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Jefferson City, Missouri 65102 

Re: Case No. A0-87-48, Tax Reform Act 

Dear Mr. Redel: 

AR£A COO£ 314 

1·EL.EPHONE. 03!)·71$6 

TELECOPIER 634-7431 

Enclosed for filing on behalf of Webster County 
Telephone Company, please find three copies of its 
ReRponse to the Commission's Order of November 3, 1986. 
Would you please see that this is brought to the 
attention of the appropriate Commission personnel? I 
am today providing the Office of Public Counsel with 
two copies of same. 

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

WRE/da 
Enclosures 

Sincerely, 

cc: Office of Public Counsel 
M=. Lyn Kamerrnan/Ltr. only 
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BEFORE THE PUBLIC SERVICE COMMISSION 

OF THE STATE OF MISSOURI 

Webster County Telephone Company's } 
Response to the Order Initiating ) Case No. A0-87-48 
Investigation Issued November 3, 1986 ) Effects of 1986 Federal Tax Reform 

) 

In response to the above referenced Order Initiating Investigation issued 

November :J;, 1986, Webster County Telephone Company (the Company) submits the 

following information per the guidelines provided in this Order. 

The Company has made preliminary estimates of the effects that the Tax 

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

accruals and revenue requirenents. The Company made these estimates based upon 

its December 31, 1985 financial data which was the t:est period used in the 

Company's last rate case (Case No. TR-86-63). The attached Schedules 1, 2 and 3 

reflect the respective revenue requirement, rate base and income statement of 

the Company at 12/31/85 prior to the adjustments needed to reflect the Tax 

Reform Act. Schedule 4 details the change in the current tax payment, income 

tax provision (including deferred taxes) and revenue requirement. As Schedule 4 

indicates, the current State and Federal tax payment (columns b and c) for 1985 

is approximately $25,000 using the current 46% tax rate and deductions allowable 

under the current tax law. Keeping the tax rate at 46% but taking into 

consideration the remaini:1g provisions of the new tax law (elimination of 

inves.::ent tax credit, bad debts accrual and the disallowance of the current tax 

deduction for interest, taxes and pensions capitalized), this current payment, 
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shown in columns d and e, rises to approxi1111ately $116,000. This reflects an 

1ncrease in current taxes payable of approximately $91,000. The t'elated 

deferred tax expenses decreased by approximately $82,000. The reason for the 

swing between current and deferred taxes is due to the elimination of the 

investment tax credit. As this comparison indicates, total Federal and State 

income tax provisions under the new tax law would increase approximately $9,000 

if the tax rate remained constant at 46~. 

Schedule 4 (columns f and g) provides the tax provision change directly 

app1 icab1e to the rate change from 46~ to 40~. The excess deferred taxes 

applicable to accelerated depreciation that result from this rate change are 

addressed in this comparison also. The new tax law requires this excess be 

normalized and restored to income over a period of years using the average rate 

assumption method. Using this methodology and the blended effective tax rate of 

40%, the Company estimates on line 28 that apprJximately $14,100 of excess 

deferred taxes would be credited to income (see Schedule 5). The amount 

credited to income in future years will fluctuate significantly depending on the 

actual reversal of the timing differences. The total decrease in the tax 

prov1sion including the excess tax income credit is approximately $25,000. The 

resulting revenue impact of the new tax laws and the b 1 ended 4~ federa 1 tax 

rate is approximately $43,000. 

Schedule 4 (columns h and i) provides the further tax provision change in 

the years subsequent to 1987 when the full impact of the rate change from 46% to 

34~ will be effective rather than the blended 1987 effect shown in columns f and 

g. The tax decrease would be approximately $89,000 in 1988. The resultiny 

revenue impact would be approximately $140,000. The total income tax provision 

- 2 -



-~-7~~--------,---~---_,..._,_ __ ___, _______________________ _, 

will decrease initially (as detailed on Schedule 4) and therefore initially 

there wi 11 be a benefit to both the Company• s customers and its shareholders. 

In the long term, however, it appears that the changes required by this law will 

ultimately increase the tax liability of the Company and work to the detriment 

of both the customers and the shareholders. The major consideration beiny the 

elimination of investment credit and its subsequent amortization. As a result 

of the elimination of investment tax credit effective January 1, 1986, the 

Company estimates that it will forego the fo 11 owing amounts of investment tax 

credit during the years 1986 through 1988: 

Year 

1986 
1987 
1988 

Estimated Lost 
Investment Tax Credit 

$88,000 
51,000 
23,000 

Loss of this credit will result in foregone amortization and have the effect of 

increasing future periods income tax expense in the following amounts: 

Investment 
Credit Year 

1986 
1987 
1988 

Estimated Reduced Amortization 
1986 1987 1988 

$2,400 $4,800 $4,800 
1,400 2.800 

600 

$2,400 $6,200 $8,200 
------ ====== 

Projected amortization computed usiny the 198~ composite rate of 5.41% 

calculated per the rate case. 

Since the full effects of the provisions of the new law will not be felt for 

several years, the Company feels that the Commission should concentrate its 

efforts on those changes which will become effect 1ve during the ca 1 endar year 
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1987. The Commission should also consider that chan!:}eS from this Act are not 

absolute since members of Congress have already begun discussing a tax increase 

during the next session of Congress to follow this tax reform. Any procedures 

which this Commission adopts as a result of this proceeding should envision 

applicability to further changes (either positive or negative) which :uay occur 

during the next several years. 

The Company feels that the Commission should take further time to study the 

effects of this recently enacted legislation. The blendP.d 4~ tax rate which 

will be effective in 1987 is derived throu!:Jh a rate change from 46'X. to 34% 

effective July 1, 191:H. Therefore, the Company feels that any action taken by 

this Commission need not be effective prior to July 1, 1987. It is the 

Company's position that this Commission should consider potential actions which 

it could take, while taking advantage of the time between now and July, 1987 for 

further study. 

The Company is greatly concerned with the effect that several key issues, 

whose impact cannot be measured at this early date, wi 11 have on the Company. 

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

impact the Cempany in 1987 or 1':188. However, in future years the potential 

increase in tax expense related to AMT may affect the Company's OIJerations. 

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. The in.1pact of tax reform is not 

specifically attributable to the local jurisdiction. Of the estimated $136,000 
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revenue requirement impact from the Tax Reform Act, only a portion is 

attributable to the local jurisdicticn. Consideration must be given to 

interstate and intrastate toll jurisdictions as well as the local operations. 

Since Webster County's toll revenue is computed on an average schedule basis, it 

must initially be determined how the Tax Reform Act will affect both the 

interstate and intr·ast~te toll revenues before the ultimate effect on local 

operations ~an be determined. 

The Company believes that the Commission should explore through an interim 

order in this docket the parameters within which it would consider individual 

company proposals to effectuate any changes required by the new law. These 

parameters might include such items as test period to be used or types of 

adjustments which might be considered. In doing so, the Commission should 

establish a deadline for input by individual companies to be considered by the 

Commission for determining those parameters. A subsequent deadline for 

individual companies to file plans with the Commission ~ased on those parameters 

should be established which will allow the Commission time to consider these 

proposals prior to a July 1, 1987 effective date. Since individual company 

situations vary, even within the same industry, such a proposal would allow 

companies to propose plans which deal specifically with the needs of their 

customer and their shareholders. 

The attached schedules present the revenue impact of the Tax Reform Act 

based upon 1985 operations. However, the Company be 1 i eves that the schedu 1 es 

required to be provided by February 28, 1987, which present 1986 operations in a 

similar format, will indicate that the Company is not earning its authorized 

rate of return. It is the Com9any's position that, if this is in fact the case, 
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any adjustment to the Company•s authorized revenue requirement would be 

inappropriate. 

The Company wishes to emphasize that the information provided herein is 

based on 1985 data, estimates in many cases, and our preliminary interpretation 

of the Tax Reform Act. While the Commission feels it is reasonable to assume 

that uti 1 it i es in Missouri have pre 1 imi nary estimates of the impact of tax 

reform, the information included herein shou1d be considered in that light and 

regarded only as estimates. As additional information concerning the tax law 

and 1986 information becomes available, these preliminary estimates must be 

updated. 

WEBSTER COUNTY TELEPHONE COMPANY 

By'~ 
llaitiM:EdWa~I I 

Vice President 
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Line 
No. 

1. 

2. 

3. 

WEBSTER COUNTY TELEPHONE COMPANY 

Revenue Requirement 

Case No. TR-86-63 

Descri~tion 
(a 

Total Company Rate Base 

Authorized Rate of Return 

Net Operating Income Requirement 

Schedule 1 

Amount 
(b) 

$3,116,868 

11.22% 

$ 349,713 
=========== 



Line 
No. 

1. 
2. 

4. 
5. 
6. 

7. 
8. 
9. 

10. 

11. 

WEBSTER COUNTY TELEPHONE COMPA~Y 

Rate Base 

Case No. TR-86-63 

Descri~tion 
(a 

Total Plant in Service 
Depreciation Reserve 

Net Plant in Service 

Add 

Cash Working Capital 
Material & Supply 
Prepayments 

Less 

Income Tax Offset 
Interest Expense Offset 
Customer Deposits 
Deferred Income Taxes 

Total Rate Base 

Schedule 2 

12/31/85 
Total Company 

Amounts 
(b) 

$5,068,681 
(1,558,746) 

$3,509,935 

$ (53,925) 
11,660 
3,455 

20,632 
(1,936) 
20,320 

315,241 

$3,116,868 
----------------------



Line 
No. 

1. 
2. 
3. 
4. 

5. 

6. 
7. 
8. 
9. 

10. 
11. 
12. 

13. 

14. 

15. 

16. 
17. 
18. 
19. 

20. 

21. 

WEBSTER COUNTY TELEPHONE COMPANY 

Income Statement 

Case No. TR-86-63 

Description 

Operating Revenues 

Local Service Revenues 
Toll Service Revenues 
Misc~llaneous Revenues 
Uncollectible Revenues 

Total Operating Revenues 

Operating Expenses 

Maintenance Expense 
Traffic Expense 
Commercial Expense 
General Office Expense 
Other Operating Expense 
Depreciation & Amortization Expense 
Taxes Other than Income Taxes 

Total Operating Expenses 

Net Income Before Taxes 

Current Income,Taxes 

Deferred Income Tax 

Deferred ITC Provision 
Amortization of ITC 
Deferred Income Tax Expense 
Deferred Income Tax Amortization 

Total Income Taxes 

Net Operating Income 

Schedule 3 

12i31/85 
Total Company 

Amounts 

$ 446,070 
1,079,360 

62,437 
(49,244) 

$1,817,623 

$ 308,863 
106,900 
106,697 
195,350 
148,726 
3!>3,708 
59,063 

$1,279,307 

$ 538,316 

$ 24,797 

$ 82,168 
(8,488) 
92,437 

(34) 

$ 166,083 

$ 347,436 
=========== 



FIT t 461 

lElSTER COIIIITT lU- aiiiPMI' 
IIO£JIIJE II£11UIII£IIEIIT IIIIIACT t1F FD£Ul TAX 
I:I!MSE5 TO 198$ .llllllYICTi-. Q!IEIIATIIIIIS 

PER TR-86-63 STIPUUTIOII 
IIIIHCT t1F TAX ~5 

F!T ll£MINIK I 461 
liN( 

NO DESCRIPTIOIIS 

NCT INCDH£ 

CURRENT SIT 
CURRENT fiT 
DEFERRED SIT 
DEFERRED FIT 

Ia I 

6 DEFERREC I"'ESTIIENT TAX CREDIT 
1 AIIOIIT!ZATIOII DF INVESTNENT CREDIT 

TOTAL TAXES 

NET OPERATING IHCDH£ BEFORE TAX 
DEOUCTlONI 

10 FIXED CltARGES 
II CAPITAL!lED INTERE\T 
i2 DIFFERENCE BETIIEEN TAX S/L AND 8001 
13 PUROLL TAXES CAPITALIZED 
14 PE~51011\ CIIPITALIZED 
I~ PROPERlY TAXES CAPITALIZED 
16 SALES TAX CAPITAI.IZED 
11 EXCESS TU DEPRECIATIOII 
IS Rt"OVAL COSTS 
1• II~ DF 1113~/86 UNCOLLECTIBLE RESERVE 

ZO TOTAL DEDW.TIOIIS 

Zl TAXABLE INCOIIE 
ZZ LESS CURRENT f£0£RAL TAX PROVI51011 
23 LESS CURREN! STATE TAX PROV!S!OII 

24 TAX BASE 
2~ TAX RATE 

Z6 TAX PROVISIOII 
27 lESS INVESTIIENT TAX CREDIT 
28 LESS EXCESS II£FERilEO UX/ACCEL. OEPR 

29 CURRENT TAX PROVISION 

30 !NCREASEIIOECREASEI CiiAIIENT TAX EXPENSE 
31 INCREASEIIOECREAS£1 OEFERII£0 TAX EXPENS£ 

TOTAL IIICIIEASEIIOECII£ASEI IN TAX EXP. 

33 CUNULAIIVE INCREAS£110£CREASEI TO liiCOIIE 
34 REVENUE CDNVERSIOII FACTOR 

STAT£ 

U0,!97 
tU,500 
t5,972 

t87,06S 
t5l,168 
lt8,5221 

U0,297 
114,500 
15,372 

t87,N5 
tR,168 
lta,S£21 

U-90,8110 U9t,8110 

1538,316 U38,316 

t!l8,753 
$646 

ct2, 7101 
U,479 
U,543 
11,871 
U,704 

11811,156 
t6,489 

to 

UIB,153 
1646 

U2,7701 

t1,479 
t1,543 
tl,871 
11,704 

1111,156 
16,419 

tO 

1317.871 1317.871 

t221. 44~ 1220.445 
tl4,5to 

tl0,297 

1205,945 t21C,I4B 
1.05 • 46 

111,297 '"·"' 
UBZ,IUI 

u 

110,297 

STATE 

ldl lei 
1343.219 1143,219 

N,72! 
tiBB, 796 

t5,372 
8117,N5 

1111 
118,5221 

t6,722 
UBB,796 
t5,37~ 

187,H5 
ItO! 

118,52!1 

UW,>Wl 1199,431i 

ma,m .. 
It!, 7701 .. 

tO .. .. 
UBB,I~6 

16,419 
IUI,!III 

1111,153 .. 
112,7701 

It 
so .. 
n 

tl811,1~ 

U,>U9 
1111,2111 

1!99,417 $!99,417 

t243,235 1eu,m 
0101,796 

"· 722 

t134,439 1236,5U 

U5 I.* 

16,722 1101,796 
1101 
10 

"· 722 1101,796 

190,721 
lttk!,1681 

sa.m 

Ita, WI 
1.5251 

1116,28111 

INIIIIACT Of TAl ~S 
FIT CIWIC!K TO 411 

STftT£ 

"' 1389,266 

17,125 
015,111 
15, \'56 

17~.-
ltll 

lt8,5221 

lgl 
UB9,266 

17,825 
m.m 
·~.·~ 115,413 

II;! I 

143,5221 

t165,753 IIU, 7~~ 

1118, 7" 
•• 

112,7701 
u 
II 
10 .. 

11811,Ul 
16,489 

ltll,2111 

I liB, 7~3 .. 
li2,71CI 

" .. .. 
ti38,U6 

"·"" U11,2111 

1255,602 1255,602 
199,111 

t156,'"1 

·-·~ 

sr .az~ 

1247.777 
1.40 

17,825 199,111 

t1,125 

1101 
U!C,IOOI 

185,011 

U22,6821 
ltl0,9981 

U33,68BI 

m,m 
0.5016 

143,203 

STATE 

lbl Iii 
1315,290 1315,290 

u.m 
133,«1 
u.~~ 

163,'14& 
IW 

118,5£21 

u,m 
133,«0 
16,~40 

163,t40 
1101 

118,5221 

tl01,116 tlll,716 

Ulli,012 1407,012 

Ul8,7" 
10 

112,7HI 
10 

tO 
10 
10 

1188,156 
t6,4S'I 

1111.2111 

tU8,753 
10 

U2, 7701 
10 
10 

10 
tO 

U811,m 
16,«19 

UII,ZIII 

1!99,417 1299,4!7 

161,641 

1125, fSC 
1.05 

16,298 

t!BI,297 
0 34 

16,2'18 $61,641 

16,2'18 

1101 

U28,2011 

133,440 

1151,0911 
lti0,9B91 

1119,164 

0 .637! 

UB'I, 799 



Line 
~ 

1. 

2. 

3. 

WEBSTER COUNTY TELEPHONE COMPANY 

Excess Deferred Tax Adjustment 
Applicable to Accelerated Depreciation 

Fed. Rate 
From 46% 

Descri}tion to 40% 
(a (b) 

Estimated 1987 Book Over Tax 
Provision $235,007 

Average Rate Assumption 
Method (46% - 40%) .06 

---------
Total Company Excess Taxes $ 14,100 

========= 

• Schedule 5 

Fed. Rate 
From 46% 
to 34% 

(c) 

$235,007 

.12 
---------
$ 28,201 
======-==== 


