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Aqua Wastewater Inc.
Case No. 18-1841-ST-UNC
Case No. 18-1842-ST-ATA

SUMMARY

On December 22, 2017, the Tax Cuts and Jobs Act of 2017 (TCJA) was signed into law. Among
other changes, the TCJA lowered the federal corporate income tax rate from a maximum 35 percent
to a flat 21 percent, effective January 1, 2018. Additionally, the reduction in the federal corporate
tax rate may result in excess accumulated deferred income taxes (EDIT) balances because the
amount of ADIT that a public utility has recorded in its books will exceed the amount the public
utility needs to pay its future federal income tax obligations.

On January 10, 2018, the Public Utilities Commission of Ohio (Commission) opened a
Commission-ordered investigation (COI), Case No. 18-47-AU-COJI, in order to study the impacts
of the TCJA on the Commission’s jurisdictional, rate-regulated utilities and determine the
appropriate course of action to pass benefits on to ratepayers. By Entry issued January 10, 2018,
the Commission invited all of the rate-regulated Ohio utilitics, as well as other interested
stakeholders, to file comments discussing the following: (i) those components of utility rates that
the Commission will need to reconcile with the TCJA and (ii) the process and mechanics for how
the Commission should do so.! Additionally, the Commission directed utilities to record on their
books as a deferred liability, in an appropriate account, the estimated reduction in federal income
tax resulting from the TCJA, effective January 1, 2018. The utilities were instructed to continue
this treatment until otherwise ordered by the Commission.”

On December 20, 2018, Aqua Ohio Wastewater, Inc. (Aqua or Company) filed an application
before the Commission to establish a rider to credit to its customers the benefits of the TCJA
(Application). Aqua initiated this proceeding in order to resolve issues related to the impact of the
TCJA on the rates charged to customers.

Aqua proposes to apply a credit, the TCJA Negative Surcharge, to the base sewer rates in its
Franklin Division to reflect the tax savings realized under the TCJA. This credit will provide the
following benefits:

1) Reduction in the Federal Income Tax (FIT) Rate:

a) The estimated balance of deferrals recorded by the Company for wastewater service
accumulated from January 1, 2018, through December 31, 2018 is $219,983.3 This
estimated balance of deferrals will be included in the TCJA Negative Surcharge
beginning when the order is in place.

b) The credit amount applied to each applicable customer will be reflected as a percentage
of the customer’s base sewer charges.

U In the Matter of the Commission’s Investigation of the Financial Impact of the Tax Cuts and Jobs Act of 2017 on
Regulated Ohio Utility Companies, Case No. 18-47-AU-COI, Entry at 1-2 (Jan. 10, 2018).

21d. at2.

3 The Company’s original filing listed this as $212,900, however, DR #1 included updated numbers for December
2018.



c) This credit amount will be adjusted annually to reflect further changes in the FIT and will
continue until the Commission approves new base sewer rates at which time the
reduction will be incorporated into the base rates.

2) Excess ADIT:

a) Normalized EDIT (total balance of approximately $369,565) will be amortized in
accordance with the Internal Revenue Code (IRC) Average Rate Assumption Method
(ARAM) as required to conform to tax normalization rules. The normalization rate will
adjust annually in accordance with ARAM.

b) Non-Normalized EDIT* (total balance as of approximately $317,367) which includes
those related to property, plant, and equipment will be amortized over a period of ten
years beginning with the first month the negative surcharge is effective.

¢) The amortization of all EDITs will be grossed up using the revenue conversion factor
based on the prevailing federal income tax rate.

d) The TCJA Negative Surcharge applied to each applicable customer will be reflected as a
percentage of the customer’s base sewer charges. This credit will be adjusted annually to
reflect further changes in the EDITSs, and will continue until the Commission approves
new base sewer rates, at which time the reduction will be incorporated into the base rates.

STAFF REVIEW

Staff performed a review of the Company’s attachments to the Application, including the proposed
tariff revisions reflecting the TCJA Negative Surcharge (Attachment A); and the supporting
calculations for the proposed credit amount, including balances of EDIT, deferrals, and estimated
rates (Attachment B). Additionally, Staff reviewed the workpapers provided by the Company to
support the various tax impacts recognized in the filing.’

STAFF RECOMMENDATION
Reduction in the FIT Recommendations:

Staff recommends that the Company refund over a period of 12 months the deferred tax savings
from January 1, 2018 through the date in which the TCJA Negative Surcharge becomes effective.
Additionally, Staff recommends that carrying charges be applied to the monthly balance of
deferrals, with such carrying charges based on the long-term debt rate approved in Aqua’s most
recent distribution rate case for its Waterworks Service®, and that the carrying charges cease to
accrue once the TCJA Negative Surcharge becomes effective. Staff Attachment A illustrates the
application of the carrying charges through December 31, 2018. This results in a Stub Period
balance of $225,476 through December 31, 2018. Staff further recommends that the Company

4 Aqua refers to Non-Normalized EDIT as “unprotected excess ADIT”. For purposes of this Staff Letter, “Non-
Normalized EDIT” and “unprotected excess ADIT” have the same meaning.

3 See response to Staff DR #1

6 In the matter of the Application of Aqua Ohio, Inc. to Increase Its Rates and Charges for its Waterworks Service,
Case No. 16-0907-WW-AIR.



update this balance to include deferrals from January 1, 2019 until the TCJA Negative Surcharge
becomes effective.

In addition, Staff recommends that the FIT savings going forward be based on the Company’s
most recent sewer base rate case.” This method results in annual FIT savings of $144,965, as shown
on Staff Attachment B. Staff recommends that the reduction in the FIT savings be included in the
TCJA Negative Surcharge until the Commission approves new base sewer rates at which time the
FIT savings will be incorporated into base rates.

EDIT Recommendations:

Staff recommends that Normalized EDIT include only such balances that are required to be
amortized in accordance with ARAM. In addition, Staff recommends that Non-Normalized Plant-
Related EDIT balances that do not have IRC limitations placed on the amortization be treated the
same as Non-Normalized EDIT. Staff confirmed that the Company is including in Normalized
EDIT balances only such amounts that are required to be amortized in accordance with ARAM.

Staff recommends that all EDIT balances be based on the balance as of December 31, 2017 in
order to ensure that 100 percent of the EDIT is refunded to customers. Staff recommends that
Normalized EDIT be amortized in accordance with ARAM in order conform to normalization
rules, and that Non-Normalized EDIT be amortized over a period of 120 months (10 years).
Additionally, Staff recommends that the amortization of EDIT be grossed up using the revenue
conversion factor based on the prevailing federal income tax rate.

Staff recommends that the amortization of all EDIT balances be refunded through the TCJA
Negative Surcharge until the balances have been fully amortized. Staff believes that a separate
mechanism is the preferred means to refund EDIT to customers; therefore, Staff recommends that
the Commission reject the Company’s proposal to terminate the TCJA Negative Surcharge at the
time new base sewer rates are approved.

Rate Design Recommendations:

Staff recommends that the Commission adopt the Company’s proposed rate design whereby the
TCJA Negative Surcharge is reflected as a percentage of the customer’s base sewer charges.

7 In the Matter of the Application of Ohio American Water Company to Increase its Rates for Water Service and
Sewer Service, Case No. 11-4161-WS-AIR.



%38V 199(J01s0D 3

©LYSTT) § pousd quig@0), L
9

(oLy'szry  (s6l'g6l)  (zszaLl)  (ev'ys1)  (got‘ovD)  (zeo'ezr)  (BI6TI1)  {(8L5°66) (S1£'38) (6L02L) (L0S°LY) (892°97) .  (p W]+ 7oWT+ [ SWT) soueed UON P S
(099) ®90) (5L9) (66¢) (9£9) QL) (6zp) 189) (5z¢) [{3%9) (os1) (3] ((T1 + 8 D & € 9wr)) saBrey) Suwkue)
(ov'117) (g8 (Leo'991)  (0OE'Lpl)  (668°1€1)  (9€$°LIT)  (ges‘son)  (95L°€6) (r£0°08) (2L9°68) (T18%9¢) (Lo1‘en) 1530000) ) Wafgng souqeg €
(zer'9r) (6LI61) (080°€7) (s61'cn (peseon) [CIxa; 1611 (z8801) 016°s1) €YD} (680°12) w1790 (1#Y4Q) sBureg xe], awon] AYMOW 7
(s61'861) _ (zszigel)  (Lev'psy)  (coL'opl)  (zeg'tzl)  (B16°HI1)  (8L5°66) (S1£°88) (6L0°TL) (L0S‘Lv) (89297 - AT YUOI SNOASIJ) 3oubieq SumSag Ao |

JUIANIF  JIqUIIAON 129030 1aquaydag ysnany App Jung [T dy quB Arenaqay Adgnuep ury
safieq) FmAue) g PoUad S

Y jmugaeny yers



Staff Attachment B

FIT Reduction Based on Previous Base Rate Case (Case No. 11-4161-WS-AIR)

Line No. 21% Tax Rate  34% Tax Rate
1 Rate Base 9,067,350 9,067,350
2 Adjusted Operating Income® 683,044 597,879
3 Required Op. Income (Line 1 * 7.81%) 708,160 708,160
4 Income Deficiency (Line 3 - Line 2) 25,116 110,281
5 Gross Revenue Conversion Factor’ 1.356248 1.623387
6 Revenue Increase Required (Line 4 * Line 5) 34,064 179,029
7 Change in Revenue Increase (Line 6 349, - Line 6 »19,) 5 144,965
* See Tax Expense Reduction (Line 11)
® See Gross Revenue Conversion Factor Revision (Line 20)
Line No. Tax Expense Reduction
8 Tax Expense @ 34% 222,739
9 38.235% Reduction (Line 8 * (1 - (.21 + .34))) 85,165
10 Operating Income @ 34% 597,879
11 Operating Income @ 21% (Line 10 -+ Line 9) $ 683,044

Line No. Gross Revenue Conversion Factor Revision

| 21%- GRCF | | 34% - GRCF |
12 Gross Revenue 100% 100%
13 Uncollectibles 2.0129% 2.0129%
14  Net Revenue (Line 12 - Line 13) 97.9871% 97.9871%
15 Ohio Gross Receipts Tax (Line 14 * Line 4.75%) 4.6544% 4.6544%
16  Income Before Federal Income Tax (Line 14 - Line 15) 93.3327128% 93.3327128%
17 Federal Income Tax (Line 16 * FIT Rate) 19.5998697% 31.7331223%
18 Operating Income Percentage (Line 16 - Line 17) 73.7328431% 61.5995904%
19
20 Gross Revenue Conversion Factor (Line 1 + Line 18) 1.356247716 1.623387417




