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December 12, 1986 

Mr. Daniel J. Redel 
Acting Secretary 
Missouri Public Service Commission 
P.O. Box 360 
Jefferson City, MO 65102 

Re: Case No. A0-87-48 

Dear Mr. Redel: 

Pursuant to the Commission's Order dated November 3, 1986 in the 
above-captioned case, please find enclosed for filing is an original and 
three (3) copies of United Telephone Company of Missouri's response to the 
Reporting Requirements as set forth in the above-referenced Order and the 
Affidavit of William D. Whinery attesting to the truth of the matters con­
tained therein. Also enclosed please find an original and fourteen (14) 
copies of my Statement to be filed in the above captioned matter. 

Enclosed also is an extra copy of each document to be file stamped and 
returned to us in the stamped, self-addressed envelope. 

By copy of this letter I am providing copies to the Staff and the Office of 
Public Counsel. If questions arise as to the information provided, parties 
may contact myself or Mr. Whinery at 913-345-7693. 

Thank you for your attention to this 

mls 
Enclosures 
pc Mr. William C. Harrelson, General Counsel 

Mr. Douglas M. Brooks, Public Counsel 
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STATE OF KANSAS 

COUNTY OF JOHNSON 

BEFORE THE PUBLIC SERVICE COMMISSION 

OF THE STATE OF MISSOURI 

AFFIDAVIT 

ss: 

TO WHOM IT MAY CONCERN: 

• 

Now on this 12th day of December, 1986, William D. Whinery appeared 

before me and after being duly sworn, made the following statement: I, 

William D. Whinery, do hereby state that I am the Rate Case/Special Studies 

Director of United Telephone System-Midwest Group and that I reviewed the 

attached report of United Telephone Company of Missouri's impact of 1986 Tax 

Reform Act Case No. A0-87-48 and all of the facts contained therein and true 

and correct to the best of my knowledge and belief. 

Subscribed and sworn to before me this ~~~ day of ~ , 

1986. 

c~\\,~~ 
Notary Public 

My appointment expires: FILED 
U£C 15 1986 

fUBUC SERVICE COMMISSION 



• 
UNITED TELEPHONE COMPANY OF MISSOURI 

IMPACT OF 1986 TAX REFORM ACT 
CASE NO. A0-87-48 

On November 3, 1986, in CASE NO. A0-87-48, the Missouri Public Service 
Commission ordered United Telephone Company of Missouri (the Company or 
United) and others to provide information and supporting workpapers regard­
ing the effect of the 1986 Tax Reform Act on the Company's jurisdictional 
operations. The Order further provided for the Company to file recommenda­
tions addressing procedural alternatives for 1986 Tax Reform Act. This 
response contains the effects on 1985 operations due December 15, 1986. An 
effect on 1986 operations will be submitted later in Accordance with the 
Order. 

United's response is in three parts. Part I contains the responses to the 
specific reporting requirements set forth in the body of the Order. The 
reference numbers correspond to the numbered requirements in the Order. 

Part II contains alternatives for recognizing the effects of the changes result­
ing from the 1986 Tax Reform Act. 

Part III contains the workpapers supporting all the calculations. 

PART I -·- RESPONSES TO SPECIFIC REPORTING REQUIREMENTS 

1. The revenue requirement showing the jurisdictional unadjusted 
1985 operating results based upon the tax law in effect in 1986 
is $26,402,707, an increase of $21,875 over the revenue re­
quirement based upon 1985 tax law. 

2. The revenue rcquh•ement showing the jurisdictional unadjusted 
1985 operating results based upon the tax law in effect in 1987 
is $25,964,7 44, a decrease of $437,963 over the revenue re­
quirement based upon 1986 tax law. 

3. The revenue requirement showing the jurisdictional unadjusted 
1985 operating results based upon the tax law in effect in 1988 
is $25,206,921, a decrease of $757,823 over the revenue re­
quirement based upon 1987 tax law. Years subsequent to 1988 
do not contain specific tax changes which would affect United. 

4. Workpapers for the deferred tax reserves are provided in Part 
III. 

5. Disaggregation of deferred tax expense and reserve information 
is contained in the workpapers in Part III. 

6. The response to question 6 is Part II. 

PART II -- ALTERNATIVES FOR RECOGNIZING THE EFFECTS OF THE 
CHANGES RESUL,TING FROM THE 1986 TAX REFO~ ACT 

~ILED 
IJL C 15 198G 
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• 
United believes that the tax reduction only helps to relieve some of the 
effects of other issues confronting the telephone industry today. An 
appropriate regulatory response should include consideration for an evaluation 
of these other factors. Some of those other issues and the amounts where 
known are given in the following paragraphs. 

The telephone industry has a well recognized and documented capital recovery 
problem. Any tax reductions could easily be absorbed by increased deprecia­
tion for many companies. Thus depreciation reserve deficiencies can at least 
partially be recovered without a local access line rate increase. 

1986 was the first year of the phasedown of separations of non-traffic sensi­
tive investment and expenses under FCC Dockets 78-72 and 80-286. The 
change of the frozen Subscriber Plant Factor to 25% over eight years results 
in an annual revenue requirement increase of $682,316 in intrastate operations 
for United Telephone Company of Missouri. This change alone more than 
offsets the revenue requirement change from the 1986 Tax Act. 

On December 31, 1987, ownership of United's embedded single-line customer 
premise equipment will pass to the customers who are currently leasing those 
sets. The estimated annual net revenue loss at the time of transfer is 
$2,270,000. This loss offsets the revenue requirement change from the 1986 
Tax Act. 

The amortization of embedded inside wire over a ten year period began Octo­
ber 1, 1981. To the extent that a company would have a revenue require­
ment reduction not satisfied by the above items, the amortization period could 
be shortened. Shortening the amortization period results in a reduction in 
the overall revenue requirement for this expired asset even though revenue 
requirements increase in the earlier years. 

Considerations of the revenue requirement effects of the 1986 Tax Act should 
be addressed in concert with the effects of the many other issues which will 
tend to otherwise cause an increase in customer telephone bills. There may 
be an opportunity to use the tax bill to lessen the impacts of local access line 
rate increases. 

PART III -- WORKPAPERS 

The complete workpapers supporting the calculations in the manner prescribed 
in the Order are attached. 
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United Telephoae Coapany of Missouri 
Total Coepany 
leferred Inc.., Tax leserve - federal 
lece .. er 31, 1985 

leferred Tu II lance 

Accrued in 
Excess of 
Turnaround 

Tax Rate 

Elpected 
Turnaround 

Tax Rate 
----------------------------------------------------------------------
Aecelereted 8epreciation 
Station Connections 
CO£ Software .,., 
£IPP 
Ull Interest 
Oirettory Adverti5ing 
Missouri Partnership 
ltftrrtd lTC 

To til 

26,811,499 
(1,344,183) 

(191,273) 
(53,537) 

(116,900) 
(201,657) 
(120,192) 

(1, 795,217) 
13,396,007 

36,381,547 

(7,183,933) 
159,646 
17,667 
3,535 

30,026 
26,687 

0 
49,124 

0 

(6,897,248) 

19,627,566 
(1,184,537) 

(173,606) 
(50,002) 
(86,874) 

(177 ,970) 
020,192) 

(1, 746,093) 
13,396,007 

29,484,299 
::::::::~==========::::::::::::::::::;::::::: 

Motes to aeounts accrued in excess of ezpected turnaround: 
Accelerated Depreciation will turn arou~d at 341 end 401 in 1987. 
Station Connections & COE Software will turn around at 461, 401 and 341. 
gRr & EIPP will turn around at 461, •o1 and 341. 
••• Interest will turn around at 401. 
Directory Advertising will turn around tt 461 
Missouri Partnership will turn around at 461 and 401. 

The Tax Iefort Act of 1986 provides that deferred texts set up at 461 and 
481 shtuld be reverstd at these ratts when th• underlying tieing differenct 
reverses. This treateent is eandated for regulated utilities IS a condition 
for de~uctlng accelerated depreciation. 

Additionel Jnforeation: 
Althouth the reduction in the corporate tax rate frot 461 to 401 and 341 indicates 
that The United Telephone Co1pany of Missouri will ultieately by required to 
pay 8,,897,000 less then has been provided for In deferred incoee taxes related 
to those itees set forth above, the Coepany is under accrued by 17,822,000 due to 
SFAS 171 reportable itees. SFAS 171 provides that 1 coep1ny disclose the 
cueulative net aeount of incoee tax tieing differences for which deferred 
inco11 taxes heve not been provided. The following are the SFAS 171 reportable 
deferred texts for The United Telephone Coepany of Missouri es of 12-31-1985: 

Cepit•lized Taxes & Pensions 
Jnttrest During Construction 
leftrred Officers Coepensation 
Pre·71 Depreciation 
Cost of •••~val 

Total Under Accrued 

Prior law 
3,207,000 
1,988,000 

(38,000) 
2,339,000 
3,088,000 

IO,SU,OOO 

Hew Law 
2,370,000 
1,469,000 

(28,000) 
1,729,000 
2,282,000 

7,822,000 
--------------~---------------------------------------------

United Telephone Coep1ny of Missouri 
Total Coepany 
Deferred lncote T11 Reserve - State 
Deceeber 31, 1985 

Deferred Tax 

Accelerated 8epreci1tion 
Station Connections 
COE Software 
IIRP 
EJPP 
RAR lntertst 
Directory Advertising 
Missouri Partnership 

Total 

Balance 

2,554,667 
(124,932) 
(17,773) 
(4,976) 

(10,865) 
(19 ,026) 
(11,1711 

l16o,ll49) 

2,199,075 
:::::::::::::::::: 
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