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PEOPLES GAS COMPANY LLC 

Response to Data Requests of the Pennsylvania Public Utility Commission 

Concerning Effects of the Tax Cuts and Job Act 

M-2018-2641242 

Q. 1. How does the reduction in the corporate Federal Income Tax rate from 35% to 21% 

affect your federal tax obligations for calendar year 2018 and subsequent tax years?  

Please quantify your response as to the effect on both current and deferred tax 

obligations. 

A. 1. Please refer to the attached schedule which reflects the impact on the regulatory tax 

provision for the twelve months ended September 30, 2017 and the proforma twelve 

months ended September 30, 2018 (the most recently filed financial information). The 

information for the twelve months ended September 2018 is a reasonable proxy for the 

calendar year 2018 impact. Please note that the information for the last Commission 

approved rate case was not provided as the case was “black box” settled. 

  

Q. 2. If a reduced tax obligation is passed through to ratepayers, explain the methodology to be 

used to compute the reduction, the rate mechanism to accomplish the reduction, and the 

allocation among customer classes. 

A. 2. Federal Income Tax expenses are recovered by fixed utilities solely in base rates.  The 

preferred and most accurate method for adjusting rates to reflect changes in federal tax 

rates is to do so in a general rate proceeding.  In a general rate proceeding all elements of 

utility costs, including return and depreciation on utility plant, can be evaluated.  As is 

recognized by Attachment C to the Commission’s Secretarial Letter, changes in a utility’s 

revenues and expenses since its last rate case can change, and likely reduce, both 
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operating and taxable income.  Moreover, increases in net utility plant will reduce a 

utility’s return.  Such reductions in return typically are partially offset by payments of 

reduced income taxes between rate cases.  Therefore, adjusting a utility’s income tax 

allowance without reflecting increases in net plant could overstate the effects of the 

TCJA on the utility’s actual income tax payments.  A general rate proceeding also is the 

best mechanism for allocating the effects of tax reductions as it provides a detailed 

allocated cost study including taxes by rate class.  For these reasons, the most accurate 

and appropriate method to adjust for TCJA effects is in a general rate proceeding.  It is 

also noted that adjusting rates down on an interim basis followed by a subsequent general 

rate increase would exacerbate the apparent increase to customers when the general rate 

case is implemented as compared to using appropriate tax reductions to offset the general 

rate increase in one set of rate changes.  Utilities that have accelerated construction 

programs are highly likely to file base rate proceedings in 2018 or 2019 because 

continuing plant investments erode return.1  The Commission should defer any action 

with regard to the effects of the TCJA for any utility that files a general rate proceeding 

in the near future. 

 If a utility does not file a general base rate proceeding in the near future, a mechanism 

which provides for a reduction in base rates may be implemented under appropriate 

circumstances.  The lawful and appropriate method for implementing such reduction in 

baes rates is by implementing temporary rates under Section 1310 of the Public Utility 

Code.  Updating revenues and expenses to arrive at a current operating income level may 

be a reasonable approach to estimate the effects of tax reform for companies where most 

                                                 
1 While the DSIC mitigates this erosion of return with respect to eligible plant, the 5% cap on revenues that may be 
recovered through the DSIC effectively dictates that most utilities file for base rate relief every few years. 
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of the incremental plant investment is reflected in the Distribution System Improvement 

Charge (“DSIC”).2   Nevertheless, using the temporary rate approach is reasonable 

because it permits a utility to challenge temporary rates based on other investments that 

are not DSIC eligible.  Base rates should not be changed retroactively as such rates were 

previously determined to be just and reasonable, based on all costs, so any rate change 

should be implemented only prospectively.  Any revenue decrease should be allocated as 

an equal percentage reduction to base rates of all classes.   

 

Q. 3. If any of the potential tax savings from the reduced federal corporate tax rate can be used 

for purposes other than to reduce rates, provide details on how and where those tax 

savings can be used. 

A. 3. Prior to the implementation of TCJA, companies were able to charge customers for taxes 

at the 35% rate on the difference between book depreciation and federal accelerated tax 

deduction and retain that differential until book depreciation exceeded accelerated tax 

depreciation (deferred taxes).  The recovery of deferred taxes created a significant source 

of funds for investment in utility plant.  The TCJA will reduce the availability of deferred 

taxes in two ways.  First, by the lowering of the federal tax rate from 35% to 21% and, 

second, by removing provisions for bonus depreciation for utilities.  Companies should 

be permitted to make proposals to use the reductions in federal taxes to provide return 

and depreciation on plant additions in lieu of reflecting such reductions by lowering base 

rates. 

 

                                                 
2 Because the DSIC will use the current income tax rate of 21% in calculating required revenues, DSIC revenues 
must be excluded from Attachment C to avoid double counting of the tax reductions. 
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Q. 4. Does the company have any Net Operating Losses (NOL) as of 12/31/17? Please quantify 

the impact of the Tax Cuts and Jobs Act (TCJA). 

A. 4. The Company does not have a deferred tax asset related to regulatory NOLs as of 

December 31, 2017. 

 

Q.5. Does the company have any Deferred Tax Liabilities as of 12/31/17? Please quantify the 

impact of the Tax Cuts and Jobs Act (TCJA). 

A. 5. Yes.  The Company had a net regulatory Deferred Tax Liability (“DTL”) position as of 

12/31/17.  The Company was required to write down such position as a result of the 

reduction in the Federal Income Tax Rate from 35% to 21%.  The net Regulatory DTL as 

of 12/31/17 was approximately $23.4 million. As a result of TCJA, this balance was 

written down by $9.4 to approximately $14.0 million.   

 

Q. 6. Are there any impacts on riders/surcharges resultant from the TCJA? If so, please 

explain. 

A. 6. The DSIC (“Distribution System Improvement Charge”) Rider is impacted by the TCJA. 

The federal Tax rate is a component used in the quarterly DSIC filings to determine the 

revenue requirement associated with new infrastructure investment. Specifically the 

federal tax rate is used to calculate the overall rate of return as grossed up for taxes. The 

DSIC will automatically adjust for the lower tax rate in quarterly filings.  Therefore, 

DSIC revenues should be excluded from the revenues reflected in the attachment. 
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Q. 7. Are there any other changes made in the TCJA that will impact the company? If so, 

please explain. 

A. 7. The TCJA makes broad and complex changes to the U.S. tax code, including, but not 

limited to, (1) reducing the U.S. federal corporate tax rate from 35 percent to 21 percent; 

(2) eliminating the corporate alternative minimum tax; (“AMT”) changing how existing 

AMT credits can be realized; (3) providing for full expensing of property acquired after 

September 27, 2017; (4) creating a new limitation on deductible interest expense; and (5) 

changing rules related to uses and limitations of net operating loss carryforwards created 

in tax years beginning after December 31, 2017.  

Further, the TCJA includes changes only affecting the taxation of regulated public 

utilities. These changes include generally allowing for the continued deductibility of 

interest expense, not allowing the full expensing of certain property acquired after 

September 27, 2017, and continuing certain rate normalization requirements for 

accelerated depreciation benefits.  

Substantially all of the provisions of the TCJA are effective for taxable years beginning 

after December 31, 2017.  The Company continues to evaluate the impact of the TCJA. 

 

Q. 8. What test year should be used to quantify the new the 21% federal corporate tax rate to 

be effective 1/1/18? 

A. 8. As discussed in Question No. 2, we believe that this should be adjusted in a general rate 

proceeding. However, if done outside of a general rate proceeding it should be based 

upon a projected twelve month period starting with the anticipated effective date of the 

change in rates. 
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Q. 9. Please provide the following information regarding your last Commission approved rate 

case: 

a. Docket Number 

b. Date filed 

c. Approved Rate of Return 

d. Approved Increase in Annual Revenues 

e. Allocation of Approved Increase Among Major Customer Classes 

f. Effective Date of new rates 

 

 

 

A. 9. The following chart provides the requested information:  

 

 

Peoples Gas 2013 
Base Rate Case

Docket No. R-2013-2355886
Date Filed 4/30/2013
Approved Rate of Return Black Box Settlement
Approved Increase in Revenues (Settlement)  13,800,000$                   
Allocation among Classes

Residential 12,135,656$                   
SGS/GSS 604,698$                         

MGS 541,714$                         
LGS 226,661$                         

Other 291,271$                         

Effective Date of new Rates 1/1/2014



Peoples Gas Company LLC
Calculation of State and Federal Income Taxes

Amounts in Thousands

Attachment C
 Page 1

Line No.
Last Commission Approved 

Rate Case Actual Results 9/30/17 Ratemaking Adjustments Proposed Adjusted 9/30/18
1 84,504$                                       9,005$                                         93,509$                                       
2 49,873                                         5,841                                           55,714                                         
3 9,370                                           554                                              9,924                                           
4 4,739                                           92                                                 4,831                                           

5 -$                                             20,522$                                       2,518$                                         23,040$                                       

6 -                                               -$                                             -$                                             -$                                             
7 9,370                                           554                                              9,924                                           
8 49                                                 -                                               49                                                 
9 -$                                             9,419$                                         554$                                            9,973$                                         

  

10 16,262$                                       1,467$                                         17,729$                                       (a)
11 -                                               -                                               -                                               
12 484                                              145                                              629                                              

13 -$                                             16,746$                                       1,612$                                         18,358$                                       

14 -$                                             13,195$                                       1,460$                                         14,655$                                       

15
16 -$                                             1,318$                                         146$                                            1,464$                                         

17 -                                               11,877                                         1,314                                           13,191                                         

18 291                                              (130)                                             161                                              (b)
19 -                                               -                                               -                                               -                                               
20 -                                               -                                               -                                               

21 -                                               -                                               -                                               
22 -$                                             12,168$                                       1,184$                                         13,352$                                       

23 -$                                             4,259$                                         414$                                            4,673$                                         

24 -$                                             2,555$                                         249$                                            2,804$                                         

Notes:
(a) Includes all adjustments made on a regulatory basis to derive state taxable income.
(b) Includes all adjustments made on a regulatory basis to state taxable income in order to derive Federal taxable income.

Federal Income Tax at 21%

Deduct: SLRL On Post 1980 Assets & Amortization
Income Subject To Federal Income Tax

Federal Income Tax at 35%

MACRS On Post 1980 Assets- State

Total

State Taxable Income

State Income At: 
Historic, Future and Fully Projected At 9.99%

Taxable Income after State Income Tax

Add: Cost Of Removal Non Adr Property
ACRS On Post 1980 Assets

Operating Income before Taxes Total 

Add: Premature Property Losses/ Amortizations
Depr- Straight Line- Remaining Life (Incl COR)
Taxable Meals & Entertainment
Total

Deduct
Tax Depreciation
MACRS On Post 1986 Assets
Cost of Removal

DESCRIPTION
Operating Revenues
Less: O&M Expenses
Book Depreciation
Interest Expense



Peoples Gas Company LLC
Effect of Tax Cuts and Jobs Act (TCJA) on Rates

Amounts in Thousands

Attachment C
 Page 2 

Net Tax Effect

4,673$                                        
2,895$                                        

2,804$                                        
1,737$                                        

1,869$                                        

1,158$                                        (a)
8.25% (b)

96$                                             

1,774$                                        
0.711079

2,494$                                        

93,509$                                     (c)

-2.6676%

Notes:
(a) Represents change in deferred tax expense for the projected twelve months ended September 
30, 2018.

(b) The Company does not have a commission approved Rate of Return.  Thus, the proforma rate of 
return as calculated in the recent quarterly earnings report (9/30/17) was utilized.

Percent Increase (Decrease) Per Bill

Earnings Excess (Line A - Line B)
Complement of Tax Rate
Revenue Excess

Commission Allowed Revenues

(c) Represents proforma revenues for the twelve months ended September 30, 2018 as derived in 
the September 30, 2017 Quarterly Earnings Report.

Effect of ADIT Change on Income (B)

Less: Post TCJA Taxes

Federal- Current (Page 1, Column 6, Line 24)
Federal- Deferred

Effect of TCJA On Income (A)

Change in ADIT
Comission Approved Rate of Return

Federal-  Deferred

Pre TCJA Taxes

Federal-  Current (Page 1, Column 6, Line 23)
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