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DAI!tUU .. P. P'4J..g_ 

Mr. Harvey G. Hubbs 
Public Service C~~ission 
P.O. Box 360 
Jefferson City, MO 65102 

Re: Federal Income Tax Case No. A0-87-48 

Dear Mr. Hubbs: 

Enclosed for filing in th~' .:>bove-referenced matter, please find 
three i3) copic::; of a "Motion to Reduce 'Tariffs of ·":rkansas Power 
& Light Compan~ Effective January 1, 1987, to Reflect Decreased 
Federal Income Tax Rates." 

I have this date mailed a copy of the S.:L"''ke to all parties of record. 

Sincere!y yours, 

-~~.~ 
obin E. Fulton 

REF:alw 

Enclosures 

cc: All parties of record 
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In th~ 
& Light 
Ark~s~:~>. 

tariff£'£ 
el~tric 

In th(' 
g~tion of the 
upon Missouri ut1lit1es 
Tax Reform Act of 1 

Corne DOl."4 ASARCO ~ Inc .. ,. 

ner-ship and successor to St .. 

, a general part-

s Corpor,3tion and A."'IA)( 

Lead Company of Missouri~ Inc .. ~ intervenors in tt1is cause, by 

their attorneys, Robin E. Fulton and J. R. Schnapp, Frederick-

town, ~hssouri, and hereby lillOve this Commission to reduce 

Arkansas Power & Company (AP&L) tariffs for all rate clas-

sifications effective Ja."!uary l, 19i17, to reflect reduced federal 

incom~ tax liabilities of AP&L pursua~t to the Tax Reform Act of 

1986, and in support of such lillOtion, state to the Commission as 

follows: 

1. That in Case Mo. ER-85-265, this Commission entered its 

Report and Order ~, April 24, 1986, authorizing AP&L to file new 

tariffs for the recovery of certain max:imum revenues as set forth 

therein, said new tariffs to be eff~tive May 4, 1986. This case 



is :!iitHl 

ther<J~in, 

1:2, 

:2. 

Order, 

3. 

passed 

substantially altered 

subsequently s1gned and 

October 22, 1986, subsequent 

tariffs of i'43Y Thi 

the t:op corporate tax rate 

... 1986. 

States Congress 

99-514), which 

This act was 

Pre~nd<':'nt on 

f~~ct~ve dat:"~ of .A.P&L's 

things, decreased 

the current 46 i)ercent to 34 

percent beginning July 1, 198-. wl th a phased 1n tax r,'!te of 40 

percent for calendar year 1987.. This de-r~rease is effective 

subsequent to the effective date of the tariffs of AP&L. The 

Commission is hereby requested to take judicial notice of the 

effective date of the Tax Reforrn Act of 1986 at!d the actual rates 

provided for therein. 

4. That in each of the individual rate classificat1ons, 

i.e. General Purpose Residential Service MRS) p. lA; Optional 

Residential Time of Use ( !>1RT} p. 2A; Small Gene:-31 Service f.1SG) 

p. 3A; Large General Service MLG) p. SA; L<:~rge Power Service 

(MLP) p. EA; Large Power Service--Time of Use (l>f<'>T) p. 7A; 

MUnicipal Street Lighting Service MLl) p. 8C; Traffic Signal 

Service (ML2) p. 9A; All Night Outdoor Lighting Service (Ml..4) p. 

lOA; Cotten Ginning Service ~G p. llA; and C~~munity A~tenna 
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fol 

5. That such lies to dn 

l$ e~ffeet at th~ 

current time .. and has been a nun1~rous per'iod of 

years. 

6.. That to the best of these lntervt?'nors' kno~oJledge ~ no 

other utility has such broad all-encompassi~-:g language for tax 

adjustments in its tariffs .. For 

tariffs and Kansas City Pewee- & Light CO<"T!pony tariffs respec-

tively provide as follows: 

Union Electric: 

Tax Adiustment. Any licE>nse, franchise, gross re­
ceipts, occupativn or similar charge or tax levied by 
any taxing aut.hori ty on the amounts billed hereunder 
w1ll be so designated and added as a separate i tern to 
bills rendered to custo.-ners u;:-1der the iurisdiction of 
the taxing authority. -

Kansas City Power & Light C~upany: 

Tax adjustment Schedule TA she>ll be applicable to all 
custo.~r billings under this schedule. 
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Th~r~ li>hal 
cust~r. ~"' 
proportionat~ 

simJ.lar 
th~ 

from electnc 

Missouri Supre."l'le Court case of 

S.W.2d 75 (!'<lo. 1960 • 

~ '. The tax adjustment clause 

local gross 

under the 

334 

Paragraph 3 above. en the other clearlv appl1es to 

taxes a'Ftd not just loca t l.y lillposed '#ross r~ece:.pt t:a..xes. There are 

no limitations to such locally imposed taxes a;' are Hl the 

UE al'ld KCP&L tariffs. It lS clear· that the AP&L tax adJustment 

clause includes federal income tax decreases or iacreases. it is 

equally clear that such a tax adjustment clause as AP0L' s herein 

is enforceable inasmuch as it was set forth therein by AP&L and 

subsequently approved by the Commission and is author1zed by 

Hotel Continental v. Burton, 334 S.W.2d -s (Mo. 1960). 

8. That in Case No. A0-87-46, the C01m1ission or·dered that 

all utilities in Missouri, includi.ng AP&L, file with the 

Commission the revenue require.-nent impact of the federal tax 

chang~s implernented by the Tax Reform Act of 1986 as to January 

1, 1986, and January 1, 1987 and thereafter. 

9. That pursuant to said Commission Order, AP&L did file, 

on or about December 15, 1986, its Report as to the revenue 
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by 

for 

s~vings and 

$273, 

in revenue Th1s "'ould 

constitute .3 perce"1t requirement 

($49,327, div1ded by 

$1~137~000 .. tax savings). decrease in 

revenue requirements for ion~ consisting 

of $1.65 mi l1 ion in t,ax 

deferred tax balance .. All of these f lguies based on the use 

of the average and peak allocatLX1 m~thod. 

10. That in the filing of AP&L, Teed~ in his letter on 

page 2 stated: 

There have been no significant cost changes between 
December, 1985, and June, 1986, which •~could impact the 
level of the tax savings. 

By the same token, there wi 11 be no cost changes 
between June, 1986, and December, 1986, which could 
significantly change the ext:imated tax changes. 

Therefore, by the admission of AP&L, there ~re no other changes 

>'<hich WC>•;ld affect the tax savings, a..'"ld by implication, the 

revenue requirements of AP&L for its Missot:ri operations. 

11. It is therefore appropriate that this Commission reduce 

the tariffs of AP&L now in effect so as to r::flect the tax 
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~$SOCl~ted t~ 

f 

The 

bane. 1979 

tariffs to reflect 

two neasons: 

First, th1s involves 

use of which was appr-ov~d 

Second, the court 

decr~llf>~ lS 

AP&L's 

~.~~~~~~~~~~-~~~~~~~,· -~· 

concerni.:-~1 that dllowar:ce of a 

fuel adjustment clause allow~d rate u~c; eases and/or d<"creases) 

while ignoring or disregarding all other costs of the 'Jtility. In 

this case, however, .'1\P&L, through . Teed, has admitted that the 

other costs have remained constant since the last rate case. 

Ther-efore, lJCC;\'1 does not act to prohibit the Com."Tiission from 

decreasing the rates effective 3anuary l, 1987, to r'eflect the 

decrease in AP€·L' s revem1~ requirements !'esul t::J.ng from the tax 

savings. 

1:2. The next question then to t-e answered is, How much 

should the rates be decreased? J\P&L in its filing asserts that 

the revenue requirement for 1987 will decrease app:r·oximately 

$1.137 millio0. or 2.3 percent for 1987. After a revie"" of th«i 
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This 

were collected at l 

be paid at the 40 percent ln 

$272,372.00 for 1987. to 1nue to 

accumulate these deferred 

during 1987 when it ll be the c:t 1988 (and 

thereafter) 1ncome tax rates of 

improp~"'r and AP&L should not ccll.ect any more taxes thdn il.vhat 

they will actually be pay1.ng. 1s results in an add1 t1onal 

decr·ease of revenue requirement of approximately $622.000.00, 

which together with the 198""" rebate ammmts to $895,000,00. See 

Schedule 1, pages 1 and 2, and Schedule 2, page 2 :::--f 3, for the 

calculation of this figure. It should be noted tiF>t the correct 

refund conversation factor to be utilized is 1.719£. and not the 

1. 5679 utilized by AP&L, for the reason that the rebate becomes 

effective January 1, 1987. 

Thus as indicated in Schedule 1 and in Scl:>€di..lle 2, page 2 of 

3, the reduction in rates with this modification from AP&L' s 

filing a.'!lOUnts to 3. 57 percent as opposed to AP&L' s calculation 

of 2. 3 percent, which ignores the deferred income taxes being 

collected during 1988. {Comoace Teed's letter dated December 15, 
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1986, ~~£ith C~y, 

. ) 
b. 

Gulf will 

Act of 1986. 

Grand 

No. 234. The 

calculated on a formula set Testimony of 

Michael Bemis, Schedule MBB-13, in Uus 

case, copies of wh1ch are attach"··d In addition. attached 

hereto is Schedule page 1 l~ pages 1 and 2 

of 2" which set forth the acttJ.dl calcul.at::..cn of billings and 

taxes on Grand Gulf, from Mid-South t0 AP&L. These 

schedules wer·e attached to the test1mony of Mr. l>~yer in the 

interim rate case. ER-86-52. 

In Schedule 2. page 3 of 3, we have calculated an estimated 

reduction in Gra."ld Gulf purchas~ po>-ver expense. As indicated 

therein, the reduction in Grand Gulf expenses to AP&L for the 

Missouri jurisdiction for 1987 would be approximately 

$537 ,000 .. 00 .. Of course, in 1988, the Grand Gulf expense h"'Uld 

decrease an additional su.Tt, the amou.1t of which we have not 

calculated. 

The total reduction i:. the revenue reauirement when taking 

into consideration the decrease in Gra.1d Gulf costs and 
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su~ragraph a> above, ~ld 

reduction. 

3, attached hereto. 

13. 

w;;e of the 

utilized the single coincidental 

me thoo to oo used to 

decrease in taxes 

fi 1 ing of December· 15, 

calculate the lCP factor .. 

based on the -.~verage and 

or'"1er AP&L to file additional d.'!ta 

method using data on the 

14. These intervenors dSsert 

or 4 4. 65 p@rc~nt 

2 p>!!!~ 1 of 

the 

methodo-

the correct 

in rates for the 

did in their 

data necessary to 

1 C.iilculatlons have been 

ss1on should 

31, 19136. 

C0!1lfiliss1cn should and 

must enter its order req.nring AP&I. to file new tariffs 

reflecting the decrease in the revenue ,·equirement as a result of 

the federal income tax decreas~ effe\.":ti ve J;~u3.ry 1, 1987. These 

Intervenors believe the appropriate at~X">unt of decrease should be 

the $2.296 million or 4.65 percent calculated in Schedule 2. This 

amount is in line with the 6 percent decrease of phase-in rates 

in Arkansas that resulted as a result of the tax law changes. 

See, "Electric Utility Week, At.'g..!St ll, 1986. Alterrtatively, 

inasmuch as these Interver.ors' calculati:J<ns on the decrease in 

Grand Gulf costs are educated estimates, the Commission should 

decrease rates by ~~e $1.759 nilli~~ or 3.57 percent set forth in 

Schedule 1, and to have an i~iate hearing with the sole issue 



to be det~rmined 

will 

~1 

b3sed upon 

a 

would 

schedules 

to 

Act of 1986 on the test. 

the 

its ~k\pril I! 1 

pr'ocedure is established by 

111 

Gf'a!"'.d ·::>ul f e.xpenses 

a third 

and have 

appropriate 

changes. The 

order AP~L to file 

feet of the Tax Reform 

last rate case using 

ttle Commiss1on in 

Order .. The aDpropr·J.ateness of this 

. Teed's ss:ion and confirmation 

in his December 15, 1986, letter t:LO!t there have been no other 

changes in revenue r-equi ren~~nt s other th.:."!Il, incom-e taxes .. 

15. There is no reqtn.rement under i'>Hssouri l<n>~ that there 

be a thirty 30) day waiting period prior to th!.", ,~ffective date 

of the rate dec1 ease, inasmuch as the tariffs on file require an 

immediate decrease in rates, and no harm will result to any 

interested perso.'1, particularly the Missouri rate payers of AP&L, 

due to the fact t.'lat a rate decrease is at. i"'sue and not a rate 

increase. 

16. The rate decrease ordered should be applied to each 

rate class equally for the sa"'le reasons that the Com.'11ission in 

this case ordered all classes to share the incl'ease equally. 

WHEREFORE, for the foregoing reasons, these Intervenors move 

the C~ission to decrease .~&L's. tar1ffs by 4.'.05 percent for all 
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forth 1n 

relief 

Of _____ £_::1!1_1111 

----~~~.---!,--'ll!l' ---~;,'11-~-U!"J.._ 
lili!lll-ill---~$i/IMIC11?'0'S 
~~~~-~~A~ill!il:l~!l!~~ 
~1!1'--\!1.--~~.··:c.tn 

-:w. ~Iii!£"-"'- t~ .. '\ii!'I:S .. ~ ~ i 

-~--

~:"''~"'1.~ 
~~\~itN:t~ 

ot.her ~nd further 

Intervenors 



1 APit Ti!!st Ye~r Rev~~ ~·t $49.327 

2 API. Tu Snu~gs $ 864 

3 ~f~n''1Hi In ~ctie~l 

Tot~l Re41Ktioo: 

4 ~t $ 1,759 

5 fertll!nt 3.571 



Intt~st 

line 
00 ~1ssouri 

Year-End 1986 Tax to be 
1 T1.1rned Around ,411 $113,873 

Year-End 1987 Tax to be 
2 Tu roe<! Around 361:648 

3 Total Tax to be Turned Around $15.~2 $520,059 $535,521 

Refund ~nt - 1987 
4 Revenue Cooversioo factor 1.1194 26,585 8~.189 920,774 
5 Miss01.1ri Allocation Factor .0Jti7 1.000 

1987 Missouri Rate 
5 Reduction ~nt $ 976 S894,Ul9 $895,165 



1 i\Pll Test: Yen !h:~veooe ~l'lt $49,327 

2 .APt Tilx $ 864 

3 895 

T~x S~vings )n G?ill'ld G~l~ 
4 Purci·~~sed P~r 537 

Total Reduction: 

5 ~l'lt $ 2.2% 

6 Percent 4.65~ 



Inte~st 
~ Missoori 

11!!! Total 
(3) 

Ye~r-End 1986 Tax to b~ 
1 Ttn·neU Aroond $15,642 .411 $173,873 

Year-End 1987 Tix to ~ 
2 TurneU Aro~omd 361 3648 

3 Total Tu to be Tiirned Aroond $15,642 $535,521 

Refiind M!oont - 1987 
4 Revenue C~versi~ Factor 1.7194 26,585 894,189 920,774 

5 Missouri A11ocati~ Factor .0367 1.000 

1987 Missoori Rate 
6 R~ti~ M!oont $ 976 $894,189 $895,165 



1 

Missouri Alioc~ti~ factor 
~r M'&l hx fi 1 

1967 Missouri 
Rate R~ti~ ~t 

f 
$346,225 

17.311 

.0310 

537 

(1) M'&l jyrisdict1~ cost-of-ser~ice st~ies filed Dec~r 15, 1986, 
Page 19-1. line 4. 
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fuel !:lc~nse $ 
Ct~~r Operations Expense 
~a1ntenance lx~en$e 
~~rec1at1- tx~nse 
:ec~~lSSl-~n~ Ex~nse 
~axes Other than !ne-e 

Talltes 
aes Capttallzed Per 
laolts 

Fonmla 
~!Si:t!i!UP 

• ~feE~ Ta~ ?~~•st~~s 
- ~et.'IUO - ht:. ~~l: !!liV11:!!L"1ltiH;, ~~be::, C-~-tl 
• Total ~t.ont - ~<: l.l\ftH: I~•.;tJ>~t 
- fTC Al;i!lli~E'U, :ull\::1- .:' 

• I~ T~x~~ ~~or~ I~ Pr~v~s1on 
- !TC J>rovi :u. <Mil 

i:'l.lll'lil\q 
D1~f8'r~nces 

Net Tiai_,, ~iffsrances ~s~-------. 

~ferred F~r~l In~e T~x ~rovts~on .s._.__._._. 

~~rrent Tax Expense 
Deferred ~ax lx~nse 
!tt Provi:u.on 

• Itt ~rt~zation 

151 

l:ncO!lle "''< 
~cucttor 



~ax !asi~ of Unit 11 
~axe~ Capitali~ed Per ~s 

Book Depreci&tion of liasis fer Deferred Tax Calculation 
Book Ceprec1~ticn 

Tax Depreciation of Nuclear Fuel 
Interest Expense in ~ Fuel Expenses 
Nuclear ~l-Expense Per Books 

Tax !Je?re<:iaticn of U..it I 
Depreciati~~ of Ba~is f~r Deferred Tax Calculation 

De~issionin9 Expense - $ 

~x o.ducti~~ for Accrued ~issionin9 Ex~nses 
Book Accrual !or ~issionin9 Ex~ses 
i:xCI!ISS 

Taxes Capital!~~~ - $ 

~x Deauction for ~es Capitali:ed Per ~s 
~ Capit~li:ed Per ~s 

~ss 

s 
'---

$ 
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