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I. INTRODUCTION 1 

A. Identification of Witness 2 

Q. Please state your name and business address. 3 

A. My name is John P. Stabile.  My business address is Integrys Business Support, LLC 4 

(“IBS”), 130 E. Randolph Street, Chicago, Illinois 60601. 5 

Q. By whom are you employed and what is your position? 6 

A. I am a Tax Director for IBS.  Both North Shore Gas Company (“North Shore” or “NS”) 7 

and IBS are directly or indirectly wholly-owned subsidiaries of Integrys Energy Group, 8 

Inc. (“Integrys”).   9 

B. Purpose of Direct Testimony 10 

Q. What is the purpose of your testimony in this proceeding? 11 

A. I address the status of North Shore’s Net Operating Loss (“NOL”) for the test year and 12 

the carryforward of previously incurred NOLs.   13 

C. Witness Background and Experience 14 

Q. What are your current job responsibilities? 15 

A. I currently am responsible for a variety of issues related to taxes.  Most notable and 16 

related to the subject of this testimony, I have primary oversight for accounting for 17 

income taxes at Integrys.  This includes income tax accounting for all of the regulated 18 

entities.  I have been employed by Integrys or its predecessors since 1982, and since 19 

1987, I have been employed in the Corporate Tax Department.  In 1997, I became the 20 

head of the tax function at Peoples Energy Corporation and held that position until the 21 
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merger between WPS Resources Corporation and Peoples Energy Corporation in 2007.  22 

Following the merger, I became Tax Director for IBS.   23 

Q. Please summarize your educational background. 24 

A. I graduated from Eastern Illinois University in 1982 with a Bachelor of Science in 25 

Computer Management.  I have a Masters of Business Administration in Finance, from 26 

the DePaul University.   27 

Q. Do you have any professional certifications? 28 

A. Yes.  I am a certified public accountant.   29 

D. Attachments to Testimony 30 

Q. Are you sponsoring any exhibits in connection with your direct testimony? 31 

A. No.   32 

II. NET OPERATING LOSS 33 

Q. How does North Shore file its federal income tax return? 34 

A. As an indirect wholly-owned subsidiary of Integrys, North Shore is included in the 35 

consolidated United States Tax Return filed by Integrys.  Affiliated groups of 36 

corporations have the privilege of filing a consolidated income tax return.  Specifically, 37 

Section 1501 of the Internal Revenue Code (“Code”) states “[a]n affiliated group of 38 

corporations shall, subject to the provisions of this chapter, have the privilege of making 39 

a consolidated return with respect to the income tax imposed by chapter 1 for the taxable 40 

year in lieu of separate returns.”   41 

Q. Why is it a “privilege” to file a consolidated return?  42 
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A. It is a privilege because it allows the consolidated group to take advantage of tax 43 

benefits that the individual members would otherwise lose if they filed as standalone 44 

corporations.  Generally, on the whole, it is better for a group of related corporations to 45 

file a consolidated return because of the limitations on using tax credits and tax losses 46 

for standalone corporations.   47 

Q. How does a consolidated group compute a NOL?   48 

A. It is a common practice for a consolidated group to separately compute each of its 49 

members’ tax income or loss.  As the individual members’ data is combined, to the 50 

extent that the consolidated group benefits or absorbs a member’s NOL, that member is 51 

usually compensated.   52 

For example, assume that a consolidated group is comprised of a parent company 53 

and four subsidiaries and the parent company and three subsidiaries are generating 54 

taxable income and the fourth is generating an NOL for the year 2011.  The individual 55 

members who are generating income will pay the same amount in tax as they would 56 

otherwise pay, but the consolidated group as a whole will pay less due to the NOL, which 57 

is netted against the income.  The difference between the tax that would have been paid 58 

and the tax that is actually paid is given to the member that generated the NOL.  59 

Generally, consolidated groups enter into tax sharing agreements to address this situation.   60 

Q. Have North Shore and Integrys entered into a Tax Sharing Agreement? 61 

A. Yes.  This agreement was approved by the Illinois Commerce Commission 62 

(“Commission” or “ICC”) in ICC Docket No. 07-0458. 63 

Q. Under the tax sharing agreement, how are North Shore’s standalone NOLs 64 

handled? 65 
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A. In general, the Integrys tax sharing agreement works as described above.  In other 66 

words, when the consolidated group can absorb the tax loss of an individual member, 67 

that member is compensated.  68 

Q. Has North Shore recently incurred standalone NOLs? 69 

A. Yes.  North Shore experienced a standalone NOL in calendar year 2012, and is 70 

forecasting a standalone NOL for calendar year 2013.  This is consistent with prior 71 

cases.  See ICC Docket Nos. 11-0280/11-0281 (cons.) (“2011 Rate Cases”) and ICC 72 

Docket Nos. 12-0511/12-0512 (cons.) (“2012 Rate Cases”). 73 

Q. What caused North Shore’s NOLs in 2012 and 2013? 74 

A. North Shore’s 2012 and 2013 NOLs are driven primarily by accelerated depreciation 75 

that included bonus depreciation deductions in those years.    76 

Q. Is North Shore forecasting a standalone NOL for 2014 and the 2015 test year? 77 

A. For 2014 and 2015, North Shore is currently forecasting taxable income.  This is 78 

primarily due to the fact that no bonus depreciation has been allowed for 2014 or 2015.   79 

Q. Is a NOL for the Integrys consolidated group currently being forecasted for either 80 

2014 or 2015, the test year? 81 

A. No.  As stated in North Shore’s Schedule G-5, “The consolidated group of companies 82 

generated a net operating loss (“NOL”) for 2012 and 2013 is assumed to be in an NOL 83 

position as well.  For 2014 and 2015, the consolidated group is assumed to be in an 84 

income position sufficient to absorb consolidated loss carry forwards and return to a  85 

tax-paying position.  Therefore, a deferred tax asset will be computed on a standalone 86 

basis for 2012 and 2013.  In 2014 a significant portion of this amount will be reversed 87 
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reflecting utilization of the consolidated loss carry-forward during that year.  The test 88 

year opening balance in rate base will therefore include the balance of the remaining 89 

amount of the deferred tax asset.  In 2015, it is assumed this remainder of the 90 

consolidated carry-forward will be utilized by the consolidated group, and therefore the 91 

deferred tax asset at the end of 2015 will be zero.  All of the assumptions made here will 92 

be monitored / updated at each step in this 2015 test year rate case proceeding.  93 

Depending on the developments, the updates may affect the proposed rate base.”   94 

Q. During the 2015 test year, are deferred income taxes included in rate base affected 95 

by an NOL carryover? 96 

A. Yes.  As discussed in Schedule G-5, in the forecast, there is a deferred tax asset for an 97 

NOL carryforward.  The deferred tax asset represents North Shore’s standalone NOLs 98 

that arose in 2012 and 2013 due primarily to bonus depreciation.  In simple terms, 99 

because the Integrys group incurred consolidated losses in 2012 and 2013, until there is 100 

sufficient consolidated income in future years available to absorb the consolidated 101 

losses, North Shore will not be compensated fully for its NOLs.  Most of the NOLs 102 

carried forward are expected to be utilized in 2014, with the remainder utilized in 2015.   103 

Q. Would a change in the assumption contained in the Schedule G-5 for the Integrys 104 

consolidated group affect the amount of the deferred tax asset in North Shore’s rate 105 

base in 2014 or 2015? 106 

A. It depends.  If there were substantial increases to the forecasted Integrys consolidated 107 

taxable income in 2014, the entire amount of North Shore’s standalone NOL carried 108 

forward to 2014 could reverse in 2014.  If, however, the forecasted Integrys consolidated 109 

income for 2014 or 2015 decreases to the point where consolidated NOLs were 110 
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expected, the amount of the deferred tax asset included in North Shore’s rate base 111 

reflecting the standalone NOLs would need to be adjusted accordingly. 112 

Q. You stated earlier that the NOLs were driven primarily by accelerated depreciation 113 

that included bonus depreciation.  Please explain accelerated depreciation and 114 

bonus depreciation.   115 

A. Accelerated depreciation refers to the depreciation method used for income tax purposes 116 

that reflects more depreciation in the early years of an asset’s useful life than the straight 117 

line method of depreciation of that asset.  Using accelerated depreciation defers income 118 

taxes in the early years of an asset’s life by reducing taxable income in those early years 119 

in exchange for increased taxable income in future years.  Bonus depreciation is an 120 

additional investment incentive that increases the amount of first year federal tax 121 

depreciation beyond the amount of accelerated depreciation that would normally be 122 

available.  Bonus depreciation is set as a percentage of the cost of the depreciable asset 123 

and is subtracted before the regular depreciation rules are applied to the remaining cost.  124 

Because the related accumulated deferred income tax liabilities are generally credited to 125 

rate base for ratemaking purposes, accelerated depreciation and bonus depreciation also 126 

benefit customers by reducing the rate base upon which North Shore earns its returns.  127 

However, the depreciation deductions have now caused North Shore to be in a tax loss 128 

position through 2013, with no known ability to benefit from those losses in the year 129 

incurred or by carrying those losses back to prior years. 130 

Q. How does straight line method of depreciation compare to accelerated method of 131 

depreciation? 132 
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A. In contrast to accelerated depreciation, straight line depreciation recovers the cost of an 133 

asset in equal amounts each year over the asset’s expected useful life.  The straight line 134 

method of depreciation is used for financial accounting and regulatory purposes. 135 

Q. For tax purposes, what happens when a utility has more deductions, including 136 

accelerated depreciation and bonus depreciation, than it has income? 137 

A. If a utility has more tax deductions than taxable income in a given tax year, it has a tax 138 

NOL. 139 

Q. How can an NOL be used? 140 

A. For tax purposes, NOLs can be carried back and applied against taxable income (if any) 141 

in the two prior years.  Then any remaining unused NOL is carried forward until utilized 142 

for up to 20 years.  In addition, if the consolidated group of companies is in an income 143 

position, the consolidated group can use a company’s loss to offset income of other 144 

members.   145 

Q. What is the status of Integrys’ consolidated NOL position for 2012?  146 

A. The 2012 consolidated NOL was partially carried back to 2011 and applied to income.  147 

The remainder of the 2012 NOL is carried forward into 2013, where the Integrys 148 

consolidated group is forecasted to be in an NOL position. 149 

Q. How does the existence of the NOLs for the consolidated group in 2012 affect the use 150 

of North Shore’s 2013 NOL and Integrys’ 2013 consolidated NOL?   151 

A. The existence of the consolidated NOL in 2012 prevents the carry back of the NOL 152 

arising in 2013.  North Shore’s and Integrys’ 2013 NOLs will be carried forward as of 153 

December 31, 2013. 154 
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Q. How will the NOL carryforward be applied to Integrys’ forecasted consolidated 155 

income positions for 2014 and 2015?  156 

A. The NOL carryforward will be used to reduce the forecasted consolidated income 157 

positions in 2014 and 2015.  In 2015, North Shore’s NOL deferred tax asset is 158 

forecasted to reverse to zero by year end.  159 

Q. How does North Shore account for the NOL carryforwards? 160 

A. Under accounting rules, North Shore will establish a deferred tax asset for its carry 161 

forward 2012 and 2013 NOLs.  Therefore, North Shore’s deferred tax asset, computed 162 

on a standalone basis and estimated to be established in 2014, should be included in rate 163 

base for the purpose of computing North Shore’s 2015 revenue requirement.  164 

Q. If a deferred asset is not included in rate base, what is the result? 165 

A. North Shore would be in violation of the tax normalization rules. 166 

Q. Please explain the specific tax normalization rule that relates to an NOL. 167 

A. The normalization rules require certain limitations on the amount of the deferred income 168 

tax liability that can be included in rate base.  One such rule is that where taxes 169 

computed with accelerated depreciation produce an NOL carryover, the amount and 170 

time of the deferral is left to the Internal Revenue Service’s (“IRS”) discretion.   171 

An example of this can be found in Private Letter Ruling (“PLR”) 8818040.  In 172 

that ruling, the taxpayer did not realize the entire tax benefit from the Accelerated Cost 173 

Recovery System (“ACRS”) depreciation claimed in 1985 and 1986 because the 174 

depreciation resulted in a NOL carryover to 1987.  Therefore, in order to reflect the tax 175 

benefit of the NOL carryover to 1987, the taxpayer reduced its deferred Federal income 176 
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tax expense and liability for 1985 and 1986 for financial reporting purposes.  The net 177 

effect of this accounting in 1985 and 1986 was to record no deferred taxes applicable to 178 

the amount of ACRS depreciation that produced no current tax savings but rather caused 179 

or increased taxpayer's NOL carryover to 1987.  The taxpayer only recorded deferred 180 

taxes applicable to ACRS when and to the extent that the use of ACRS produced an 181 

actual tax deferral.   182 

The IRS approved the taxpayer’s tax treatment.  Specifically, the ruling states: 183 

The taxpayer maintains that where the computation utilizing ACRS results 184 
in a NOL, the deferral is appropriately made at the time the taxpayer 185 
realizes an actual tax benefit from the use of ACRS. The taxpayer will 186 
realize the benefit of the NOL attributable to the accelerated depreciation 187 
in 1987. Therefore, the taxpayer should record the deferred taxes in 1987. 188 
We conclude that this approach is consistent with the normalization 189 
requirements under sections 167 and 168 of the Code. 190 

Q. Will including the deferred tax asset in rate base in this proceeding be akin to what 191 

occurred in this circumstance as described in the PLR? 192 

A. Yes.  Recording the effects of an NOL as a deferred tax asset is the modern day 193 

equivalent of the reduction in deferred tax liability in the ruling.  By including the 194 

deferred tax asset related to the NOL, the tax benefit recorded in the deferred tax 195 

liability related to accelerated depreciation is effectively eliminated until such time as 196 

the loss is realized. 197 

Q. What effect would a normalization violation have on customers? 198 

A. A violation of the normalization rules would create severe detriment for both customers 199 

and North Shore.  The normalization rules are long-standing and Congress has been 200 

unwavering in its mandate.  These rules have been in force and the impact of 201 

noncompliance has been known to utilities and their regulators for the past four decades. 202 



 

Docket No. 14-___ Page 10 of 10 NS Ex. 11.0 

Compliance with these rules is not optional and cannot be violated directly or indirectly.  203 

Thus, while North Shore can understand the desire to reduce rates by not including the 204 

asset in rate base, an issue in the 2012 Rate Cases, it is important not to take steps that 205 

would have the unintended consequence of losing the ability to continue to claim the 206 

rate base reducing impacts of accelerated and bonus depreciation. 207 

Q. Although neither North Shore nor the Integrys consolidated group is currently 208 

forecasting an NOL position in 2015, what is the proper result if North Shore, in 209 

2015, incurs an NOL that cannot be absorbed by the Integrys consolidated group? 210 

A. If both North Shore’s and Integrys’ consolidated forecasted tax positions project a 211 

federal NOL while the record is open, an increase to the NOL deferred tax asset must be 212 

computed and added to rate base.  For example, as occurred in the 2012 Rate Cases, if 213 

bonus depreciation is extended into 2014, and that results in North Shore and Integrys 214 

incurring NOLs, instead of reversing the 2012 and 2013 NOL deferred tax asset balance 215 

in 2014 as I discussed above, the NOL deferred tax asset balance must be increased for 216 

any effects of the per book NOL.  In addition, the NOL deferred tax asset must then be 217 

adjusted for the derivative impacts from the rate increase.     218 

Q. Does this complete your direct testimony?  219 

A. Yes it does.  220 


