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BEFORE THE PUBLIC SERVICE COMMISSION 
OF THE STATE OF MISSOURI 

In the matter of the ) 
investigation of the revenue ) 
effects of the Tax Reform ) 
Act of 1986 ) 

Case No. A0-87-48 

REPORT OF KANSAS CITY POWER t, LIGHT COMPANY 

By its Order dated November 3, 1986, the Missouri Public Service 

Commission established Case No. A0-87-4S to investigate the revenue effects 

upon Missouri utilities of the Tax Reform Act of 1986 (TRA). The Commission 

ordered Missouri utilities to file certain reports and proposals in writing by 

December 15, 1986. In compliance with this Order, Kansas City Power & Light 

Company (KCPL) hereby submits its Report. 

(A) Introduction 

TRA was enacted by President Reagan on October 22, 1986. The bill is a 

complex document over 2000 pages in length, requiring review for technical 

corrections and clarification of transition rules. Attached as tichedule 1 to this 

response is a brief summary prepared by Reid & Priest of the 11Income Tax 

Provisions As Applicable to Investor-Owned Electric Utility Industry 11
, 

comparing the provisions under the old law to the new Jaw, and noting as well 

the effective date of the new provisions. 

While all the provisions in Schedule 1 are applicable in principle to KCPL, 

not all those provisions were incorporated into this response because their 

effects on income taxes are not significant. Only the following numbered 
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provisions in Schedule 1 were taken into consideration in preparing the effect 

of TRA on Missouri jurisdictional revenue requirem~nts: 

1. Maximum Corporate Income Tax Rate 

3. Investment Tax Credit 

6. Capitalization Rules for Self-Constructed Property 

Provision 2, Depreciation, applies to property placed in service after 

December 31, 1986. This tax law change has minimal effect on total revenue 

requirements: it affects only the proportion of taxes classified between 

currently payable and deferred taxes. 

While some uncertainty still exists as to the applicability of the transition 

rules, KCPL's response is based on the effective date listed for each provision 

in Schedule 1. 

(B) Impact on KCPL 

In developing its response to the impact on electric and steam revenue 

requirements, KCPL relied on a 19ib calendar year cost of service adjusted for 

Commission findings on allowed rate of return, and in the case of electric 

operations Wolf Creek plant disallowances and return adjustments for excess 

capacity in its Report and Order of April 23, 1986 in Case Nos. E0-85-185 and 

E0-85-224. The current 1986 tax law (pre-TRA) was applied to this cost of 

service to establish a Base Case from which to measure changes in revenue 

requirements due to TRA. KCPL considers this information proprietary and 
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requests that it be kept confidential pursuant to Section 386.480, RSMO 1978. 

Supporting material and other assumptions will be m<.""tde available to the Staff 

upon request. KCPL personnel are ready to discuss this in.lu<u1ation with Sto.!'f 

as needed. 

( 1) Impact on Electric Revenue Requirements 

Schedule 2 is a summary of Missouri jurisdictional electric revenue 

requirements for the Base Case, the TRA change effective in 1987, and the 

TRA change effective in 1988. Schedule 3 reflects the detailed calculations of 

these three cases. The jurisdictional allocation factors used in this Report are 

consistent with those accepted and adopted in Case Nos. E0-85-185 and 

E0-85-224. 

(a) Base Case - 1986 Tax law 

Schedule 2, Column 1, line 34 shows a Missouri jurisdictional electric 

revenue deficiency for a cost of service based on a 1985 calendar test year 

and the current 46% corporate tax rate to be $96.7 million. 

(b) Base Case - Adjusted for 1987 TRA changes 

Schedule 2, Column 2, line 34 shows a Missouri. jurisdictional electric 

revenue deficiency of $81.6 million, a deficiency decrease of $15 .1 million 

from the Base Case. The major reason for the decrease is a decline in the 

corporate tax rate from 46% in 1986 to a blended tax rate of 40% in 1987. 
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(c) Base Case - Adjusted for 1988 TRA changes 

Schedule 2, Column 3, line 34 shows a Mis~~uri jurisdictional electric 

revenue deficiency_ of $69.3 million, a deficiency decrease of $27.4 m:llion 

from the Base Case. Again, the major reason for the decrease is a decline 

in the corporate tax rate from 46% in 1986 to 34% in 1988. 

(2) Impact on Steam Revenue Requirements 

Schedule 4 is a summary of Missouri steam revenue requirements for the 

Base Case, the TRA change effective in 1987, and the TRA change effective in 

1988. Schedules 5 reflects the detailed calculations of these three cases. 

(a) Base Case - 1986 Tax law 

Schedule 4, Column 1, line 28 shows a Missouri jurisdictional steam 

revenue requirement deficiency for a cost of service based on a 1985 

calendar test year and the current 46% corporate tax rate to be $4.86 

million. 

(b) Base Case - Adjusted for 19!>7 tax law changes 

Schedule 4, Column 2, line 28 shows a Missouri jurisdictional steam 

revenue ddiciency of $4.67 million, a deficiency decrease of $.19 million 

from the Base Case. The major reason for the decrease is a decline in the 

corporate tax rate from 46% in 1986 to a blended tax rate of 40% in 198 7. 

(c) Base Case - Adjusted for 1988 TRA changes 

Schedule 4, Column 3, line 28 shows a Missouri jurisdictional steam 

revenue dnficiency of $4.52 million, a deficiency decrease of $. 34 million 
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from the Base Case. Again, the major reason for the decrease is a decline 

in the corporate tax rate from 46% in 1986 to 34% in 19:38. 

(3) Impact on Deferred Tax Reserves 

TRA requires the continuation of the normalization rules under existing 

law. The loss of accelerated depreciation tax benefits will result if associated 

deferred tax reserves considered "excess" because of the rate change from 46% 

to 34% are flowed back faster than over the remaining book life of the 

associat~d property using the "average [tax] rate assumption method." 

Investment tax credit benefits will be lost if unamortized investment tax credits 

are flowed back to the ratepayers more rapidly than permitted under existing 

law. Thes"- reserves fall in the category of "restricted reserves." 

(a) Unamoritzed in....-estment tax credit (ITC) 

The entire t.!issouri jurisdictional unamortized ITC is in the 

"restricted" category. 

Unamortized ITC 

(b) Deferred taxes 

R=Restricted 
U=Unrestricted 

R 

12/31/85 
Actual 

$62,25"/,414 

12/31/85 
New law 

$62,257,414 

All accelerated depreciation deferred tax reserve balances resulting 

from taxes provided at Federal rates of 46% or less are "restricted. 11 All 

other reserves are unrestricted. The summat·y below compares actual 

12/31/85 jurisdictional deferred tax reserve balances to the reserve 
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requirement using effective tax rates based on federal rates of 46%, 40% 

and 34%. Plant deferred tax reserve requirem~nts are based on the South 

Georgia Method adjusted for the urestricted
11 

reserves. (The South 

Georgia Method is used to determine the required deferred tax reser,•es 

assuming full normalization of timing differences.} Non-plant deferred tax 

reserve requirements are also restated using these rates. The summary 

shows significant unfunded deferred tax reserves using effective tax rates 

based on a 46% federal tax rate. The summary indicates that the actual 

reserves are still deficient, even based on the lower effective tax rates. 

No change in our existing method of amortization of deferred tax reserves 

is required in order to comply with TRA. 

Deferred Tax Reserves 

Plant 
Liberalized Depreciation 
Liberalized Depreciation 
Other 

Non-Plant 

Actual 
Deficit 
Required Deferred Tax Reserves 

R=Restricted 
U=Unrestricted 

R 
u 
u 
u 

12/31/85 
Actual 

$ 96,389,478 
(7,208,676) 
94,287,0ll 

251,257 
$183,719,070 

12/31/85 Restated 
Required Reserve Using 

Effective Tax Rate Based 
on Federal Rate of 

46% 40% 34% 

$183,719,070 
30,356,000 

$214,075,0'70 

$183,719,070 
16,634,151 

$200,353,221 

$183,719,070 
2,912,302 

$186,631,372 
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(c) Impact on Cash Flow 

The accelerated flow back of any estimated exl.>!SS re.,e;;vt: bal~11ces 

will reduce the internal funds available to the Company below that shown 

on Schedule 7. Such funds would have to be replaced with external 

financing sources and may delay the refunding of higher coupon securities 

resulting in a higher overall cost of capital. 

(C) Other Information 

At Item (6), page 4 of its Order, the Commission directed that 11 The 

Company may provide further information which it deems may be advantageous 

in examining the revenue requirement impact of the tax law change 11
• At the 

request of the Kansas Corporation Commission {KCC), KCPL is providing 

corporate information on the projected impact of TRA for the years 1986-1990 on 

operations, cash flow and construction planning. 

In addition to provisions 1, 3 and 6 of Schedule 1 identified in Section A 

of this report, the following provisions of Schedule l were also reflected in the 

projections contained in Section C of this report: 

4. Corporate Minimum Tax 

5. Unbilled Revenues 

13. General Business Credit - Limitation Against Tax 

Provision 4, Corporate Minimum Tax, is applicable for 1987 and later 

years. Our estimates regarding the minimum tax make certain simplifying 
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assumptions about the complex calculations required in arrving at this tax, 

including the use of the 11 50% book income" preference for all five years. 

In developing its response to the KCC, KCPL relied on its latest five-year 

(1986-1990) financial projections for the Company. These projections are based 

on preliminary 1987-1988 budget information now becoming available in the 1986 

budget preparation cycle. Revenues are based on current Kansas rate levels 

and projected Missouri phase-in levels. The projections were calculated using 

the current tax law and then again with the new tax law -- the differences 

reflect the impact of TRA of 1986. 

(1) Impact on Operations - Income Statement 

Schedule 6, pages 1 and 2. show projected 1966-1990 KCPL income 

statements before and after TRA changes. Page 3 in the same format shows 

only the differences attributable to TRA. The following discussion explains how 

each major line item is affected by the major tax provision changes, and the 

important fact that at the end of 1986 KCPL expects to have an estimated 

unused ITC carryforward of about .,44 million. The balance of unutilized ITC 

carry forwards is reduced under TRA by 17.5% at tl'le end of 1986 and another 

17.5% at the end of 1987. 

(a) Current Income Taxes 

Current income taxes are projected to be higher by $13.8 and $2.2 

million in 1987 and 1988 under TRA, even though the corporate income tax 

rate will decline from 46% in 1986 to a blended 40% in 1987 to 34% in 1988. 
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A major reason for the increase in currently payable income taxes under 

the new tax law is that a lesser amount of ~he ITC carryforward can be 

used to offset current tax liability. Specifically. the ITC car:r;•forward 

cannot be used to reduce the regular income tax to an amount less i:han 

75% of the new Alternative Minimum Tax calculated for the total company. 

In addition, the ITC carryforward balance is reduced by 35% by the end of 

1987. Other reasons for higher current income taxes include the increase 

to taxable income over four years for the 12/31/86 balance of unbilled 

revenues, as well as each year1s annual unbilled revenue increment, and 

the elimination of the deduction allowed under prior law for capitalized 

construction period interest, pension, payroll and property taxes. 

Current income taxes projected for 1989 and 1990 are lower by $9.3 

and $10.8 million under the new tax law because of the reduction of the 

corporate income tax rate to 34%, and the utilization of ITC carryforward 

delayed in to 1989. 

The changes in current income taxes do not reflect an increase in 

each year due to the new tax depreciation methods under TRA which have 

not been quantified. These increases in currently payable income tax 

should approximate the reductions in deferred income taxes for each year. 

(b) Deferred Income Taxes 

Deferred income taxes are reduced by $10.8, $13.6, $13,,1 and $13.5 

million in 1987 to 1990 under TRA because of the elimination of 



Missouri Public Service Commission Page 10 

aforementioned Schedule M items and the reduction in the corporate income 

tax rate. Deferred income taxes would be ~educed further by the equal 

amount of increase in current taxes due to the change in de~~ciation 

methods noted m (a) above. 

(c) Net Investment Tax Credit 

Investment tax credit utilized (net of amortization) under the TRA is 

reduced in 1987 and 1988 by $14.1 and $12.9 million because of the 

reduced tax rates, the repeal of the ITC credit, the delay in utilization of 

the ITC carryforward caused by the new alternate minimum tax limitations 

and the 35% reduction in the value of ITC carryforward. The repeal of 

ITC under TRA also results in a net reduction of $4.7 million in both 1989 

and 1990 compared to the old tax law. 

(d) Total Impact on Operations 

The total estimated effects of TRA are to reduce projected book 

income taxes by $11 million in 1987, $24 million in 1988, $27 million in 1989 

and $29 million in 1990 causing book net income to increase by 

approximately those same amounts in each respective year. 

(2) Impact on Cash Flow 

Schedule 7, pages i and 2 show the projected 1986-1990 KCPL uses of 

funds and internal sources of funds before and after TRA. Page 3 shows just 

the changes attributable to TRA and the following discussion explains each line 

item change. 
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(a) Change in Working Capital 

TRA causes a net decrease in working capital by $1.0, $5. 7, $. 8 and 

$2. 4 million in the 198 7 to 1990 period. The major contributors +o this 

need for additional funds are the increases in current taxes payable in 

1987 and 1988 and the taxability of the 12/31/86 balance in unbilled 

revenue over the four year period beginning in 1987. 

(b) Internal Funds 

Internal funds due to retained earnings are increased in the period 

198 7 to 1990 for the reasons mentioned in section I (d). The impact on 

cash flow due to changes in net investment tax credit are discussed in 

section l (c). The reduction in deferred income taxes are discussed in 

section l( b) , however, the cash flow reductiO'l is less than the income 

statement reduction because of the treatment of unbilled revenue. The 

taxability of unbilled revenue (elimination as a Schedule M item) is 

reflected in the income statement, however, in the cash flow statement the 

unbilled revenue adjustment (which is a component of the change in 

working capital) shows up as a decrease in working capital requiring 

additional funds as discussed in section 2(a). 

(c) Total Impact on Cash Flow 

The overall estimated impact of TRA changes is to reduce the 

availability of internal funds by $11.3 and $. 7 million in 1987 and 1988 and 

to increase internal funds in I 989 and 1990 by $11.2 and $12.8 million. In 



Missouri Public Service Commission Page 12 

all four years TRA decreases working capital (requiring additional funds) 

by $1.0, $5.7, $.8 and $2.4 million respectively. 

(D) Regulatory Treatment of Tu.x Changes 

Because of the extensive changes in TRA and their potential impact on all 

utilities, there may be a temptation to seek a generic solution to the regulatory 

treatment of these changes. However, due to the complexities of tax reform 

changes and their wide ranging impacts on diiferent utilities, it is KCPL's 

recommendation that each utility be evaluated on a case by case basis. 

Furthermore, income tax is only one issue among many which must be 

considered by the Commission to determine a utility's cost of service for 

ra temaking purposes. 

Further, KCPL is now prosecuting its appeal of its Wolf Creek case (Case 

Nos. E0-85-185 and E0-85-224) before the Cole County Circuit Court. KCPL's 

brief in the case is due January 9, 1987, under the present schedule. KCPL is 

currently attempting to commence negotiations with the Staff, the Office of 

Public Counsel and Industrial Intervenors regarding a Stipulation and 

Agreement addressing the conditions of a dismissal of its appeal. Such 

Stipulation and Agreement is expected to resolve several issues, among which 

could be the accounting impact of the revisions to the Statement of Accounting 

Standards No. 71 and the effects of the TRA on KCPL. KCPL believes that 

these negotiations constitute the appropriate forum through which to address 

the tax law changes specifically applicable to KCPL. 
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Respectfully submitted, 

Kansas City Power & Light Company 

B. J. Beaudoin 
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Verification 

State of Missouri 

ss 

County of Jackson 

On this 12th day of December, 1986, before me, the undersigned, a notary 

public in and for the county and state aforesaid, came B. J. Beaudoin, Vice 

President - Finance of Kansas City Power & Light Company, a corporation duly 

organized, incorporated and existing under and by virtue of the Laws of the 

State of Missouri, and who is personally known to me to be the same person 

who executed the written instrument on behalf of said corporation, and such 

person duly acknowledged the execution of the same to be the free act and 

deed of said corporation. 

My Commission Expires: 

5ept. 28, 1988 

'Pt· ... 
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W.ARJIXJfGTC»f. D. C. 8003G ----
September 29, 1986 

Ladies and Gentlemen: 

Enclosed is an analysis entitled: 

"Income Tax Provisions 

A i--­W Schedule ... 

'I'JD,JIX:----· 
2'ACIPIII1UI:- --­- •••·aeu 

DllllBCT DIAL :ann«lli!Ul 

As Applicable to InV'estor-Owned Electric Utility Industry 
General Non-Technical OVerview of Various Items. 11 

Raymond F. Dacek 

Enclosure 
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SeP»4• 25, 1986 

Incaae Tax P.tol1i.s1cDs 
As !pplicable to Itrvestai..Qmllid El.ectr.lc otility IId!Jt;y 

General Ncn-Technical ouetview of variouS Items 

I tan 

1 • Maxinun oorparate 
incx:llle tax rate 

2. Depreeiatiat. 

3. Investment tax 
credit (~) 

4. ())rporate 
min:i.nun tax 

Present law 

1. 46t 

2. Lives, 
generally 1 5 
years (150\ 
declining 
balance 
met:b:xi) ( 1 ) 

3. 10\ 

4. 1dj al 
tax-
1St rate 

Tax Refonn Act of 1980 (Act) 

Law 

1. 3ft 

b. Nuclear electric 
pm:luctioo. and 
catblstioo. tur­
bine pm:1uctioo. -
15 years 

c. other electric 
"fossil" prcd:uctial 
and hydro praiucticn 
and t:ransnissioo. 
axddi~al-
20 years 

3. Repealed 

4. Alternative tax -
20\ rate 
a. "50\ b:xlk incane" 

and ~)pref-
erences 

b. :rn: pemi.tted to 
reduce mi.niJrun tax 
liabi 1i ty by 25\ 

c. Allows mi.niJrun tax 
tobeoffset 
against regular 
tax in later years 
to extent lllin1llun 
tax nlates to 
dafcral prefer-
ences 

Effect..i.ve O!lte 

1. 7/1/87 
(blerm:l 
rate far 
1987) 

2. (2} 

3. (2) (4) 

4. Taxable 
years 
begiming 
after 
12/31/86 
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s. 01M 1 led ravw:IJ88 5. llot s .. ~tDaccma s. '1UIItJ.e ,... =,, eamac! but unbt 1 led bag:imUDJ 
zmr aftar 

12/31/86 
•0 

6. Olpitalizatioo 6. Interest, 6. &Jch costs tD be 6. Q:lsts incur-
rules far self- taxes ard capitalized - uses ~31~7) coostructed other casts "awided cast" ~-
prcpe...~ airrently ~ in det:e:cmi.ni.DJ 

daductible ihtetest 

7. Q:nt::ribltialS 7. Exclusioo 7. Repoa.led the 7.. O::ntri.b.lti...--ms 
in aid of fran gross excl.usicn received 
oonstructioo incxme(if after 

certain 12/31/86 
axldi.ti.oos 
are met) 

a. Q)rporate net 8. 28\ 8. Repealed - t!ms such 8. Effective far 
l.oog-te:cm capital (alternative gains are taxed at gain properly 
gains tax rate} ordinary ooq:a:ate taken in 

rates aco::::unt after 
12/31/86, 
without~ 
to whether 
the gain is 
pursuant to a 
written bin:i:i.nq 
binding can-
tract in 
effect at any 
earlier time 

9. Reserve method 9. Allowed 9c Repealed 9. Effective far 
far tad debts taxable years 

beginning 
after 12/31/86 

10. Discharge of 1 0. Electioo 10. Repealed the electioo 10. Provisioo is 
izdebtedness to excll.De applicable to 
incx:me of 1.ncx:me and di.sc:har9es of 
solvent maJce basis imebtedness 
taxpayers adjustment oc::c:urrin:J after 

12/31/86 

11. !klsinass meal 11 • Generally, 1 1 • Generally, ally 80\ 11. TaJcabl.e years 
and mtertain- deductible of othel:wi.se allowable beginninq on or 
IB'lt expenses blsinass IIIMl and after 1/1/87 

ent:ert:a.inaen exper.ses 
are deductible 
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1 3. General 
business credit­
limitat.ial 
against tax 

14. Research credit 

15. ESOP credit 

16. Vacatioo pay 
accruals 
(sectioo 463) 

17. ''Tax-exempt" 
interest 

12. est 1 ~. Iaduca! to SOt 

13. est 13. Reduced to 75t 
limitatial 
(tax lia-
bility in 
excess of 
$25,000) 

3 

12. Effactiva far -
dividems 
xecei:ved after 
12/31/86 

13. Effective for 
t:uable years 
that begin 
after 12/31/85 

14. 25t 14. Rate reduced to 20\, 14. Ertends the 
(credit does plus other mcdi.ficatioos credit for 3 
not apply years 
to expenses 
paid or in-
curred after 
12/31/85) 

15. it of 15. Repealed 
c:cmpensation 

16. Deductioos 16. Chm;Jes to within 
for aaomts 8! ll01ths thereafter 
expected to 
be paid by 
close of 
current year 
or within 12 
mcnths there-
after 

17. Elcclusioo 1 7. Repealed 
for interest 
00~ 
issued to 
finance air 
or water 
p::>lluticn 
CXJnt:rol 
facili.ties 

15. Effective for 
~tioo 
paid or accrued 
after 12/31/86 

16. 'l'axable years 
begiming 
after 12/31 /86 

17 • Generally 1 

txnls issued 
after 8/15/86 
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l'ootnotes: 

(1) 

(2) 

( 3) 

( 4) 

Ruclear electric production, 10 ,ears~ nuclear fuel 
assemblies, 5 years. 

Generally, the provisions that modify ACRS apply to all 
property placed in service after 12/31/86. The provision 
that repeals the ITC generally is effect!~e ~~~ ~r~perty 
placed in service after 12/31/85. 

Certain exceptions are provided to the general effective 
dates, in the case of property constructed, reconstructed, 
or acquired pursuant to a written contract that was binding 
as of 3/1/86 (12/31/85, for purposes of the ITC), or in 
other transitional situations. Subject to certain exceptions, 
the application of the transitional rules is conditioned on 
property being placed in service by a prescribed date in the 
future. For purposes of the depreciation transitional rules, 
the rules do not apply to any property unless the property 
has an ADR midpoint of 7 years or more and is placed in 
service before the applicable date, determined according to 
the following: (1} for property with an ADR midpoint less 
than 20 years, 1/1/89, and (2) for property with an ADR 
midpoint of 20 years or more, 1/1/91. For purposes of the 
ITC transitional rules, the applicable placed-in-service 
dates are: (1) for property with an ADR midpoint less than 
5 years, 7/1/86, (2) for property with an ADR midpoint of at 
least 5 but less than 7 years, 1/1/87, (3) for property with 
an ADR midpoint of at least 7 but less than 20 years, 1/1/89, 
and (4) for property with an ADR midpoint of 20 years or more, 
1/1/91. . 

200' declining balance method (switching to the straight-line 
method) for nuclear fuel assemblies: 150' declining balance 
method (switching to the straight-line method) for the other 
listed properties. 

Special Rules Applicable to the Investment Tax Credit 

A taxpayer is required to reduce the basis of property 
that qualifies for transition relief by the full amount of 
ITCs earned with respect to the transition property (after 
application of the phased-in 35' reduction, described below). 
The full-basis adjustment requirement also applies to credits 
claimed on qualified progress expenditures made after 12/31/85. 
The lower basis will be used to compute depreciation deduc­
tions, as well as gain or loss on disposition of property. 

Under the Act, the ITC allowable for carryovers is reduced by 
35,. The reduction in ITC carryovers is phased in with the 
corporate rate reduction. The 35' reduction is fully effective 
for taxable years beginning on or after 7/1/87. Taxpayers 
having a taxable rear that straddles 7/1/87, will be subject to 
a partial reduction that reflects the reduction for the portion 
of their year after that date. For exaaple, for a calendar 
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(5) 

5 

year taxable yeart the reduction for 1987 is 17 .. 5t. '.rbe I'1'C 
earned en transition property is reduced in the n.ae IUnner as 
carryovers. The rules generally apply only to the portion of 
an ITC attributable to the regular ~rcentage. 'l'hus, for 
·example, 1 OOt of ITC carryovers may continue to be allowed 
for funding of an ITC employee stock ownership plan. 

As described above, a full basis adjustme.nt is required with 
respect to the reduced amount of the ITC. Th·~~ fnr 
transition property that is eligible for a 6.5% ITC, the basis 
reduction would be with respect to the 6.5\ credit, not th~ 
unreduced 10\ credit. 

Neither the repeal of the ITC nor the phased-in 35-percent 
reduction of credits affects credits fer qualified progress 
expenditures (OPEs) claimed with respect to the portion of 
the basis of any progress expenditure property attributable to 
progress expenditures for periods before 1/1/86. If a 
taxpayer elected to take a reduced rate of credit on a OPE 
basis in lieu of the 50% basis adjustment of present law, the 
portion of basis attributable to such OPEs, claimed for 
periods before 1986, will not be reduced and such election 
will not apply to any other portion of such basis. After 
12/31/85, OPEs cannot be claimed unless it is reasonable to 
expect that the property will be placed in service before the 
applicable date. The determination of whether it is reason­
able to expect that the placement-in-service requirement will 
be met is to be made on a year-by-year basis, beginning with 
the first taxable year that includes 1/1/86. For any taxable 
year in which reasonable expectations ~hange, no OPEs will be 
allowed, and previously claimed post-1985 OPEs will be 
recaptured. Further, if the property is not placed in service 
on or before the last applicable date, post-1985 OPEs will be 
recaptured in the taxable year that includes such date. 

The income base consists of regular taxable income plus 
preference items. The tax rate is 20\, and there is an 
exemption amount of $40,000 (phased out at the rate of 25 
cents on the dollar for alternative minimum taxable income 
in excess of $150,000). The preference items include 
corporate preferences under the present law in addition to 
a number of new preference items. For "personal property" 
(~, Code section 1245 property) placed in service after 
1986 (other than transitional property), a preference will 
be the excess of regular tax depreciation over "alternative 
depreciation" which is computed using the 150i declining 
balance method (switching to straight line) and the ADR 
midpoint life. For 1987 through 1989, one-half of the excess 
of pre-tax book income of the taxpayer over other alternative 
minimum taxable income, is a preference. After 1989, pre-tax 
book income is replaced for this purpose by earnings and 
profits, with certain adjustments; the provision provides 
that alternative minimum taxable income is increased by 75\ 
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of the amount by which •adjusted Cl.1rrellt earninqs" exceeds 
alternative ainiaua taxable inco.e (before this ac!just:aent). 

(6) IRS says currently taxable, if recorded in financial 
stateaents. 

(7) There is an exception for costs incurred with ~e~~~ct tu 
self-constructed property if substantial construction had 
occurred before 3/1/86. 

Normalization 

With respect to depreciation, the Act retains the 
normalization provisions of present law. In addition, the Act 
applies a special normalization rule to excess tax reserves 
resulting from the reduction of the corporate tax rate from 
46t. Such excess reserves may not be reduced more rapidly or 
to a greater extent than such reserves would be reduced under 
the average rate assumption method. · 

Relative to the ITC, if the tax benefits of previously 
allowed ITCs are not "normalized," then certain ITCs will be 
recaptured. In general, the amount recaptured is the greater 
of (1) all ITCs for open taxable years of the taxpayer or (2) 
unamortized credits of the taxpayer or credits not previously 
restored to rate base (whether or not for open years), which­
ever is applicable. These rules apply to violations of the 
relevant "normalization" requirements occurring in taxable 
years e~ding after 12/31/85. 

Raymond F. Dacek 
Reid & Preist 
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l ~D~ Cl7!' ~R & LlliHT COI!PRNY 
2iiii~EAA 

3 
4 
s 

' 
ElECTRIC 

PER BOOKS 
12/31/85 

ALLOCATOa 
BASW 

ON KC"'-
FILING H0-86-!39 

ELECTRIC 
ALLOCATED TO 

SWli'l 
DIRECT 
STEll!! 

TOTA'.. TOTAL TOTAL 
STEAl! STEAA STEA!I 

19SS TAX IlliTES 1SS7 TAX IlliTES 1988 TAX RATES 
7 lttffffHHftfftHI*UIIflflfUUiffffttUIHfflfflffffffflfHHifftHfffffffHHt+HHtUtfffl§lfffffHHIHIItttfH•ftHIUDit 

8 11117! llA&: !Al !Bl !Cl !Dl !El !Fl !61 
9 ..._....MIH+ttHHHHttHIHIHHIHHHfH 

18 WOL.• Cle~ ilUlHT NEi OF 11.-"DC tl,l£8,707,767 
11 s~ Ar"DC sa1, 973, ;m 
12 1£'ri!li.F CllG! Pi,llNT fl,359,343,&28 
13 ---------
14 ~!r.'~- :;,'!AAifv ;>UWT s2,888,824,498 
15 ":ss: 
16 ;, :. ACI:li'l. PruJIJ. FOR DE•q, W $12,3811,287 
17 :~-E· NOH W.C. ACW!.:>RO'I. <OR OEPR. M33,523,183 
18 
19 
28 
2! 
22 
23 
24 
~ 
26 
27 
28 
21 
38 
31 
~ 

33 
34 
35 
36 
'17 
38 
39 
48 
41 
42 
43 
44 
.:1 
4£ 
47 
411 
49 
58 
51 
52 
53 
54 
55 
56 

TOil'!. ::il'IPRIY ~ruJIJ FO~ DEPR 

il:..F :.w ~ illllHi 
1£\ O().F CE~ ~~ P'..Ait. 

iOi<l. ...- PUliiT 

OC=!.~i!£1J TI!£E T~li'IING 
WO'li!INil CAPITAL- NUCU:Ail Fl.El.-~ 

Ill/CLEAR FUE' .. - )Ill 60055 UP 
FUEl. IIWOOORY 
!'lJa iNVENTORY GAAND AYE 

"'s 
U S lll!flNIH'IE 
PIIEPRYI!EIITS 
CliC 

TDTA'.. IIOilKING CAPITAL 

LESS: DEFERII£ll IN:OIIE TAX IIFFS£1' 
LIIIEIIAILIZED D£PIIECIATION 

LIB DEPR TO ALLOCATE 
DIRECT KIWSAS 
DIRECT STEm HEAT 

llllOSS AFilC 
DTI£R EL£CTRIC 
111HER &i!AND AYE STATION 
ACCE!.EIIATED lllllRT 
Tr!E£ TRIPIIIING 

TDTA'.. DEFERII£ll IN:OIIE TAX 

LESS: ADVANCES FOR CONSTAIJCTION 

TOTA'.. IlliTE llA& 

S45l, 823,396 

s:, 436,3811,655 
S9!9,a20,439 

S2,356,2D1,1194 

51,1128,767 
f32,il24,~82 

$4,506,335 
S35, 514, 53! 

S491, 538 
S.l0,9171168 
$1,173,4~ 

f2, 731,781 

$107,358,198 

$137,222,345 
t5,874,341 

$356,716 
$76,611,494 
f23, 042, sss 

$5,4119 
f2,558,124 

M%,1197 

S246,157 ,181 

$689,829 

f2,217, 741,841 

ASSiGri£0 

ASSi614:D 

ASSIGNED 

ASSIGNED 

3.0692~ 

un~ 

0.0620~ 

1.0610~ 
0.0722~ 

e.m~ 
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!011.000i~ 

8.0633~ 
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2.2758~ 

$94:,610 
Sl 

$842,793 

S1, 784,423 

$7,507 
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S3!5,17J 

.334, !~3 
S53~1 !27 

$1,469,23~ 

S64,049 
sa 

f71, 029 
$490, 5~8 
f19,57! 

51,173,494 
$62,170 

$8 

------------·-
$1,880,821 

•• 4457$ f611,6n 
fl 

108.~ 1356, 7!& 
ASSIGNED fl 

1.038~ f8,7"..6 
108.~ f5, 4119 

··~ 
f1,273 

ASSIGNED $0 

------------
S983, 768 

ASSISH£0 $1 

------------

S2,366,291 

S22, 415, 755 
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se 
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f7,S07 
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$!7,217, 958 

sn4, tt3 
s;;, ~49,267 

ss, 983, !72 

S0 
S64,049 

" s11,ee9 
$490, 5ill 
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S1, !731494 
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" 
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$7,587 
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f6, 983,:70 
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u 
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" 

~941, 611 
$0 
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S24,28!,158 

f7, 507 
ft7,2!0,4St 

f17,211, 9Ba 

j934, !03 
SG,043, 067 

S6, 983,170 

It 
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sa 
$71,029 

1490, ~l8 
S!9,:171 

11 1173,494 
f62,171 

$8 ----......................................................... _____ ,. _______ .. ..,.,. ....... 
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" " .. 
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sa sa S0 
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57 
58 
59 !lCliE STATEI'IENT: 
68-ttHHHHHfHIHHfHttHttttHH 

61 
62 IIE'•EIU:: 121 5552,463,197 
~ 
64 
65 
66 
67 
ill 
69 
78 
71 
72 
13 
74 
75 
76 
77 
73 
79 
ill 
8! 
8Z 
83 

TOT ilL 
EXP91!1ES: 

IJP1;!AHON & AAINTE.~;: 
!iii!I01WEOU 
OO>IIEClATION !II 
!iil!l0 IWE DtPi!EClATlON 
TAXES o;i£~ THAll lNCOi'IE TAXES !21 

!IICI:i'IE TAXES 
C!IR'!E14Tl Y PAYil!I~E 
D:F~~~ nu no>rs:c.~ 
DE=i:<RSJ TAX ~.'ICR>lZA::cN Ill 
D"..F::aiiEJ lW 7AX CRi:Dl7 
D£FoRili:D !TC Al!tm 

TDTil :~~E~QE~ 

$552, 463, 197 

f306, 571' 957 
51,635,478 

$57,597,314 
f6!6, 62: 

t28, 798,523 

Cfl6,543,2791 
ii3,UI,i16a 

14~,727,082 

ASS!Ii.'itD ., 
-------

13 

9.5917~ 11,8!3,386 
tea.um 51,605,47a 

M59U 133,382 
1za.mua~ $616,52! 
8.8770~ 122,:75 

a2, 102, S95l 
sm.~7 

Cf!,3:!ll 
sa 

fS5, 2BBl 
------------------

S2~ S33,23S 
-----------------

II£T OPEnAT!.~ lliCOI!E AS MJUSTED 594,741,515 
1114 fttfJHflfffffffffffffffflfffHtfffl! HfHtff "2, a93, lJ~I 

115 
II& 
87 illiTES: 
M 
89 ,. 
'JI 
'J2 
'J3 
'J4 
55 
!16 
'J7 
98 

" 1111 
181 
1112 
183 

I1J liOOK ACCUIU.ATED PRO'I!SIGN FOR D£Pi!ECIAT!Otl, OEPRECIAT!Otl EXPENSE JlND TAX STRAlGiiT liN£ 
HIWE BEEJI II£STATED TO REFLECT 2.6~ DEPRECIATION RATE AS ORDERED IN CASE NOS. ED-aS-185 A~D ED-85·224. 

121 IIEY£IU llHIJ TAXES OTHER THAll INCOIIE TAXES HIWE BEEN RESTATED TO RE11DVE GROSS 
11£CEIPTS TAXES. 

Til£ ACCO.INTING EIITRIES II£C(JJIDED ON Til£ CllP!PAHY1S IJOOi<S FOR THE CONTINUATION OF CONSTRUCTION 
ACCOUIITI~ AS OODEII£D ON FEASRUARY 21, 1985 HAVE NOT BEE!I REFLECTED IN THIS ANA!.YSlS. 

5:z,m,824 Sl2,393, 024 512,993,024 112,939,924 

$12,939, a24 512,m,az4 s12,m,ac4 

Sl1,550,470 113,364,4~6 513,364,456 113,364,4~6 
s:,6as,ua 11,6115,478 11,6a5,478 

1286,397 132a,379 1328,379 f320,3H 
f616,52! $616,62! 56!6,621 

Sl03, 539 1125,984 $!25,984 1!25,984 

IG!, 578,9631 IS!,39!,29:J lf1,21!9,3731 
S!2Bt 797 194,256 181,601 
!5!,3381 lf!,l3~1 111,3301 

sa ~a 50 
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----~----_ .. _________________ .., __________ 
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113 
lit !€" !~'€ itFOi!t TAXES 
115 
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121 
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13,4:9,464 
S6~Z,6a3 

sz2,m 

IS<11 2921242l 

112,999,~4 

S141 969,934 
S9371NZ 
S!25,984 

113, ~33,834) 

112,999,~4 

114,969,934 
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Sl2,999,~4 
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12, PWJS: &CG,( £1P NOT DEOOCTEJJ FDR :I<C 7AX 
127 ,JO~ W>R DF PU!UT -()!HER 157,5971314 e.a59~~ SJ3, 3BZ S28S, 397 S320,l79 Sl21,379 S3Za, 373 
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139 
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e. 12m 
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snz,cz: 
Sll8, 788 
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$395,588 $3951 588 

---------
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$1 

lSI, 405,9691 
!S:431 7521 

($1,555, 73!) 
(S23,252} 

rs:,s7a,'3a3l 

s229, zaz 
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