
Description Federal Income tax Normaliztion Rules 
Federal Energy Regulatory Commission (FERC) Normalization Rules /  General Instruction 18 Uniform 

System of Accounts for Gas Utilities ICC Docket No. 83-0309 Order (83-0309 Order ) ICC Docket Nos. 12-0511/0512 (cons.) Accountin Principles Board Opinion 11 Financial Accounting Standard (FAS) 109 
(2012 Rate Cases Order ) (APB 11) (now, Accounting Standards Codification (ASC) 740)

Reference  / Athority Internal Revenue Code (IRC) Section 168(i)(9)  CFR Title 18 Part 35 Subpart C Section 35.24 / Illinois Administrative Code Title 83 Part 505 83-0309 Order 2012 Rate Cases Order APB 11 ASC 740
Treasury Regulation §1.167

Controlling Definition / Guidance (i) the taxpayer must, in computing its tax expense for purposes of establishing its cost of 
service for ratemaking purposes and reflecting operating results in its regulated books of 
account, use a method of depreciation with respect to such property that is the same as, and 
a depreciation period for such property that is no shorter than, the method and period used 
to compute its depreciation expense for such purposes; and (ii) if the amount allowable as a 
deduction under this section with respect to such property (respecting all elections made by 
the taxpayer under this section) differs from the amount that would be allowable as a 
deduction under section 167 using the method (including the period, first and last year 
convention, and salvage value) used to compute regulated tax expense under clause (i), the 
taxpayer must make adjustments to a reserve to reflect the deferral of taxes resulting from 
such difference. Treasury Regulation 1.167(l)-1(h)(1)(iii)

"Tax normalization means computing the income tax component as if the amounts of timing difference 
transactions recognized in each period for ratemaking purposes were also recognized in the same amount 
in each such period for income tax purposes”.  CFR Title 18 Part 35 Subpart C Section 35.24

"Where there are timing differences between the periods in which transactions affect taxable income and 
the periods in which they enter into the determination of pretax accounting income, the income tax 
effects of such transactions are to be recognized in the periods in which the differences between book 
accounting income and taxable income arise and in the periods in which the differences reverse using the 
deferred tax method" General Instruction 18 Uniform System of Accounts Gas utilities

The 83-0309 Order  establishes that the utilization of the so-called weighted 
average method or ARAM, requiring reversals or debits to the accumulated 
deferred tax reserve account by applying a weighted average historical tax 
rate to the excess of book depreciation for a given asset, appears most 
appropriate for ratemaking purposes for Illinois utilities, which utilize 
deferred tax accounting

The tax effect of a timing difference should be 
measured by the differential between income 
taxes computed with and without inclusion of 
the transaction creating the difference 
between taxable income and pretax accounting 
income.”  APB 11 Paragraph 36

ASC 740 is a liability method:

An assumption inherent in an entity's statement of financial position 
prepared in accordance with generally accepted accounting principles 
(GAAP) is that the reported amounts of assets and liabilities will be 
recovered and settled, respectively.  Based on that assumption, a 
difference between the tax basis of an asset or a liability and its 
reported amount in the statement of financial position will result in 
taxable or deductible amounts in some future year(s) when the 
reported amounts of assets are recovered and the reported amounts 
of liabilities are settled.  

Measure the total deferred tax liability … asset for … temporary 
differences and operating loss carry forwards using the applicable tax 
rate. 

 … measure a deferred tax liability or asset using the enacted tax 
rate(s) expected to apply to taxable income in the periods in which the 
deferred tax liability or asset is expected to be settled or realized

General Applicability to Cost of Service Temporary Differences related to accelerated depreciation. All other temporary differences. All temporary differences unless inconsistent federal tax normalization rules.  Originating Plant Differences N/A, however generally consistent with FERC 
and federal income tax normalization rules.  It 
was the basis for those rules in that they are 
based on the deferral method of computing 
deferred income taxes. 

N/A.  The liability method is inconsistent with the other regulatory 
methods. 

General Applicability to financial accounting No longer applicable.  However, its principals 
were the foundation for FERC and federal 
income tax normalization rules. 

While the cost of service and rate making are unaffected by this 
standard, all enterprises must adopt this standard.  Adjustments for 
the difference between the regulatory methods documented here and 
the liability method required by this standard are recorded in 
regulatory assets and liabilities.  This is generally a GAAP adjustment, 
but FERC issued a chief accounting letter and wit the exception of 
some classification of accounts, the companies follow that letter 

Deferred Taxes on Originating  Differences Timing difference times the tax rate effective for the year of the timing difference. Timing difference times the tax rate effective for the year of the timing difference. N/A.  However, the 83-0309 Order  assumes you are following FERC Order 144. The 2012 Rate Cases Order  makes 
exception to all other established 
regulatory authorities and appears to 
adopted the liability method under ASC 740 
but only for originationg plant differences 
after 2010 subject to scheduled rates  

Timing difference times tax rate effective for 
the year of the timing difference

N/A - Liability method 

Deferred Taxes on Reversing  Differences Generaly computed the same as on originating differences.  However, Section 203(e) of the Tax Reform Act of 
1986 (TRA 1986) required the avergare rate assuption method (ARAM) where there was an excess from that 
TRA 1986. 

Generaly computed the same as on originating differences. However, to account for effects of rate 
changes, FERC mandated a utility use a pre-aproved method.  FERC has approved ARAM and the South 
Georgia Method.   The Illinois Commerce Commission in the 83-0309 Order , rejected the South Georgia 
Method and adopted ARAM. Therefore, under FERC rules, generally Illinois utilities reverse deferred taxes 
at the average rate provided.  

The 83-0309 Order  states to reverse deferred taxes at the average rate provided.  Either timing difference times the tax rate 
effective for the year of the timing difference 
or ARAM 

N/A - Liability method 
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