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SURREBUTTAL TESTIMONY 
 

MELISSA CIULLO 
 

I.  INTRODUCTION 1 

Q. Please state your name and business address. 2 

A. My name is Melissa Ciullo, and my business address is 1 Water Street, Camden, New 3 

Jersey, 08102. 4 

Q. By whom are you employed, and in what capacity?   5 

A. I am employed by American Water Works Service Company, Inc. as the Vice President of 6 

Tax.  I am responsible for management and oversight of the tax function for American 7 

Water Works, Inc., and its consolidated subsidiaries, including Missouri-American Water 8 

Company (“MAWC” or the “Company”).   9 

Q. Please summarize your educational background and professional experience.  10 

A. I graduated from Stockton College in 2001 with a Bachelor of Science Degree in Business 11 

and a concentration in Accounting.  I have a Master of Business Administration Degree in 12 

Accounting and International Business from Rutgers University - Camden.  I am a Certified 13 

Public Accountant in the State of New Jersey.  I have 20 years of experience as a tax and 14 

accounting professional, including serving utilities with regulated operations in multiple 15 

states.  For the 12 years before my employment with American Water, I held various 16 

positions with progressing responsibilities within the tax departments of utility holding 17 

companies Exelon Corporation and PEPCO Holdings Inc.  Prior to these roles, I was 18 

employed by the international accounting firm KPMG.   19 

Q. What is the purpose of your Surrebuttal Testimony in this case?    20 

A. I support the method of calculating and including income tax expense and accumulated 21 
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deferred income taxes (“ADIT”) in this case as utilized by the Company and by Staff, and 1 

I address the proposal by the Office of Public Council witness John Riley to omit income 2 

tax expense from various calculations used to set rates in this case.   3 

 II.  ESTABLISHED MoPSC PRACTICE PROVIDING FOR INCOME TAXES 4 

Q. OPC witness Riley’s Rebuttal Testimony proposes to eliminate income tax expense 5 

for the calculation of revenue requirement in this case.1  Has the Commission 6 

established a practice of providing for income taxes in the calculation of the revenue 7 

requirement?  8 

A. Yes, the Commission has “normalized” income taxes into the revenue requirement by 9 

providing for both current and deferred income taxes.  Including deferred income taxes 10 

when setting rates results in the tax benefits associated with the deferral of tax expense 11 

obligations  (the ADIT) is included as a reduction of rate base and recognized as a source 12 

of interest-free capital available to MAWC.  The Commission has also used the same 13 

normalization method of accounting with respect to setting rates for other regulated utilities 14 

operating subject to its jurisdiction in Missouri2.  15 

Q. Can you describe what a normalized method of providing for income taxes is, and 16 

what it accomplishes?   17 

A. Yes. Conceptually, normalization occurs when a cost is expensed and recovered 18 

proportionately over the relevant period in which operations are impacted by the incurrence 19 

of that cost.  An example of a cost other than income taxes would be the cost of the Utility 20 

Plant in Service (UPIS), which is expensed and recovered on a proportionate basis over the 21 

 
1 Riley RT, pp. 4-9. 
2 See State ex rel. Utility Consumers Council of Missouri, Inc. v. Public Service Commission, 606 S. W2d 222 (Mo, 
Ct, App. 1980) Decided Sept 2, 1980 (attached as Schedule MC-2 ST). 
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useful operating life of the UPIS through depreciation.  A normalized method of accounting 1 

to provide for income taxes related to UPIS achieves the same proportionate result, 2 

normalizing the amount of income tax expense that will be recovered each year over the 3 

useful life of the UPIS.  As shown on Staff Accounting Schedule 1 and 11, Total Company 4 

EMS – Direct Testimony, and noted by Mr. Riley in his Rebuttal Testimony3, Staff has 5 

calculated current income tax expense of $2,263,841, which requires additional current 6 

income tax expense of $8,829,638.4  However, Mr. Riley ignores the $24,992,937 of 7 

Deferred Income Taxes Staff has also included.5  The vast majority of the Company’s tax 8 

expense is deferred due to the large difference between the book depreciation and tax 9 

depreciation, largely due to the Tax Repairs Deduction.  Staff shows book depreciation 10 

expense of $67,300,759 compared to tax depreciation expense of $159,437,213, which 11 

results in a book/tax difference of $92,136,454.6   I have attached as Schedule MS-1 ST a 12 

simple illustration of how a normalized method of providing for income tax would operate 13 

for a $1,000 UPIS investment having a useful operating life of 5 years.7 Note, income tax 14 

expense obligations accrue and are recovered at a constant federal and state effective tax 15 

rate of 24% for each of the five years the UPIS is in operation.  Also, note that the customers 16 

in each year directly benefit from the deferred taxes having been recovered in income tax 17 

expense by the reduction of rate base from the resulting ADIT.   Also, note there is no over 18 

or under-recovery of costs as illustrated pursuant to this method. The decision I have 19 

attached as Schedule MC-2 ST from the Court of Appeals of Missouri, Western District, 20 

 
3 Riley RT, p. 7. 
4 Staff Accounting Schedule 1, Total Company EMS – Direct Testimony, column C, lines 7 and 9. 
5 Staff Accounting Schedule 11, Total Company EMS – Direct Testimony, column E, line 46. 
6 Staff Accounting Schedule 11, Total Company EMS – Direct Testimony, column E, lines 3 and 10-12. 
7 Assumptions such as the statutory tax rate, debt to equity ratio, and return percentages are not the actual 
assumptions in this case, but instead are assumptions made for the purposes of illustration. 
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supports my answer to this question and would be one source for additional discussion 1 

related to how a normalization method of providing for income taxes operates pursuant to 2 

Commission practices.  3 

Q. Is the fact that MAWC accrued and reported a negative or zero current income tax 4 

expense obligation in a prior year something unique to this case requiring the 5 

Commission to reconsider its established practices and methods for including income 6 

taxes in the rate setting process?     7 

A. No.  Due to bonus tax depreciation allowed prior to 2018, and tax repair deductions 8 

available since 2008, MAWC routinely generated taxable losses, meaning it had negative 9 

or zero current tax expense in those years.  In recording losses in those years, MAWC also 10 

recorded the deferral of tax that gave rise to losses, and ratepayers benefited from those 11 

deferrals by having the related ADIT reducing MAWC rate base.   I am also aware that a 12 

number of other utilities operating in Missouri since 2008 were similarly reporting the 13 

taxable losses since 2008.  14 

  III.  OPC POSITION REGARDING INCOME TAXES 15 

Q. How does OPC Witness Riley propose that income tax expense be determined in this 16 

case? 17 

A. In his Rebuttal Testimony Mr. Riley rejects Staff’s calculation and inclusion of income tax 18 

expense to be used for the revenue requirement in this case, and proposes no income tax 19 

expense be included in the revenue requirement8.  However, Mr. Riley does not oppose 20 

using the ADIT balance to reduce rate base that is inclusive of additions to ADIT that 21 

resulted from the income tax expense as calculated by Staff and MAWC, which is 22 

 
8 Riley RT, p. 6.   
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inconsistent with his proposal to exclude income tax expense.  1 

Q. What facts or reasoning does Mr. Riley cite in his Rebuttal Testimony for omitting 2 

income tax expense from selected calculations in this case?  3 

A. Mr. Riley only references the claim that MAWC reported a negative income tax expense 4 

in the five prior years.   5 

Q. Did MAWC report a negative income tax expense related to operating income for 6 

each of the prior five years, and has MAWC or Staff calculated a negative income tax 7 

expense in this case?  8 

A. No. MAWC consistently reported a positive income tax expense obligation being accrued 9 

for each of the five prior years.  Mr. Riley did not include all components of income tax 10 

expense in drawing his erroneous conclusion.    11 

  Q. What components of MAWC income tax expense did Mr. Riley omit in reaching his 12 

erroneous conclusion?t   13 

A. He omitted the deferred income tax expense components of MAWC income tax expense 14 

for each of those five years and relied solely on the current tax expense component of 15 

income tax expense account 409.1.  However, in addition to account 409.1, MAWC’s 16 

income tax expense is accounted for by component part in NARUC Uniform System of 17 

Accounts (USOA) accounts 410.1, 411.1, and 412.1. Like account 409.1, these additional 18 

accounts include components of income tax expense related to operating income.  The 19 

working definition for each of the deferred income tax expense accounts as provided in the 20 

1973 NARUC USOA for Class A and B Water utilities is as follows: 21 

 410.1 Provision for Deferred Income Taxes, Utility Operating Income: This 22 

Account shall include the amount of deferred income taxes reflected in account 23 
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410, Provision for Deferred Income taxes, which relate to Utility Operating Income 1 

(by department). 2 

 411.1 Income Taxes Deferred in Prior Years -- Credit, Utility Operating 3 

Income:  This account shall include the amount of those taxes deferred in prior 4 

years—credit, reflected in account 411, Income Taxes Deferred in Prior Years—5 

Credit, which relate to Utility Operating Income (by department). 6 

 412.1 Investment Tax Credits, Utility Operations, Deferred to Future Periods: 7 

This account shall be debited with the amounts of realized investment tax credits 8 

relative to utility operations deferred to future periods and credited to account 255 9 

Accumulated Deferred Investment Tax Credits. (by department) 10 

Q. What was the total income tax expense reported by MAWC for the prior five years 11 

including both the current and deferred income tax components?  12 

A. Please see Table MC-1 below for the amounts recorded in NARUC accounts 409.1, 410.1, 13 

and 412.1.  These amounts are taken from the Company’s annual reports filed with the 14 

Commission between 2017 and 2021.  Selected pages from those reports were included in 15 

the Rebuttal Testimony of OPC witness Riley, and are also included with my Surrebuttal 16 

Testimony as Schedule MC-3 ST.  17 
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 Table MC-1 
 Current Tax 

Expense 
Deferred Tax 

Expense 
Deferred Tax 

Expense 
Total Tax 
Expense 

Year 409.1 410.1 412.1  
2017 ($16,523,912) $47,336,596 ($106,662) $30,706,022 
2018 ($14,219,346) $34,820,817 ($106,662) $20,494,809 
2019 ($10,407,246) $31,764,308 ($103,620) $21,253,442 
2020 ($19,810,564) $42,010,227 ($103,620) $22,096,043 
20219 ($38,370,630) $46,250,054 ($103,551) $7,775,873 

 1 

Q. Is the income tax expense reported by MAWC from 2017 to 2021 indicative of the 2 

income tax expense obligation that will be relevant to a future year?  3 

A. No.  Future income tax expense will be based on the relevant operating income and 4 

assumptions for that year. The split of that income tax expense between current and 5 

deferred tax expense components is especially not going to be predicated on prior year 6 

activity.  Tax years 2017 through 2021 is a time when MAWC was entitled to significant 7 

bonus depreciation and tax repair deductions, with the accumulated book-to-tax difference 8 

related to those tax deductions and like tax deductions from prior periods reversing on an 9 

ever-increasing basis. Schedule MC-1 ST illustrates the build of deferred taxes in the year 10 

the investment in UPIS is made, and the reversal that starts in the very next year.  This 5-11 

year  period is also the period during which TCJA was enacted, and TCJA EADIT amounts 12 

started to be normalized or amortized, impacting deferred tax expense and ADIT.    13 

Q. Have MAWC and Staff calculated a positive income tax expense to be provided for 14 

in this case?  15 

A. Yes, total income tax expense was calculated to be positive in this case. In fact, both the 16 

current income tax expense, and the deferred tax expense components have been calculated 17 

 
9 The decrease in total tax expense for 2021 is related to the amortization of TCJA EADIT which started in that year 
and included additional stub period amounts. 
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in this case to be positive expense amount.10     1 

Q. Should the Commission adjust Staff’s calculation for incremental tax deductions that 2 

may or may not be available to MAWC as part of yet to be filed WSIRA  proceeding 3 

as suggested by Mr. Riley?11   4 

A. No. There was no need for Staff to do so, there is no need for the Commission to do so. 5 

There is a separate proceeding that will provide for income taxes associated with the 6 

relevant incremental UPIS investments.  To the extent MAWC is able to avail itself of 7 

additional accelerated tax deductions related to these incremental UPIS expenditures, there 8 

will be the related increase in ADIT and related reduction in rate base used in that 9 

proceeding to set rates.  It is this feature of the normalized method of providing for income 10 

taxes that ensures the benefit of having accelerated tax depreciation accrues to the ratepayer 11 

both in this case and any interim rate setting mechanism or proceeding. 12 

Q. Should the Commission adjust Staff’s calculation for the settlement of amounts due 13 

or receivable from MAWC’s parent as suggested by Mr. Riley in his Rebuttal 14 

Testimony?12 15 

A. No. There is no additional cost or benefit that accrues in the settlement of MAWC’s share 16 

of consolidated federal and state tax obligations. Therefore, there is no need to separately 17 

or incrementally accrue for the settlement of MAWC consolidated state and federal tax 18 

obligations in providing for income taxes in this case. You would not increase tax expense 19 

when MAWC has to pay the parent to settle its accrued tax obligations, and you would not 20 

 
10 Staff Accounting Schedule 11, Total Company EMS – Direct Testimony, column E, line 52 minus lines 49-50, 
and Company Accounting Schedule 2. 
11 Riley RT, p. 8.   
12 Riley RT, p. 8.   
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decrease tax expense when the parent has to pay MAWC to settle its accrued tax obligation. 1 

Any amount due to, and any amount receivable from, the parent has already been accrued 2 

as a component of tax expense. In addition, the relevant change in ADIT would also already 3 

have been accrued. Therefore, considering the settlement as an addition or reduction to tax 4 

expense or ADIT would be duplicative and arbitrary, in addition to the income tax amounts 5 

MAWC and Staff have calculated.   6 

Q. Is OPC’s proposal to omit MAWC’s income tax expense obligations from the revenue 7 

requirement in this case consistent with established Commission practice?  8 

A. No, the Commission has consistently allowed for income taxes to be fully provided for in 9 

the rate setting process on a normalized basis.  Additionally, I am unaware of any 10 

commission having an established practice of providing income taxes in setting rates as 11 

proposed by Mr. Riley.   12 

Q. Is OPC Witness Mr. Riley’s proposal consistent with federal tax normalization 13 

requirements?  14 

A. No. Mr. Riley’s proposal is internally inconsistent.  He seeks to exclude income tax 15 

expense from the revenue requirement calculation in this case, while still allowing the 16 

related ADIT to reduce rate base.  This would not be reflective of a normalized method of 17 

accounting as described earlier in my testimony.  A portion the MAWC income tax expense 18 

and ADIT balance calculated by Staff and MAWC relate to MAWC having claimed 19 

accelerated tax depreciation.  The federal tax normalization rules require a normalization 20 

method of accounting be used to account for income taxes related to having claimed 21 
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accelerated tax depreciation. 13 1 

Q. Have MAWC and Staff calculated and provided for income taxes in this case 2 

consistent with established Commission practices and methods?  3 

A. Yes.  As allowed by the Commission,  MAWC and Staff have included current and deferred 4 

income tax expense obligations in the calculation of the revenue requirement proposed for 5 

this case. In doing so, MAWC and Staff included the resulting ADIT in the calculation of 6 

MAWC rate base in this case. MAWC and Staff have provided for income taxes in this 7 

case consistent with what has been allowed by the Commission in prior MAWC rate cases 8 

as well as the rate cases of other utilities operating in MO.14  9 

IV.  CONCLUSIONS 10 

Q. How should the Commission include income taxes in this case? 11 

A. The Commission should include income taxes in this case pursuant to the practices utilized  12 

in MAWC’s prior rate cases, as well as the prior rate cases of other utilities operating in 13 

Missouri, as recommended by both MAWC and Staff. The Commission’s method of 14 

providing for income taxes on a normalized basis, ensures that the benefits of MAWC 15 

having claimed accelerated tax deductions inures to rate payers. The feature inherent in a 16 

normalized method of providing for income taxes effectively treats the ADIT as interest 17 

free money available to the utility.15   18 

Q. Does this conclude your Surrebuttal Testimony? 19 

A. Yes. 20 

 
13 IRC 168(i)(9) - Normalization rules 
14 Schedule MC-2 ST.  
15 Schedule MC-2 ST, Page 3, Paragraph 1 illustrates Commission practices for including income tax expense in 
setting rates.   



Illustration - Normalization Method of Accounting
0 1 2 3 4 5

A Capitalized Cost Deducted Tax 1,000  
B Book to Tax Difference (1,000)  (800) (600) (400) (200) -   
C Utility Plant in Service 1,000  1,000  1,000   1,000   1,000   1,000   
D Accumulated Book Depreciation - (200) (400) (600) (800) (1,000) 
E Net Plant in Service 1,000  800  600  400  200  -   
F Debt (380) (304) (228) (152) (76) - 
G Revenue
H ADIT (240) (192) (144) (96) (48) - 
I Rate Base 760  608  456  304  152  -   
J Average Rate Base - 684 532  380  228  76  
K Revenue - 268 253  238  223  208  
L Depreciation - (200) (200) (200) (200) (200) 
M Interest - (21) (16) (11) (7) (2) 
N Pre-Tax Income - 48 37  27  16  5  
O Current Tax Expense (240) 59 57  54  52  49  
P Deferred Tax Expense 240  (48) (48) (48) (48) (48)   
Q Total Tax Expense - 11 9  6  4  1  
R Statutory Federal & State Effective Rate 24% 24% 24% 24% 24% 24%
S Debt to Equity Ratio 50% 50% 50% 50% 50% 50%
T Pre-Tax Cost of Debt 6% 6% 6% 6% 6% 6%
U Pre-Tax Cost of Equity 14% 14% 14% 14% 14% 14%
V Authorized Rate of Return 10% 10% 10% 10% 10% 10%

Schedule MC-1 ST 
Page 1 of 1
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