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I. SUMMARY 

{¶ 1} The Commission approves Northeast Ohio Natural Gas Corp.’s application to 

implement an income tax credit mechanism rider, subject to Staff’s recommendations.   

II. DISCUSSION 

A. Procedural History 

{¶ 2} Northeast Ohio Natural Gas Corp. (NEO) is a natural gas company as defined 

by R.C. 4905.03 and a public utility as defined in R.C. 4905.02, and, as such, is subject to the 

jurisdiction of this Commission. 

{¶ 3} R.C. 4909.18 provides, in part, that a public utility may file an application to 

establish or change any rate, charge, regulation, or practice.  If the Commission determines 

that the application is not for an increase in any rate and does not appear to be unjust or 

unreasonable, the Commission may approve the application without the need for a hearing. 

{¶ 4} The Tax Cuts and Jobs Act of 2017 (TCJA), signed into law on December 22, 

2017, provides for a number of changes in the federal tax system.  Most notably, the federal 

corporate income tax rate is reduced from 35 percent to 21 percent, effective January 1, 2018. 

{¶ 5} On January 10, 2018, the Commission opened an investigation in order to 

study the impacts of the TCJA on the Commission’s jurisdictional rate-regulated utilities 

and to determine the appropriate course of action to pass benefits on to ratepayers.  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. 
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{¶ 6} Furthermore, on September 26, 2019, the Commission approved a Stipulation 

that, inter alia, adopted Staff’s recommendation that NEO file an application not for an 

increase in rates to establish a credit mechanism to refund all tax savings associated with 

the TCJA.  In re Northeast Ohio Natural Gas Corp., Case No. 18-1720-GA-AIR, et al. (Rate Case), 

Opinion and Order (Sept. 26, 2019).   

{¶ 7} On January 23, 2020, NEO filed an application to adopt a new tariff regarding 

the Income Tax Credit Mechanism Rider (ITCM Rider).  In its application, NEO requests 

tariff amendment approval under R.C. 4909.18 to flow back the tax benefits of the TCJA to 

NEO customers.  The ITCM Rider is designed to provide a credit to base distribution rates 

for NEO’s natural gas distribution customers to capture the reduction in federal income 

taxes and excess accumulated deferred income taxes (EDIT) related to natural gas service 

resulting from the TCJA.  NEO claims that the credit mechanism aligns with Staff’s 

recommendations adopted by the Commission in the Rate Case.  The annualized credit 

amount for the ITCM Rider shall be split between each rate class based on the final split of 

revenue from base rates in the Rate Case. 

{¶ 8} On March 4, 2020, Staff filed its review and recommendation. 

{¶ 9} By Entry issued on March 9, 2020, the attorney examiner opened this case for 

comment and established the following procedural schedule:  April 3, 2020, as the deadline 

for all interested persons to file motions to intervene; April 8, 2020, as the deadline for 

intervenors to file comments; April 23, 2020, as the deadline for reply comments to be filed.   

{¶ 10} On March 20, 2020, the Ohio Consumers’ Counsel (OCC) filed a motion to 

intervene.  No memoranda contra were filed.   

{¶ 11} On April 6, 2020, the parties filed a joint motion to extend the time to submit 

comments.  In support of their motion, the parties stated that they had begun negotiating a 

potential settlement in the case, obviating the need for comments and reply comments.  The 



20-146-GA-ATA  -3- 
 
parties requested a two-week extension so that comments, if needed, would be due on April 

22, 2020, and reply comments would be due on May 7, 2020. 

{¶ 12} By Entry issued April 6, 2020, the attorney examiner granted the parties’ joint 

motion to extend the time to submit comments and granted OCC’s motion to intervene. 

{¶ 13} On April 22, 2020, OCC filed comments.  In its comments, OCC states that it 

generally supports Staff’s review and recommendation described below.  OCC only opposes 

the component of NEO’s ITCM Rider regarding an offset amount for incremental return on 

rate base; however, OCC acknowledges that, subsequent to NEO’s filing of its application, 

NEO has withdrawn its request for such an offset.  (OCC Comments at 1-3.) 

{¶ 14} On May 7, 2020, NEO filed its reply comments.  In its reply comments, NEO 

reiterates that it has withdrawn the offset amount component and requests approval of the 

application since neither Staff nor OCC opposes the remaining proposals.  (NEO Reply 

Comments at 1.)  

B. Summary of Staff’s Review and Recommendation 

{¶ 15} On March 4, 2020, Staff filed its review and recommendation, in which it 

supports approval of NEO’s application.  In its investigation, Staff reviewed NEO’s exhibits 

to the application, including the proposed ITCM Rider tariff sheet and the supporting 

calculations for the proposed credit amount, including balances of EDIT, deferrals, and 

estimated ITCM Rider rates.  In its review and recommendation, Staff analyzed the 

components of NEO’s ITCM Rider and provided recommendations for it.  (Staff Report 3-

4.) 

1. RETURN OF NORMALIZED EDIT 

{¶ 16} Staff states that NEO’s ITCM Rider provides for NEO’s normalized EDIT of 

approximately $1.8 million to be amortized based on the average rate assumption method 

(ARAM) to conform with normalization rules.  On an annual basis, NEO will update the 
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amount to be refunded with a projected level for the calendar year included in the ITCM 

Rider.   Staff states that the refunded amount will include a gross-up for federal income taxes 

using the applicable gross revenue conversion factor from NEO’s Rate Case.  Staff 

recommends that normalized EDIT include only balances required to be amortized in 

accordance with ARAM, with such balances being based on the balance as of December 31, 

2017.   Staff supports including a federal income tax gross-up in the refunded amount using 

the applicable gross revenue conversion factor from NEO’s Rate Case.  (Staff Report 2-3.) 

2. RETURN OF NON-NORMALIZED EDIT 

{¶ 17} Staff states that NEO’s ITCM Rider provides for NEO’s non-normalized EDIT 

of $40,185 to be amortized over a 72-month period.  Staff notes that the refunded amount 

will include a gross-up for federal income taxes using the applicable gross revenue 

conversion factor from NEO’s Rate Case.  Staff recommends basing the non-normalized EDIT 

on the balance as of December 31, 2017, and Staff supports NEO’s proposed amortization 

period as well as the proposed annual federal income tax gross-up.  (Staff Report at 3-4.) 

3. STUB PERIOD 

{¶ 18} Staff states that NEO’s tax savings deferred from January 1, 2018, through 

September 30, 2019, (Stub Period) will be refunded over the first 12 months of the ITCM 

Rider’s implementation.  As of September 30, 2019, the date NEO’s new distribution rates 

became effective, NEO has accumulated $467,895 in deferred tax savings.  Staff further states 

that, according to NEO’s application, the Stub Period will accrue carrying charges, at the 

cost of NEO’s cost of debt approved in the Rate Case, starting January 1, 2018, through the 

effective date of the ITCM Rider.  Staff supports NEO’s proposal to refund the above 

deferred tax savings over the first 12 months and NEO’s proposal to accrue carrying charges 

on the Stub Period balance, with those carrying charges ceasing to accrue once the ITCM 

Rider becomes effective.  (Staff Report at 3-4.)   

4. OFFSET AMOUNT FOR INCREMENTAL RETURN ON RATE BASE 
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{¶ 19} Staff states that NEO initially proposed that the ITCM Rider include a return 

on the cumulative amortization of normalized EDIT for the purpose of capturing the return 

on rate base that would be unaccounted for by addressing the amortization and refund of 

EDIT resulting from the TCJA outside of base rates.  According to Staff, the rate of return 

would be the pre-tax weighted average cost of capital, as authorized in the Rate Case.   Staff 

notes that NEO no longer requests that this component be included as part of its ITCM 

Rider, and Staff supports NEO’s withdrawal of this component.  (Staff Report at 3-4.) 

5. RATE DESIGN 

{¶ 20} According to Staff, the proposal’s credit, which is determined through the 

above components, will be returned to customers as a volumetric credit per thousand cubic 

feet (Mcf).   The credit’s split between rate classes would be based on the final split of 

revenue from base rates in the Rate Case.  Staff supports NEO’s proposed refund being 

credited on a volumetric basis per Mcf.  Also, Staff supports the proposal to allocate the 

refund of non-normalized EDIT based on the final split of revenue from base rates in the 

Rate Case.  (Staff Report at 3-4.) 

6. TRUE-UP OF PASS BACK AMOUNTS AND ACTUAL TCJA SAVINGS 

{¶ 21} Staff also states that ITCM Rider charges would be updated annually with the 

projected amounts attributable to each component of tax savings, which would include a 

reconciliation component for the prior calendar year.  NEO’s proposal states that the credit 

provided through the ITCM Rider will cease once the EDIT and Stub Period balances fully 

amortize or when such components have been recognized in base rates.  In order to mitigate 

large variances between the actual impact of the TCJA and the amount refunded through 

the ITCM Rider, Staff recommends that the ITCM Rider be trued-up annually.   Staff reasons 

that an annual true-up will assist in minimizing the resulting regulatory asset or liability 

that will be incorporated into NEO’s next base rate case filing.  (Staff Report at 3-4.) 
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III. COMMISSION CONCLUSION 

{¶ 22} First, the Commission notes that NEO withdrew the component of its ITCM 

Rider regarding an offset amount for incremental return on rate base.  Consequently, neither 

Staff nor OCC opposes NEO’s application for approval to implement the remaining 

components of the ITCM Rider.  Staff’s review and recommendation supports each of the 

remaining components of NEO’s ITCM Rider, and Staff, as outlined above, offered 

recommendations for the following parts of the rider:  return of normalized EDIT, return of 

non-normalized EDIT, and true-up of pass back amounts and actual TCJA savings.  Upon 

consideration of the application, comments regarding the ITCM Rider, and Staff’s review 

and recommendation, the Commission finds that NEO’s application for an ITCM Rider is 

not for an increase in rates under R.C. 4909.18 and that the application is reasonable and 

should be approved, subject to Staff’s recommendations proffered throughout its report.  

Further, the Commission finds that it is unnecessary to hold a hearing in this matter.   

IV. ORDER 

{¶ 23} It is, therefore,  

{¶ 24} ORDERED, That NEO’s application to implement an ITCM Rider be 

approved, subject to Staff’s recommendations.  It is, further, 

{¶ 25} ORDERED, That NEO be authorized to file the tariff, in final form, consistent 

with this Finding and Order.  NEO shall file one copy in this case docket and one copy in its 

TRF docket.  It is, further, 

{¶ 26} ORDERED, That the effective date of the new tariff shall be a date not earlier 

than the date upon which the final tariff pages are filed with the Commission.  It is, further, 

{¶ 27} ORDERED, That nothing in this Finding and Order shall be binding upon the 

Commission in any future proceeding or investigation involving the justness or 

reasonableness of any rate, charge, rule, or regulation.  It is, further, 
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{¶ 28} ORDERED, That a copy of this Finding and Order be served upon all parties 

and interested persons of record. 

MJS/kck 

COMMISSIONERS: 
Approving:  

Sam Randazzo, Chairman 
M. Beth Trombold 
Lawrence K. Friedeman 
Daniel R. Conway 
Dennis P. Deters 
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