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Missouri Public Service Commission 
P. 0. Box 360 
Jefferson City, Missouri 65102 

.4 
Re: Case No. ~0-87-48 

Effects of the 1986 Federal 'rax Reform Act 

Dear Mr. Hubbs: 

On behalf of Webster County Telephone Company, I enclose an 
original and fourteen (14) copies of a response to the 
Commission's November 3, 1986, order issued in connection with 
the above-referenced matter. Would you please bring this 
response to the attention of the appropriate Commission 
personnel. I have caused two copies of same to be filed with the 
Office of Public Counsel this same date. 

Thank you for your assistance with this matter. 

PAB:sw 
Enclosures 

By: 

Sincerely, 

H~~N & SWEARENGEN 

Paul A. Boudreau 

p. c. 

cc: Office of the Public Counsel 
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• 
BEFORE THE PUBLIC SERVICE COMMISSION 

OF THE STATE OF MISSOURI 

Webster County Telephone Company's 
Response to the Order Initiating 
Investigation Issued NovemJer 3, 1986 

Case No. A0-87-48 
Effects of 1986 Fede~a1 TaA R~f~nm 

As ordered November 3, 1986, Webster County Telephone Company (the Company) 

is providing the revenue requirement impact of the Tax Reform Act of 1986 on the 

Company's 1986 operations. This information is in addition to the report 

previously supplied December 15, 1986 that applied to the Company's 1985 

operations. 

Once again, the Company has made estimates of the effects that the Tax 

Reform Act of 1986 will have on its current income tax payment, deferred tax 

accruals and revenue requirements. As requested, the Company made these 

estimates based on Decenber 31, 1986 financial data. The attached Schedules 1, 

2 and 3 reflect the respective revenue requirement, rate base and income 

statement of the Company at 12/31/86 prior to and including the adjustments 

needed to reflect the Tax Reform Act. 

As indicated on line 14 of Schedule 3, the Company's 1986 operations 

resulted in a net 1 oss prior to taxes. Changes in the tax 1 aw, concerning 

changes in deductions and the tax rate itself, will not alter the fact that the 

Company is in a net operating loss position. It is, therefore, inappropriate to 

consider any revenue reduction at this time. 

Consideration must also be given to changes in the industry that will 

increase the Company's local service revenue requirement in the very near 
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future. The proposed NTS shift in the intralATA compensation Case No. 

T0-84-222, as presently before this Commission, results in a transfer of 

approximately a $19,000 requirement to the local jurisdiction. 

The FCC and the Federal-State Joint Board have taken action. c~ a~e ~~P.sently 

considering actions which would fur,her shift cost to the local jurisdiction. 

The implementation of the new uniform system of accounts (Part 32) which 

resulted f~om FCC Docket No. ;a-196 will result in shifts from capital to 

expense of approximately $18,000 based upon 1986 operations. 

In addition, the treatment of category 6 and category 8 central office 

equipment for separations purposes (FCC Docket 80-286) will result in shifts of 

cost to the local jurisdiction. The revenue impact on the Company has not been 

quantified to date. However, we have no reason to believe that the effect would 

be materially different in magnitude from Continental Telephone Company of 

Missouri, since the construction program which converts the Company's exchanges 

to digital technology is almost complete. 

Furthermore, the Company is also concerned with the effect that several key 

issues, whose impact cannot yet be measured, wi 11 have on the Company. 

Preliminary review indicates that the Alternative Minimum Tax (AMT) will not 

impact the Company in 1987. However, in future years the potential increase in 

tax expense related to AMT may affect the Company's operations. The reduction 

in internally generated funds may place the Company in a position which requires 

further long-term debt commitments. Any resulting issue of additional long-term 

debt will have the effect of lowering its equity ratio which could potentially 

require an increased return on equity and ultimately affect the Company's 

required rate of return. 
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During the settlement of the Company's last rate case, the Company 

stipu1ated that it would not fiie for increased rates except in connection with 

a Continental Telephone Company of Missouri rate case. This agreement prevents 

the Company from seeking a rate increase. !'. proposal to reduce rates as t:.~ 

result of tax reform would be inappr-_'lpriate first because the Company is already 

operating in a loss position and sec0ndly because it would violate the intent of 

the stipulation between the Company Staff and Public Counsel. 

In summary. the Company firmly be 1 i eves that items such as those enumerated 

above should be considered by the Commission in this proceeding when dealing 

with the effects of the Tax Reform Act of 1986. Clearly the Company should not 

be required to reduce rates as a result of tax reform during a period when its 

net operating results are in a loss position. 

WEBSTER COUNTY TELEPHONE COMPANY 

By :"/)AlA b JJI ·"· .IJ:r;::' 
~~,...~----
Vice President 
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IOSTER CIIIRITY TEL£~ CIIIFMY 
REVEll£ REDUIREIIEMT - 19116 lfERATIIIIS 

TOTAL CIIIFMY 

PRlill TAl Ul !!!"• TAl l. 
DESCRIPTIIIKS 14il 1461 

Schedule 1 

IIEI TAILM 10 TAIL. 
1401 1341 ----

(&I (.) (&:) ldl lei 

TOTAL COIIPOY RAT£ lAS£ M,B5J,815 14,853,815 14,877,043 14,900,270 

AUTHORIZED RATE Of RETURII 8.561 8.561 1.561 1.561 

IIET DPERATIII& IIICIItiE REIIUIREIIEIIT 1415,487 1415,487 1417,475 1419,463 
•ua::aaas:u:azaa::aa&&:s::::a:a:aa::a:az:a::s:: 



Schedule 2 

IlDSTER CIUITY 1EUPHIIIE I3I'MY 
RATE lASE - 1916 lftiiATIIIS 

TDTAL I:IIIFAIY 

UIIE PRill TAl LAI lEI TAl LM lEI TAt L~ ~ iR: L-
110. DESCRIPTIIIIS 1461 HOI 1401 1341 

Cal "' (tl Ctll ,,, 
1 TELEPHONE PLANT Ill SERVICE 16,815,120 16,885,120 16,815,120 16,885,820 
2 DEPRECIATION RESERVE 111 1721 10251 CS1 1721 102SI l$1,721 10251 l$1 1721,0251 

3 lET TELEPHOIIE I'LMT 15,164,795 15,164,795 15,164,795 15,164,795 

UD 

4 IIATERJALS • Slfpt.JES 117,935 117,9~ $17,9~ 117,9~ 
5 IORK!NS CAPITAL Ct53,92SI (f53,9251 (153,9251 115319251 
6 PREPAYIIEIITS 14,685 14,685 t4,685 14,685 

LESS 

7 DEFERRED IIICDIIE TAXES 1248,951 1248,951 1225,,84 1202,418 
8 CUSTDIIER IEP'IISITS 122,641 122,641 122,641 122,641 
9 JIITEREST ElPENSE OFFSET ta,083 ta,083 t8,122 tB,161 

10 IIICOIIE TAl OFFSET to tO so tO -------
11 TOTAL RATE lASE S4,853,815 14,853,815 14,877,043 14,900,270 

a::====:aa:.a:ac::z====::::===:a::::::::a::&n:aa:::: 
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Schedule 3 

IIEISTER C8IIITY TEL~ tiiiPMY 
IIDIIIE STATEIDT- 1916 IPBATI. 

milL I:IFAIY 

LIIIE PRill TAl 1.111 10 TAl 1J11 10 TAl LAII 10 TAl Ull 

10. IESCRJPTIIIIIS 146'1 1461 14Gi 134'1 

(II 1111 (c:) 1111 ,,, 
OPERA TillS R£VEUS --------

1 UlCA1. SERVICE REVElRIES tm,972 tm,972 1525,972 1525,972 

2 IIETW!ItK ACCESS REVEillES 1927,353 1927,353 1927,353 1927,353 

3 IIISCELI.AIIEIIIS REVEIIUES 1124,730 1124,738 . 1124,730 1124,730 

4 IIICOLLECTII..E REVEillES 1137,1281 1137,1211 ($37,1281 C$37,1281 ----
5 TOTAL OPERATIH& REVEIUES 11,540,927 11,540,927 11,540,927 11,540,927 

OPERATING EIPENSES -------
6 IIAJNTEIIANCE EIFUSE 11,242,031 11,242,031 11,242,031 Sl,242,031 
7 TRAFFIC EIPENSE S157,030 1157,038 1157,030 1157,030 
8 COfiiiERCUII. EIPEIISE 1106,573 1106,573 $106,573 1106,573 

' 6EIIERAL OFFICE EIPEII!IS£ 1363,500 1363,500 1363,500 $363,500 

10 OTtER IIPERATJN& EXPENSE 1153,800 1153,800 1153,800 1153,800 

11 DEPRECIATION l AMDRTJZATION EIPENSE $641,963 1641,903 1641,963 1641,963 
12 TAlES OTHER THAN INCOME TAlES 154,930 155,330 155,330 155,330 

13 TOTAL OPERATING ElPEIISES 12,719,827 12,720,227 12,720,227 12,720,227 
---

14 NET IltOit£ BEFORE TAlES IS1 117819001 tf1,179,3001 CS1,179,3001 1Sl,l79i3001 
_...~ .. c:a:aaca:aac:uaaacsa:aacua&&:aaaaa 


