Cascade Natural Gas Corporation
Washington Utilities and Transportation Commission 

WUTC v. Cascade Natural Gas Corporation (2017 General Rate Case) 

Docket UG-170929

Bench Request No. 1
Date prepared:   January 29, 2018
Preparer:      
Donna Genora/Michael Parvinen
Contact:   
Michael Parvinen                         

Telephone:   
   509-734-4593
BENCH REQUEST NO. 1:
Please provide the following:
A. Accumulated Deferred Federal Income Tax (ADFIT) balance as of December 31, 2017.
B. The amount of excess deferred income tax reserve as described in IRC Sec 168(i)(9)(A)(ii) as of December 31, 2017, to comply with the TCJA.

C. The amount of excess deferred income tax expense the Company is currently collecting as of January 1, 2018, until the anticipated effective date of this general rate case.
D. A proposed amortization schedule for parts B and C of this bench request along with a supporting rationale for each schedule. Please identify and describe the amortization assumption, e.g., composite, average rate, or other alternative method.

E. For the current proceeding, provide an updated revenue requirement based on the Company’s direct filing position that accounts for the anticipated impacts of the TCJA.

F. In the event that all impacts of the TCJA are not fully known to the Company by the due date set forth in this bench request, a projected date by which the Company intends to file an accounting petition to address the impacts.
G. Supporting workpapers in electronic format with all formulas and links intact. See WAC 480-07-510(3)(e).
First Supplemental Response:
A. The Regulatory Accumulated Deferred Federal Income Tax (ADFIT) as of December 31, 2017 is a Net Liability of $(58,002,904) and its various components are found in “BR-01(02) Supplemental.xlsx”.

B. The amount of excess deferred income tax reserve as described in IRC Section 168(i)(9)(A)(ii) as of December 31, 2017, to comply with the TCJA is $49,503,717, including the required tax gross-up reflecting the enacted 21 percent corporate tax rate. 
C. The amortization of excess deferred federal income tax (EDFIT) has virtually no impact on rates or earnings during the period from January 1, 2018 until the effective date of this case.  Customers receive the full benefit of the originally booked deferred federal income tax (FIT) based on 35 percent.  Therefore, Cascade interprets this question as requesting an estimate of the tax expense difference resulting from the TCJA’s reduction of the corporate tax rate from 35 percent to 21 percent, since Item B identifies the excess deferred balance and item D is asking about amortization of item B and C.  As explained in greater detail below, Cascade’s estimate for the tax rate change for the period from January 1, 2018 to July 31, 2018 is $1,394,552. 

Cascade’s best estimate for the tax rate effect is based on the final tax figure provided in the attached file “BR-01(01) Supplemental.xlsx”, tab “MPP-2 – ROO Summary Sheet,” row 16, column (3).  This figure of $3,585,990 is the expected federal income tax at the new tax rate on 2016 test year data.  Cascade cannot provide a reasonable tax expense estimate for 2018 at this time due to all the unknown variables for 2018, including investment, revenues, expenses, other tax deductions and conditions.  As the year progresses, these figures will become better known and the tax expense also becomes more accurate.  Cascade will not be able to provide the final actual tax 2018 figure until the Company’s 2018 tax return is complete late in 2019.  However, using the $3,585,990 figure identified above as a reasonable proxy for a 2018 estimated tax and assuming an August 1 effective date of the rate case, the amount expensed at the end of July 2018 would be 7/12ths of this amount, or $2,091,828.  Thus, one can then assume that dividing $2,091,828 by 21 percent would determine taxable income of $9,961,083 and then multiplying by 35 percent would derive tax expense under the old the old tax rate.  The difference would be a tax benefit of $1,394,552 from the period January 1, 2018, to July 31, 2018.  The calculations are provided in the attached “BR-01(04) Supplemental.xlsx”. 
Even though the amortization of EDFIT has minimal impacts on rates or the outcome of this rate case, Cascade has determined the amount of EDFIT the Company expects to collect between January 1, 2018 and until the anticipated effective date of this general rate case to be approximately $(1,871,625). This estimate includes Plant and Non-Plant excess deferred income taxes of $(1,277,965) and $(593,660), respectively. There are insignificant amounts of pre-TCJA excess reserves in these amounts which requires software modifications to separate.  These figures can be found in “BR-01(02) Supplemental.xlsx” and are a total-system number.  The Washington Plant allocation factor is 77.24 percent.  
The TCJA requires the use of Average Remaining Asset Method (ARAM) for plant related EDFIT to satisfy what is referred to as the “Normalization” requirements. As a public utility, Cascade is required to use ARAM as it has elected to use accelerated cost recovery tax methods and has available all the necessary plant vintage information. The normalization requirement for excess tax reserves allows the excess tax reserves to reduce customer rates but would be limited to amounts that would be greater under ARAM. Under ARAM, the excess in the reserve is reduced over the remaining regulatory lives of the property which gave rise to this reserve for deferred taxes. The depreciation differences for various vintages/classes of property begin to reverse at different times, the reduction in excess deferred tax reserves and the resulting reduction in revenue requirement will begin in different years. Therefore, the ARAM annual reversal will fluctuate.  For 2018, the implied rate of reversal is effectively 24 years.

Non-plant excess deferred income tax reserves do not require ARAM. Like prior rate changes, we proposed these reserves to be amortized over a composite 10-year life, commonly referred to as the Reverse South Georgia method.  This would be approximately $1,017,702 annually.  The calculation of this amount is shown in “BR-01(02) Supplemental.xlsx”
TCJA tax adjustments other than excess deferred tax reserves are minimal and Cascade does not expect these adjustments to exceed $10,000 for the period January 1, 2018 through August 1, 2018. This figure includes Section 162(m) and other employee benefit limitations. Changes related to interest limitations, equipment expensing, moving expenses, penalties, lobbying expenses, domestic production activities deduction, net operating loss deduction, repatriation, other international changes and like-kind exchanges are not expected to impact Cascade.

D. The proposed treatment for the EDFIT in Item B is related to plant and non-plant.  As stated above, all plant EDFIT is proposed to be amortized using ARAM.  Non-plant EDFIT does not require ARAM.  Cascade proposes the non-plant EDFIT to be amortized over a composite 10-year life, commonly referred to as the Reverse South Georgia method.  The use of ARAM on plant will have virtually no impact to the rate case as the amortization would essentially match the normal turning around of the deferred tax balance.  Customers will continue to see the rate base reduction of the full deferred tax balance and the amortization of the excess will mirror the life of the corresponding asset.  Non-plant will use a 10-year amortization which represents a general average of the individual items.  This could have a relatively minimal impact to the rate case due to slightly different timing of individual components. The amortization of EDFIT will be reflected in the current deferred tax expense starting in 2018.  However, it will not have a material impact on the regulated FIT total expense.  
Regarding Item C above, Cascade proposes that the impact on 2018 results of operation for the period January 1, 2018 through August 1, 2018 (anticipated effective date of the current proceeding) be treated as a period cost and included in 2018 actual results of operation.  This approach will allow for proper matching of rate base with income and expenses in 2018.  The results of Cascade’s approach will be incorporated in its existing earnings sharing mechanism.  Cascade proposes that to the extent the tax reduction produces earnings above Cascade’s authorized return, the amounts in excess of Cascade’s authorized return will be flowed back to customers through the earnings sharing mechanism established in Docket UG-152286.  Cascade also proposes to revise the sharing percentages for 2018 so that 100 percent of the excess over the authorized return will be returned to customers as opposed to the sharing component established in Docket UG-152286, through which 50 percent of the excess over the Company’s authorized return is shared with customers. Cascade proposes a change from 50 percent sharing to 100 percent sharing to reflect that the only reason Cascade would exceed its authorized return is due to the tax rate change.  Cascade’s proposed change to the sharing percentages will be limited to 2018, and in 2019 and beyond, the sharing percentages will revert to the method approved in UG-152286 as the tax benefits will be reflected in base rates upon completion of this docket.
Cascade proposes the above approach regarding item C because the Company is currently not earning its authorized rate of return, and this approach will mitigate the impacts of regulatory lag.  The current rate case is essentially pro formed through 2017 but rates will not go into effect until the second half of 2018.  Thus, it is reasonable to use the benefits as a potential offset to increased costs not reflected in this rate case such as health insurance increases in 2018 that were unknown when the rate case was filed.  Finally, this approach is consistent with the Commission’s previous treatment of the impacts of major tax changes.  Specifically, in the Commission’s First Supplemental Order and Second Supplemental Order regarding the Tax Reform Act of 1986 (U-86-130), the Commission did not require changes in certain companies’ tariffs if the tax change did not cause earnings in excess of the authorized return.  Cascade anticipates that it will not be able to earn its authorized return in 2018.

E. For the current rate case proceeding, Cascade provides an updated revenue requirement that accounts for the impacts of the TCJA, which reflects the change to the Company’s federal income tax rate to 21 percent from 35 percent (see attached “BR-01(1) Supplemental.xlsx”).  The impact of TCJA on Cascade’s requested increase of $5.9 million would be a reduction to a requested increase of $1.7 million.  Cascade has analyzed other components of the TCJA beyond the change to the corporate tax rate and has determined that those other changes result in immaterial (less than $10,000) impacts to Cascade’s request.  Clearly the tax rate change is the most impactful and is reflected in “BR-01(01) Supplemental.xlsx”.  
F. Cascade has completed its analysis of the impact of the TCJA on the current rate case.  In summary, the overall impact to customers is the reduction in the tax rate from 35 percent to 21 percent.  Customers will continue to see the full benefit of the deferred tax balances. The only difference is that the full benefit will be split into two categories; revised deferred tax and excess deferred taxes.  The amortization of the excess plus the amortization or turnaround of the revised turn around equal the same level as if the TCJA hadn’t occurred.  As a result of Cascade’s proposed treatment of the impacts of TCJA, Cascade believes it is not necessary to file a deferral application.
G. See attached “BR-01(1) Supplemental.xlsx” containing revised work papers and exhibits of Cascade Witness Mr. Parvinen.  

Note: “BR-01(01) Supplemental.xlsx” contains changes from 35 percent to 21 percent as green highlights.  Most notable is the per book FIT as shown in tab Exh MPP-2 – ROO Summary Sheet, column (1), row 16.  All proposed adjustments shown in Exh MPP-5 – Summary of Adj have been revised to use the 21 percent FIT rate.  The Conversion Factor as shown on Exh MPP-4 – Conversion Factor and the resulting Revenue Requirement in Exh MPP-3 – Rev Req Calc have also been modified to reflect the 21 percent tax rate.
The rate spread will maintain the relationship identified in the original testimony such that residential customers will receive 78.2 percent of the increase, interruptible customers 1.2 percent, and transport customers 20.6 percent.
Attached “BR-01(02) Supplemental.xlsx” contains calculations of the EDFIT and amortizations amounts.

Attached “BR-01(03) Supplemental.pdf” is a plant accounting system generated report that estimates the 2018 deferred tax balance for 2018.  This file supports the 2018 figure used in “BR-01(02) Supplemental.xlsx”.

Attached “BR-01(04) Supplemental.xlsx” calculates the tax difference change during the period January 1, 2018, through July 31, 2018, prior to the anticipated effective date of the current rate case.
