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I. INTRODUCTION 1 

Q1. Please state your name and business address. 2 

A1. My name is Joseph G. Bowser, 21 East State Street, 17th Floor, Columbus, Ohio 3 

43215. 4 

Q2. By whom are you employed and in what position? 5 

A2. I am a Technical Specialist for McNees Wallace & Nurick LLC (“McNees”), 6 

providing testimony on behalf of Industrial Energy Users-Ohio (“IEU-Ohio”).   7 

Q3. Please describe your educational background. 8 

A3. In 1976, I graduated from Clarion State College with a Bachelor of Science degree 9 

in Accounting.  In 1988, I graduated from Rensselaer Polytechnic Institute with a 10 

Master of Science degree in Finance. 11 

Q4. Please describe your professional experience. 12 

A4. I have been employed by McNees since 2005, where I focus on assisting Industrial 13 

Energy Users-Ohio (“IEU-Ohio”) members address issues that affect the price and 14 
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availability of utility services.  As part of my responsibilities, I provide IEU-Ohio 1 

members assistance as they evaluate and act upon opportunities to secure value 2 

for their demand response and other capabilities in the base residual auction 3 

(“BRA”) and incremental auctions conducted by PJM Interconnection, L.L.C. 4 

(“PJM”) as part of the Reliability Pricing Model (“RPM”).  Prior to joining McNees, I 5 

worked with the Office of the Ohio Consumers’ Counsel (“OCC”) as Director of 6 

Analytical Services.  There I managed the analysis of financial, accounting and 7 

ratemaking issues associated with utility regulatory filings.  I also spent ten years 8 

at Northeast Utilities, where I held positions in the Regulatory Planning and 9 

Accounting Departments, provided litigation support in regulatory hearings, and 10 

assisted in the preparation of the financial/technical documents filed with state and 11 

federal regulatory commissions.  I began my career with the Federal Energy 12 

Regulatory Commission (“FERC”), where I led and conducted audits of gas and 13 

electric utilities in the Eastern and Midwestern regions of the United States.  I am 14 

a Certified Public Accountant (inactive) and am a member of the American Institute 15 

of Certified Public Accountants and the Pennsylvania Institute of Certified Public 16 

Accountants. 17 

Q5. Have you previously submitted expert testimony before the Public Utilities 18 

Commission of Ohio (“Commission” or “PUCO”)? 19 

A5. Yes.  Since 1996, I have submitted testimony as an expert in numerous cases, 20 

including these proceedings.  Attached as Exhibit JGB-1 is a listing of past cases 21 

in which I have testified. 22 
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II. PURPOSE AND SUMMARY OF TESTIMONY 1 

Q6. What is your understanding of the purpose of this hearing?2 

A6. The purpose of this hearing is to determine whether certain utilities should be 3 

required to establish a deferred tax liability for the estimated reduction in federal 4 

income tax resulting from the Tax Cuts and Jobs Act (“TCJA”), effective January 1, 5 

2018. 6 

Q7. What have you reviewed to prepare your testimony? 7 

A7. I have reviewed the filings and prefiled testimonies in this proceeding, the 2017 8 

Ohio Power and Duke Energy-Ohio FERC Form 1s, and literature setting forth the 9 

provisions of the TCJA. 10 

Q8. What conclusions and recommendations do you make? 11 

A8. I have concluded that the utilities should be required to establish a deferred tax 12 

liability (regulatory liability) for the estimated reduction in federal income tax 13 

resulting from the TCJA, effective January 1, 2018.  As set forth in more detail 14 

below, Ohio Power and Duke Energy-Ohio have in fact recorded estimated 15 

regulatory liabilities for the impacts on their accumulated deferred income tax 16 

assets and liabilities of the reduction in the federal income tax rate when the TCJA 17 

was enacted in 2017.  In addition, it appears that both companies have recognized 18 

deferrals for the reduction in taxes effective January 1, 2018.  See Ohio Power’s 19 

initial comments filed on February 15, 2018 at page 7, and Mr. Wathen’s prefiled 20 

testimony at page 7.  Mr. Wathen acknowledged in his testimony that Duke 21 

Energy-Ohio is recording deferrals in 2018, but he opposes the Company being 22 
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required to make the deferrals without further examination by the Commission.  1 

Mr. Allen also opposes Ohio Power being required to defer as a regulatory liability 2 

all savings associated with the TCJA per page 4 of his prefiled testimony. 3 

III. RELEVANT EFFECTS OF THE TAX CUTS AND JOBS ACT OF 2017 4 

Q9. What are the effects of the TCJA relevant to your testimony? 5 

A9. First, the tax rate change in the TCJA reduces the corporate federal income tax 6 

rate to a flat 21%, effective January 1, 2018.  Pub. L. 115-97, § 13001(a).   7 

Second, the reduction in the tax rate under the TCJA affects the level of 8 

accumulated deferred income tax liabilities and assets (“ADIT”) that public utilities 9 

recognize.  This is relevant because utility-related ADIT liabilities are typically 10 

treated as rate base reductions for ratemaking purposes while ADIT assets are 11 

treated as additions to rate base.  12 

Third, the reduction in the tax rate also results in “excess deferred income taxes” 13 

as the ADIT liabilities and assets that were established at a 35% tax rate must be 14 

reduced to reflect the fact that the ADIT balances must be reflected based on the 15 

21% tax rate.  The difference between the ADIT amounts calculated at 35% and 16 

the amounts calculated at 21% is the excess deferred income taxes.  The excess 17 

deferred income taxes should then be amortized as a component of rates. 18 

Based on the foregoing, both base rates and the rates for riders of the utilities that 19 

have a federal income tax component should be adjusted to reflect the TCJA 20 

impacts, which were effective January 1, 2018. 21 
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Q10. Do accounting standards require public utilities to account for changes in 1 

the tax law? 2 

A10. Yes.   3 

Q11. What do these standards require public utilities to do? 4 

A11. Under Generally Accepted Accounting Principles (“GAAP”), Accounting Standards 5 

Codification (“ASC”) 740 (formerly FAS 109 – Accounting for Income Taxes), 6 

companies seeking to comply with GAAP are required to record deferred tax 7 

liabilities or assets for the estimated future tax effects attributable to temporary 8 

differences, and the measurement of current and deferred tax liabilities and assets 9 

is based on provisions of the enacted law.  FAS 109 also requires that deferred 10 

tax liabilities and assets be adjusted in the period of enactment for the effect of an 11 

enacted change in tax laws or rates. 12 

The FERC has offered further guidance in AI-93-5-000 – Accounting for Income 13 

Taxes, item 8, that an “entity shall adjust its deferred tax liabilities and assets for 14 

the effect of the change in tax law or rates in the period that the change is enacted.  15 

The adjustment shall be recorded in the proper deferred tax balance sheet 16 

accounts.  If as a result of action by a regulator it is probable that the future 17 

increase or decrease in taxes payable due to the change in tax law or rates will be 18 

recovered from or returned to customers through future rates, an asset or liability 19 

shall be recognized in Account 182.3, Other Regulatory Assets, or Account 254, 20 

Other Regulatory Liabilities, as appropriate, for the probable future revenue or 21 

reduction in future revenue.” 22 
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Q12. Have you reviewed financial reports for the Ohio electric distribution utilities 1 

for disclosure of their compliance with these standards? 2 

A12. Yes.  I reviewed the 2017 FERC Form 1 reports for Ohio Power and Duke Energy-3 

Ohio. 4 

Q13. What have Duke Energy Ohio and Ohio Power (AEP-Ohio) reflected in their 5 

financial statements for changes in federal income tax law resulting from the 6 

TCJA? 7 

A13. The two companies have recorded deferred liabilities (regulatory liabilities) for the 8 

estimated impact of the TCJA.  For example, Ohio Power had recorded a 9 

regulatory liability of $665.7 million as of December 31, 2017 in FERC Account 10 

254 – Regulatory Liabilities, which is reported on page 278 of the FERC Form 1. 11 

Duke Energy-Ohio had recorded a net regulatory liability of $688 million as of 12 

December 31, 2017, as reported on page 123.43 of its 2017 FERC Form 1.    13 

Q14. Do the notes to the FERC Form 1 financial statements explain the purpose 14 

for the recognition of the regulatory liability?15 

A14. Yes, for Duke Energy-Ohio, it reported in its 2017 FERC Form 1 at page 123.156 16 

that “as a result of the Tax Act, Duke Energy revalued its existing deferred tax 17 

assets and deferred tax liabilities as of December 31, 2017, to account for the 18 

estimated future impact of lower corporate tax rates on these deferred tax 19 

amounts.  For Duke Energy’s regulated operations, where the reduction in the net 20 

accumulated deferred income tax (“ADIT”) liability is expected to be returned to 21 
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customers in future rates, the net re-measurement has been deferred as a 1 

regulatory liability.” 2 

For Ohio Power, it reported on page 123.59 of its 2017 FERC Form 1 that “changes 3 

in the Code due to Tax Reform had a material impact on OPCo’s 2017 financial 4 

statements.  In accordance with accounting guidance for ‘Income Taxes’, the effect 5 

of a change in tax law must be recognized at the date of enactment.  The 6 

accounting guidance for ‘Income Taxes’ also requires deferred tax assets and 7 

liabilities to be measured at the enacted tax rate expected to apply when temporary 8 

differences will be realized or settled.  As a result, OPCo’s deferred tax assets and 9 

liabilities were re-measured using the newly enacted tax rate of 21% in December 10 

2017.  This re-measurement resulted in a significant reduction in OPCo’s net 11 

accumulated deferred income tax liability. … OPCo reflected a decrease in 12 

Deferred Income Tax Liabilities of $743 million and resulted [SIC] in an increase in 13 

income tax related Regulatory Liabilities of $666 million, a decrease in income tax 14 

related Regulatory Assets of $63 million and a decrease to Income Tax Expense 15 

of $14 million.”  16 

IV ADJUSTMENTS FOR BASE RATES AND RIDERS 17 

Q15. You noted previously that the TCJA impacts, including the reduction in the 18 

federal income tax rate from 35% to 21% will impact the calculation of base 19 

rates and some of the riders. 20 

A15. Yes, that is correct. 21 



C0112759:1 8 

Q16. Have the rate regulated utilities addressed the reduction in the tax rate in 1 

riders? 2 

A16. Yes, some riders have been adjusted for the reduction in the tax rate.  For example, 3 

Duke Energy-Ohio has reduced its Rider DR-IM in Case No. 17-1403-EL-RDR for 4 

rates that were effective April 1, 2018 to reflect the federal income tax rate of 21% 5 

in the calculation of the grossed-up rate of return. 6 

Q17. How have rate regulated utilities addressed the tax rate reduction in base 7 

rates? 8 

A17. To my knowledge, most of the regulated utilities have not yet reflected the tax rate 9 

reduction in base rates.  However, in In the Matter of the Application of Ohio Gas 10 

Company for an Increase in Gas Distribution Rates, Case Nos. 17-1139-GA-AIR, 11 

et al., Joint Stipulation and Recommendation (Jan. 26, 2018), the reduction in the 12 

federal income tax rate from 35% to 21% was reflected in the stipulated revenue 13 

requirement. In addition, in the pending stipulation in Case No. 15-1830-EL-AIR 14 

for The Dayton Power and Light Company, it is my understanding that the 15 

reduction in the federal income tax rate from 35% to 21% was reflected in the 16 

stipulated revenue requirement. 17 

It is my understanding that Duke Energy-Ohio has also adjusted the grossed-up 18 

rate of return for its Distribution Capital Investment rider (“DCI”) to reflect the 21% 19 

federal income tax rate.  In the prefiled testimony of Staff witness Lipthratt filed on 20 

June 25, 2018 in support of the Stipulation in Case No. 17-32-EL-AIR, et al., 21 

Mr. Lipthratt stated that the TCJA was accounted for in the Stipulation by reducing 22 

the revenue requirement associated with the reduction to the federal income tax 23 
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rate in Rider DCI.  Mr. Lipthratt stated that accounting for the tax reduction in the 1 

DCI captures 75% of the value of what the reduction to the revenue requirement 2 

would have been had it instead been captured in base rates. 3 

Q18. Did you review the related calculations that Mr. Lipthratt referenced in his 4 

testimony? 5 

A18. No.  However, the important point is that not all of the impacts of the TCJA have 6 

yet been captured in Duke Energy Ohio’s rates.  According to the stipulation in the 7 

consolidated cases, additional tax issues have been reserved for this case or 8 

another one. 9 

Q19. Do you believe that the Commission should direct rate regulated utilities to 10 

establish a regulatory liability for the amounts being collected through base 11 

rates? 12 

A19. Yes, to the extent that utilities have not already recognized regulatory liabilities for 13 

amounts being collected through base rates, they should be directed by the 14 

Commission to do so.  15 

Q20. Why should the utilities be required to set a regulatory liability? 16 

A20. Utilities that have rates set by the Commission have traditionally recovered in rates 17 

their tax obligations, based on the tax rates that are in effect.  As I discussed above, 18 

an accounting adjustment to recognize a deferred liability is justified in those 19 

instances when it is probable that the regulatory body will adjust rates to account 20 

for amounts that may be returned to customers.  As the Commission noted at 21 

page 6 of its Second Entry on Rehearing dated April 25, 2018 in this case, “the 22 
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Commission intends that all tax impacts resulting from the TCJA will be returned 1 

to customers, whether through this proceeding or through a case-by-case 2 

determination for each affected utility.”  Based on the premise that federal income 3 

tax impacts may be returned to customers, the deferral should be established and 4 

will permit tracking of amounts so that the Commission can have the needed 5 

information for addressing each company’s situation for its TCJA related rate 6 

adjustments and the amounts to be returned to customers.   7 

V. CONCLUSION 8 

Q21. Does that conclude your testimony?9 

A21. Yes, however I reserve the right to update this testimony for any outstanding 10 

discovery responses or additional information that is submitted by other parties in 11 

this case. 12 

13 
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CASES IN WHICH JOSEPH G. BOWSER HAS SUBMITTED TESTIMONY

In the Matter of the Application of The East Ohio Gas Company for Authority to Implement 
Two New Transportation Services, for Approval of a New Pooling Agreement, and for 
Approval of a Revised Transportation Migration Rider, Case No. 96-1019-GA-ATA.  

In the Matter of the Applications of Columbus Southern Power Company and Ohio Power 
Company for Approval of Their Electric Transition Plans and for Receipt of Transition 
Revenues, Case Nos. 99-1729-EL-ETP, et al.  

In the Matter of the Commission's Investigation Into the Policies and Procedures of Ohio 
Power Company, Columbus Southern Power Company, The Cleveland Electric 
Illuminating Company, Ohio Edison Company, The Toledo Edison Company and 
Monongahela Power Company Regarding the Installation of New Line Extensions, Case 
Nos. 01-2708-EL-COI, et al.  

In the Matter of the Application of Columbus Southern Power Company to Adjust its 
Power Acquisition Rider Pursuant to Its Post-Market Development Period Rate 
Stabilization Plan, Case No. 07-333-EL-UNC.  

In the Matter of the Application of Ohio Edison Company, The Cleveland Electric 
Illuminating Company and The Toledo Edison Company for Authority to Increase Rates 
for Distribution Service, Modify Certain Accounting Practices and for Tariff Approvals, 
Case Nos. 07-551-EL-AIR, et al.  

In the Matter of the Application of Columbus Southern Power Company for Approval of 
its Electric Security Plan; an Amendment to its Corporate Separation Plan, and the Sale 
or Transfer of Certain Generating Assets, Case Nos. 08-917-EL-SSO, et al., including the 
remand phase of this proceeding. 

In the Matter of the Application of Ohio Edison Company, The Cleveland Electric 
Illuminating Company, and The Toledo Edison Company for Authority to Establish a 
Standard Service Offer Pursuant to Section 4928.143, Revised Code, in the Form of an 
Electric Security Plan, Case No. 08-935-EL-SSO.

In the Matter of the Application of The Dayton Power and Light Company for Approval of 
Its Electric Security Plan, Case Nos. 08-1094-EL-SSO, et al.  

In the Matter of the Commission Review of the Capacity Charges of Ohio Power Company 
and Columbus Southern Power Company, Case No. 10-2929-EL-UNC.  
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In the Matter of the Application of Columbus Southern Power Company and Ohio Power 
Company for Authority to Establish a Standard Service Offer Pursuant to §4928.143, Ohio 
Rev. Code, in the Form of an Electric Security Plan, Case Nos. 11-346-EL-SSO, et al. 

In the Matter of the Application of Akron Thermal, Limited Partnership for an Emergency 
Increase in its Rates And Charges for Steam and Hot Water Service, Case Nos. 09-453-
HT-AEM, et al.

In the Matter of the Application of The Dayton Power and Light Company to Establish a 
Standard Service Offer in the Form of an Electric Security Plan, Case Nos. 12-426-EL-
SSO, et al. 

In the Matter of the Fuel Adjustment Clauses for Columbus Southern Power Company 
and Ohio Power Company and Related Matters for 2010, Case Nos. 10-268-EL-FAC, et 
al. 

In the Matter of the Application of Ohio Power Company for Authority to Establish a 
Standard Service Offer Pursuant to 4928.143, Revised Code, in the Form of an Electric 
Security Plan, Case Nos. 13-2385-EL-SSO, et al. 

In the Matter of the Application of Columbus Southern Power Company and Ohio Power 
Company for Authority to Recover Costs Associated with the Construction and Ultimate 
Operation of an Integrated Gasification Combined Cycle Electric Generating Facility, 
Case No. 05-376-EL-UNC. 

In the Matter of the Application of Ohio Edison Company, The Cleveland Electric 
Illuminating Company and The Toledo Edison Company for Authority to Provide For a 
Standard Service Offer Pursuant to R.C. 4928.143 in the Form of an Electric Security 
Plan, Case No. 14-1297-EL-SSO. 

In the Matter of the Petition of Jersey Central Power & Light Company Concerning a 
Proposal for an Economic Stimulus Infrastructure Investment Program and Associated 
Cost Recovery Mechanism, NJBPU Docket Nos. EO09010049, et al. 

In the Matter of the Verified Petition of Jersey Central Power & Light Company for an 
Economic Stimulus Demand Response and Energy Efficiency Program and Associated 
Cost Recovery Mechanism, NJBPU Docket No. EO09010062. 

In the Matter of the Application of The Dayton Power and Light Company for Approval of 
Its Electric Security Plan, Case Nos. 16-395-EL-SSO, et al. 
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In the Matter of the Application of Ohio Gas Company for an Increase in Gas Distribution 
Rates, Case Nos. 17-1139-GA-AIR, et al.
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