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May 1, 1987 

Mr. Harvey G. Hubbs, Secretary 
Missouri Public Service Commission 
P. o. Box 360 
Jefferson City, Missouri 65102 

Re: Case No. A0-87-48 Docket - Fidelity Telephone Company 

Dear Mr. Hubbs: 

Enclosed for filing in the above referenced case please find 
fifteen (15) copies of the Response of Fidelity Telephone 
Company. Would you please see that this is brought to the 
attention of the appropriate Commission personnel. 

I thank you in advance for your cooperation in this matter. 

WRE/rdg 
Enclosures 

cc: All parties of record 
Terry Troughton 
Clint Frederick 

Sincerely, 
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RESPONSE OF FIDELITY TELEPHONE COMPANY M4v 

r..,ll 
CASE NO. A0-87-48 ~~~ Y87 

Puf1t.te {}f 'Iff 
~ S!f:NE/4/iy 

Fidelity Telephone Company offers the followin~~~~" 
response to the investigation of revenue effects on Missouri ~ 
utilities of the Tax Reform Act of 1986 by the Public 
Service Commission of Missouri. In addition to the 
following narrative, there is attached hereto Exhibits 1 
through 13. The attached exhibits comply with the revenue 
requirement impact requested and as detailed in the six 
items contained on pages 2, 3, and 4 of the Order 
Establishing Docket dated November 3, 1986. 

In summary, the impact on Fidelity Telephone 
Company shows that under its current rates and when taking 
into account the impact of the federal tax changes based on 
the methodology in its last rate case, a local rate increase 
is required rather than a rate decrease. The impact on 
local rates is summarized as follows: 

Increase to achieve authorized 
rate of return 

Annual effect (1988) after full phase-in 
of TRA-86 

$511,564 

(42,736) 
Jurisdictional effect of deferred 

income tax change 

Increase required 

3,012 

$471,840 

To meet the requirements of the information 
required by the Missouri Public Service Commission in their 
Order Establishing Docket, the following exhibits were pre­
pared that support the required local rate increase: 

Exhibit 1 - This exhibit details the year-end rate base and 
capital structure as of December 31, 1986 as 
required in item 1 of the Order Establishing 
Docket. The rate base is computed in the 
manner consistent with the rate base and rate 
of return as contained in Fidelity Telephone 
Company's last rate order <Case No. TR-80-269). 
The total company rate base and jurisdictional 
amounts are shown. The exhibit does not con­
tain the effect of change regarding accumulated 
deferred income tax as contained on Exhibit 13. 

Exhibit 2 - Exhibit 2 contains a pro forma income statement 
for the years ended 1986 through 1988. Each 
income statement takes into account the changes 
in the federal income tax amounts. The juris-
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dictional portion of the total is shown with a 
1986 adjustment to increase local service rates 
to achieve the allowed rate of return as 
established in its last rate order. The 
required increase in the local service rates 
amounts to $511,564. 

The 1987 pro forma adjustments account for the 
reduction in the federal income tax to a 
phased-in amount of a 40% federal income tax 
rate. The effect is a reduction in revenue 
requirement in the amount of $63,710. Of the 
reduction in revenue requirement, $17,348 would 
flow through to the local exchange service 
rates. 

The 1988 pro forma adjustments further reduce 
the revenue requirement $63,321, of which 
$25,388 is applicable to local rates reflecting 
the full impact of reduction in federal income 
tax rates to 34%. 

Not included in the pro forma income statement 
amount is the effect on the revenue requirement 
resulting from the amortization of the decrease 
in the deferred income tdx amount <see Exhibit 
13) 0 

Exhibit 3 - Exhibit 3 portrays the amortization of invest­
ment tax credit and computatior. of effective 
income tax rates for the years 1986, 1987 and 
1988. 

Exhibit 4 - Exhibit 4 portrays the 1986 jurisdictional 
income tax calculation for the jurisdictional 
operations. The amounts can be traced to the 
income tax amounts as contained on Exhibit 2. 

Exhibit 5 - Exhibit 5 shows that computation of the income 
tax on 1986 jurisdictional operations. 

Exhibit 6 - Exhibit 6 contains the income tax calculation 
on both 1987 and 1988 jurisdictional opera­
tions. 

Exhibit 7 - Exhibit 7 reflects the computation of the 
deferred income tax based on 1987 and 1988 
rates. 

Exhibit 8 - Exhibit 8 supports the toll revenue amounts as 
contained on Exhibit 2 for the as recorded 1986 
operations. 
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Exhibit 9 - Exhibit 9 supports the adjustments to 
intrastate toll revenue resulting from a 
decrease in the federal income tax rate to 40\. 

Exhibit 10 - Exhibit 10 shows the computation of toll reve­
nue requirement when the federal income tax 
rate is reduced to 34%. 

Exhibit 11 - Exhibit 11 computes the adjustment to deferred 
income tax balance as of December 31, 1986. 
Exhibit 11 shows the deferred income tax 
amounts by year, the effective income tax rate 
for each year and the deferred income or timing 
difference amounts. The full deferred income 
tax amount of $831,094 is the amount recorded 
on the books at December 31, 1986 resulted from 
timing differences totaling $1,715,235. The 
timing difference when utilizing the effective 
tax rate {1988) of 36e2% (See Exhibit 3) will 
adjust the accumulated deferred income tax 
amount to $621,190 or a decrease of $209,904. 
To normalize the $209,904 reduction in the 
deferred income tax it is necessary to amortize 
the amounts over the remaining life of the pro­
perty or 11.81 years. The jurisdictional por­
tion of the amortization amounts to $14,092. 

Exhibit 12 - Exhibit 12 develops the average remaining life 
of plant currently in service or 11.81 years 
required to adjust the reduction in deferred 
income tax amounts. 

Exhibit 13 - Exhibit 13 portrays the impact on the revenue 
requirement which is not included in Exhibit 2. 
The computation shows that on average the 
$210,000 increase in deferred income tax will 
increase the rate base $105,000. When the rate 
of return is applied to the increased rate 
base, the return requirement is increased 
approximately $14,000. Applying the income tax 
conversion factor (Exhibit 3) to the increased 
return requirement results in a revenue 
requirement increase before consideration of 
the amortization amount. When amortization of 
the decrease in deferred income tax is deducted 
from the increase in revenue requirement, a net 
increase in rates of $3,799 on an annual basis 
is reflected. The jurisdictional portion or 
79% amounts to $3,012. 

In response to the Order Establishing Docket, 
Fidelity Telephone Company shows that it would require a 



rate increase in order to achieve its current authorized 
rate of return even when taking into consideration the 
impact on its revenue requirement of the change in tax 
rates. 

Questions concerning this response should be 
directed to Clint Frederick, C.P.A. at the offices of the 
undersigned. 

Respectfully submitted, 

&~w. 
Drees Dunn & Company on behalf 

of Fidelity Telephone Company 

DREES DUNN & COMPANY 
9101 W. llOth Street 
Bldg. 35, Suite 150 
Overland Park, Kansas 66210 



YEAR END RATE BASE AND CAPITAL STRUCruRE 

DBCEMBER 31, 1986 

Total 

Rate Base 

Utility plant in service $15,070,396 

Reserve for depreciation 7,443,430 

Net plant 7,626,966 

~aterials and supplies 147,842 
Prepayments 
Cash ~rking capital (Page 2) tVA 
Less: deferred. taxes -

accelerated depreciation (831,094) 

Total jurisdictional rate base 

Rate of return 

Required operating income 

capital structure Pmount Percent 

I.ong-tenn debt $1,576,562 23.05% 

Preferred stock 73,700 1.08 

C'.alm:>n equity 5,190,079 75.87 

Total $6,840,341 100.00% 

EXHIBIT 1 
Page 1 of 2 

Jurisdictional 

$ 11,951,716 

5£978!679 

5,973,037 

115,856 

272,548 

(658£956) 

$ 5,702,485 

13.11% 

$ 747,596 

Weighted 
Cost Cost 

8.88% 2.05% 

5.50 .06 

14.50 11.00 

13.11% 

I 



IE:»>3ER 31, 1986 

Jurisdictional 
Balance 

Maintenance $ 837,523 
Traffic 364,840 
Camercia1 275,526 
General off ice and other 1,125,983 
~atirr:J taxes 182,431 
Depreciation 577,442 
Incane taxes 276-147 

Total $ 3,639,892 

45 day allowance U2i%> 
12ss - 15 day provision for oollection of exchange 

revenue ($1,332,804 x 15/365) 

Net cash working capital requirement 

Less - (150/365 of property taxes of $51,020) 

cash working capital requirement 

Items R:>t 
Considered 

$ 

577,442 
276[147 

$ 853,589 

EXHIBIT 1 
Page 2 of 2 

it>rkirr:J 
capital 

Items 

$ 837,523 
364,840 
275,526 

1,125,983 
182,431 

$2,786,303 

$ 348,288 

54[773 

293,515 

20[967 

$ 272,548 



fiDELITY TELEPHONE COMPANY EXHIBIT 2 

INCOME STATEMENT 

DECEMBER J.l, 1986 

As Recorded 1986 As Adjueted 1987 1988 
Total Jurisdictional Pro for111a Revenue Pro Forme 1987 As Pro fot'IMI 1988 As 

C!!J.esnl: Portion Adjustments Reguiret~tent Adjustlllfints Adjueted Adjuettlef1t.s AdJ~ated 

OPERATING REVENI£ (Exhibit 5) 
(25,)88) $1,801,632 ~ Exchange service revenue $ 1,JJ2,804 $ l,JJ2,804 $ 511,564 s 1,1144,368 $ (17,348) $1,827,020 $ 

Toll service revenue J,9H,404 2,650,562 - 2,650,562 (46,)62) 2,604,200 (J7,9JJ) 2,566,267 
Directory revenue 155,731 155,7)1 - 155,7Jl - 155, 7Jl - 155,7J1 
Miscelleneoue revenue 221541 221541 - 22 1.~1 - 221541 - Ua54! 

Total 5,424,480 4,161,6)8 511,564 4,673,202 (6J, 710) •4,609,1\92 (6J,J21) 4,546,171 
LI'ISSI Uncollectibles 28.142 28.142 - 28.142 - 28.11\2 - __ 28.14_2 

Total operating revenues 51 J96,JJ8 4,1JJ,496 511,564 4,645,060 {6J 1710) 41581 1350 (63aJZ1) 4151810a! 
• • 

OPERATING EXPENSES 
Maintenance expenses 1,058,804 859,676 - 859,676 - 859,676 - 859,676 
Depreciation expense 729,476 580,508 - 580,508 - 580,508 - 580,508 
Traffic expenses SJ5,221 J64,826 - 364,826 - 364,826 - 364,826 
Commercial expenses J02,926 275,525 - 275,525 - 275,525 - 275,525 
General office and other 

operating expenses 1,486,414 1,132,985 - 1,1J2,985 - 1,1J2,985 - 1,1J2,985 
federal and state income taxes JBJ,919 266,679 242,956 509,6JS (60,800) 448,8)5 (60,J02) )88,5H 
Investment tax credit - net (Exhibit J) (41,270) 02, 765) - (J2, 765) - (32, 765) - (32, 765) 
Provision for deferred income taxes J2,002 25,374 - 25,J74 (2,910) 22,~ 0,019) 19,445 
Other operating taxes 240,J5J 181,700 - 181,700 - 181,700 - 1!11700 

Total operating expenses 4,727,845 3,654,508 242,956 ) 1897 r,464 (63,710) J.BJJ.754 (63.321) '· 770.4)3 

NET OPERATING INCOME (Exhibit 1) 668,49) 478,988 268,608 747,596 - 747,596 - 747,596 

OTMER INCOME 
Non-utility income J8, 168 - - .. - - - - e Delayed income items l,JJ5 - - -----

INCOME AVAILABLE FOR fiXED CHARGES 707,996 478,988 268,608 ~ - _____i4_7_._'!f16 - --""~ _ __1/t]_._'!!16 

fiXED CHARGES 
Interest expense 153,699 120,67J - 120,,673 120,673 120,67) 
Amortization of long-term debt expense J1J82 2,655 - 21655 - 21655 - z.i~~ 

Total fixed charges 157 t081 12J,J28 - 12J1,J28 - 1231 328 - !ZJa321 
NET INCOME $ 550,915 $ 355,660 $ 268,608 s 624,268 s - s 624,268 $ - s 624,268 



Investment credit 

Investment credit arrortization 

Net 

1986 Fed. Tax: 
F = .46 (100,000 - S} 
F = .46 (100,000-5,000-.0SF} 
F = 46,000 - 2,300 - .023F 
F = 43,700- .023F 
.977F = 43,700 
F::.. 44,729 

State Tax: 
S = .05 (100,000 - F) 
s- .os (100,000- 44,729} 
s ... 2,764 

Federal tax rate= 44.729% 
State tax rate = 2. 764% 

Combined tax rate= 47.493% 

Reciprocal rate = S2.S07' 

Conversion factor = 1.904S 

EXH1Bl'1' 3 

IB::I!JmER 311 1986 

Total Jurisdictional 
QJ!pmY Portion 

$ $ 

41,270 32,76S 

$< 41,270 > .;..$ __ ... < 3._2 ... , 7_6_5 > 

1987 Fed. Tax: 1988 Fed. Tax: 
F = .40 (100,000 - S) F = .34 (100,000 - S) 
F = .40 (100,000-5,000-.05F) 
F = 40,000 - 2,000 - .02F 

F = .34 (100,000-5,000-.0SF) 
F = 34,000- 1,700- .017F 
F = 32,300 - .017F F = 38,000 - .02F 

.98F = 38,000 
F = 38,776 

State Tax: 
S = .OS (100,000 - F) 
S = .OS (100,000- 38,776) 
s = 3,061 

38.776% 
3.061% 

41.837% 

S8.163' 

1.7193 

.983F = 32,300 
F = 32,8S9 

State Tax: 
S = .OS (100,000 - F) 
s = .05 (100,000 - 32,889) 
s - 3,357 

32.859, 
3.3S7% 

36.216, 

63.784% 

1.S678 



1986 Jurisdictional 

Net incc::m: 
AM: Federal and state incc::m: tax 

Deferred incane tax 
less: r.oc - net 

Incate before tax 
State incc::m: tax 
Taxable for federal 
Tax rate 

Federal tax 

Total incc::m: taxes 

(l) FIT = .46 (TI - SIT) 
SIT = .05 (TI - FIT) 
SIT = .OSTI - .023TI + .023SIT 
.977 SIT= .027 TI 
SIT = .0276356 TI 
SIT = $16,994 

$355,660 
266,679 
25,374 

(32,765) 

614,948 
16,994 

597,954 
46% 

275,059 

$292,053 

$ 1,477 $ 15,517 

23,897 251,162 

$ 25,374 $266,679 
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1986 Jurisdictional 

1986 jurisdictional q;>erating incane 

Required q;>erating incane 

Deficiency 

1986 Conversion factor (Exhibit 3) 

Revenue increase 

ress: operating incane 

Pro forna current incane tax adjustment 

EXHIBIT 5 

$478,988 

747,596 

268,608 

1.9045 

511,564 

268,608 

$242,956 



Pretax incare based on 1986 (1) 

canbined federal and state tax rate (Exhibit 3) 

Total incate tax 

less; adjusted deferred tax (Exhibit 7) 

Current incane taxes 

(1) 1986 net incane as adjusted 
Federal and state incare taxes 
Deferred federal and state incare taxes 
Investment tax credit aroortization 

Pretax net incane 

1987 1988 

$1,126,512 $1,126,512 

41.837% 

471,299 

22,464 

36.216% 

407,978 

19,445 

$ 448,835 $ 388,533 

$ 624,268 
509,635 

25,374 
(32,765) 

$1,126,512 
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EXHIBIT 7 

'lbtal Federal State 
Deferred Tax Based On 1987 Tax Rates: 

Effective marginal rates (Exhibit 3) 38.776\ 3.061\ 

~ating: 
Excess tax depreciation $ 61,932 $ 61,932 
Re!ooval costs expensed 5£449 5!449 

Total $ 67,381 $ 67,381 

Deferred taxes 26!128 2!063 

Non-operating: 
Excess tax depreciation 337 337 

Deferred tax 131 10 

Total deferred taxes $ 26,259 $ 2,073 

Jurisdictional portion at 79.288% $ 22,464 $ 20,820 $ 1,644 

Deferred Tax Based On 1988 Tax Rates: 

Effective marginal rates (Exhibit 3) 32.859% 3.357% 

q;,&ating: 
Excess tax depreciation $ 61,932 $ 61,932 
Rem:wal costs expensed 5£449 5£449 

'l'otal $ 67,381 $ 67,381 

Deferred taxes 22£141 2£262 

Non-operating: 
Excess tax depreciation 337 337 

Deferred tax 111 11 

Total deferred taxes $ 22,252 $ 2,273 

Jurisdictional portio., at 79.288\ $ 19,445 $ 17,643 $ 1,802 
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FIDELITY '1'EIEPiD£ ~ANY 

AOOUS'lMENl' TO rEFERRED m:xJ!IE TAX !WAla 

IECEH!ER 31, 19al6 

EXHIBIT 11 

Deferred Effective Deferred 
Tax Tax Incane 

~ 
Jmount Rate Jmount 

1986 $ 31,840 47.49% $ 67,041 

1985 53,573 47.49 112,803 

1984 5,233 42.62 12,278 

1983 33,665 47.49 70,886 

1982 89,066 
Jj, ..,.., 190,418 '10.11 

1981 89,402 50.58 176,765 

1980 80,997 48.00 168,747 

1979 86,662 46.52 186,273 

1978 76,601 49.38 155,110 

1977 83,464 49.38 169,007 

1976 82,929 51.58 160,778 

1975 58,443 48.00 121,756 

1974 41,368 48.00 86,183 

1973 14,360 48.00 29,917 

1972 3,491 48.00 7!273 

Total recorded tax 831,094 $1,715,235 

Adjusted deferred tax 621,190 36.216%(1} $1,715,235 

Adjustmant required $209,904 

~rtization ~ 11.81 years $ 17,773 

Jurisdictional portion (79.288%) $ 14,092 

(1} Exhibit 3 for tax rate in 1988 



FIDELITY TELEPHONE COMPANY 

DEW:LOMNT OF AW:RAGE REMAINING LIFE 

DECEMBER 31, 1986 

(1) (2) (3) (4) (5) 
COIIIJ)Oaite Composite Plant Depreciation 

Depreciation life Balance Reserve Reserve• 
Rate Years 12/31/86 12/31/96 J!ill!!... 

Ml 
Buildings 2.501 40.00 years $ 991,165 $ 308,029 31.08~ 
err;: 6.95 14.)9 years 4,886,683 3,362,187 68.80 
Station apparatus 9.63 10.38 years 795,087 820,124 103.15 
Station installations 9.15 10.93 years 908,633 592,967 65.26 
large PBX 
Pole linea 4.50 22.22 years 386,158 354,661 91.84 
Aerial cable 4.00 25.00 years 1,105,139 460,026 41.63 
Underground cable 3.50 28.57 years 45,654 29,051 63.63 
Buried cable 3.75 26.66 years 4,085,639 946,335 23.16 
Fiber optic cable 3.80 26.32 years 536,365 - o.oo 
Aerial wire 6.00 16.67 years 222,516 58,263 26.18 
Underground conduit ).00 33.33 years 103,619 28,460 27.47 
Furniture and equipment 10.05 9.95 years 191,995 107,579 56.03 
Vehicles and work equipment 10.74 9.31 years __ 709,045 375,748 .2h22. 

Total $14,967,698 $ 7,443,430 49.731 -
Plant balance at 12-31-86 

Composition remaining life (years) 

(6) (7) 
Average Average 
Yeare In Yeara 
Service Relll&ining 

Jl!ll 11:!2. 

12.431 27.571 
9.90 4.49 

10.71 ( .JJ) 
7.13 3.80 

20.41 1.81 
10.41 14.59 
18.18 10.39 
6.17 20.49 
o.oo 26.32 
4.36 12.31 
9.16 24.17 
5.57 4.38 
4.93 4.38 

(6) 
Dollar 

Rl!lll8ining life 
Yeare 

lli.ll 

$ 27,326,447 
21,941,207 

(262,379) 
3,452,805 

698,946 
16,123,978 

474,345 
83,714,743 
14,117,127 
2,739,172 
2,504,471 

840,938 
3,105,617 

s 176,777,417 

l 14 1967 1698 

11.81 year& 

"" >< r:r: 
1-1 
till 
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Pat AOOUS'lMElfl' TO NDMJIATED IEFERRED :m::x:ME 'l'AX 

DBCEMBER 31, 1986 

Total decrease in deferred tax (Exhibit 11> 

Average over amortization period 

Rate of return (Exhibit 1) 

Increased return requirement 

Incane tax conversion factor (Exhibit 3) 

Increased revenue requirement before arrortization 

Deduct arrortization of decrease in deferred incate tax (Exhibit 11) 

Net increase in revenue requirement 

Jurisdictional p:>rtion ( 79.288%) 

EXHIBl'1' 13 

$209£904 

104,952 

13.11% 

13,759 

1.5678 

21,572 

17£773 

3£799 

$ 3,012 


