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DIRECT TESTIMONY

OF

V. WILLIAM HARRIS, CPA, CIA

THE EMPIRE DISTRICT ELECTRIC COMPANY

CASE NO. ER-2002-424

Q.
Please state your name and business address.

A.
V. William Harris, Noland Plaza Office Building, Suite 110, 3675 Noland Road, Independence, Missouri  64055.

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

A.
I am a Regulatory Auditor with the Missouri Public Service Commission (Commission or PSC).

Q.
Please describe your educational background.

A.
I graduated from Missouri Western State College at St. Joseph, Missouri in 1990, with a Bachelor of Science degree in Business Administration with a major in Accounting.  I successfully completed the Uniform Certified Public Accountant (CPA) examination in 1991 and subsequently received the CPA certificate.  I am currently licensed as a CPA in the state of Missouri.  I also successfully completed the Uniform Certified Internal Auditor (CIA) examination in 1995 and am currently certified as a CIA by the Institute of Internal Auditors in Altamonte Springs, Florida.

Q.
Please describe your employment history.

A.
From 1991 until I assumed my current position as a Regulatory Auditor with the Commission in 1994, I was employed as a Regulatory Auditor with the Federal Energy Regulatory Commission in Washington, DC. Prior to that, I was an Internal Auditor and Training Supervisor with Volume Shoe Corporation (d/b/a Payless ShoeSource).

Q.
What are your responsibilities with the Commission?

A.
I am responsible for directing or assisting in the audits and examinations of the books and records of regulated utility companies operating within the state of Missouri.

Q.
Have you previously filed testimony before this Commission?

A.
Yes.  I have attached a list of the cases in which I have filed testimony before this Commission as Schedule 1 of my direct testimony.

Q.
With reference to Case No. ER-2002-424, have you examined and studied the books and records of The Empire District Electric Company (Empire or Company)?

A.
Yes, with the assistance of other members of the Commission Staff (Staff).

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

A.
The purpose of my direct testimony in this proceeding is to present the Staff’s recommendations concerning certain elements of the Company’s rate base, plant in service, depreciation expense, and income tax expense.

Q.
Please describe the Accounting Schedules you are sponsoring in this proceeding.

A.
I am sponsoring the following Accounting Schedules:

Accounting Schedule 2 - Rate Base

Accounting Schedule 3 - Total Plant in Service

Accounting Schedule 4 - Adjustments to Total Plant

Accounting Schedule 5 - Depreciation Expense

Accounting Schedule 6 - Depreciation Reserve

Accounting Schedule 7 - Adjustments to Depreciation Reserve

Accounting Schedule 11 - Income Tax

Q.
What adjustments are you sponsoring in Case No. ER-2002-424?

A.
I am sponsoring the following adjustments:

Plant in Service adjustment;

P-20.1.

Depreciation Reserve adjustment;
R-17.1

Income Statement adjustments;
S-92.1, S-93.1, S-93.2, S-96.1


 and S-97.1.

RATE BASE

Q.
Please describe Accounting Schedule 2, Rate Base.

A.
This accounting schedule takes the Company’s adjusted jurisdictional plant in service balance from Accounting Schedule 3, Total Plant in Service, and deducts the Company’s adjusted jurisdictional depreciation reserve from Accounting Schedule 6, Depreciation Reserve, to compute the net jurisdictional plant in service.  Added to net plant in service are amounts for cash working capital, materials and supplies, prepayments and fuel stock.  Rate base deductions include the federal tax offset, state tax offset, interest expense offset, amortization of electric plant, customer advances for construction, customer deposits, injuries and damages reserve, and deferred income taxes.  The mathematical total of these items is the rate base amount incorporated in the gross revenue requirement recommendation shown on Accounting Schedule 1, Revenue Requirement.

Q.
What components of rate base are you sponsoring in this proceeding?

A.
I am sponsoring Accounting Schedule 3, Total Plant in Service, and Accounting Schedule 6, Depreciation Reserve, which determine the net plant in service.  I am also sponsoring electric plant amortization and deferred income taxes, which are subtracted from the net plant in service in the Staff’s rate base calculation.

Q.
Who is sponsoring the remaining rate base components?

A.
Staff Accounting witness Dana E. Eaves is sponsoring cash working capital (Accounting Schedule 8), federal and state tax offsets, interest expense offset, and the injuries and damages reserve.  Staff Accounting witness Graham Vesely is sponsoring fuel stock.  Staff Accounting witness Sean T. DeVore is sponsoring materials and supplies, prepayments, customer contributions in aid of construction and customer deposits.  These rate base components will be discussed in their respective direct testimonies.

PLANT IN SERVICE

Q.
In Case No. ER-2001-299, the Company agreed to certain Staff disallowances regarding its State Line Combined Cycle (SLCC) unit, including related allowance for funds used during construction (AFUDC).  Has the Company recorded these disallowances on its books and records?

A.
Yes.  The Company properly wrote off the agreed upon amount on September 30, 2001.  Staff reviewed the accounting entries and the related, disallowed amounts to verify the Company made the appropriate adjustments to reflect this agreed upon amount.

Q.
Please explain Accounting Schedule 3.

A.
Accounting Schedule 3, Total Plant in Service, lists in column B Empire’s total plant balances by account at the test year ending December 31, 2001 (updated for known and measurable changes through the Staff’s update period ending June 30, 2002).  The Staff’s composite plant adjustments (detailed in Accounting Schedule 4, Adjustments to Total Plant) are listed in column C.  The adjusted plant balances are then multiplied by the Missouri jurisdictional allocation factor in column D to determine the Staff’s adjusted Missouri jurisdictional plant in service balances in column F.

Q.
Please explain Accounting Schedule 4.

A.
Accounting Schedule 4, Adjustments to Total Plant, details the Staff’s individual adjustments making up the composite adjustments listed in column C of Accounting Schedule 3.

Q.
Please explain the plant adjustment found in Accounting Schedule 4, Adjustments to Total Plant.

A.
Adjustment P-20.1 reflects plant that was previously retired and fully depreciated.
DEPRECIATION

Q.
Please explain Accounting Schedule 5.

A.
Accounting Schedule 5, Depreciation Expense, lists in column B the adjusted Missouri jurisdictional plant in service balances from Accounting Schedule 3, column F.  Column C details the Commission approved depreciation rate to be applied to each account.  The rates in column C are then applied to the adjusted Missouri jurisdictional plant balances in column B to determine the annualized level of depreciation expense, on a Missouri only basis, that appears in column D.  The total depreciation expense is taken to Accounting Schedule 9, Income Statement.

Q.
Please explain Accounting Schedule 6.

A.
Accounting Schedule 6, Depreciation Reserve, lists in column B Empire’s total depreciation reserve balances by account as of December 31, 2001 (updated for known and measurable changes through the Staff’s update period ending June 30, 2002).  The Staff’s composite depreciation reserve adjustments (detailed in Accounting Schedule 7, Adjustments to Depreciation Reserve) are listed in column C.  The adjusted depreciation reserve balances are then multiplied by the Missouri jurisdictional allocation factor in column D to determine the Staff’s adjusted Missouri jurisdictional balances in column F.

Q.
Please explain Accounting Schedule 7.

A.
Accounting Schedule 7, Adjustments to Depreciation Reserve, details the Staff’s individual adjustments making up the composite adjustments listed in column C of Accounting Schedule 6.

Q.
Please explain the adjustment found in Accounting Schedule 7, Adjustments to Depreciation Reserve.

A.
Adjustment R‑17.1 reflects the depreciation reserve for plant that was previously retired and fully depreciated.
INCOME STATEMENT ADJUSTMENTS 

Q.
Please explain Income Statement adjustment S-92.1.

A.
Adjustment S-92.1 adjusts booked depreciation expense for the test year ended December 31, 2001 to an annualized level based on plant in service at the update period ending June 30, 2002.  Annualized depreciation expense is calculated on Accounting Schedule 5 by multiplying the amount in each plant in service account by the corresponding Commission‑approved annual depreciation rate for that account.  However, certain accounts have plant in service balances that are exceeded by their related depreciation reserve balances.  Therefore, Staff has included a zero depreciation rate for these accounts, as the Company has already over-recovered its original plant investment.  The fully depreciated account balances are as follows:

Account/Type/Location
Plant in Service
Depreciation Reserve
315/Production/Riverton
$1,288,815.93
$1,382,262.37

342/Production/Energy Ctr.
$1,165,472.97
$1,423,773.61

346/Production/State Line
$123,436.00
$151,733.90

The total annualized depreciation expense shown on Accounting Schedule 5 is compared to the depreciation expense booked during the test year ended December 31, 2001 and the difference between the two is the amount of the adjustment.

Q.
Please explain Income Statement adjustments S-93.1 and S‑93.2.

A.
Adjustment S-93.1 removes annualized depreciation expense associated with Accounts 392, Transportation Equipment, and 396, Power Operator Equipment.  The depreciation associated with these accounts must be removed from operating expense since the Company normally runs this expense through a clearing account.  The amounts in the clearing account are then charged back to the various operating expense accounts and plant accounts as appropriate.  This adjustment is necessary so that this expense will not be recovered twice.  Adjustment S‑93.2 removes annualized depreciation expense associated with Account 312.3, Unit Train ‑ Asbury.  This adjustment is necessary since this amount is charged to fuel and is reflected in the Staff’s annualized fuel expense amount sponsored by Staff witness Graham Vesely.

INCOME TAXES

Q.
Please explain adjustment S-96.1.

A.
Adjustment S-96.1 adjusts current income taxes to a level consistent with the Staff’s adjusted Net Operating Income Before Taxes (NOIBT).

Q.
Please explain each component of the Company’s total income tax liability.

A.
There are five components to the total income tax liability for a utility.  They are: 1) current income tax, 2) deferred Investment Tax Credit (ITC), 3) amortization of deferred ITC, 4) deferred income tax, and 5) the amortization of deferred income tax.  These components are summarized at the end of the income tax calculation on Accounting Schedule 11, where they are listed on lines 30 through 34.

Q.
Please describe the current income tax component.

A.
Staff calculated the current income tax component shown on Accounting Schedule 11 by taking the NOIBT amount from Accounting Schedule 9, Income Statement, and adjusting it by the additions to and deductions from NOIBT that appear on Accounting Schedule 11.  Staff then multiplied this result by the appropriate federal and state income tax rates to arrive at the final result.  This calculation is based upon the fact that federal income taxes are 50% deductible for state income tax purposes and that state income taxes are fully deductible for federal income tax purposes.  The calculation in this case is based on the use of a 35% federal income tax rate and a 6.25% state income tax rate.  This results in an effective overall tax rate of 38.3886%.

Q.
Please describe adjustment S-96.1.

A.
Adjustment S-96.1 reflects the difference between the annualized current income tax expense, described above, and the Company’s test year level of current income taxes.  The annualized level of current income tax expense is shown on Accounting Schedule 11, line 30.

Q.
Please describe the deferred ITC component.

A.
Since the Tax Reform Act of 1986 eliminated ITC, there have not been any deferred income taxes relating to ITC; therefore, there has not been any recognition of deferred ITC in the income tax calculation.  Accordingly, it has been set at zero for this case.

Q.
Please describe the amortization of deferred ITC component.

A.
The amortization of deferred ITC component represents the recovery by the ratepayer of a portion of previously deferred ITC.  The amount is based on the level of deferred ITC amortization reflected on the Company’s books during the 12-months ended December 31, 2001 test year.

Q.
Please describe the deferred income tax component.

A.
The deferred income tax component reflects specific timing differences inherent in the determination of income tax currently due to the Internal Revenue Service (IRS), but deferred (normalized) to a future period for ratemaking purposes.  The largest timing difference included in deferred income tax is the difference between the tax deduction for depreciation, under accelerated methods, used in calculating current income tax due the IRS, and the corresponding tax deduction for book depreciation under the 
straight-line method, used in the ratemaking process.  This timing difference must be deferred (normalized) under the Internal Revenue Code (Code).  The deferred income tax amount is calculated by multiplying those tax timing differences that the Staff has normalized by the overall effective tax rate of 38.3886%, as previously discussed.  A description of tax timing differences, including those to be normalized, will be given later in my testimony.

Q.
Please explain the tax concept of “normalization.”

A.
Under the Code, the Company can take deductions for tax purposes for certain items at different times than when the items are expensed for book purposes.  Items for which this tax treatment applies are called “tax-timing” differences.  Normalization treatment eliminates these differences for ratemaking purposes so that income tax expense is based solely on the book income impact of these timing differences.  As an example, the excess of tax depreciation over straight-line tax depreciation is deducted from operating income to get current taxable income used in determining the current income tax expense due to the IRS.

However the tax impact of this timing difference is reversed (added back) in the calculation of deferred income tax expense.  The net result on total income tax is zero.  The reduction in current income tax for this timing difference is offset by a corresponding increase in deferred income tax.

For excess tax depreciation and Contributions In Aid of Construction (CIAC), the tax timing differences have been reflected in the Staff’s deferred income tax calculation in this case.

Q.
Please explain the tax concept of “flow-through.”

A.
Flow-through tax treatment recognizes the tax deduction for a timing difference consistent with the time frame used in determining the current income tax due the IRS.  

Q.
Please describe the amortization of the deferred income tax component.

A.
The amortization of the excess deferred income tax component represents the amount of excess deferred income taxes to be flowed back to the ratepayers.  These excess deferred income taxes result from the Tax Reform Act of 1986.  Prior to 1986, income taxes were deferred at a rate of 46%.  After 1986, they were deferred at a 35% rate.  The excess deferrals, resulting from the 11% higher rate, must be amortized and flowed back to the ratepayers.  The amortization of the deferred income tax component in this case was determined from data provided by the Company in its workpapers.


Q.
Please describe adjustment S-97.1.

A.
Adjustment S-97.1 represents the amount needed to adjust total test year booked deferred income taxes to the level of deferred income taxes calculated on Accounting Schedule 11, line 32.

Q.
Are taxable income and the adjusted book income identical in this case?

A.
No.  Taxable income is less than the book income as adjusted because of tax timing differences and interest expense.

Q.
How are tax timing differences presented in the Staff’s case?

A.
Tax timing differences are represented on Accounting Schedule 11, Income Tax, as additions to and/or deductions from NOIBT.

Q.
Please explain the additions used to arrive at net taxable income in this case.

A.
Annualized book depreciation and book depreciation charged to clearing and operations accounts are added back to net income before taxes because the deduction for tax depreciation in determining income taxes is different than book depreciation.  It is also necessary to add back these items to avoid deducting depreciation amounts twice for tax purposes.  

IRS non-deductible meal expense and CIAC are also added back to NOIBT.

Q.
Please list the deductions used to arrive at net taxable income.

A.
The deductions are: 1) interest expense, 2) straight-line tax depreciation, and 3) excess tax depreciation.

Q.
Please explain the deduction for interest expense and how it was calculated.

A.
Interest expense is calculated by multiplying the jurisdictional rate base by the Staff’s calculated weighted cost of debt (4.13%), which is sponsored by Staff witness David F. Murray of the Financial Analysis Department.

This methodology assures that the amount of interest expense used in the calculation of income tax expense, for ratemaking purposes, equals the interest expense the ratepayer is required to provide the Company in rates.  Since the revenue requirement recommended by the Staff is based on a rate of return computation, the interest synchronization method allows an interest deduction consistent with the rate of return computation that is applied to rate base.

Q.
Are you aware of any other rate cases where this type of methodology was proposed?

A.
Yes.  This methodology was first utilized by the Staff and adopted by the Commission in Kansas City Power and Light Company’s 1980 electric rate case, Case No. ER-80-48, and has been used consistently by Staff and adopted by the Commission since that case.

Q.
Please identity the source of the amounts of the deductions for straight-line tax depreciation and excess tax depreciation.

A.
The amounts for these items were determined by using historical information and developing a percentage relationship of the tax basis of depreciable plant used for financial accounting reporting purposes to Empire’s book basis of depreciable property.  This percentage relationship was applied to annualized depreciation that was included in Staff’s revenue requirement to determine the Missouri jurisdictional straight-line tax depreciation amount used in the calculation of income tax expense.  This amount appears on Accounting Schedule 11, Income Tax, on line 7 and is identified as “Tax Depreciation – Straight-Line.”

Staff determined the excess tax depreciation, subject to deferral, by subtracting the jurisdictional amount for straight-line tax depreciation from tax depreciation.  The amount of excess tax depreciation relates to IRS normalization restrictions that do not allow a current deduction for regulatory purposes to be taken for income tax relating to accelerated depreciation.  Utility customers must wait for the deduction of accelerated depreciation over the life of the asset.  Utility companies like Empire benefit from this restriction because the associated deferred taxes provide enhanced cash flow to their operations.  The calculation of excess tax depreciation is necessary so the IRS code restriction is not violated.  If the restriction was not adhered to, Empire would lose the deduction relating to accelerated depreciation and the customers would lose the benefit of the accumulated deferred taxes which are an offset to rate base.  To ensure that the accelerated depreciation is not “lost” as a tax deduction, deferred taxes are provided (calculated) which increases the income tax expense amount customers have to pay in their utility rates.  The deferred taxes are accumulated and “flowed” back to customers over the life of the assets generating those deferrals.  

The excess tax depreciation amount appears on Accounting Schedule 11, Income Tax, line 8 and is identified as “Tax Depreciation – Excess.”  The amount of deferred taxes relating to the excess tax depreciation is included on line 32 of Accounting Schedule 11 and is identified as “Deferred Tax Depreciation.” 

Q.
What causes the asset basis difference between the book basis (plant investment) and the tax basis of depreciable property?

A.
The book basis of depreciable plant (plant property assets) differs from the tax basis of depreciation plant because, prior to the Tax Reform Act of 1986, specific overhead costs during the construction of the plant assets were capitalized for financial reporting and ratemaking purposes (in other words, included in the book basis of depreciable plant).  The overhead costs that were capitalized as part of the construction costs of the plant assets and ultimately included in plant in service were capitalized pensions, payroll taxes, property taxes, property insurance and interest on long and short term debt.  For tax purposes, these overhead costs were treated as current tax deductions in the year incurred, instead of being included in the tax basis of the property, and reflected as a straight-line tax depreciation deduction over a period of time generally equal to the time period used in calculating book depreciation.  Therefore, the tax basis of the assets acquired prior to the 1986 Tax Reform Act was less than the book basis because of the capitalization of specific overhead costs for book purposes (both financial accounting and ratemaking) and the deduction of these overhead costs for tax purposes in the current tax year.  The tax basis was less for these 
pre-1986 Tax Reform assets because the company had already taken the capitalized overhead costs as a deduction in prior years for tax purposes resulting in the need to reduce the book basis by these previously taken deductions.  However, the 1986 Tax Reform Act eliminated the current deduction for these overhead costs, which resulted in capitalizing these costs for both book and tax purposes.  

Essentially, for assets acquired after 1986 Tax Reform Act, the book basis and tax basis are the same.  Book depreciation expense and straight-line tax depreciation expense are typically the same amount for assets acquired after 1986.  

Q.
What caused the need to reflect the basis differences in this case?

A.
Generally, the Commission allowed “flow-through” treatment of the tax timing differences created by the capitalized overhead costs prior to the 1986 Tax Reform Act.  This treatment resulted in the current deduction of the capitalized overhead costs in the income tax expense calculation for ratemaking purposes consistent with the income tax calculation made for current income tax due to the IRS.  Thus, the difference between the book basis for financial reporting and tax basis for tax reporting also existed in the ratemaking process for those companies where the capitalized overhead costs were “flowed-through.”  Because Empire still has assets on its books that were acquired prior to 1986, these basis differences continue to exist.  Using a calculation such as the relationship of tax to book basis gives consideration to the fact that certain costs, previously taken as a deduction, should not be taken again.  To do so would result in the deduction of these costs a second time.  Using the tax to book basis ratio to calculate straight-line tax depreciation removes the previously deducted costs from the tax calculation, thereby ensuring that the deductions are not made twice.

Q.
Is Empire’s method for computing straight-line tax depreciation theoretically consistent with the methodology used by the Staff?

A.
Yes.

Q.
What is “flow-through” treatment of tax timing differences?

A.
Reflecting the tax deduction of tax timing differences consistent with the period used in calculating current income tax expense is commonly referred to as the 
“flow-through” method.  Conversely, reflecting the tax deduction for tax timing differences consistent with the period used for recognizing the cost as an expense for financial reporting purposes is referred to as the “normalization” method.  

Staff generally used the “flow-through” method of determining income tax expense for ratemaking purposes.  This method was used to give the customers the same deduction as the company took on its tax return.  Taking as a current deduction for ratemaking purposes, the capitalized overhead costs that were taken as a current deduction in the company’s calculation of its income taxes ensured that the Company’s current utility customers received the tax benefit for these deductions.

The “normalization” method (not typically used in determining utility rates in this state) provided for a “deferral” of the deduction of the timing differences in the ratemaking process.  While the companies take the tax deductions of certain costs currently to determine the amount of taxes owed to the IRS, the normalization method does not reflect these deductions currently in the ratemaking process.  Under normalization, the deductions are deferred and taken over the life of the assets.  Generally, income tax expense is higher for ratemaking purposes under normalization than flow-through because of these deferred deductions.

Q.
Please discuss the depreciation deductions to NOIBT.

A.
Tax depreciation, not book depreciation, is the appropriate deduction for current income tax purposes.  Therefore, since book depreciation has already been added back to NOIBT, tax depreciation must be deducted from NOIBT to properly calculate taxable income.  Tax depreciation is made up of two components - straight-line tax depreciation and excess tax depreciation.

Q.
Please explain these two components.

A.
Straight-line tax depreciation is the equivalent of book depreciation, restated to reflect the tax basis of the related plant in service.  Excess tax depreciation is the net difference between accelerated tax depreciation and straight-line tax depreciation across all property vintages, regardless of whether accelerated depreciation exceeds straight-line depreciation or vice versa.  The term “vintage” refers to the year plant was originally put into service.

Q.
Why is it important to separate tax depreciation into the two components of straight-line tax depreciation and excess tax depreciation?

A.
It is important to separate tax depreciation into the two components since straight-line tax depreciation is given flow-through treatment in rates, and excess tax depreciation must be normalized (deferred) for ratemaking purposes due to IRS restrictions.

Q.
In reference to the items discussed above, please identify the items that Staff is proposing to normalize in the income tax calculation.

A.
Staff is proposing to normalize excess tax depreciation and CIAC.  Since the Staff has recognized these timing differences as deductions, it is necessary to provide corresponding deferred income tax treatment for the deductions.  By multiplying these timing differences, that appear on Accounting Schedule 11, line 8, by the effective tax rate of 38.3886%, I have calculated the deferred income tax component that I described earlier in my direct testimony.  On line 32 of Accounting Schedule 11, I identified the amount of the deferred taxes used in the income tax calculation.

Q.
Which of the items is the Staff proposing to flow-through in its income tax calculation?

A.
The Staff is proposing to flow-through straight-line tax depreciation and interest expense.

Q.
Are there any specific tax-related items that you are sponsoring on Accounting Schedule 2, Rate Base?

A.
Yes.  As I mentioned earlier in my direct testimony, I am sponsoring the line item, deferred income taxes, that appears on Accounting Schedule 2, Rate Base, as a subtraction from net plant.

Q.
Please explain the subtraction of deferred income tax from net plant.

A.
The balance of deferred income taxes included on Accounting Schedule 2 is composed of the accumulated deferred income tax balances related to CIAC pollution control facilities, software costs, depreciation, loss on required debt, and interest capitalized.  The balances of deferred taxes reflect the Missouri jurisdictional balances as of December 31, 2001, updated through June 30, 2002.  Using these balances is consistent with the treatment of the other components of the Missouri adjusted jurisdictional rate base, including the net plant in service balance as of December 31, 2001, updated through June 30, 2002.

Q.
Referring to your previous testimony regarding the calculation of income taxes on Accounting Schedule 11, the only tax timing differences that were specifically reflected were excess tax depreciation and CIAC.  What justification exists for the inclusion in rate base of deferred income tax balances related to items that were not specifically normalized in the past?

A.
As long as it is intended that a tax timing difference be normalized, one should be indifferent to its inclusion for total tax expense.  This is because a tax timing difference can be normalized in one of two ways: 1) The item can be used to determine current taxable income and a deferred income tax expense explicitly calculated on that tax timing difference, or 2) the item can be excluded from the tax calculation.  Either way, total income tax is unaffected.  Normalization represents a shift between the level of the current and deferred components of total income tax expense.

It is the Staff’s opinion that these deferred tax balances are legitimate inclusions for the determination of rate base, since the related tax timing differences have been effectively normalized through exclusion from the tax calculation in the past.

Q.
How are the deferred tax balances being funded through the ratemaking process?

A.
The deferred tax balance associated with depreciation is the easiest to understand because the depreciation tax timing difference must be normalized and the deferred tax expense is explicitly set out and included in the cost of service through the ratemaking process.

The deferred income tax balance related to pollution control facilities is, in essence, the same as depreciation.  Pollution control facilities are a component of plant in service.  This component is classified as an asset that is subject to amortization rather than depreciation.  Although the amortization of pollution control facilities is not protected from flow-through treatment, as is depreciation, it has been effectively normalized by its omission from the tax calculation in prior cases.

Likewise, losses on reacquired debt have been normalized by their omission from the tax calculation.  However, there is additional support for including them in the determination of rate base.  Staff Witness Murray has included unamortized losses on reacquired debt in the determination of the cost of debt included in the capital structure.  Because the inclusion of the losses on reacquired debt in the capital structure increases the debt cost component in the overall rate of return that the ratepayer will be required to pay through rates, the ratepayers should receive the benefit of the tax savings by using the deferred income tax balance related to the losses on reacquired debt as an offset to rate base.

The deferred tax balance for CIAC differs from the other deferred tax balances in that it increases rate base.  When received by the Company, CIAC is used to reduce the booked cost of plant in service.  For tax purposes, CIAC must be reported as income in the year received and included in the basis of the property for calculating tax depreciation.

Q.
Does this conclude your direct testimony?

A.
Yes, it does.

V. William Harris

Schedule of Testimony Filings

Case No.
Type
Company

ER-95-279
Direct
Empire District Electric Company

GR-96-285
Direct, Rebuttal,
Missouri Gas Energy


Surrebuttal
(Southern Union Co.)

GR-97-272
Direct
Associated Natural Gas Company

EC-98-573
Direct, Rebuttal,
St. Joseph Light and Power Company


Surrebuttal


HR-99-245
Direct, Rebuttal,
St. Joseph Light and Power Company


Surrebuttal


GR-99-246
Direct, Rebuttal,
St. Joseph Light and Power Company


Surrebuttal


ER-99-247
Direct, Rebuttal,
St. Joseph Light and Power Company


Surrebuttal


EM-2000-292
Rebuttal
UtiliCorp United Inc., /



St. Joseph Light & Power

EM-2000-36
Rebuttal
UtiliCorp United Inc., /



Empire District Electric

EO-2000-845
Rebuttal
St. Joseph Light and Power Company

TT-2001-115
Rebuttal
Green Hills Telephone Corporation

TC-2001-401
Direct
Green Hills Telephone Corporation

ER-2001-299
Direct, Rebuttal,
Empire District Electric Company


Surrebuttal

ER-2001-672
Direct, Rebuttal,
UtiliCorp United Inc., dba


Surrebuttal
Missouri Public Service

Case Nos. GR-96-285, EM-2000-292, EM-2000-369, EO-2000-845 and ER-2001-299 were litigated.  All others were stipulated.
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