. Ms. Fer guson,
pl ease rai se your right hand.

(Wtness sworn.)

JUDGE HATCHER: Thank you. Pl ease be seat ed.
M. Johnson?

MR, JOHNSON: Thank you, Judge.
LI SA FERGUSON, being sworn, testified as foll ows:
DI RECT EXAM NATI ON BY MR JOHNSON:

Q Woul d you pl ease state your name and spell
your | ast nane for the record?
A My nane is Lisa M Ferguson. Last nane is

spelled F-e-r-g-u-s-o-n.

Q By whom are you empl oyed and i n what capacity?

A ' menpl oyed by the M ssouri Public Service
Commi ssion as a utility regulatory auditor.
Q Are you the sane Lisa M Ferguson who caused

to be prepared direct testinony which has been marked as
Page
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Exhi bit No. 47?
A Yes.
Q Do you have any changes or corrections to your
testi nony?
A. | do not.
Q Is your testinony true and correct to the best
of your belief and know edge?
A Yes.
Q If | asked you those sane questions today,
woul d you gi ve the sane answers?
A Yes.
MR. JOHNSON: Judge, | would offer Exhibit 4
as evidence into the record.
JUDGE HATCHER: Thank you. The Exhibit 4, the
direct testinony of Ms. Ferguson, do | have any
obj ecti ons? Seeing no objections, it is so admtted.
(STAFF'S EXH BI T 4 WAS RECEI VED | NTO EVI DENCE
AND MADE A PART OF THI S RECORD.)
JUDGE HATCHER: Go ahead, M. Johnson.
BY MS. JOHNSON:
Q Ms. Ferguson, have you read the direct

testi nony of M ssouri-Anerican witnesses M. LaG and and

M. WIde?
A I have.
Q Do you have any rebuttal testinony you would
Page
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like to provide?

A. | do.
Q Does Staff agree that accunul ated deferred
i ncone taxes include both deferred tax liabilities and

deferred tax assets?

A Cenerally, yes. As long as the deferred tax
liabilities and deferred tax assets are related to
regul ated deductions that are included in the utility's
cost of service. However, in this |I SRS petition, Staff
does not believe that there is actually any generation
of a deferred tax asset in the formof an NOL associ at ed
with this particular |ISRS investnent. The TCJA, or the
tax reformthat was changed i n Decenber of 2017, changed
the tax law to elimnate the availability of bonus
depreci ati on deducti ons which has historically been the
mai n cause of NOLs by utilities.

Q Thank you, Ms. Ferguson. Just to clarify, the
TCIA is the Tax Cuts and Jobs Act of 2017?

A That's correct.

Q Does M ssouri - Aneri can -- Does
M ssouri - Aneri can's proposed cal cul ati on of the NOL nake

sense to you?

A No. Especially in this proceedi ng. I'n
M ssouri, direct rate recovery of investnent by a
utility can only occur after that investnent is in
Page
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servi ce. If you subtract the increnental tax deductions
associ ated with the new | SRS plant investnent fromthe
|l evel of zero, which is what the Conpany is stating is

increnental revenue associated with that i nvestnent, a

hypot heti cal net operating loss will occur each tinme you
do that cal cul ati on whether the utility is actually
generating increnental NOL or not. There could be a

situation in the future maybe when or if bonus

depreci ation returns where an NOL is generated due to

| SRS i nvestnent, but | believe a different nethod of

cal cul ati on needs to be considered in order to
appropriately assign an NOL to increnental | SRS

i nvest ment . If it's determned in the future that an
NCOL may be appropriate to include in the |ISRS rate

cal cul ation, then a pro rata ratio of I SRS plant to non
| SRS pl ants woul d need to be devel oped to cal cul ate the
portion of the NOL reasonably attributable to |I SRS pl ant
addi ti ons.

Q On page 9, lines 1 through 9 of M. WIlde's
direct testinony he represents that a normalization
violation will occur if the benefits fromtax tim ng
di fferences are deducted and included in rates faster
than the NOL is reflected. Does Staff believe a
normal i zation violation will occur if an NOL deferred

tax asset is not included in this case?
Page
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A No. Staff does not believe there is even a
deferred tax asset in the formof an NOL in this case.
And we can tell that by | ooking at the NCL bal ances t hat
are declining over tine that's in ny direct testinony.
However, even if MAWC does inadvertently comit a
normal i zati on viol ati on, Revenue Procedure 2017-47 that
was rel eased in Septenber of 2017 creates a safe harbor
for utilities to correct their unintentiona
normal i zati on violati ons regardi ng the Section 168
accel erat ed depreci ati on deducti ons on a goi ng-forward
basis wi thout penalty.

Q Is it possible to determ ne what specific item
gave rise to an NOL?

A No. NOLs are cal cul ated on an overall basis
and they're not split out for accounting purposes based
on what tax deductions gave rise to that NOL.

Q Ms. Ferguson, what is the repairs deduction
and associ ated consent agreenent that M. WI de
nmenti oned on page 8, lines 20 through 23 of his direct
testinony and is this deduction appropriate for
inclusion in an | SRS case?

A. In 2010, Anerican Waterworks and its
subsi di ari es requested permni ssion to change their nethod
of accounting for costs associated with routine repair

and nmai nt enance of tangi ble property. The deferred tax
Page
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liability associated with the repair all owance deducti on
is appropriate to include in | SRS rates because the
costs associated with this deduction are incurred to
keep the taxpayer's property in ordinary efficient
operating condition and does not materially increase the
val ue of the property or increase the useful life.

I like to think that this type of deduction is
akin to the definition of | SRS-eligible property and is
t hus appropri at e.

Q M. WI de discusses the consent agreenent
related to the tax repairs deduction that
M ssouri - Areri can was abl e to begi n taking. Does St aff
believe that its recommendation in this case woul d cause
a normalization violation in regards specifically to the
repai rs deducti on?

A No. Staff agrees that the consent agreenent
by the I RS does require MAWC to foll ow normalization
accounting in regard to its repairs deduction. That's
why Staff accepted the repairs deducti on and has
i ncluded the deferred tax liability relating to it in
the | SRS cal cul ati on.

If Staff believed a deferred tax asset had
been generated in the formof an NOL and was actually
related to this deduction and this specific |ISRS

i nvestnent, then Staff would have consi dered i ncl usion
Page
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of any NOL associ ated deferred tax asset in this case,
but no such generation of an increnental NOL has
actually occurred that's attributable to this repairs
al | onance or any other deduction. MAWC, in fact,
proposed this deduction, but | believe now that it has
been established that there's no generation of a net
operating |loss the deduction is being proposed to be
renoved.

Q On page 11, lines 20 through 23, M. WIlde
states that Staff only attributes the term hypothetica
to the NOL deferred tax asset that they suggest shoul d
be excluded fromthe ISRS rate base, yet this amount is
no nore or |ess an estinmate and hypot hetical than the
deferred tax liability generated in claimng tax
depreciation and tax repairs. Do you agree with this
assessnent ?

A. No, | do not. Staff understands that MAWC
uses accrual accounting to record their deferred tax
assets and deferred tax liabilities on their financial
reporting books and may |l ater true up these anmounts with
updated information. Wen Staff called the deferred tax
asset hypothetical, it nmeant that an NOL was bei ng
cal cul ated for purposes of this I SRS while no such NOL
deferred tax asset was actually bei ng booked by NMAWC

Assum ng the exi stence of an NOL when no such

TI GER COURT REPORTI NG LLC
WAV TI GERCR. COM  573. 999. 2662

100



© 00 N oo o0 A~ W DN PP

N NN N NN P B P P P P PP P
o M W N P O © 00 N O O » W N P O

WO-2018-0373 Vol 1

anount at all is recorded on a utility's books is very
different than relying on actual book information for
t he anmount of accel erated depreciation deferred tax
liabilities even if the anmounts may be subject to change
|ater. The deferred tax liability is recorded on the
MAWC s books. There is no new deferred tax asset or NOL
that's recorded on its books.
Q Thank you, Ms. Ferguson. Do you have any
further rebuttal testinony you wi sh to provide?
A | do not.
MR, JOHNSON: Judge, at this tine | would
tender the witness for cross-exam nation.
JUDGE HATCHER: Thank you. Ms. Shemnel | ?
M5. SHEMAELL: Thank you.
CRCSS- EXAM NATI ON BY MR JOHNSON:

Q Good norning, Ms. Ferguson. How are you?

A. | " m good.

Q Good. In your rebuttal close to the end you
said that sonething was proposed to be renoved. | think

it was about your third question fromthe end. Are you
finding that?

A. Ch, about the repairs deduction?

Q That's what | was going to ask you. You were
referring to the repairs deduction?

A | think there's sonme confusion this norning
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about what the true issue is here. The true issue is is
M ssouri - Aneri can experiencing a net operating |oss.

Now, what can cause that net operating |oss, the repairs
deduction that they're taking in their calculation could
be one factor in that. W don't believe there is an
NOL, but what has occurred since this as this case has
progressed is we have shown, | believe, that there is no
support for an NOL deferred tax asset included. The
Conpany has now cone back and proposed to renpve the
repairs deduction. They have proposed that deduction in
prior | SRS cases and | believe we're still in support of
that, the Staff is.

Q So it was the Conpany that proposed the
renoval and now Staff agrees?

A. No, Staff does not agree to renove the
deduction. Staff is only -- has only had the position
to renove the net operating loss. That's all

Q So the Conpany proposed to renove it, but you
don't agree?

A. The Conpany proposed to renove the NOL, what |
understand, as long as the repairs deduction is also
renoved. Staff does not agree with both renovals, only
t he NOL.

Q That's very hel pful. Thank you

A Yes.
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M5. SHEMAELL: That's all | have, Judge.
JUDGE HATCHER: M. Cooper?
MR. COOPER: Yes. Thank you.

CRCSS- EXAM NATI ON BY MR, COOPER:

Q Ms. Ferguson, repairs, the repairs deduction
Is not depreciation, is it?

A. No, it's not.

Q Now, you al so made a statenent, | believe,
that Staff believes it's appropriate to include the
repairs deduction in an ISRS; is that correct?

A Yes.

Q Has Staff taken that position in any other
| SRS case?

A | will say there's a difference between the

repairs deduction in a gas case than what is being

proposed here. | believe back in 2004, Staff had
proposed in a Laclede Gas Conpany | SRS case to include a
263(a) repairs deduction. Now, | believe that was
settled and we m ght have split that 50/50. |[|'d have to

clarify that.

Now, noving forward, | don't believe that
deducti on has been included, but the 263(a) deduction is
different than what is being proposed here, because the
263(a) deduction has to do with indirect and direct

costs that are related to the resale of gas. | don't
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know i f M ssouri-Anmerican is eligible to take this
deduction, but what this deduction is is the 162 general
busi ness deduction. So yes, it has been proposed.

Q And it's your belief that the gas conpani es do
not have the 162 deduction that you're tal king about?

A. | don't believe that's true. | can't say
ei t her way.

Q You just don't know, right?

A. Right, | don't.

Q The end result of all that is you just don't
know?

A. | don't know if they have access to both, no.

MR. COOPER: That's all the questions | have,
Your Honor.

JUDGE HATCHER: All right. And any questions
fromthe bench? W'II|l nove to recross. Any questions
on recross?

MS. SHEMAELL: No.

MR. COOPER: | was going to say we ought to be
redirect, shouldn't we, here?

JUDGE HATCHER: Al l right. Redirect.

MR, JOHNSON:  Thank you, Judge. Just very
briefly.

REDI RECT EXAM NATI ON BY MR JOHNSON:
Q And just to further clarify, M. Ferguson, the
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Conpany proposed in its initial application to include
the repairs deduction in its ISRS filing?

A. Yes, that's correct.

Q And Staff agrees with that practice?

A Yes.

Q M. Cooper was asking you about other
utilities taking repairs deductions and you nentioned a
gas utility that has taken a repair deduction in the
past or at least it was proposed. Maybe not the sane
deduction. Do you happen to know t he case nunber for
t hat case?

A | do. The case nunber is GO 2004-0443. And
it was a simlar, you know, proposal. It mght not have
been the sane exact repairs deduction but it was a
repai rs deducti on.

MR, JOHNSON: Judge, | woul d request that the
Comm ssion take notice of that case file. And it was
GO 2004- 0443.

JUDGE HATCHER: Al right. 1've seen this in
a hearing before and it is the decision of the
Comm ssion, but I'll go ahead and ask if there's any
obj ections to the Conmm ssion taking note of its own
deci si on?

MS. SHEMAELL: No.

JUDGE HATCHER: Al right. W will so take
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note. Go ahead.
M5. JOHNSON: | have no further questions.
Thank you, Ms. Ferguson.
JUDGE HATCHER: Any recross after that?
M5. SHEMAELL: No, thank you.
JUDGE HATCHER: Ms. Ferguson, you're excused.
Thank you.
THE W TNESS: Thank you
(Wtness excused.)
JUDGE HATCHER: M. Johnson, go ahead.
MR IRVING Yes, Staff would |like to cal
Mat t hew Barnes to the stand.
JUDGE HATCHER: M. Barnes, please raise your
ri ght hand.
(Wtness sworn.)
JUDGE HATCHER:  Thank you. Please sit.
MATTHEW BARNES, being sworn, testified as foll ows:
DI RECT EXAM NATI ON BY MR | RVI NG
Q M. Barnes, please state your nane and spel
your |ast nane for the court reporter.
A. My nanme is Matthew J. Barnes. Last nane is
B-a-r-n-e-s.
Q By whom are you enpl oyed and in what capacity?
A. | "' m enpl oyed by the M ssouri Public Service

Commi ssion as a utility regulatory auditor in the water
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and sewer departnent.
Q Did you prepare or cause to be prepared direct

testi nony that has been nmarked as Exhibit 57

A Yes.

Q Do you have any corrections to that testinony?
A. | do not.

Q s that testinony true and accurate to the

best of your know edge and belief?
A. Yes, it is.
Q If I were to ask you the sanme questions today,
woul d your answers be the sane?
A. Yes, they woul d.
MR IRVING At this time | would nove to
admt Exhibit 5.
JUDGE HATCHER: Al right. Any objections to
the adm ssion of the direct testinony of M. Barnes?
M5. SHEMAELL: No, thank you.
JUDGE HATCHER: Hearing none, it is so
admtted. Co ahead.
(STAFF'S EXH BI T 5 WAS RECEI VED | NTO EVI DENCE
AND MADE A PART OF THI S RECORD.)
BY MR | RVI NG

Q Do you have any rebuttal testinony at this
poi nt ?
A | do not.
Tl GER COURT REPORTI NG, LLC 107
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MR. IRVING Your Honor, I would like to
tender the witness for cross-exam nation.

JUDGE HATCHER: Thank you. And again, we turn
to the Ofice of Public Counsel.

M5. SHEMAELL: We have no questions. Thank
you.

MR. COOPER: No questions, Your Honor.

JUDGE HATCHER: Thank you. Any questions from
t he bench?

COW SSI ONER COLEMAN:  No.

JUDGE HATCHER: Thank you. And that wll, of
course, take care of redirect and recross. M. Barnes,
you' re excused. Thank you very nuch.

(Wtness excused.)

JUDGE HATCHER: All right. Are there any
ot her witnesses that were not on the witness |ist?

Ckay. Then let's nove on to any final matters that need
di scussi ng.

M5. SHEMAELL: Do we need to discuss on the
record the transcript availability?

JUDGE HATCHER: Let's go ahead. The

transcript |'ve been informed wll be avail able tonorrow
and that will be as soon as it is possibly nmade
avail able will be the exact tine. Any other questions
or issues regarding the transcript? | see shaking of
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heads.

Let's get back to the exhibits. M. Cooper,
if you would be so kind, you nay have done this but |
failed to mark it down, would you pl ease nove to offer
Exhibit 10 onto the record?

MR. COOPER: Yes, yes, Your Honor.

JUDGE HATCHER: Woul d there be any objections?
Exhibit 10, just rem nder, is the I SRS recal cul ation
that was offered for M. LaGand's attachnent to his
testimony. Not hearing any objections, it is so
admtted. Thank you all.

Are there any other exhibits? | have all 10
admtted. Are there any others to be offered?

THE COURT REPCORTER  Judge, | can safely say
it wll be before noon.

JUDGE HATCHER: Excellent. Just in case
anyone didn't hear, the transcript will be avail able
bef ore noon.

Let's talk about late-filed exhibits just real

quickly. | don't know if anyone antici pates any
ate-filing exhibits, but let's go ahead and we'l |l | ust
put a due date of -- we're right into Thanksgi ving.

Let's say Monday, close of business Mnday, and | don't
have a date.

MR COOPER: Be the 26th, | believe.
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JUDGE HATCHER: 26t h, cl ose of business Monday
the 26th for any late-filed exhibits. They will be
filed by -- filing it wwth EFIS and si nmul taneously
providing a copy to all parties.

M5. SHEMAELL: Judge, are the briefs then due
on the 27th? That's a little late for exhibits if the
brief is due on the 27th.

MR, JOHNSON: Judge, | can state that from

Staff's perspective we do not anticipate filing any late

exhi bits.

M5. SHEMAELL: We do not either.

MR. COOPER: Nor would I.

JUDGE HATCHER  Excellent. | love it when we
al | agree.

MR. COOPER  Unl ess the Conm ssion asks for
one.

JUDGE HATCHER: |'m not aware of any. So we
will scratch the late-filed exhibits instruction. W
will nove right to the 27th briefs being due, and all of

those dates are on the already approved schedul e. Last
call any other issues?

Thank you all. Let's adjourn the proceeding
and go off the record.

(O f the record.)
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the public and the Office of the Public Counsel. Thank

youl.
JUDGE HATCHER: At thispoint, I'd liketo

advise everyone in the audience to please silence your

cell phones and any mobile devices and let's move to

preliminary matters. Do the parties have any

preliminary matters to address?
MR. COOPER: The only thing, Judge, isthat |

would remind you, thiswas on the list of issues, but

our witness John Wilde will not arrive until

approximately 10:30. So depending upon how things sort

out between now and when he would appear, we may need to

have a discussion about whether to go off the record or

to do something in a different order at that point in

time.

JUDGE HATCHER: All right. Thank you. | did
seethat. Asnoted, welll go ahead and follow that same
order and we'll see where we get to at 10:30 and if Mr.
Wildeis here or not.

All right then. Let's go ahead and have the
parties offer the testimony and affidavits as exhibits,
please. | think they were premarked.

MR. COOPER: Judge, | guess we would commonly
| guess do that when the witnesses are on the stand. |
don't mind doing it differently.
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JUDGE HATCHER: No, let's go ahead and do it

that way then. Let's go to opening statements. The
order of opening statements will be the same asin the
filings. That will be Missouri-American Water Company,
followed by Staff, followed by Office of Public Counsel.
MR. COOPER: Thank you, Your Honor. Morning.
Morning, Commissioners.
This hearing, of course, arisesfrom a
Missouri-American Water Company Petition to Establish
Infrastructure System Replacement Surcharge that was
filed in August of thisyear. Theissuetoday revolves
around Staff's proposal and OPC's support for removal of
what's called the accumulated deferred income tax asset,
which is also known and referred to in the case as net
operating loss from the calculation of appropriate
pretax revenues.

Section 393.1000(1)(a) in part defines
appropriate pretax revenues as including recognition of
accumulated deferred income taxes and accumul ated
depreciation associated with eligible infrastructure
system replacements.

Staff's adjustment in the Company's opinion
would maintain recognition of the accumulated deferred
income tax liability while eliminating the corresponding
deferred income tax asset. The elimination of the asset
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is not supported by statute and may have significant

adverse implications for the Company and ultimately its
customers as failure to include the deferred tax asset
resulting from net operating lossesin MAWC's rate bases
inconsistent with the normalized method of accounting
and as such inconsistent with the tax normalization
rules.
It further impacts a consent agreement

American Waterworks entered into in order to alow the
utilization of the repairs deduction method. Now, it's
become apparent to MAWC that its reflection of this
repairs deduction in the ISRS filing has an impact on
the necessity of the reflection of the deferred tax

asset resulting from the net operating loss.

In fact, no other company using the Missouri

ISRS, and those would be gas utilities, of course,
because Missouri-American is the only water company that
utilizes the ISRS, no other company utilizing the
Missouri | SRS that we can locate reflects arepairs
deduction. It appearsthisis not required by statute.
That is, it's not depreciation. It doesn't fit the
investment that qualifies for ISRS treatment.

Thus, if the Commission chooses to not reflect the
accumulated income tax asset, the NOL, it also we
believe should not reflect the repairs deduction.
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MAWC will have two witnesses today, Mr. John

Wilde, who isatax professional with over 20 years of
tax and accounting experience serving multi-state
utilities. Hewill be our second witness today,
actually. He will address the tax issues. Our first
witnesswill be Mr. Brian LaGrand. Mr. LaGrand will
provide background information concerning
Missouri-American's ISRSfiling. Thank you.
JUDGE HATCHER: Thank you, Mr. Cooper. Next
opening statements -- oh, I'm sorry. Commissioner?
COMMISSIONER HALL: Good morning. Looking at
393.1000 for the definition of appropriate pretax
revenues, are you interpreting that to mean that the
accumulated deferred income taxes and the accumulated
depreciation both have to be associated with eligible
infrastructure system replacements?
MR. COOPER: | believe we are, yes.
COMMISSIONER HALL: Okay. And then, and these
questions are perhaps better directed to your witnesses
and you can obviously let me know that, but the
deductions that are at issue with the net operating
losses, are those all deductionsthat are ISRS-eligible
deductions -- or ISRS-eligible expenses?
MR. COOPER: Well, wewould say yes. There's
going to be a difference of opinion amongst the parties.

TI GER COURT REPORTI NG LLC
WAV TI GERCR. COM

573. 999. 2662






WO-2018- 0373 Vol

1

O©COoO~NOULA,WNLPE

23
24
25

Page 10
And | think, asyou alluded to, | think Mr. Wilde isthe
appropriate person to answer that question.
COMMISSIONER HALL: Okay. But fromalega
perspective in terms of interpreting the statute, you
would agree that any deduction that you were trying to
take advantage of related to net operating loss hasto
be adeduction that is an ISRS-€ligible expense?
MR. COOPER: |s associated with ISRS-€ligible
plant anyway, yes.
COMMISSIONER HALL: Okay. Soif arepairis
not an ISRS-eligible expense, then it would not be a
deduction that would be taken into account in
determining an NOL?
MR. COOPER: WEéll, and our argument isit's
also adeduction that shouldn't be reflected in the ISRS
calculation, but yes.
COMMISSIONER HALL: Okay. Thank you.
JUDGE HATCHER: Any other questions from the
bench? Thank you, Mr. Cooper.
Welll have opening statements now from Staff
counsel.
MR. JOHNSON: Good morning, Commissioners,
Judge. May it please the Commission. My nameis Mark
Johnson, and | along with Ron Irving will be
representing the Staff before the Commission today. And
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Page 11
this morning, as Mr. Cooper alluded to, we're here to

discuss taxes, accumulated deferred income taxes and how
they affect Missouri-American's ISRS revenues. More
specifically the issue before you is whether the ADIT
balance recognized in Missouri-American's | SRS should be
offset by a potential deferred tax asset caused by net
operating |osses.
Now, in this case before you today Staff
believes the answer to that question isno. But before
| get into Staff's reasoning, | think it would be
beneficial to briefly discuss accumulated deferred taxes
in general. So what arethey? Well, ADIT is
essentially the difference between the amount a utility
collectsin rates for income taxesin agiven year and
the amount it actually pays.
Now, this difference is caused by the fact
that utilities are able to deduct certain costs against
income for tax purposes at different times than when
they must reflect the same costs as a reduction to
income for financial reporting purposes. Now, an
example of this, and really at the heart of the issues
today, is accelerated depreciation deductions.
Utilities are able to deduct more depreciation
earlier for taxes than they are required to for
regulatory purposes. Now, it's not adifferencein the
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Page 12
actual amount of depreciation being deducted, but for
tax purposes they are essentially ableto front load the
deductions causing an imbalance. Now, thisis generally
referred to as a book tax timing difference, and it
creates adeferral of income tax expense to afuture
period. Generaly this provides a net benefit to
utilities.

For ratemaking purposes before this
Commission, those benefits are retained by the utility
for aperiod of time before being passed on to
ratepayers. Thisiswhere tax normalization comesinto
play.

Now, in regard to the specific timing
differences associated with the use of accelerated
depreciation, for tax purposes the IRS Code basically
mandates that utility rates be set so that ratepayers do
not receive the tax benefit of accelerated depreciation
deductions any faster than over the estimated
straight-line book lives of the associated utility
assets.

Using this approach, ratepayers will in almost
every instance pay an amount of income tax in their
rates that is higher than what the utility will actually
incur. The amount that isin excess of the utility's
tax bill isthen accumulated in deferred income tax
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Page 13
expense accounts for later use, and thisis effectively

an up-front payment of future taxes by ratepayers.

And the utility can use these funds as
interest-free capital. 1t's a benefit to the utility.
To recognize this contribution, the utility's rate base
isthen offset by that amount of accumulated deferred
income taxes, which will ultimately reduce rates charged
to ratepayers.

Now, a determination of the level of ADIT for
autility ismadein ageneral rate case. Pursuant to
Section 393.1000 and the Commission's ISRSrules, ADIT
must also be taken into account in the determination of
necessary revenuesin an ISRS case. And that brings us
to the issue at hand.

Both Staff and Missouri-American have
calculated alevel of ADIT to offset ISRS revenuesin
Missouri-American's filing and they've doneit in a
similar manner. The only differenceis
Missouri-American has taken an additional step to impute
adeferred tax asset relating to a hypothetical net
operating loss or an NOL.

This action results in an ISRS revenue
reguirement difference between Staff and the Company of
about $887,000. Now, an NOL occursin agiven tax year
when ataxpayer has more avail able deductions than it
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has taxable income. And when this occurs, the amount of

those unused deductions are referred to as an NOL, and
these amounts are booked in a deferred tax asset
account.

The NOLs don't just go away, though. They're
available to be carried forward to future tax years and
offset taxable income later. Now, in Missouri, and
really across the country, most utilitieshave beenina
net operating loss situation and have been for awhile

and it'srealy relating mostly in Staff's opinion to
the use of bonus depreciation, which is similar to
accelerated depreciation but even more so.

Typicaly utilitieswould be allowed to
utilize 50 percent of their available depreciation
deduction in the first year that plant went into
service. However, with the Tax Cuts and Jobs Act, bonus
depreciation is no longer available for use by utility
companies, and Staff believesthisisgoing to result in
utilities moving away from net operating loss
situations.

However, the concept of offsetting deferred
tax liabilities with net operating loss assets is not
new, although it isrelatively new in relation to ISRS
proceedings before this Commission. In general rate
cases, utilities have argued that rate-based reduction
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for ADIT must be offset by amounts related to incurred

NOLs. That's similar to Missouri-American's argument in
this case.
The reasoning for that is because due to the

NOL, the utility is not currently able to use al of its
available tax deductions and that should be reflected in
the balance of ADIT. Staff generally agreeswith this
concept and it does thisin general rate cases.

However, for this to make sense, the utility must show
that any NOL resulted from activity.

Now, in this case the period for
Missouri-American's | SRS application extends from
January 1 of thisyear to September 30, and only costs
directly associated with that qualifying ISRS plant that
came into service during that nine-month period should
be reflected in ISRS rates.

| said earlier that most utilities in Missouri
have been in net operating |oss situations for the past
severa years. Thisistruefor Missouri-American as
well. However, according to the Company's own
estimates, they are no longer in a net operating loss
situation. They have a balance of net operating l0ss
carry-forward amounts that they are going to utilizein
future tax years, but they are no longer generating new
net operating |osses.
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COMMISSIONER HALL: Why isthat relevant?

Isn't what is relevant iswhat are those deductions and
are those deductions related to qualifying ISRS
projects, not whether the balance is going up or going
down?

MR. JOHNSON: Itisrelevant. However, in
Staff's opinion we are not able to calculate the exact
amount of an NOL associated with ISRS plant
specifically.

COMMISSIONER HALL: But that'sthe Company's
burden, that's not yours.

MR. JOHNSON: Itisnot. However, the fact
that their balance of NOL carry-forwards is being
reduced shows us that there is taxable income on their
books and that they have taxable income indicates that
they do not have a net operating loss associated with
those interest plant additions.

COMMISSIONER HALL: Soyou're essentially
using that as a surrogate because you're unable to draw
the connection between the deduction and whether it's
related to an |SRS-eligible expense. You're instead
looking at the overall balance and seeing that it's
going down and therefore determining that there's
nothing related to the | SRS-eligible expenses.

MR. JOHNSON: | believe that is an accurate
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reflection, but you may want to direct that at one of

our technical witnesses when they're taking the stand.

COMMISSIONER HALL: Thank you.

MR. JOHNSON: Now, earlier | referred to
Missouri-American'sinclusion of the NOL as
hypothetical. What | just covered iswhy. They are not
generating or they are not anticipating to generate
NOLs. However, Missouri-American is still recommending
an imputation of an amount to be utilized as an offset
to ADIT in this proceeding.

Now, the basis for this argument isthe idea
that the addition of 1SRS plant to Missouri-American's
rate base without immediate receipt of new revenues
reduces its taxable income below the level that would
result if the ISRS plant addition had not been made at
all.

Now, Missouri-American alleges that not
including this imputed NOL would violate the IRS
normalization guidelines. Staff disagrees with this.
Missouri-American's methodology for calculating this
hypothetical NOL, regardless of whether or not they are
generating NOLsin agiven year, will aways show the
existence of anet operating loss. Thisisbecausein
Missouri a utility must place investment in service
prior to obtaining recovery in rates.
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Now, Missouri-American engages in many
financial transactions over time that can result in
increases or decreases to its taxable income. For
example, Missouri-American makes non-ISRS plant
additions outside of arate proceeding that will
theoretically reduce its taxable income in the exact
same manner that Missouri-American alleges | SRS plant
additions do.
Despite the theoretical reduction to taxable
income, Missouri-American still expects ho new net
operating losses to be generated. Including a

Page 19
1 and that should the Commission adopt Staff's proposed
2 treatment of ADIT that the tax benefits of accelerated
3 depreciation associated with ISRS plant additions will
4 not be passed on to customers prematurely in a manner
5 that violates the code.
6 In conclusion, Staff recommends the Commission
7 adopt itstreatment of ADIT, recommends approval of its
8 recommended | SRS surcharge revenuesin the incremental
9 pre-tax revenue amount of $6,377,959 and to approve the
10 rates recommended in testimony of Staff witness Matthew
11 Barnes.

12 hypothetical NOL, as Missouri-American suggests, staff | 12 Now, | have with me today Staff witnesses Mark
13 believesthat thiswill result in an overstatement of 13 Oligschlaeger and Lisa Ferguson to provide testimony
14 both ISRS rate base and I SRS customer rates and fail to | 14 relating to net operating losses and ADIT and Matthew
15 appropriately compensate customers for the capital they | 15 Barnesto provide testimony related to Staff's
16 provide to Missouri-American in rates on an ongoing 16 recommended rate design. Thank you very much, and I'd
17 basis. 17 be happy to answer any more questions to the best of my
18 Now, Staff has reviewed both the relevant 18 ability.
19 sections of the IRS Code and the private letter rulings 19 COMMISSIONER HALL: | have no further
20 provided to it by Missouri-American, and it does not 20 questions.
21 believe anything therein requires an imputation of an 21 JUDGE HATCHER: Thank you. We'l moveto
22 NOL when no NOL is, in fact, being generated. Staff 22 opening statements from Office of Public Counsel.
23 believesits position on thisissue to be fully 23 MS. SHEMWELL: Thank you, Judge. Good
24 consistent with the intent of the accelerated 24 morning. May it please the Commission. My nameisLera
25 depreciation normalization requirementsin the IRS Code | 25 Shemwell. | represent the Office of the Public Counsel
Page Page
Page 20 Page 21

1 and Mark Poston, the Acting Public Counsel. 1 NOL case, al revenues and expenses are not considered

2 Public Counsel's position in this caseis that 2 anditisvery specific. It has been very specifically

3 anet operating lossis not an appropriate conclusionin 3 limited by the Court. That'sal | have. Thank you.

4 an|SRScase. ISRSisactually arevenue-producing 4 JUDGE HATCHER: Thank you. Now we'll move on
5 process which occurs outside of the normal cost of 5 towitnesses, and according to the prefiled witness

6 servicerate case. 6 testimony list we will start with Brian LaGrand.

7 The Company should not have any net operating 7 MR. COOPER: Yes. Missouri-American will call
8 lossfrom arevenue-producing process. Net operating 8 Mr. Brian LaGrand.

9 losses are not asset specific and are not assignable to 9 JUDGE HATCHER: Mr. LaGrand, before you sit
10 any particular asset. So in this case the net operating 10 down.

11 losswould not be assignable to any of the ISRS-eligible | 11 (Witness sworn.)

12 plant or infrastructure included in this case. 12 JUDGE HATCHER: Thank you. Please be seated.
13 Mr. Riley, our tax expert, explains that an 13 Mr. Cooper, go ahead.

14 NOL isnot aregulatory asset but atax returnitem. An 14 MR. COOPER: Y our Honor, | don't remember

15 NOL isan accounting fiction where for tax return 15 whether we spoke about it earlier with you but | think

16 purposes a company reports deductions higher than its 16 that counsel had some conversation about this. But

17 reported revenues. And even if inclusion of an NOL here | 17 because of the shortness of the procedural schedule, the
18 were appropriate, which it is not, Missouri-American has | 18 parties made provision for some live rebuttal when

19 not had any net operating loss during the period of 19 witnesses are on the stand. So my plan isto go through
20 January 1 through September 2018, which is the period 20 thefoundation for Mr. LaGrand's prefiled direct

21 covered by thisISRS. 21 testimony, do afew rebuttal testimony questions for him
22 Thisisnot acost of service rate case where 22 and then tender him for cross unless someone has a

23 an NOL may be considered. An SRS caseisan exception | 23 different opinion asto how we're going to do that.

24 tothe mandated cost of service rate case procedure 24 JUDGE HATCHER: I'm seeing nods and no

25 which considers al revenues and all expenses. Inthis 25 differing opinions. Please, Mr. Cooper.
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1 BRIAN LaGRAND, being sworn, testified as follows: 1 JUDGE HATCHER: Are there any objections?
2 DIRECT EXAMINATION BY MR. COOPER; 2 MS. SHEMWELL: No.
3 Q. Please state your name. 3 MR. JOHNSON: No, Judge.
4 A. My nameisBrian W. LaGrand, L-aG-r-a-n-d. 4 JUDGE HATCHER: So admitted. Go ahead.
5 Q. By whom are you employed and in what capacity? | 5 (MAWC'SEXHIBIT 1 WAS RECEIVED INTO EVIDENCE
6 A. Missouri-American Water. |I'm the rates 6 AND MADE A PART OF THISRECORD.)
7 director for the state of Missouri. 7 BY MR. COOPER:
8 Q. Haveyou caused to be prepared for the 8 Q. Mr. LaGrand, have you had a chance to review
9 purposes of this proceeding certain direct testimony in 9 the testimony of the Staff and the OPC in this case?
10 question and answer form? 10  A. Yes | have.
11 A. Yes, | have. 11 Q. Youmay recal | believe Staff Witness
12 Q. Isit your understanding that that testimony 12 Ferguson describesin her testimony that, let's see, she
13 has been marked as Exhibit 1 for identification? 13 describes the reflection of the deferred tax asset as an
14 A. Yes. 14 extrastep. Do you remember that?
15 Q. Do you have any changes that you would liketo |15  A. 1do. Canyou point me to the page? |
16 maketo that testimony at thistime? 16 believeit's page 3?
17 A. No, | donot. 17 Q. Yeah, page 3, line4, | believe.
18 Q. If I ask you the questions which are contained 18 A. Yes
19 in Exhibit 1 today, would your answers be the same? 19 Q. Doyou believethat there's another extra step
20 A. They would. 20 that'sincluded in MAWC's ISRS filing?
21 Q. Arethose answers true and correct to the best 21 A. Yes. One of the main drivers behind the extra
22 of your information, knowledge and belief? 22 step of including the deferred -- the net operating loss
23 A. Yes. 23 deferred tax asset was the inclusion of the repairs
24 MR. COOPER: Y our Honor, at thistime | would |24 deduction which our company is entitled to take under
25 offer Exhibit 1 into evidence. 25 IRSrules.

Page Page

Page 24 Page 25
1 Q. Butisnot necessarily reflected -- or related 1 MR. COOPER: Y our Honor, I'd like to mark an
2 toISRS-eigible plant? Well, let me back up. Haveyou | 2 exhibit. | believeit would be Exhibit No. 7 on our
3 done any review of other companies filings to see how 3 list. Thiswould be ISRS calculation without NOL or
4 that istreated in gas | SRSfilings, for example? 4 repairs deduction.
5 A. Yes, yes, | have. | looked at the ISRS cases 5 MS. SHEMWELL: Dean, we've aready marked some
6 that werefiled over the last four years or so and did 6 of our exhibitsas 7, 8 and 9. So perhaps the court
7 not find any other utility that had included the repairs 7 reporter --
8 deductionin their ISRS calculations. 8 MR. COOPER: | apologize.
9 Q. Haveyou had the opportunity to compute what 9 MS. SHEMWELL: | just didn't know.
10 MAWC'srevenue requirement for ISRS would be in this | 10 (EXHIBIT 10 WAS MARKED FOR IDENTIFICATION BY
11 caseif neither the NOL or the asset nor the repairs 11 THE COURT REPORTER)
12 deduction werereflected in the filing? 12 MR. COOPER: So | amend that, Y our Honor. It
13 A. Yes, | did. 13 will be Exhibit No. 10.
14 Q. What would be the amount of the revenue 14 JUDGE HATCHER: Can| ask what page
15 requirement in that situation? 15 specificaly or isit the entire additional Exhibit 1 or
16 A. Keeping all other calculationsidentical, if 16 Schedule BWL-1?
17 weremove the repairs deduction and the net operating | 17 MR. COOPER: It will be-- It will bean
18 lossfrom the calculation, the revenue requirement would | 18 entire equivalent of that. So I'm going to hand out
19 be $7,202,462 on an annualized basis. 19 copies here.
20 Q. Do you have a document that shows how you 20 JUDGE HATCHER: Please go ahead.
21 arrived at that number? 21 BY MR. COOPER:
22 A. Yes | have an updated version of Appendix C 22 Q. Mr.LaGrand, you have before you what's been
23 which was attached to our application and is, | believe, |23 marked as Exhibit 10?
24 included as Exhibit 1 to my testimony. It's an update 24 A. Yes
25 to those numbers. 25 Q. Would you describe that to me?
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1 A. Sure. Itisacalculation of the revenue

2 reguirement for ISRS, and the only change from what is
3 included in our exhibits, or excuse me, in the
4 attachment to my direct testimony is this shows what the
5 revenue requirement would be if we removed the repairs
6 deduction and removed the net operating | oss.

7 Q. Isthisadocument you prepared yourself?

8 A. Yes, | did.

9 MR. COOPER: Y our Honor, | would offer into

10 evidence Exhibit No. 10.

11 JUDGE HATCHER: Are there any objections?

12 MS. SHEMWELL: No.

13 JUDGE HATCHER: So admitted.

14 (MAWC'SEXHIBIT 10 WASRECEIVED INTO EVIDENCE

15 AND MADE A PART OF THISRECORD.)

16 MR. COOPER: That'sall the questions | have

17 at thistime for Mr. LaGrand.

18 JUDGE HATCHER: Thank you. Chairman Silvey?
19 CHAIRMAN SILVEY: Thank you.

20 QUESTIONSBY CHAIRMAN SILVEY:

21 Q. Did | understand you to say that you have

22 reviewed the | SRS applications of the gas companies for
23 thelast several years and none of them have included

24 what it isthat you're asking for?

25 A. Based on my review, | could not identify that
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any of them had included the repairs deduction when

calculating their deferred taxes.

Q. Okay. And has Missouri-American ever included
them in past SRS applications?

A. | would have -- | believe that we have. |
believe that we have included them, but we have not
previously included the deferred tax asset that results.

Q. Did your review of the gas | SRSsinclude the
deferred tax asset?

A. To the extent the applications included that
detail, | did look at that and they didn't all have the
same level of detail.

Q. Sodidthey or did they not include that?

A. The onesthat provided the detail, they showed
accel erated depreciation, bonus depreciation but did not
include the repairsin their deferred tax calculations.

Q. Okay. Andyou believe that Missouri-American
has made similar I SRS applications to this Commission in
the past, including what you're asking?

A. Yes

Q. Okay.

A. May | ask aclarifying question?

Q. Sure.

A. When you say with what we're asking, do you
mean including the repairs deduction or including the

Page
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1 NOL deferred tax asset?

2 Q. Either or baoth.

3 A. Inthelast ISRS application, we did include a

4 deferred tax asset.

5 Q. And the Commission awarded it?

6 A. That case was settled.

7 Q. Wasit in the settlement?

8 A. Itwasablack box.

9 CHAIRMAN SILVEY: Okay. All right. Thank
10 you.

11 THE WITNESS: Sure.

12 JUDGE HATCHER: Any other questions from the
13 bench?

14 COMMISSIONER COLEMAN: No.

15 COMMISSIONER HALL: I'll have questions after

16 they do cross.

17 JUDGE HATCHER: Let's go ahead then to

18 cross-examination. The order | have filed was Office of
19 Public Counsel.

20 MS. SHEMWELL: Thank you.

21 CROSS-EXAMINATION BY MS. SHEMWELL.:

22 Q. Good morning, Mr. LaGrand. I'm Lera Shemwell.
23 A. Good morning.
24 Q. Mr. LaGrand, could you explain to me perhaps

25 inalittle more detail what Exhibit 10 replaces?
Page

Page 29
A. Yes, itisa-- Exhibit 1, | believeit's
Exhibit 1 or Attachment 1 to my direct testimony, isthe
Company's calculation of the revenue requirement after
Staff's evaluation and we removed some items that should
not have been included in the ISRS calculation. Inthe
Attachment 1 of my testimony, the only difference
between our calculation and Staff's calculation is the
inclusion of the net operating loss.
The only difference between this exhibit and
Staff's calculation is this removes the repairs
deduction to show what the revenue requirement would be
if the repairs deduction was not included in the
calculation. So that's the only difference between this
calculation and Staff's calculation.
MR. CLIZER: Good morning. Sorry.
MS. SHEMWELL: I'm sorry. We're alittle --
Let mejust finish.
MR. CLIZER: Apologies.
BY MS. SHEMWELL:

Q. | reviewed in EFIS the Company's ISRSfilings
back through 2010 and did not see net operating loss
included when | reviewed that either in testimony or in
the Commission's order. Isit 2013 that you believe it
was included but then black boxed in a settlement?

A. No, it wasin the most recent | SRS case that
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1 thecompany had. | don't have the number off the top of 1 to Mr. Wilde.
2 my head. It wasthe SRS that took effect in December 2 Q. Does Missouri-American Water -- yes, does
3 of 2017. 3 Missouri-American Water file a separate tax return to
4 Q. Sosinceit wasablack box, you have no 4 thelRS?
5 affirmative Commission decision that NOL was, in fact, 5 A. | believe o, but | would defer that to Mr.
6 included in that black box? 6 Wildewho is much more familiar with how that all works.
7 A. Correct. 7 Q. The Company had submitted its ISRS and
8 Q. And other than that, you have not claimed NOL 8 included inthat ISRS, and thisis covered in Staff's
9 inprior ISRS cases? 9 memo, the Company removed lead line service replacements
10 A. Not to my knowledge. 10 fromitsfiling; isthat correct?
11 Q. Isthereany other type of case in which 11 A. Thatiscorrect. Therewere some that were
12 you've asked the Commission to address NOL in arevenue | 12 included in error.
13 calculation? 13 Q. And then the Staff discovered some other costs
14 A. Not to my knowledge. 14 that were not ISRS eligible, including repairsto
15 Q. Do you agree with me that NOL does not attach 15 customer-owned appliances and equipment?
16 to any particular asset? 16 A. Yes
17 A. 1 would have to defer that question to John 17 Q. Duplicate charges of about $25,000?
18 Wildewho isour tax expert. I'm not atax expert. 18 A. Yes
19 Q. Do you know whose responsibility itisif 19 Q. Indtalation of new servicelines?
20 there'san IRS normalization violation, whose 20 A. Yes
21 responsibility it isto report that? 21 Q. And then some additional customer lead service
22 A. Again, | would defer that to John Wilde. 22 linereplacement costs and those have been removed from
23 Q. Do you know if Missouri-American Water has 23 Staff'scalculation; isthat your understanding?
24 reported a normalization violation to the IRS? 24 A. Yes, and from the attachment to my direct
25 A. Excuseme. Again, | would haveto defer that 25 testimony.
Page Page
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1 Q. That we just went through? 1 base?
2 A. Yes 2 A. | don't have the numbersin front of me, but
3 MS. SHEMWELL: Okay. Thank you. That'sall | | 3 ingeneral the deferred tax would reduce the deduction
4 have. Thank you. 4 torate base so would increase rate base.
5 JUDGE HATCHER: Go ahead. 5 Q. Hastheoverall balance of Missouri-American's
6 MR. JOHNSON: Thank you, Judge. 6 NOL carry-forward deferred tax asset declined since year
7 CROSS-EXAMINATION BY MR. JOHNSON: 7 end2017?
8 Q. Good morning, Mr. LaGrand. 8 A. Yes
9 A. Morning. 9 Q. Andisthisdecline projected to continue past
10 Q. Does Missouri-American currently reflect an 10 September 20187
11 NOL carry-forward on its books as a deferred tax asset? | 11 A. Yes
12 A. | would have to defer to Mr. Wilde. 12 Q. Do you know how long the Company expects this
13 Q. IsMissouri-American able to break out an 13 balance to decline?
14 amount of its current NOL carry-forward deferred tax 14 A. | would direct that to Mr. Wilde. Hell have
15 asset between items caused by SRS plant additions or 15 abetter sense for the time when that NOL will be used
16 non-I1SRS plant additions? 16 up entirely.
17 A. Again, | would have to defer to Mr. Wilde on 17 Q. Areyou familiar with the calculations on
18 that. 18 pages 12 and 13 of Mr. Wilde's direct testimony that
19 Q. Was Missouri-American's NOL carry-forward 19 concern an asserted increase to Missouri-American's NOL
20 deferred tax asset balance as of December 31, 2017 20 carry-forward?
21 reflected in rate base in Missouri-American's last 21 A. | mean, | am not familiar with how they were
22 general rate case? 22 calculated. | would again direct that to Mr. Wilde.
23 A. Yes, | believe so. 23 Q. Do you agree with Mr. Wilde's calculation?
24 Q. Anddidinclusion of this deferred tax asset 24 A. Weéll, yeah, heisour company's tax expert.
25 havethe effect of increasing Missouri-American'srate | 25 So yes, | would agree with his calculations.
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Q. Mr. Wilde projects approximately $36.9 million
of anincrease -- excuse me. Let merephrase that. Mr.
Wilde's calculation shows an increase to
Missouri-American's NOLC of approximately $36.9 million
during the ISRS period. Where can | find that 36.9
million recorded in Missouri-American's books during the
ISRS period?

A. | would direct that to Mr. Wilde.

1
2
3

A

5
6
7
8

9 Q. Has Missouri-American made non ISRS-eligible
10 plant additions so far in 2018?

11 A. Yes

12 Q. Has Missouri-American generated additional

13 amounts of NOL carry-forward in 2018 on account of those
14 non-ISRS plant additions?

15 A. 1 would presume so, but | would confirm that

16 with Mr. Wilde.

17 Q. Do you know what amounts of NOLC is

18 attributable to those plant additions?

19 A. No, | do not.

20 Q. Do you know where| can find that amount of

21 additional NOLC attributable to those non-I SRS plant
22 additionsin Missouri-American's books and records for

23 2018?
24 A. Again, | would defer to Mr. Wilde.
25 Q. Isit Missouri-American's position that it is

Page

O© 0O ~NOULSWNPRP

10

12
13
14
15
16
17
18
19
20
21
22
23
24
25

Page 35
improper to include its repairs alowance deduction in

an ISRS calculation?

A. 1don't know that | would say that it's
improper. Itisanincremental.

Q. Thank you, Mr. LaGrand. If the Commission
were to remove the repairs allowance from ISRS, is it
your opinion that this would make the NOL issue moot?

A. | would defer to Mr. Wilde on that.

Q. Istherepairs allowance deduction the only
driver of Missouri-American's NOL calculation in this
proceeding?

A. No. Therewould still be avery small NOL
resulting if you remove the repairs deduction.

Q. Would that small amount be associated with
accelerated depreciation deductions?
A. Yes
MR. JOHNSON: | have no further questions.
Thank you.
JUDGE HATCHER: Questions from the bench?
Chairman?

COMMISSIONER HALL: Morning -- oh, I'm sorry.
QUESTIONS BY CHAIRMAN SILVEY:
Q. Just real quickly to touch on kind of my
previous line of questioning. If thisis something that
has not been explicitly included in the previous

Page
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1 applications and may not have been included in the black
2 box settlement, do you believe that this ISRS
3 application is the appropriate mechanism to address this
4 or would it be better addressed in a general rate case?
5 A. Wadl, | think in this SRS application we were
6 tryingtoinclude all the incremental costs associated
7 with the ISRS investment and the repairs deduction
8 resultsin alarger tax increase, or excuse me, atax
9 deduction that in our original application we were
10 tryingtoinclude. Yeah, I'm not sure what the best --
11 Q. | guess my question is why now and why not in
12 previous applications? What's the difference between
13 this SRS application and why you haven't sought thisin
14 previous applications?
15 A. Sowe have included the repairs deduction in
16 previous applications, but the deferred tax asset offset
17 resulting from those was included in the most recent
18 application. Asfar aswhy we have not included it in
19 prior applications, | would have to -- | think Mr. Wilde
20 would probably be in a better position to answer that
21 question than| can.
22 CHAIRMAN SILVEY: Okay. Thank you.
23 JUDGE HATCHER: Commissioner Hall?
24 QUESTIONSBY COMMISSIONER HALL:
25 Q. Good morning.
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A. Good morning.

Q. Exhibit 10, can you walk through the changes
that you made and why?

A. Sure. Givemejust one moment.

Q. Okay.

A. Soin Exhibit 10, and | think | would -- I'll
discuss the changes that went from Schedule 1 of my
testimony to Exhibit 10, if that's okay?

Q. Yes, that'swhat I'm asking.

A. Sotherereally were only two changes that
were made. The amount of investment, everything is
depreciation expense, everything is all the samein both
cases.

In Exhibit 10, | had -- the two changes were,
one, | eliminated including any NOL from the
calculation.

Q. Okay. What line are you referring to?

A. Youwould actualy -- You would seeit on --

If you look at page 2 of Exhibit 10.

Q. Okay. | mean, the first number that is
differentison line 7, deferred taxes?

A. Yes.

Q. Soif you could march me through Exhibit 10
and explain what you've done differently? Areyou going
back to -- Okay. All right. Continue.
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1 A. Okay. Soif you look at page 2 of both 1 deduction doesn't get you on the same page as Staff?
2 Exhibit 10 and the Schedule 1 to my testimony, thetwo | 2 A. Because Staff's number isincluding the
3 changesyou can see on line 14 | excluded the repairs 3 repairs deduction and thus they have alarge deferred
4 deduction. So that is one change and the most 4 tax liability which reduces the rate base.
5 substantial. And then on line 55, | have excluded an 5 Q. Canyou turn to the direct testimony of
6 NOL, and those two changes are what then resultsinthe| 6 Mr. Oligschlaeger. Do you have that in front of you?
7 lower amount of deferred income taxes. 7 A. 1do,yes. Givemejust one moment, Sir.
8 Q. Soitgoesfrom 473,307 to a negative 185,031? | 8 Okay.
9 A. Correct. 9 Q. Onpage6 | want to know if you agree with
10 Q. Sothat'slike 650,000? 10 thislanguage on 22 and 23 on page 6. Do you agree with
11 A. Approximately, yes. 11 that?
12 Q. Okay. Isthat the only change? 12 A. Yes.
13 A. That'sthe only difference between the two 13 Q. Sohow are-- So would you say that repairs
14 schedules. 14 aredirectly associated with qualifying I SRS plant?
15 Q. Sowhy isyour number different from Staff's 15 A. | believe so, although | would suggest Mr.
16 number after you make that change? 16 Wilde has amuch deeper understanding of the repairs
17 A. Theonly difference between our numbersis 17 deductions specifically and could probably give you a
18 that Staff isincluding the repairs deduction so they 18 more thorough description of that than | can.
19 have amuch larger deferred tax liability or reduction 19 Q. Okay. And then turning to page 7, lines 23
20 to rate base. 20 and 24 and then on to page 8, line 1, this appearsto me
21 Q. | thought the repairs deduction is what 21 to be Mr. Oligschlaeger's attempt to explain
22 generatesthe NOL. 22 Missouri-American’'s position. And | want to know if you
23 A. That contributesto the vast, vast majority of 23 agreewith his characterization of your position.
24 the NOL or that causesthe vast majority | shouldsay. |24  A. | would say generally, athough | think we
25 Q. Sowhy isit that getting rid of that repairs 25 would disagree that the reduction is theoretical, page
Page Page
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1 8,line2. Mr. Wildel think will be addressing that. 1 concrete as opposed to hypothetical when you haven't
2 Q. Okay. Okay. And thenfinal line of 2 filed your 2018 tax returns?
3 questioning and it'srelated to, | believe, the issue 3 A. 1 would again direct that to Mr. Wilde.
4 that Chair Silvey was getting at. |sthere something 4 Q. Because NOL isatax return item?
5 going on related to the recent tax cut and its effect on 5 A. | mean, yes, it does appear on the tax return,
6 ADIT accounting that has caused this controversy? I'm 6 yes.
7 trying to understand better why it isthat thisissueis 7 MS. SHEMWELL: That'sal | have. Thank you.
8 coming to a head now. 8 THE WITNESS: Okay.
9 A. | don't know that the Tax Cuts and Jobs Act 9 JUDGE HATCHER: Mr. Johnson?
10 has specificaly driven thisissue, but again | would 10 MR. JOHNSON: Thank you, Judge.
11 recommend Mr. Wilde could answer that with more depth. | 11 RECROSS-EXAMINATION BY MR. JOHNSON:
12 COMMISSIONER HALL: Thank you. 12 Q. Mr. LaGrand, did Missouri-American include the
13 JUDGE HATCHER: All right. Thenwemoveto |13 reparsdeductioninitsinitial applicationin this
14 recrossand | think that would go back to Public Counsel | 14 proceeding?
15 first. 15 A. Yes
16 MS. SHEMWELL: Thank you. 16 Q. Did Staff's recommendation agree with that
17 RECROSS-EXAMINATION BY MS. SHEMWELL : 17 inclusion?
18 Q. Mr. LaGrand, when will Missouri-American Water | 18 A. Yes.
19 or American Water file its 2018 tax return? 19 Q. Did the Company respond to Staff's
20 A. | mean, | know sometimein 2019, but | don't 20 recommendation?
21 know specifically. Mr. Wilde could easily answer that 21 A. Wedid.
22 question. 22 Q. Did the Company allege that the inclusion of
23 Q. But you haven't filed anything for 2018? 23 therepairs deduction was improper at that time?
24 A. Not to my knowledge. 24 A. No.
25 Q. So can you explain how the NOL could be 25 Q. | believe just ashort time ago | asked you
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1 whether it was your opinion if including the repairs 1 companiesto bein net operating |0ss situations?
2 deduction was improper and you characterized it as not 2 A. That'smy general understanding.
3 improper; isthat correct? 3 Q. Wouldn't you also agree that the exclusion of
4 A. | don't recall exactly how | phrased it. 4 bonus depreciation would have the opposite effect?
5 Q. Generdly isthat correct? 5 A. Yeah, yes.
6 A. Yes 6 MR. JOHNSON: | have no further questions.
7 Q. If theinclusion is not improper and the 7 Thank you.
8 Company included it initsinitial position, Staff 8 JUDGE HATCHER: And redirect, Mr. Cooper?
9 agreed with that inclusion, why now would the Company 9 MR. COOPER: Briefly, Y our Honor.
10 recommend removing it? 10 REDIRECT EXAMINATION BY MR. COOPER:
11 A. Well, we are presenting Exhibit 10 asan 11 Q. And you may have taken care of thisafew
12 dternative -- 12 minutes ago. Early on Ms. Shemwell asked you, |
13 Q. Thank you, Mr. LaGrand. Isthat essentialy a 13 believe, whether Exhibit 10 was meant to replace
14 settlement offer? 14 Schedule BWL-1. Doesit replace that or doesit provide
15 A. | don't know that I'd characterizeit as that. 15 an dternative?
16 Q. Thank you. Would you agree that the tax cut 16 A. | would say it provides an aternative.
17 -- well, excuse me. | believe Commissioner Hall asked 17 Q. | believethat Commissioner Hall asked you
18 you aquestion regarding if there was anything in the 18 about, you know, why your aternative wasn't on the same
19 Tax Cutsand Jobs Act that may be causing the NOL issue. | 19 page as Staff's number. Are those two numbers close,
20 Would you agree that the Tax Cuts and Jobs Act has 20 your aternative and Staff's? Well, I'm sorry. Arethe
21 precluded the use of bonus depreciation by utility 21 numbers between the original proposal, including both
22 companies? 22 repairs deduction and the NOL, very close to your
23 A. That is my understanding, yes. 23 aternative that reflects the removal of both repairs
24 Q. Would you agree that the use of bonus 24 deduction and the NOL ?
25 depreciation has been alarge driver for utility 25 A. Yes. Therevenue requirement in the Exhibit 1
Page Page
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1 -- Attachment 1 to my direct testimony and Exhibit 10 1 right hand.
2 arereatively close. 2 (Witness sworn.)
3 Q. Ms. Shemwell asked you whether, again, whether | 3 JUDGE HATCHER: Thank you. Please be seated.
4 the NOL was atax returnitem. Do you remember that? | 4 JOHN WILDE, being sworn, testified as follows:
5 A. |do. 5 DIRECT EXAMINATION BY MR. COOPER:
6 Q. Isityour understanding that an NOL was aso 6 Q. Please state your name.
7 reflected in Missouri-American's base rate or rate base 7 A. John R. Wilde.
8 calculation initslast genera rate case? 8 Q. And by whom are you employed and in what
9 A. Yes 9 capacity?
10 MR. COOPER: That'sall the questions | have. 10 A. American-Water Service Company as Assistant
11 JUDGE HATCHER: Thank you. And | noticethe| 11 Vice President of Tax.
12 timeisjust after 10:15. Again, | would reference the 12 Q. Haveyou caused to be prepared for the
13 notein filingsthat Mr. Wilde is expected to be here 13 purposes of this proceeding certain direct testimony in
14 a&fter 10:30. Do we have any updates on that or any 14 question and answer form?
15 requeststo go to other witnesses? Why don't we go off | 15 A. Yes, | have.
16 therecord for afew minutes. 16 Q. Isityour understanding that the testimony
17 MR. COOPER: That would be great. 17 has been marked as Exhibit 2 for identification?
18 JUDGE HATCHER: Let's go off the record. 18 A. Yes itis.
19 (Off therecord.) 19 Q. Do you have any changes that you would like to
20 JUDGE HATCHER: All right. Let'sgobackon |20 maketo that testimony at thistime?
21 therecord. Mr. Cooper, call your next witness. 21 A. No, | do nat.
22 MR. COOPER: Thank you, Y our Honor. 22 Q. If | asked you the questions which are
23 Missouri-American would call Mr. John Wildeto the 23 contained in Exhibit 2 today, would your answers be the
24 stand. 24 same?
25 JUDGE HATCHER: Mr. Wilde, pleaseraise your | 25 A. Yes, they would.
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1 Q. Arethose answers true and correct to the best 1 A. -- and Missouri-American Water and American
2 of your information, knowledge and belief? 2 Water iscarryingisrea. It's stated on the tax
3 A Yes they are. 3 return, each of the previous years all the way back
4 MR. COOPER: Y our Honor, | would at thistime 4 before 2008. It won't be fully utilized based on
5 offer Exhibit 2 into evidence. 5 estimates today until 2019, 2020. If you look at the
6 JUDGE HATCHER: Any objections? 6 2018 tax return, line 30 of that return will be zero.
7 MS. SHEMWELL: No. 7 If you take the ISRS into account, line 29 of that tax
8 MR. JOHNSON: No. 8 return will be higher than it would be without. Line
9 JUDGE HATCHER: So admitted. Go ahead. 9 29A net operating loss will decrease proportionately.
10 (MAWCSEXHIBIT 2 WASRECEIVED INTO EVIDENCE | 10 So therefore, there is an adjustment to the NOL that
11 AND MADE A PART OF THISRECORD.) 11 occurson the tax return as aresult of these
12 BY MR. COOPER: 12 expenditures.
13 Q. Mr. Wilde, have you had a chance to review the 13 Q. Let meask you afew questions for
14 direct testimony of both the Staff and the OPC in this 14 clarification. You referred ear|y onto NOLC. That
15 case? 15 standsfor?
16 A. Yes|have 16 A. Net operating loss carryover.
17 Q. Ibelievethat Staff's primary objection to 17 Q. And then you referred to line 30 from the
18 MAWC's claim that a net operating loss or a deferred tax 18 federa tax return. What isline 30?
19 asset should be reflected isthat that NOL is 19 A. Taxableincome, federal taxable income.
20 hypothetical and not directly attributable to the ISRS 20 Q. And | believe you also mentioned line 29A.
21 plant at issue. Do you agree with that allegation? 21 Maybeyou didn't.
22 A. ldonot. 22  A. Total deductions.
23 Q. Whynot? 23 Q. Now, it'salso aleged, and | think
24 A. TheNOLC that American-Water is carrying -- 24 particularly in Staff Witness Ferguson's direct
25 Q. Why don't we start with -- 25 testimony she states that the existence of a
Page Page
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1 hypothetical net operating loss will always result from 1 yes, itisassociated with this particular property.
2 essentially the Company's cal culation whether the 2 Q. There's been discussion of normalization rules
3 utility is actually recording an NOL amount on its books 3 and applicability to agenera rate case versus a
4 ornot. Do you agree with that assertion? 4 single-issue proceeding that might impact only a
5 A. No. Youhaveto beinan NOLC position of an 5 surcharge such asthe ISRS. In your opinion, do the
6 amount greater than the ISRS deductionsin order for 6 normalization rules apply to a single-issue proceeding
7 that to occur on awith and without basis as required by 7 impacting only a surcharge such as this SRS case?
8 thelRS. 8 A. | think prior to, | can't remember the year
9 Q. It'sasoaleged that MAWC is not generating 9 that FERC madethe ITC request, but there was a thought
10 or booking any actual NOL, net operating loss, during 10 that the normalization rules didn't have to be applied
11 thisISRS period. Do you agree with that? 11 in the context of aformula rate mechanism, but that was
12 A. No. Asl described, we're -- that number is 12 kind of ruled out in the rulings related to the ITC
13 influx asto what it will be, the balance will be at 13 where bonus was considered as whether it was required, a
14 the end of the year, depending on what our expenditures | 14 utility was required to take bonus or not in aformula
15 are, depending on what our income is during the given 15 rateproceeding. And it wasruled -- | think that was
16 year. Sothat NOLC will change. Now, on avintaged 16 liketwo or three years ago where that was ruled that
17 basisit'savintaged calculation, but it still just 17 formularate mechanisms are treated just like arate
18 evolvesovertime. It'sjust on afirst-in, first-out 18 case as a separate distinct rate proceeding.
19 basisthat you kind of useit. 19 Q. You say formula, but you would also apply that
20 Q. Butyou believe that it's associated with the 20 to sort of asingle-issue proceeding such asthe ISRS?
21 plant that's been put in service between January 1 of 21  A. Whereit'sacost of service mechanism, yes.
22 thisyear and September 30 of thisyear? 22 MR. COOPER: That'sal the questions | have
23 A. | believe when you look at it incrementally as 23 atthistime.
24 you should, and you look at whether you make a choice as | 24 JUDGE HATCHER: Thank you. We'll go ahead and
25 towhether you invest in ISRS or infrastructure or not, 25 go with cross-examination, Office of Public Counsel?
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1 MS. SHEMWELL: Thank you. 1 A. No.

2 CROSS-EXAMINATION BY MS. SHEMWELL: 2 Q. Thank you. If the Company has aviolation of

3 Q. Mr. Wilde, I'm Lera Shemwell. | represent the 3 thelRS normalization rules, whose responsibility is it

4 Public Counsel and the public. Good morning. 4 toreport that violation?

5 A. Niceto meet you. 5 A. It would be the Company's.

6 Q. Weheard from Mr. LaGrand that MAWC hasonly | 6 Q. Have you made any such reports to the IRS?

7 included net operating lossin the 2017 ISRS. Isthat 7 A. No. There'saso an inadvertent error

8 your understanding? 8 exception. So you wouldn't necessarily --

9 A. | believe so. 9 Q. I'msorry. | don't know what that means.
10 Q. If | say toyou that I've looked through all 10 Let'sjust move, onif that'sal right with you. This
11 of the past ISRSto about 2000 and didn't see that in 11 isnot aformularate proceeding, correct?
12 there, would that make sense to you? 12 A. It'saformulacalculation of an additional
13 A. | wasn't with the Company prior to 2016. So 13 incremental rate mechanism or surcharge. So would |
14 1'd haveto go back and look at the exact facts, but | 14 distinguish the two? No.

15 also understand that not only Missouri-American Water 15 Q. You'resaying that thisisaformularate

16 but other companiesin the state of Missouri in their 16 proceeding?

17 1SRS calculation do not do repairs. So if you don't 17 A. With respect to asingle-issue item. Soyou

18 haverepairsin that calculation, there could be 18 have arate base component and you have a cost of

19 situations where you don't need to account for the DTA 19 service component or revenue requirement component. So
20 aswell. 20 it'snot really distinguishable.

21 Q. DTA? 21 Q. Let'sback up alittle bit. The FERC formula

22 A. Deferred tax asset. I'm sorry. So that NOL 22 rateconsiders all revenues and expenses. The FERC

23 DTA. 23 formulatransmission rate considers al of those things?
24 Q. Soyou don't have any past Commission order in 24 A. Yes, and that'swhy | classified it just

25 an ISRS case affirmatively including aNOL -- or an NOL? | 25 dlightly different as a single-issue item.

Page Page
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1 Q. Thisisasingle-issueitem asyou said, and 1 quality of the water and wastewater serviceisa

2 areyou aware of any casesin Missouri that havemade | 2 principal factor.

3 thedistinction of this being a single issue as opposed 3 Q. You'resaying qudlity of the water isa

4 toafull cost of service rate case? 4 principal factor of whether or not you invest in ISRS?
5 A. InMissouri with respect to the Missouri 5 A. Whether weinvest in our system, ISRS itself
6 Commission? 6 at my understanding of it is an incentive mechanism to
7 Q. Or the Court rulings? 7 carry those investments outside of the rate case and

8 A. ThelRSin -- not with respect to Missouri -- 8 simplify the ratemaking process.

9 Q. No, I'mtalking about Missouri courts. 9 Q. Youbelievethat it -- let'ssee. We have

10 A. I'mnot aware of one. 10 established, haven't we, that thisis not afull rate

11 Q. Whenisyour 2018 tax return filed? 11 case?

12 A. ltwill bein'19. 12 A. Thisisnot afull rate case.

13 Q. Carryover meansyou're bringing forward from | 13 Q. It'sasingle-issuerate case. Those were

14 year to year? 14 your words?

15 A. Correct. 15 A. Single-issue rate mechanism.

16 Q. AnNOL isnot attached to any certain 16 Q. You mention on page 6 the intent -- I'm sorry.
17 infrastructure, any particular asset? 17 Line3, 4,5. Areyou there, sir?

18 A. You're correct with that. 18 A. Page®6, yes, | am. Lineswhat?

19 Q. Your NOL level isgoing to change. Soit's 19 Q. 3,4,5. Itsaystheintent of Congressin

20 not certain what that amount will be today? 20 creating the normalization rules, isto provide the

21 A. It'snot certain. 21 utility an interest-free source of fundsto invest in

22 Q. Isityour position that the Company needsan | 22 utility property. What's your citation for that, the

23 incentiveto invest in ISRS-eligible infrastructure? 23 intent of Congress?

24 A. | would say it's always afactor of how much 24 A. Actualy in some preceding words to the TCJA
25 youinvest or when you invest. I'm surereliability and | 25 that was mentioned but it'salso in -- there€'s the
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1 Bluebook, Congressional Bluebook that would discussthat | 1 this.

2 from 1986. 2 A. Because you get an incentive, you reduce your

3 Q. TheTCJA? Tell the court reporter what that 3 tax burden that would otherwise exist. Customers don't
4 means, please. 4 pay adifferent tax. You don't get aloan from a

5 A. Tax Cutsand Jobs Act of 2017. | apologize 5 customer. That's pretty well -- I'm not really --

6 for the acronym. 6 That's not something | came up with. That's pretty much
7 Q. Itjust helps everybody to have an idea. 7 outlinedin --

8 A. | gotcha That'sapretty well known 8 Q. But the government doesn't put in any money

9 dtipulation asto why the tax normalization rules are 9 intothis. That'sall taxpayer funds that they have
10 putinplace. 10 paid for income taxes and then those moneys paid are
11 Q. Sir, no question pending. Thank you. I'mon 11 deferred under accumulated deferred income tax?

12 page 8, line 10, 11 and 12. And you say as part of a 12 A. Again, what -- it'satax incentive that you

13 normalized method of accounting, and consistent with tax | 13 get from the government. Not-- it doesn't come from a
14 normalization rules, the cumulative balance of 14 customer. | don't pay the customer back interest. |

15 plant-related deferred taxesis treated as a zero 15 don't pay the government interest.

16 interest loan from the government, but the government 16 Q. But they just recognize that. The government
17 doesn't give you the money that goesinto that zero 17 recognizesthat. There's no taxpayer money. It's not

18 interest loan, it's the customers, right? 18 actualy from the government. It isthe money goingin
19 A. No. The customers pay the tax on their 19 thereisfrom your ratepayers. It's not from the

20 operating cost or operating revenues to provide an 20 Company, right? It's not Company money. It comesfrom
21 adequate return and the Company investsmoney. Sothe |21 ratepayers who have paid the taxes?

22 shareholdersinvest money. The deductions are on the 22 A. We're using customer money from other income
23 shareholders money. 23 from their normal operations and we're taking a tax

24 Q. I'msorry. | wastaking about the 24 incentive from the government that we'll have to return
25 government. I'm not sure where shareholderscameinto | 25 inthe future, and so the incentiveitself is from the
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1 government, not from the customer. 1 Q. Can we agree that customers have put the money
2 Q. Theincentive isthe government permitting you 2 in?

3 to do that with your customers’ money. 3 A. Customers paid their taxes on their

4 A. | guesswe're going to have to disagree on 4 operations.

5 that. | don't know how else to answer it. | understand 5 Q. Okay. On page 9, you indicate that afinding

6 that the customer is paying a cost of service for the 6 by the IRS during an audit that the Company violated the
7 taxes, but the cost of service on the taxes that they're 7 tax normalization rules or the consent decree could

8 payingisnot related to this property. It'srelated to 8 causetheloss of significant tax benefits. However, we
9 -- 9 have agreed earlier that for that to incur the Company
10 Q. It'snot related to the ISRS property? 10 would have to report that tax normalization violation to
11 A. If youwould take away ISRS, they would have | 11 the IRSitself?

12 the same tax burden and actually they would actualy pay | 12 A. It would have to believe anormalization

13 thetax in today. 13 violation occurred.

14 Q. Yes. Okay. But on page 15 you say that zero 14 Q. The Company?

15 interest loan is actually received from the government, 15 A. The Company. | believe also the Commission
16 but that money isreceived from customers? 16 could also self report.

17 A. Again, I'mkind of citing typical tax wording. 17 Q. But the Commission doesn't have any tax

18 Youcanfindthat in private letter rulings. You can 18 normalization violation to self report.

19 find that -- 19 A. Yes. That'swhy it typically comes from the

20 Q. Canyou cite meto aprivate letter ruling? 20 taxpayer. | believel've known that there's at least

21 A. We submitted some into the record. I'd have 21 onecase, and | don't know which oneit s, I'd have to
22 togo back and look and find it exactly. Typically tax 22 go back and look where the Commission actually reported.
23 folks cast an interest-free loan from the government, 23 MS. SHEMWELL: That'sal | have. Thank you.
24 not an interest-free loan from the customer. If you 24 JUDGE HATCHER: Thank you. Mr. Johnson?
25 givemetime, I'll findit, I'll find the citation. 25 MR. JOHNSON: Thank you, Judge.
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1 CROSS-EXAMINATION BY MR. JOHNSON: 1 Q. Would you be able to calculate the amount of
2 Q. Good morning, Mr. Wilde. I'm Mark Johnson. | 2 the additional NOLC attributable to those non ISRS
3 represent the Staff of the Commission. 3 additions?
4 A. Okay. 4 A. If youwerein the context of arate
5 Q. Onpage12to 13 of your direct testimony you 5 mechanism, yes, you would be able to separate that out.
6 calculate that the incremental | SRS-eligible investments 6 Q. Where could | find these non ISRS plant
7 are estimated to generate a taxable loss of $36.9 7 additionsif they have occurred on the books and records
8 million. Where can | find this $36.9 million recorded 8 of Missouri-American?
9 on Missouri-American's books during this ISRS period? 9 A. They would be part of the difference between
10 A. It would be net within the deductions and it 10 the beginning and ending balance net of any kind of
11 would beincremental. If you took awith and without 11 retirements or transfers or adjustments in the plant and
12 view of thetax return -- 12 serviceline.
13 Q. Thank you, Mr. Wilde. Where can | find this 13 Q. Would they be separated out from ISRS-€ligible
14 deduction? 14 plant additions or the NOL C related to ISRS-€ligible
15 A. Yourealy won't find any NOLC as a separate 15 plant additions?
16 item or deferred tax on a separate -- 16 A. I'mnot familiar with the book accounting
17 Q. Thank you, Mr. Wilde. Has Missouri-American 17 whether there's an indicator within the system that
18 made non ISRS-eligible plant additionsin 20187 18 accountsfor it separately. Sometimes thereis.
19 A. | don't know that. You'd have to ask Brian, 19 Sometimes there's not.
20 Mr. LaGrand. 20 Q. Thank you, Mr. Wilde. On page 13 of your
21 Q. Wall, assuming that Missouri-American has made 21 direct testimony you indicate that the Company was
22 non ISRS-eligible plant additions, would 22 carrying an NOLC balance of $148 million as of December
23 Missouri-American generate additional amounts of NOLC in | 23 31, 2017 and based on your projections as of December
24 2018 on those non | SRS additions? 24 31, 2018 that balance would be reduced by $92.1 million
25 A. Yes. 25 --or 2,91 point -- excuse me.
Page Page
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1 Y ou indicate that the balance would be reduced 1 available accelerated depreciation tax deductions
2 t0$92.1 million as of December 31, 2018; is that 2 associated with the 2018 ISRS plant additions on
3 correct? 3 American Water's 2018 tax returns?
4 A. Yes. 4 A. No, not on awith and without basis.
5 Q. Soif the Company did not have a net operating 5 Q. How about in actuality?
6 losscarry-forward from prior test years, doesthis 6 A. Onafirst-in, first-out basis, yes.
7 indicate that Missouri-American would have taxable 7 Q. Isit accurate to state that Missouri-American
8 income? 8 expectsto be able to book as deferred income tax
9 A. Yes. 9 expense al of its benefits from accelerated
10 Q. Thefact that but for those net operating loss 10 depreciation in 2018 without booking any offset from
11 carry-forward amounts your estimate is that the Company | 11 additional generation of an NOL?
12 would have taxable income. Doesn't that not reflect 12 A. Canyou ask that question again?
13 that al of the Company's net accelerated depreciation 13 Q. Certainly. Would it be accurate to state that
14 benefits associated with new SRS plant would not need | 14 Missouri-American expects to be able to book as a
15 or would not generate a new offsetting net operating 15 deferred income tax expense all of its benefits from
16 loss? 16 accelerated depreciation in 2018 without booking any
17 A. Our position isthat the 92 point -- 17 offset from additional generation of net operating
18 Q. Thank you, Mr. Wilde. | am asking you if but 18 lossesin 2018?
19 for prior net operating loss amounts the Company is 19 A. Not on awith and without basis.
20 estimated to have positive taxable income, does that not | 20 Q. How about in an actual basis?
21 indicate that | SRS plant additions are not -- do not 21 A. Yes, overal it would --
22 need to record a new offsetting NOL amount? 22 Q. Thank you, Mr. Wilde. Istherepairs
23 A. No, it does not mean that. 23 alowance deduction generally considered a protected tax
24 Q. At thistime does Missouri-American expect 24 timing difference per the IRS Code?
25 that American Water will be ableto reflect al of the 25 A. Not per the code.
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1 Q. Inthe context of the Tax Cuts and Jobs Act, 1 A. Inthe context of just simply the tax TCJA,
2 can this Commission order any of Missouri-American's 2 yes
3 excess ADIT associated with the repair allowance 3 MR. JOHNSON: That's all the questions | have.
4 deductions to be flowed back to customers over a period 4 Thank you, Mr. Wilde.
5 set at the Commission's discretion? 5 JUDGE HATCHER: Commissioner Hall?
6 A. Canyou state the question in full again? 6 QUESTIONSBY COMMISSIONER HALL:
7 Q. Certainly. Inthe context of the Tax Cuts and 7 Q. Good morning. Areyou familiar with Exhibit
8 Jobs Act, can this Commission order any of 8 10 that wasintroduced during Mr. LaGrand's testimony?
9 Missouri-American's excess ADIT associated with the 9 A. | wasn't here. Sol wouldn't haveitin front
10 repair alowance deductions to be flowed back to 10 of me.
11 customersover aperiod set at the Commission's 11 Q. Areyou familiar with this document?
12 discretion? 12 A. I'mfamiliar with versions of it. I'm not
13 A. | want to make sure | understand your 13 certain of what version -- | mean, is this the as-filed
14 question. | apologize for asking you to state it again. 14 version or isthis an updated version?
15 Please, it'salong question. Could you say it again? 15 Q. Widll, if you're not familiar with the
16 Q. Certainly. I'll try to reword it. 16 document, then I'm not sure it's of any value for meto
17 Considering that the repairs allowance deduction is not 17 ask questions about it.
18 generaly considered protected, does the Commission have | 18 A. Youcantry. | mean, I'm familiar with how
19 the ability to order excess ADIT associated with that 19 it'slaid out and what it does. | just -- The numbers
20 deduction to be flowed back to customers over any 20 could be different from what isin my testimony and then
21 period? 21 | would be --
22 A. Sothefirst the Commission -- the tax code 22 Q. It'smy understanding that what this document
23 doesn't bar the Commission from acting out of concert 23 isisamodification of the Company's prior position on
24 with the tax normalization rules. 24 the proper ISRS amount by backing out net operating
25 Q. Would you consider that answer to be yes? 25 losses and the repairs deduction, and my question is,
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1 andif you can answer it, great; if you can't, itis 1 spend, make the incremental spend, | believe -- |
2 what itis, but I'm trying to understand how this bottom 2 shouldn't say. | can't speak for what exactly. It
3 line number differs from Staff's position and why. 3 appears what they believe isthat the incremental spend
4 A. | think | believe, as explained to me, the 4 doesn't create any new NOL, therefore it shouldn't cause
5 reason why they wanted to show it thisway is because 5 acarryover to DTL. But what really occurs by making a
6 other Missouri utilities have filed without the repair 6 decision to incrementally spend in ISRS, you actually
7 deduction in it and this just takes the repair deduction 7 delay the use of the NOL that would have been used by
8 out which then eliminates at |east mostly the net 8 normal operations. So therefore the net, when | talk
9 operating loss DTA that's required then to be put into 9 about the with and without test and the balance of the
10 thecalculation. It just basically gets you back to the 10 interest-free loan remains unchanged in our thinking.
11 same answer as someone who actualy didn't putitinin | 11 Staff would say that there's an interest-free loan
12 thefirst place would be. It also gets you back to 12 that's occurring that's not really occurring.
13 where Missouri-American might have been with past 13 Q. Okay. Sol think what you're getting at is --
14 filings not including it. 14 Do you have the direct testimony of Mr. Oligschlaeger in
15 Q. Do you have an understanding as to how this 15 front of you?
16 number differs from Staff's position in this case and 16 A. No, | do not.
17 why? 17 Q. Haveyou read this testimony before?
18 A. Yes. Thisposition would take out both the 18 A. Yes
19 DTL from the repairs deduction and would take out the | 19 Q. Could youturnto page 7.
20 NOL DTA. Staff only wantsto take out the DTA and not | 20 A. I'mthere.
21 theDTL. Therefore, they're imputing an interest-free 21 Q. Lines23, 24 and then ontoline 1 of page 8.
22 loan from the government or from customers that doesn't | 22 Isthis-- Thisis Mr. Oligschlaeger's characterization
23 -- hasn't happened yet because of the NOLC. 23 of your position and | think it's the position that you
24 Q. Imputing. Explain that to me. 24 just reiterated a moment ago. | want to make sure that
25 A. They believe that the fact that when you 25 I'mtracking.
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1 A. Yes, | think he captured my position. 1 getting that money from the government or getting that
2 Q. Sowould you say that thisisthe issue, has 2 benefit in reduced taxes. Y ou can only reduce your

3 nothing to do with the repairs deduction. The 3 taxesto zero. Onceyou're to zero, you can't do

4 difference between Staff and OPC and the Company is 4 anything more. If you haven't perfected that |oan.

5 whether or not the expenditure for ISRS-eligible plant 5 That's what the normalization rules are about. They say
6 without immediately putting those costsinto rates has 6 if you have not perfected that loan, you can't give the

7 animpact on the taxable income and that iswhat is 7 benefit of that 1oan to the customers, otherwise you're

8 reflected in ISRS or should be reflected in ISRS? I'm 8 inviolation of the normalization rules or you're not

9 surel mangled that description. 9 following the normalized method of accounting. | don't
10 A. | would state it alittle differently. | 10 know if | helped you or not.
11 would say that our position isthat the interest-free 11 Q. | think we're getting there. Does the repairs

12 loan that should be in rate base should be the net of 12 deduction play arolein the ISRS calculation other than
13 dl DTLsand DTAs. 13 its connection to net operating losses?

14 Q. DTEs DTLs? 14  A. Say that again.

15 A. Sorry about that. Deferred tax assets and 15 Q. I'll try. Doesthe repairs deduction play a

16 deferred tax liabilities. Deferred taxes represent an 16 roleinthe SRS calculation other than itsrelation to

17 interest-freeloan. Okay. That's azero cost of 17 net operating losses?

18 capital available to shareholders to invest in property. 18 A. Inany kind of incremental spend formula or

19 If they don't have that zero cost of capital, they're 19 calculation where you're trying to measure the cost to
20 going out and borrowing or they're going out and getting | 20 the customers of adding that, a repair deduction for tax
21 equity. Soif you put aDTL in or deferred tax 21 purposes would generally generate aDTL, a deferred tax
22 liahility in for the actual deduction when you're 22 liahility, therefore it would generally if you had

23 actudly having then on an incremental basislookingat | 23 taxable income to match it against would create a

24 what happened in your regular rate case, on an 24 balance of interest-free loans. When that balance of

25 incremental basis doing that spend you just delayed 25 that DTL isoffset by aDTA in the deferred tax

Page Page
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1 calculation for that ISRS, then the interest-free loan 1 thecurrent tax year?

2 doesn't perfect and therefore you're basically not 2 A. No.

3 getting the benefit of those deductions until you have 3 MR. JOHNSON: Thank you, Mr. Wilde. | have no
4 taxable income to use them against. You can only -- 4 further questions.

5 again, you can only take your taxable income to zero. 5 JUDGE HATCHER: Mr. Cooper, redirect?

6 They're not going to give you more money back thanwhat | 6 MR. COOPER: Thank you, Y our Honor.

7 you would otherwise pay. 7 REDIRECT EXAMINATION BY MR. COOPER:

8 COMMISSIONER HALL: Okay. Thank you. 8 Q. Mr. Wilde, you still have your testimony in

9 JUDGE HATCHER: All right. Let'sgoto 9 front of you?

10 recross and we'll start with Office of Public Counsel ? 10 A. ldo.

11 MS. SHEMWELL: We have no recross. Thank you. | 11 Q. Couldyou turn to page 12.

12 JUDGE HATCHER: And Mr. Johnson? 12 A. I'mthere.

13 MR. JOHNSON: Thank you, Judge. 13 Q. | believethat Mr. Johnson -- well, let me

14 RECROSS-EXAMINATION BY MR. JOHNSON: 14 back up. Mr. Johnson had asked you the origin of some
15 Q. Mr. Wilde, Commissioner Hall asked you a 15 of your numbers there, maybe the 36.9 million and then
16 seriesof questions regarding normalization. We 16 you got cut off before you were able to explain the

17 discussed earlier that but for NOLs from prior tax years 17 origin of that number. Would you do so now or where
18 the Company would estimate that it would have taxable 18 that number comes from?

19 incomefor 2018; isthat correct? Isthat what we 19 A. Sure. Part of this Appendix C that the

20 discussed earlier? 20 Commissioner gave me with our original filings, soit's
21 A. It'staxable income -- That's not really what 21 atax calc, that'swithin that particular schedule.

22 you asked. It would have -- but for those NOLCs, you're | 22 Q. Butwhat -- So let me point you to line 18 and
23 correct. 23 line 19 of page 12. It talks about the incremental

24 Q. Thank you, Mr. Wilde. Can acompany utilize 24 I1SRS-dligible investments are estimated to generate a
25 an NOLC prior to exhausting all of the deductions for 25 taxableloss of 36.9 million during the measurement
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1 period for this case. Where doesthat 36.9 million come | 1 A. Yes
2 from? How isthat calculated? 2 Q. Okay. On page 13 of your testimony, it was
3 A. Sure. It's calculated in the same manner that 3 pointed out that there's areduction, | think it'sline
4 we would calculate an estimate of what our tax return 4 7toline 10 there Mr. Johnson pointed out the reduction
5 deductionswould be. So well look at, for example, for | 5 of the NOLC balance from the end of 2017 to the end of
6 tax repairswe used a 10-year average of what our 6 2018. Do you remember that?
7 repairs came from from that particular kind of spendand | 7 A. Yes.
8 calculated the deduction that way for tax -- Then we 8 Q. And | think he asked you if that meant that no
9 calculated tax depreciation based on what those rates 9 NOL was required and you said no but didn't explain.
10 arefor the eligible property. And soit'sreally an 10 Would you explain that now?
11 estimate of the tax deductions that would occur plusany | 11 A. | think line 12 -- actually 11 through 14 kind
12 other like, for example, | believe there's interest 12 of explained that. Said without including the ISRS

13 expensein that calculation and there's book 13 investments, the Company and the Consolidated group
14 depreciation deductions that offset that to cometothat | 14 would have been able to utilize more NOL and would have
15 $36 million. 15 aprojected NOLC for 2018 of 36.9 million less or, 55

16 Q. When you referred to a 10-year averageonthe | 16 million and 651 million respectively. Essentially the

17 repairs, | assumethat's an average of all plant, all 17 NOLC that was | want to call it delayed or recrested as

18 investment; it's not specific to ISRS, isit? 18 aresult of engaging in these | SRS expenditures caused

19 A. No. Wehaven't separated out to ISRS. It's 19 additional NOL that wouldn't have been there had you not
20 ISRSlike property. Soit'sthe sametypesof property. | 20 made these deductions. So incrementally they did drive
21 Soit would be like mains and distribution and 21 NOL.

22 transmission kinds of mainsthat are typically billed 22 Q. Elsewherethere's an estimate of when the

23 under ISRS. 23 Company will no longer bein an NOLC position. | think
24 Q. You define, though, the repairs qualifications 24 that's by the end of 2020; isthat correct?

25 inyour testimony, correct? 25 A. Yes. Itwill likely be at a situation where

Page Page
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1 itsNOL will be less than the ISRS deductions that are 1 violation.

2 being created. Soit will in part generate less of an 2 MR. COOPER: That'sal the questions | have,

3 NOL DTA starting in '19 and probably no NOL DTA by the | 3 Your Honor. Thank you.

4 end of 2020. 4 JUDGE HATCHER: All right. Then | believethe
5 Q. But for the ISRS investment, would you expect 5 next witnessis Office of Public Counsdl's.

6 the Company to be out of the NOLC position earlier 6 MS. SHEMWELL: Public Counsel calls Mr. John
7 perhaps than 20207 7 Riley to the stand.

8 A. Yes, absolutely. 8 JUDGE HATCHER: Mr. Riley, please raise your
9 Q. You were asked some questions by Mr. Johnson 9 right hand.

10 wherel believe your answer referred to awith or 10 (Witness sworn.)

11 without basis and then he specified an actual basis. 11 JUDGE HATCHER: Please be seated.

12 Let'sstart with this. What's significant about the 12 JOHN RILEY, being sworn, testified as follows:

13 with or without basis? What are you referring to when 13 DIRECT EXAMINATION BY MS. SHEMWELL:

14 you talk about that? 14 Q. Mr. Riley, would you state your name?

15 A. The with and without basisis a means that 15 A. John S. Riley, R-i-lI-e-y.

16 taxpayers have generally used to ask the IRS for 16 Q. Mr. Riley, where do you work and what do you
17 normalization rules, and the IRS has come back that -- 17 do there?

18 Theregulations don't spell out a specific method. So 18 A. | work for the Office of Public Counsel. I'm

19 you actually have to go to the IRS to find out whether 19 aPublic Utility Accountant I11.

20 your method is acceptable or not. The with or without 20 Q. Haveyou prepared testimony in this case that

21 method or the last deduction taken method combined with | 21  has been marked as Exhibit No. 6?

22 that with and without is the method that taxpayers 22 A. Yes, maam.

23 normally have used and the IRS has said yes, becausewe | 23 Q. Do you have any corrections or additions?

24 know doing any -- | think the words are paraphrased, if 24 A. No, | do not.

25 you did anything else you'd have a normalization 25 Q. Isyour testimony true and correct, to the

Page

Page

TI GER COURT REPORTI NG LLC

WAV TI GERCR. COM

70..73
573. 999. 2662





WO-2018- 0373 Vol

1

PBoo~v~ouhrwNR

NNN R RR R R R R
NRPQOQOWONOUMWN

23

)
N

25

Page 74
best of your knowledge and belief?

A. Yes, maam.

Q. | haveafew rebuttal questionsfor Mr. Riley.
Mr. Riley, to begin, do you have any general comments
about Mr. Wilde's testimony?

A. Mr. Wilde generaly talks about how not
including net operating lossis going to cause a
normalization penalty with the Internal Revenue Service,
and | think the logic is flawed because normalization

actually isthe difference between accel erated
depreciation and straight-line depreciation in
regulatory revenues. So what you have is the deferred
tax which represents the difference between those two.
So the flow of that back happens over the life of the
asset that you've assigned it to. So anet operating
loss isn't something you really need to consider when
you're talking about normalization violations.

Q. Do you have Mr. Wilde's testimony in front of
you?

A. Yes, maam.

Q. 1 need my copy. Pardon mejust amoment.
Does Mr. Wilde claim there's a benefit to customers for
not making use of a net operating |0ss?

A. Mr. Wilde makesthat claim on page 6, line 5
through 9, to the extent that the utility does not
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receive this interest-free source of funds because
taking the accel erated depreciation deduction causes a
taxable | oss, that taxable loss needs to be included in
the numbers so that the customers are not benefiting
before the utility company receives the benefits. He's
claiming somehow not being able to use a net operating
loss somehow benefits the customer, which | disagree
with because the income tax expense built into ratesis
essentially constant. So the ratepayer is putting money
in whereas the Company is not paying any tax. Even
though they don't get to use a net operating loss, they
aren't paying tax, but they are getting taxed through
rates. To say that the ratepayer is benefiting is|

think false.

Q. Isthe Company harmed?

A. No, not in any way.

Q. Mr. Wilde mentions the with and without method
on page 7. Do you agree with hisanalysis of the with
and without method?

A. What Mr. Wilde saysthereisanew or
additional net operating loss generated with accelerated
depreciation, then the NOL generated is clearly related
to accelerated depreciation and needs to be included.
However, if you look at some of their records, the
accelerated depreciation on its own does not create a
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net operating loss.
Q. Do you have an example of some of those
records?
A. Yes, | do.
Q. | think we need to get an exhibit marked.
It's been premarked as Exhibit No. 8.
JUDGE HATCHER: Before we do that, have you
introduced the direct testimony?
MS. SHEMWELL: | have not. | was going to do
that at the end of rebuttal.
JUDGE HATCHER: Then we'reon to No. 8.
MS. SHEMWELL: Yes, weare. Thank you.
BY MS. SHEMWELL.:
Q. So how does Exhibit 8 support the comments
that you were making?
A. Exhibit 8 isafiling from Missouri-American
Water with its annual report to the Commission.
Q. Let mestop you there for just aminute. This
isacopy of the annua report to the Commission?
A. Pagefrom the annual report, yes, maam.
Q. You have added the highlighting?
A. Yes | have.
Q. Thank you.
A. Severd lineson here. Soit'salittle hard
to keep track of. Thisis page F-29 Attachment A from
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Missouri-American Water Company basically breaking down

the financial income of the Company and then also

showing all of the deductionsthat it is allowed to take

through Internal Revenue rules and regulations and then

comes up with ataxable income down towards the bottom.

Now, the point I'm trying to makeis that

there's -- in this particular file, the financial

taxable income is $75 million. However, when you add
all of the temporary differencesin the middle, you come
up with ataxable income of negative 15,971,209. So the
point | want to make is that we had $75 million. If you
go down to the highlighted depreciation and
amortization, which would be your accelerated
depreciation on line 26, that's only $26 million,
26,615,215. So to actually say that your accelerated
depreciation is causing your loss, well, it's a portion
of it, but it in itself does not cause the loss.

Q. Anything else on that?

A. Excuse me?

Q. Anything else you want to add on that? We
were talking about the with and without argument.

A. I'msorry. To say the with or without and
saying that the depreciation is my point isthe
accelerated depreciation that he talks about in his
testimony is not necessarily the driving force of net
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1 operating loss. 1 JUDGE HATCHER: Not aproblem. On Exhibit 8,
2 Q. Thank you. Mr. Wilde has pointed out on page 2 before we move on, are there any objections to the
3 4 and on page 11 that recognition of accumulated 3 admission of Exhibit 8 onto the record? Hearing none,
4 deferred income taxes typically referred to as ADIT or 4 itisso admitted.
5 ADIT requires recognition of both the deferred income 5 (OPC EXHIBIT 9 WAS RECEIVED INTO EVIDENCE AND
6 tax liabilities and the deferred income tax assets. Do 6 MADEA PART OF THISRECORD.)
7 you agree with that? 7 JUDGE HATCHER: And Exhibit 9, Ms. Shemwell,
8 A. Well, those terms are kind of loosely defined. 8 if you would please describe that for us.
9 However, in astrict regulatory accounting format, you 9 MS. SHEMWELL: We're calling it the
10 don't really have adeferred tax asset because the 10 accumulated deferred tax exhibit.
11 Uniform System of Accounts does not have an asset title | 11 BY MS. SHEMWELL:
12 deferred tax asset. So to say that you haveto combine |12 Q. Mr. Riley, doyou have something more
13 thesetwoisalittle bit of a stretch because | contend 13 specific?
14 that anet operating lossisatax item and not a 14 A. No.
15 regulatory item. 15 Q. Canyou explain how this exhibit supports your
16 Q. Would acopy of Exhibit 9 assist in your 16 testimony?
17 explanation, what's been marked as Exhibit 9? 17 A. Well, | started to review the chart of
18 A. Yes, maam. 18 accountsin order to understand how this might be
19 MS. SHEMWELL: I'd like to introduce Exhibit 19 interpreted and how you would record it and | never
20 9. 20 found an asset that is titled accumulated deferred
21 JUDGE HATCHER: Ms. Shemwell, | just want to | 21 incometax. Accumulated deferred income tax inthe
22 make sure for my notes, did you offer into the record 22 Uniform System of Accountsisa 200, what isknown asa
23 Exhibit 8? 23 200 account which isaliability account.
24 MS. SHEMWELL: I'dliketo do that, and | will | 24 Specifically the accumulated deferred income
25 get to Exhibit 7. 25 tax inthe Uniform System of Accountsis Account No.
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1 281, 282 and 283. 1 evidencein that casein my testimony.
2 Q. Those numbers that you're listing, how are 2 Q. And what was the purpose for you entering that
3 those used? 3 into your testimony?
4 A. Wéll, that would be the account code that you 4 A. Thetopic | was reviewing was net operating
5 would book your deferred income tax to. 5 lossesfor GMO and KCPL. So | started to look at
6 Q. That's where the Company would actually book | 6 private letter rulings and | came across one that | feel
7 onitsrecords-- 7 isvery similar to how the Commission operates and
8 A. Right. 8 reviewsthingsand put that in testimony to demonstrate
9 Q. -- the accumulated deferred income tax? 9 how the Internal Revenue Service treated the net
10 A. Yes, maam. 10 operating lossin that particular letter ruling.
11 Q. What was your point about it does not? 11 MS. SHEMWELL: | would like to introduce
12 A. The point there was that -- 12 Exhibit No. 7 which isthe IRS private letter ruling
13 Q. Excuse me. 13 that Mr. Riley had entered into evidence.
14 A. --you have adeferred tax whichisa 14 BY MS. SHEMWELL:
15 liability. However, Mr. Wilde claimsthat you need to | 15 Q. Wasthat the last KCPL rate case, Mr. Riley?
16 add your deferred tax asset with your deferred tax 16 A. Yes. That was ER-2018-0145 and 146, |
17 liability and technically thereisn't an asset in the 17 believe.
18 Uniform System of Accounts. 18 Q. Doesthe Company haveitself an IRS private
19 Q. There's not a place to book that? 19 letter ruling for its use of net operating loss? Are
20 A. No, thereisnat. 20 you aware of that?
21 Q. Mr. Wilde mentioned severa letter rulings, 21 A. No, I'm not aware that they have -- They
22 IRSletter rulingsin histestimony. Areyou familiar |22 requested aprivate letter ruling back in 2010. It
23 with IRS letter rulings? 23 wasn't for net operating losses. It wasachangein
24 A. Intestimony for aprior case Kansas City 24 accounting rules, change in accounting methods.
25 Power & Light, | entered a private letter ruling as 25 Q. Intheprivate letter ruling in Kansas City
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1 Power & Light, how does that apply in this case? 1 MS. SHEMWELL: 6 isthe direct testimony of
2 A. Wéll, the company that submits the information 2 Mr.Riley.
3 totheInternal Revenue Servicerequesting aruling from | 3 JUDGE HATCHER: Sure that's not 3?
4 them had sent in information about net operating losses | 4 MS. SHEMWELL: I'm pretty sureit's not 3.
5 and whether they should be included in the deferred tax 5 JUDGE HATCHER: Okay. | will take those up
6 balancein order to set rates. It was asking should it 6 oneatatime. Exhibit 6, the direct testimony of
7 offset deferred income tax with anet operating loss, 7 Mr. Riley, are there any objections to that admission on
8 andin short basicaly the Internal Revenue Servicein 8 therecord? Itisso admitted.
9 thisletter ruling said that the NOL C was taken into 9 (OPC'SEXHIBIT 6 WAS RECEIVED INTO EVIDENCE
10 account and was not included and did not need to be 10 AND MADE A PART OF THIS RECORD.)
11 included in the deferred tax balance. 11 JUDGE HATCHER: Exhibit 7 isthe IRS |etter
12 Q. | had adiscussion with Mr. Wilde about who 12 rulings offered by the Office of Public Counsel. Are
13 paysinto the accumulated deferred income taxes. Who | 13 there any objections to that exhibit being admitted onto
14 puts-- Who pays money for that? 14 therecord? Not hearing any, it is so admitted.
15 A. Wadll, the ratepayer is always the one that 15 (OPC'SEXHIBIT 7 WAS RECEIVED INTO EVIDENCE
16 footsany hill. Sowhen rates are set and tax amount is 16 AND MADE A PART OF THISRECORD.)
17 cdculated for the case, then that's built into the 17 JUDGE HATCHER: And also Exhibit 8, Ms.
18 rates. So theratepayer isalways the one that pays the 18 Shemwell?
19 taxes. 19 MS. SHEMWELL: Yes, please.
20 MS. SHEMWELL: Does that conclude your 20 JUDGE HATCHER: Exhibit 8, thisis the page
21 rebuttal testimony? 21 fromthe Annua Report. Arethere any objectionsto
22 THE WITNESS: Yes, maam. 22 that exhibit onto the hearing record? Without seeing
23 MS. SHEMWELL: Judge, I'd like to offer 23 any, it isso admitted.
24 Exhibits 6, 7, 8 and 9 into evidence. 24 JUDGE HATCHER: And Exhibit 9, which isthe
25 JUDGE HATCHER: | don't have 6 marked down. | 25 accumulated deferred tax exhibit, are there any
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1 objectionsto Exhibit 9 being admitted onto the hearing 1 JUDGE HATCHER: Thank you. Then we will move
2 record? Seeing none, it is so admitted. 2 ontothe next witness and that will be from
3 (OPC'SEXHIBIT 9WASRECEIVED INTO EVIDENCE | 3 Mr. Johnson. Please go ahead.
4 AND MADE A PART OF THIS RECORD.) 4 MS. SHEMWELL: Judge, may Mr. Riley be
5 MS. SHEMWELL: Thank you, Judge. | tender the 5 excused?
6 witness for cross-examination. 6 JUDGE HATCHER: | have not been doing that all
7 JUDGE HATCHER: Thank you. And our pre-agreed 7 day. Mr. Riley, thank you for your testimony. You're
8 upon order, Mr. Cooper? 8 excused.
9 MR. COOPER: | think | go after Mr. Johnson. 9 (Witness excused.)
10 JUDGE HATCHER: I'm sorry. I'mlooking at the 10 MR. JOHNSON: Staff callsto the stand Mark
11 person Mr. Johnson. 11 Oligschlaeger.
12 MR. JOHNSON: | think we're going to have Mr. 12 JUDGE HATCHER: Mr. Oligschlaeger, please
13 Irving handle this witness. 13 raiseyour right hand.
14 JUDGE HATCHER: All right. Please go ahead. 14 (Witness sworn.)
15 MR.IRVING: Actualy I don't have any 15 JUDGE HATCHER: Thank you. Please be seated.
16 questionsfor thiswitness at thistime. 16 MARK OLIGSCHLAEGER, being sworn, testified as follows:
17 JUDGE HATCHER: That brings usto Mr. Cooper. 17 DIRECT EXAMINATION BY MR. JOHNSON:
18 MR. COOPER: And in that case | have no 18 Q. Itisstill morning, Mr. Oligschlaeger. So
19 questionsfor this witness. 19 good morning.
20 JUDGE HATCHER: Okay. Well, that leaves you 20 A. Good morning.
21 with no redirect. 21 Q. Would you please state and spell your last
22 MS. SHEMWELL: Commissioner questions? 22 namefor the record?
23 JUDGE HATCHER: Commissioners, any questions 23 A. My nameisMark L. Oligschlaeger. My last
24 from the bench? 24 nameisspelled O-l-i-g-s-c-h-l-a-e-g-e-r.
25 COMMISSIONER COLEMAN: No questions. 25 Q. And by whom are you employed and in what
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1 capacity? 1 and John R. Wilde in this matter?
2 A. I'memployed asthe manager of the auditing 2 A. | have.
3 department for the Missouri Public Service Commission. 3 Q. And do you agree with the testimony of
4 Q. Areyou thesame Mark L. Oligschlaeger who 4 Mr. LaGrand and Mr. Wilde concerning the NOL issuein
5 caused to be prepared direct testimony which has been 5 thisISRS case?
6 marked as Exhibit No. 3? 6 A. I donot. Their proposed inclusion of a
7 A lam 7 hypothetical NOL deferred tax asset and SRS rate base
8 Q. Do you have any changes or corrections to your 8 isnot reasonable on its own terms and that treatment is
9 testimony? 9 not in any way mandated by the IRS tax normalization
10 A. Ildonot. 10 rules.
11 Q. If I wereto ask you the same questions today, 11 Q. Asapreliminary matter, is there currently an
12 would your testimony be true and correct to the best of 12 NOL deferred tax asset on Missouri-American's books?
13 your belief and knowledge? 13 A. Yes, thereis. AnNOL was generated by
14 A. Itwould. 14 Missouri-American for a period of time through the end
15 MR. JOHNSON: Judge, at thistime | would 15 of 2017. However, this NOL amount was reflected in rate
16 offer Exhibit No. 3 into the record. 16 base in Missouri-American's last general rate case, Case
17 JUDGE HATCHER: So offered. Are there any 17 No. WR-2017-0285. That rate case had a true-up cutoff
18 objectionsto the admission of the direct testimony of 18 date of December 31, 2017. Because the NOL deferred tax
19 Mr. Oligschlaeger? No objections, it is so admitted. 19 asset balance as of year end 2017 is currently reflected
20 Please continue. 20 in MAWC's base rates, no further rate treatment of that
21 (STAFFSEXHIBIT 3 WASRECEIVED INTO EVIDENCE | 21 amount is appropriate in this ISRS proceeding.
22 AND MADE A PART OF THISRECORD.) 22 The only NOL amounts potentially relevant to
23 BY MR. JOHNSON: 23 thiscase would beif any additional NOL amount was
24 Q. Mr. Oligschlaeger, have you read the direct 24 generated by Missouri-American from January through

25
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Q. Has Missouri-American generated any NOL during

this ISRS period?

A. No. Asclearly shown in the response to Staff
Data Reguest No. 4, the balance of Missouri-American's
NOL deferred tax asset has been declining at a steady
rate so far in 2018. The response also indicates that
this reduction is expected to continue until at least
the end of 2019. This meansthat MAWC is expected to
useits prior NOL to offset taxable income in 2018 and

2019 and that the Company is not projecting any
additional generation of NOL in the aggregate for the
ongoing future.

Q. Mr. Oligschlaeger, when a utility isableto
use prior amounts of net operating losses to offset
taxable income on a going-forward basis as
Missouri-American projectsit can do now and in the
future, what does that mean in relation to tax
normalization accounting and ratemaking?

A. A utility that isin the position of using
prior NOL to offset taxable income by mathematical
necessity is able to reflect all of its current
accelerated depreciation tax deductions on its tax
returns going forward. And as aresult, it will receive
the full financial benefit of such deductions. Because
these benefits are provided to the utility in customer
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rates through collection of deferred income taxes, the

resulting accumulated deferred income tax balance must
be included in rate base without offset in order to
provide ratepayers areturn on capital they provide to
the utility.

Q. That isrebuttal -- excuse me. In hisdirect
testimony, Mr. Wilde claims that failure to reflect a
rate-based offset for a hypothetical NOL in this case
could or would lead to an IRS Code tax normalization
violation. Do you agree with that statement?

A. No. Staff has not found any support for this
contention in either the IRS Code or in the private
letter rulings cited by Mr. Wilde.

Q. Why isit do you say the IRS Code does not
support Missouri-American’s position?

A. Thetax normalization rules embedded within
the IRS Code clearly state that the existence of NOLs
can be arelevant consideration in ng whether a
utility isin compliance with the rules. However, the
Code specifies that NOLs may be relevant in two specific
situations. First, when the utility is unable to
reflect all of its accelerated depreciation tax
deductions onits tax returns, thus creating a new NOL.
And second, when a utility's balance of an already
existing NOL deferred tax asset increases due to the
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Company's continuing inability to reflect al available
tax deductions on its returns.

However, neither situation appliesto
Missouri-American during this particular ISRS period.
So far in 2018, MAWC has not generated any new NOL in
the aggregate and as aresult its existing NOL balance
has been decreasing, not increasing. Since MAWC is not
currently generating any additional amount of NOL in
aggregate, no violation of the tax normalization rules
isat risk in this case.

Q. Now, why do you say that the private letter
rulings referred to by Mr. Wilde did not support the
Company's position?

A. None of the PLRs attached to Mr. Wilde's
testimony or otherwise provided to Staff by
Missouri-American are relevant to Missouri-American's
current financial and taxable positions. Without
exception, all of the PLRs cited by Mr. Wilde address
time periodsin which the utility in question was
generating NOL amounts. Again, MAWC is not currently
generating any NOL. It isusing prior amounts instead.

Mr. Wilde has not provided any citations to
PL Rs that might address tax normalization consequences
in the situation which a utility is using and not
generating NOL amounts.

Page
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Q. Inhistestimony Mr. Wilde makes several

references to the with and without method applicable to
tax treatment of NOL s for utilities that allegedly
mandates its recommended treatment of NOLs in this case.
Does Staff agree with his characterization of the with
and without method?
A. No. The PLRsthat Staff has reviewed make it
clear that the with and without method is intended to
allow a utility to determine how much of a generated NOL
should be considered attributable to accelerated
depreciation deductions and how much of the NOL should
be attributable to other categories of tax deductions
for purposes of compliance with the code. However, in
this proceeding MAWC is actually proposing to apply the
with and without method for an entirely different
purpose which is to determine how much of a hypothetical
NOL should be assigned to a single-issue rate element of
ISRS plant additionsin lieu of attributing the NOL to
other MAWC cost components not at issue here.

None of the PLRs provided to Staff by MAWC
seem to give guidance on how to make assignments to NOL
to separate rate elements and the PLRs certainly do not
specify that the with and without method must be used
for this purpose.

Q. At pages 12 and 13 of hisrebuttal, or excuse
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me, his direct testimony, Mr. Wilde presents a
calculation of an alleged increasein
Missouri-American's NOL balance during the ISRS period.
What does his calculation actually show?

A. All that Mr. Wilde demonstrates with his
calculation is that MAWC would be using even more of its
NOL to offset taxable income from January 1, 2018
forward under the hypothetical scenario that if MAWC
would have made no ISRS plant additions during that

period. However, in reality a calculation of alesser
actual decrease in an NOL balance in comparison to the
decrease that might have resulted from awhat if
situation cannot in any way reasonably consider to be an
increase in NOL.

As| previoudly testified, it isonly when an
NOL isincreasing that tax normalization rules
violations may come into play for utilitiesin this
situation.

Q. Doyou believe that Missouri-American's
position on NOL ratemaking in this case is consistent
with the intent and the theory behind the IRS tax
normalization rules?

A. No. Missouri-American's position if adopted
would lead to customers not being compensated for
capital provided to them -- provided by them to MAWC in
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the form of deferred income taxes. That's aresult
squarely inconsistent with proper ratemaking principles
and is not mandated in any fashion by the IRS Code.
Q. Mr. Oligschlaeger, do you have any further
rebuttal testimony?
A. | donot.
MR. JOHNSON: Thank you. Judge, at this point
| tender the witness for cross.
JUDGE HATCHER: Thank you. And going with the
already agreed upon order for cross-examination, Office
of Public Counsel?
MS. SHEMWELL: We have no questions. Thank
you.
JUDGE HATCHER: Mr. Cooper?
MR. COOPER: No questions as well.
JUDGE HATCHER: Thank you. Any questions from
the bench? All right. And that takes care of recross
and redirect also. Mr. Oligschlaeger, you are excused.
Thank you.
(Witness excused.)
JUDGE HATCHER: Looking at the attorneys for
the case, | would note that it isten till noon and we
have two witnesses |eft. If | can see a shake of heads
who would like to take a break, who would like to push
through?
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1 MS. SHEMWELL: Let usconfer just amoment. 1 Exhibit No. 4?
2 (Off therecord.) 2 A Yes
3 MR. JOHNSON: Judge, | think we will continue 3 Q. Doyou haveany changes or correctionsto your
4 the proceeding. 4 testimony?
5 JUDGE HATCHER: Excellent. Wewill becalling | 5 A. ldonot.
6 our next witness. Mr. Johnson, please go ahead. 6 Q. Isyour testimony true and correct to the best
7 MR. JOHNSON: Staff callsto the stand Lisa 7 of your belief and knowledge?
8 Ferguson. 8 A. Yes
9 JUDGE HATCHER: Thank you. Ms. Ferguson, 9 Q. If I asked you those same questions today,
10 pleaseraise your right hand. 10 would you give the same answers?
11 (Witness sworn.) 11 A. Yes
12 JUDGE HATCHER: Thank you. Please be seated. | 12 MR. JOHNSON: Judge, | would offer Exhibit 4
13 Mr. Johnson? 13 asevidenceinto the record.
14 MR. JOHNSON: Thank you, Judge. 14 JUDGE HATCHER: Thank you. The Exhibit 4, the
15 LISA FERGUSON, being sworn, testified as follows: 15 direct testimony of Ms. Ferguson, do | have any
16 DIRECT EXAMINATION BY MR. JOHNSON: 16 objections? Seeing no objections, it is so admitted.
17 Q. Would you please state your name and spell 17 (STAFFSEXHIBIT 4 WAS RECEIVED INTO EVIDENCE
18 your last name for the record? 18 AND MADE A PART OF THISRECORD.)
19 A. MynameisLisaM. Ferguson. Last nameis 19 JUDGE HATCHER: Go ahead, Mr. Johnson.
20 spelled F-e-r-g-u-s-o-n. 20 BY MS. JOHNSON:
21 Q. By whom are you employed and in what capacity? | 21 Q. Ms. Ferguson, have you read the direct
22 A. I'memployed by the Missouri Public Service 22 testimony of Missouri-American witnesses Mr. LaGrand and
23 Commission as a utility regulatory auditor. 23 Mr. Wilde?
24 Q. AreyouthesamelisaM. Fergusonwhocaused |24  A. |have
25 to be prepared direct testimony which has been marked as |25 Q. Do you have any rebuttal testimony you would

Page Page
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1 liketo provide? 1 service. If you subtract the incremental tax deductions
2 A. |do. 2 associated with the new | SRS plant investment from the
3 Q. Does Staff agree that accumulated deferred 3 level of zero, which is what the Company is stating is
4 income taxes include both deferred tax liabilities and 4 incremental revenue associated with that investment, a
5 deferred tax assets? 5 hypothetical net operating loss will occur each time you
6 A. Generdly, yes. Aslong asthe deferred tax 6 do that calculation whether the utility is actually
7 liabilities and deferred tax assets are related to 7 generating incremental NOL or not. There could be a
8 regulated deductions that are included in the utility's 8 dituation in the future maybe when or if bonus
9 cost of service. However, in this ISRS petition, Staff 9 depreciation returns where an NOL is generated due to
10 does not believe that there is actually any generation 10 ISRSinvestment, but | believe a different method of
11 of adeferred tax asset in the form of an NOL associated 11 calculation needs to be considered in order to
12 with this particular ISRS investment. The TCJA, or the 12 appropriately assign an NOL to incremental ISRS
13 tax reform that was changed in December of 2017, changed | 13 investment. If it's determined in the future that an
14 thetax law to eliminate the availability of bonus 14 NOL may be appropriate to include in the ISRS rate
15 depreciation deductions which has historically been the 15 calculation, then apro rataratio of ISRS plant to non
16 main cause of NOLs by utilities. 16 ISRS plants would need to be devel oped to calculate the
17 Q. Thank you, Ms. Ferguson. Just to clarify, the 17 portion of the NOL reasonably attributable to SRS plant
18 TCJA isthe Tax Cuts and Jobs Act of 2017? 18 additions.
19  A. That'scorrect. 19 Q. On page 9, lines 1 through 9 of Mr. Wilde's
20 Q. DoesMissouri-American -- Does 20 direct testimony he represents that a normalization
21 Missouri-American's proposed calculation of the NOL make | 21 violation will occur if the benefits from tax timing
22 sensetoyou? 22 differences are deducted and included in rates faster
23 A. No. Especialy in this proceeding. In 23 thanthe NOL isreflected. Does Staff believe a
24 Missouri, direct rate recovery of investment by a 24 normalization violation will occur if an NOL deferred
25 utility can only occur after that investment isin 25 tax asset isnot included in this case?
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1 A. No. Staff does not believe thereiseven a 1 liability associated with the repair allowance deduction
2 deferred tax asset in the form of an NOL in this case. 2 isappropriateto includein I SRS rates because the
3 Andwe can tell that by looking at the NOL balancesthat | 3 costs associated with this deduction are incurred to
4 aredeclining over time that'sin my direct testimony. 4 keep the taxpayer's property in ordinary efficient
5 However, even if MAWC does inadvertently commit a 5 operating condition and does not materialy increase the
6 normalization violation, Revenue Procedure 2017-47 that | 6 value of the property or increase the useful life.
7 wasreleased in September of 2017 creates asafe harbor | 7 | liketo think that this type of deductionis
8 for utilitiesto correct their unintentional 8 akin to the definition of ISRS-€ligible property and is
9 normalization violations regarding the Section 168 9 thus appropriate.
10 accelerated depreciation deductions on a going-forward | 10 Q. Mr. Wilde discusses the consent agreement
11 basiswithout penalty. 11 related to the tax repairs deduction that
12 Q. Isit possible to determine what specific item 12 Missouri-American was able to begin taking. Does Staff
13 gaverisetoan NOL? 13 believe that its recommendation in this case would cause
14 A. No. NOLsare calculated on an overall basis 14 anormalization violation in regards specifically to the
15 and they're not split out for accounting purposes based 15 repairs deduction?
16 onwhat tax deductions gave rise to that NOL. 16 A. No. Staff agreesthat the consent agreement
17 Q. Ms. Ferguson, what is the repairs deduction 17 by the IRS does require MAWC to follow normalization
18 and associated consent agreement that Mr. Wilde 18 accounting in regard to its repairs deduction. That's
19 mentioned on page 8, lines 20 through 23 of his direct 19 why Staff accepted the repairs deduction and has
20 testimony and is this deduction appropriate for 20 included the deferred tax liability relating to it in
21 inclusionin an ISRS case? 21 thelSRS calculation.
22 A. In 2010, American Waterworks and its 22 If Staff believed a deferred tax asset had
23 subsidiaries requested permission to change their method | 23  been generated in the form of an NOL and was actually
24 of accounting for costs associated with routine repair 24 related to this deduction and this specific ISRS
25 and maintenance of tangible property. The deferredtax | 25 investment, then Staff would have considered inclusion
Page Page
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1 of any NOL associated deferred tax asset in this case, 1 amount at al isrecorded on a utility's booksis very
2 but no such generation of an incremental NOL has 2 different than relying on actual book information for
3 actually occurred that's attributabl e to this repairs 3 the amount of accelerated depreciation deferred tax
4 allowance or any other deduction. MAWC, in fact, 4 liabilities even if the amounts may be subject to change
5 proposed this deduction, but | believe now that it has 5 later. The deferred tax liability is recorded on the
6 been established that there's no generation of anet 6 MAWC'shooks. Thereisno new deferred tax asset or NOL
7 operating loss the deduction is being proposed to be 7 that's recorded on its books.
8 removed. 8 Q. Thank you, Ms. Ferguson. Do you have any
9 Q. On page 11, lines 20 through 23, Mr. Wilde 9 further rebuttal testimony you wish to provide?
10 statesthat Staff only attributes the term hypothetical 10 A. ldonot
11 tothe NOL deferred tax asset that they suggest should 11 MR. JOHNSON: Judge, t thistime | would
12 be excluded from the ISRSrate base, yet thisamount is | 12 tender the witness for cross-examination.
13 no more or less an estimate and hypothetical than the 13 JUDGE HATCHER: Thank you. Ms. Shemwell?
14 deferred tax liability generated in claiming tax 14 MS. SHEMWELL: Thank you.
15 depreciation and tax repairs. Do you agree with this 15 CROSS-EXAMINATION BY MR. JOHNSON:
16 assessment? 16 Q. Good morning, Ms. Ferguson. How are you?
17 A. No, | donot. Staff understands that MAWC 17 A. I'mgood.
18 uses accrual accounting to record their deferred tax 18 Q. Good. Inyour rebuttal closeto the end you
19 assets and deferred tax liabilities on their financial 19 said that something was proposed to be removed. | think
20 reporting books and may later true up these amounts with | 20 it was about your third question from the end. Areyou
21 updated information. When Staff called the deferred tax | 21 finding that?
22 asset hypothetical, it meant that an NOL was being 22 A. Oh, about the repairs deduction?
23 caculated for purposes of this ISRS while no such NOL | 23 Q. That'swhat | was going to ask you. You were
24 deferred tax asset was actually being booked by MAWC. | 24 referring to the repairs deduction?
25 Assuming the existence of an NOL whennosuch |25  A. | think there's some confusion this morning
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1 about what the trueissueis here. Thetrueissueisis 1 MS. SHEMWELL: That'sal | have, Judge.
2 Missouri-American experiencing a net operating loss. 2 JUDGE HATCHER: Mr. Cooper?
3 Now, what can cause that net operating loss, the repairs 3 MR. COOPER: Yes. Thank you.
4 deduction that they're taking in their calculation could 4 CROSS-EXAMINATION BY MR. COOPER:
5 beonefactor inthat. We don't believe thereisan 5 Q. Ms. Ferguson, repairs, the repairs deduction
6 NOL, but what has occurred since this as this case has 6 isnot depreciation, isit?
7 progressed iswe have shown, | believe, that thereisno 7 A. No, it'snot.
8 support for an NOL deferred tax asset included. The 8 Q. Now, you also made a statement, | believe,
9 Company has now come back and proposed to removethe | 9 that Staff believesit's appropriate to include the
10 repairs deduction. They have proposed that deductionin | 10 repairsdeduction in an ISRS; is that correct?
11 prior ISRS cases and | believe we're still in support of 11 A. Yes
12 that, the Staff is. 12 Q. Has Staff taken that position in any other
13 Q. Soit wasthe Company that proposed the 13 ISRScase?
14 removal and now Staff agrees? 14 A. 1 will say there's a difference between the
15 A. No, Staff does not agree to remove the 15 repairs deduction in agas case than what is being
16 deduction. Staff isonly -- has only had the position 16 proposed here. | believe back in 2004, Staff had
17 toremove the net operating loss. That's all. 17 proposed in aLaclede Gas Company ISRS case to include a
18 Q. Sothe Company proposed to removeit, but you 18 263(a) repairs deduction. Now, | believe that was
19 don't agree? 19 settled and we might have split that 50/50. 1'd have to
20 A. The Company proposed to remove the NOL, what | | 20 clarify that.
21 understand, aslong asthe repairs deduction is also 21 Now, moving forward, | don't believe that
22 removed. Staff does not agree with both removals, only 22 deduction has been included, but the 263(a) deduction is
23 theNOL. 23 different than what is being proposed here, because the
24 Q. That'svery helpful. Thank you. 24 263(a) deduction hasto do with indirect and direct
25 A. Yes. 25 coststhat are related to the resale of gas. | don't
Page 104 Page 105
1 know if Missouri-American is eligible to take this 1 Company proposed initsinitial application to include
2 deduction, but what this deduction isis the 162 general 2 therepairs deduction in its ISRS filing?
3 business deduction. So yes, it has been proposed. 3 A. Yes, that's correct.
4 Q. Andit'syour belief that the gas companies do 4 Q. And Staff agreeswith that practice?
5 not have the 162 deduction that you're talking about? 5 A. Yes
6 A. | don't believethat'strue. | can't say 6 Q. Mr. Cooper was asking you about other
7 either way. 7 utilities taking repairs deductions and you mentioned a
8 Q. Youjust don't know, right? 8 gasutility that has taken arepair deduction in the
9 A. Right, | don't. 9 past or at least it was proposed. Maybe not the same
10 Q. Theend result of al that isyou just don't 10 deduction. Do you happen to know the case number for
11 know? 11 that case?
12 A. | don't know if they have access to both, no. 12 A. 1 do. The case number is GO-2004-0443. And
13 MR. COOPER: That'sall the questions | have, 13 it wasasimilar, you know, proposal. It might not have
14 Your Honor. 14 been the same exact repairs deduction but it was a
15 JUDGE HATCHER: All right. And any questions| 15 repairs deduction.
16 from the bench? We'll moveto recross. Any questions | 16 MR. JOHNSON: Judge, | would request that the
17 onrecross? 17 Commission take notice of that casefile. And it was
18 MS. SHEMWELL: No. 18 GO-2004-0443.
19 MR. COOPER: | was going to say we ought to be | 19 JUDGE HATCHER: All right. I've seen thisin
20 redirect, shouldn't we, here? 20 ahearing before and it is the decision of the
21 JUDGE HATCHER: All right. Redirect. 21 Commission, but I'll go ahead and ask if there's any
22 MR. JOHNSON: Thank you, Judge. Just very 22 objectionsto the Commission taking note of its own
23 briefly. 23 decision?
24 REDIRECT EXAMINATION BY MR. JOHNSON: 24 MS. SHEMWELL: No.
25 Q. Andjust to further clarify, Ms. Ferguson, the 25 JUDGE HATCHER: All right. Wewill so take
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1 note. Go ahead. 1 and sewer department.

2 MS. JOHNSON: | have no further questions. 2 Q. Didyou prepare or causeto be prepared direct

3 Thank you, Ms. Ferguson. 3 testimony that has been marked as Exhibit 5?

4 JUDGE HATCHER: Any recross after that? 4 A Yes

5 MS. SHEMWELL: No, thank you. 5 Q. Do you have any corrections to that testimony?

6 JUDGE HATCHER: Ms. Ferguson, you'reexcused. | 6  A. |donot.

7 Thank you. 7 Q. Isthat testimony true and accurate to the

8 THE WITNESS: Thank you. 8 best of your knowledge and belief?

9 (Witness excused.) 9 A Yesitis.
10 JUDGE HATCHER: Mr. Johnson, go ahead. 10 Q. If I wereto ask you the same questions today,
11 MR. IRVING: Yes, Staff would like to call 11 would your answers be the same?

12 Matthew Barnes to the stand. 12 A. Yes, they would.

13 JUDGE HATCHER: Mr. Barnes, pleaseraiseyour |13 MR. IRVING: At thistime| would move to

14 right hand. 14 admit Exhibit 5.

15 (Witness sworn.) 15 JUDGE HATCHER: All right. Any objectionsto

16 JUDGE HATCHER: Thank you. Please sit. 16 the admission of the direct testimony of Mr. Barnes?

17 MATTHEW BARNES, being sworn, testified asfollows: | 17 MS. SHEMWELL: No, thank you.

18 DIRECT EXAMINATION BY MR. IRVING: 18 JUDGE HATCHER: Hearing none, it is so

19 Q. Mr. Barnes, please state your name and spell 19 admitted. Go ahead.

20 your last name for the court reporter. 20 (STAFFSEXHIBIT 5 WAS RECEIVED INTO EVIDENCE
21  A. MynameisMatthew J. Barnes. Last nameis 21 AND MADE A PART OF THISRECORD.)

22 B-a-r-n-e-s. 22 BY MR.IRVING:

23 Q. By whom areyou employed and in what capacity? | 23 Q. Do you have any rebuttal testimony at this

24 A. I'memployed by the Missouri Public Service 24 point?

25 Commission as a utility regulatory auditor in the water 25 A. ldonot.

Page 108 Page 109

1 MR. IRVING: Your Honor, | would liketo 1 heads.

2 tender the witness for cross-examination. 2 Let's get back to the exhibits. Mr. Cooper,

3 JUDGE HATCHER: Thank you. And again, weturn | 3 if you would be so kind, you may have done this but |

4 to the Office of Public Counsel. 4 failed to mark it down, would you please move to offer

5 MS. SHEMWELL: We have no questions. Thank 5 Exhibit 10 onto the record?

6 you. 6 MR. COOPER: Yes, yes, Your Honor.

7 MR. COOPER: No questions, Y our Honor. 7 JUDGE HATCHER: Would there be any objections?
8 JUDGE HATCHER: Thank you. Any questionsfrom| 8 Exhibit 10, just reminder, isthe |SRS recalculation

9 thebench? 9 that was offered for Mr. LaGrand's attachment to his

10 COMMISSIONER COLEMAN: No. 10 testimony. Not hearing any objections, it is so

11 JUDGE HATCHER: Thank you. And that will, of 11 admitted. Thank you all.

12 course, take care of redirect and recross. Mr. Barnes, 12 Are there any other exhibits? | have all 10

13 you're excused. Thank you very much. 13 admitted. Are there any othersto be offered?

14 (Witness excused.) 14 THE COURT REPORTER: Judge, | can safely say
15 JUDGE HATCHER: All right. Arethere any 15 it will be before noon.

16 other witnesses that were not on the witness list? 16 JUDGE HATCHER: Excellent. Justin case

17 Okay. Then let's move on to any final matters that need 17 anyonedidn't hear, the transcript will be available

18 discussing. 18 before noon.

19 MS. SHEMWELL: Do we need to discuss on the 19 Let'stalk about late-filed exhibits just real

20 record the transcript availability? 20 quickly. I don't know if anyone anticipates any

21 JUDGE HATCHER: Let'sgo ahead. The 21 late-filing exhibits, but let's go ahead and well just

22 transcript I've been informed will be available tomorrow 22 put adue date of -- we're right into Thanksgiving.

23 and that will be as soon asit is possibly made 23 Let'ssay Monday, close of business Monday, and | don't
24 available will be the exact time. Any other questions 24 have adate.

25 orissuesregarding the transcript? | see shaking of 25 MR. COOPER: Bethe 26th, | believe.
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JUDGE HATCHER: 26th, close of business Mnday
the 26th for any late-filed exhibits. They will be
filed by -- filing it with EFIS and si mul t aneously
providing a copy to all parties.

MS. SHEMWELL: Judge, are the briefs then due
on the 27th? That's a little late for exhibits if the
brief is due on the 27th.

MR, JOHNSON:  Judge, | can state that from
Staff's perspective we do not anticipate filing any late
exhi bits.

MS. SHEMAELL: We do not either.

MR, COOPER:  Nor would I.

JUDGE HATCHER: Excellent. | love it when we
all agree.

MR COOPER:  Unl ess the Commi ssion asks for
one.

JUDGE HATCHER: |'m not aware of any. So we
will scratch the late-filed exhibits instruction. We
will nmove right to the 27th briefs being due, and all of

those dates are on the already approved schedul e. Last

call any other issues?
Thank you all. Let's adjourn the proceeding
and go off the record.

(Off the record.)
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CERTI FI CATE OF REPORTER

I, Beverly Jean Bentch, RPR CCR No. 640,
Certified Court Reporter with the firmof Tiger Court
Reporting,

LLC, within the State of M ssouri, do hereby

certify that | was personally present at the proceedi ngs
had in the above-entitled cause at the time and place
set forth in the caption sheet thereof; that | then and
there took down in Stenotype the proceedings had; and
that the foregoing is a full, true and correct
transcript of such Stenotype notes so made at such tine

and pl ace.
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