Associated Natural Gas Company

405 WEST PARK ST. © BLYTHEVILLE, ARKANSAS 72315 (501) 762-3675

E. L. McKENZIE December 12, 1986
Vice President
Secretary & Treasurer

Mr. Harvey G. Hubbs, Secretary

Public Service Commission of Missouri
P. 0. Box 360

Jefferson City, MO 65102

Re: Case No. AO-87-48 ~ In the Matter of
Investigation of the Revenue Effect
upon mIssouri Utilities of the Tax
Reform Act of 1986

Dear Mr. Hubbs:

Enclosed for filing are the working papers re-
flecting the tax information requested in the above
referenced case and the Comments of Associated Natural
Gas Company.

Please date stamp the enclosed copy of this

letter and return it in the enclosed stamped envelope.

Sincerely,

5 Z ﬁﬁ&

E. L. McKenzie

ELMcK:pw
Enclosures F
cc: Office of Public Counsel IL'ED
“C1s,
15 196
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BEFORE THE PUBLIC SERVICE COMMISSION QQ

u
OF THE STATE OF MISSOURI % )‘9&6‘
%
fkll
Lo,
a«¢
In the Matter of the Investigation )
of the Revenue Effects upon Missouri ) —g7-
Utilities of the Tax Reform Act of ) Case No. AO-87-48
)

1986

Responsive Comments of
Associated Natural Gas Company

In response to the Public Service Commission of Missouri's
(Commission) Order dated November 3, 1986, Associated Natural Gas
Company {(Associated or Company)} files herein the working papers
required to reflect the effect of the 1986 Tax Reform Act on
Missouri jurisdictional operations of the Company for the calendar
year 1985 and the following comments:

Associated is of the opinion that the Commission is prudent in seek-
ing this information at this time and is withir its statutory author-
ity to request the information for informational purposes.

Associated has reviewed the effect of the Tax Reform Act on its 1985
operation and the schedules attached indicate that the Company does
have a revenue deficiency for its Missouri jurisdictional operation
at income tax rates of 46%, 40% or 34%.

Earnings during the calendar year 1986 have deteriorated even further
than 1985 but no conclusion can be drawn at this time as to the
effect the Tax Reform Act would have if applied to 1986 earnings.

By February 28, 1987 when the second series of reports are due

under this Ora=r, the Company will have a better understanding of

the effect on earnings of the Tax Reform Act on 1986 operations.

While there is a degree of uncertainty about what the actual effect
of the Tax Reform Act will have on Missouri jurisdictional earnings,
the Company does have an opinion concerning its own actions. The
current study is done in compliance with the Commission's Order

in that unadjusted book figures are used. Associated is of the
opinion that prior to an actual revision in rates, a study taking
into consideration pro-forma adjustments, including known and
measurable changes during the subsequent twelve month period




Case No. AO-87-48
ANG Comments

from the date of the study, is the only equitable method for ad-
justing rates. If a company is not earning a fair rate of return
an adjustment in rates taking into consideration only the change
in the federal income tax rates is not equitable and should not be
considered.

In Ordered 3 of the case being addressed, the Commission
invites recommendations for procedural alternatives for recognizing
the effects of the 1986 Tax Reform Act. At this time Associated
feels rather strongly that there are no procedural alternatives
other than rate proceedings to resolve the issue. The Company
would take exception to this matter being resclved in a generic
type proceeding since it is in the Company's, its customers' and
employees' best interest to have the rate matter resolved on a
Company by Company basis under the guidelines followed in rate
proceedings.

Respectfully submitted,

ASSOCIATED NATURAL GAS COMPANY

§ S
E. L. McKenzYe, Secretary
P. O. Box 628
Blytheville, Arkansas 72316
(501)762-3675




SERVICE CERTIFICATE

I certify that I have this day caused a true
copy of the foregoing response to be served upon the
Office of Public Counsel by United States Mail, postage
prepaid, from the Company's office in Blytheville, Arkansas.

Dated: December 12, 1986

(e. lzz/ﬂ' %‘M,JA;'

E. L. McKeXzie




ASSOCIATED NATURAL GAS COMPANY

WORKPAPER INDEX

Revenue Requirement Summary Computation
at 46% Tax Rate

Revenue Requirement Summary Computation
at 46% Tax Rate

Revenue Requirement Summary Computation
at 34% Tax Rate

Rate Base Summary
Plant In Service
Notes to Plant In Service
Accumulated Reserve for Depreciation
and Amortization

Other Rate Base Items - Thirteen Month
Average Balance

Working Capital
Summary Cost of Capital

Operating Income Statement at
46% Tax Rate

Operating Income Statement at
40% Tax Rate

Operating Income Statement at
34% Tax Rate

Income Tax Calculation at
46%, 40% and 34%

Deferred Income Tax Summary
at 46% Tax Rate

Deferred Income Tax Summary
at 40% Tax Rate

Deferred Income Tax Summary
at 34% Tax Rate

Deferred Income Tax Computations
at 46%, 40% and 34% Rates

Statement on Deferred Tax Reserve

RR-1

RR-2

RR-3

RB~-1

RB-2;

RB-3
RB-4

RB-5;

RB-6
cc-1

Is-1

IS-2

2-1




Schedule RR~1

ASSOCIATED NATURAL GAS COMPANY
SUMMARY COMPUTATION OF GROSS REVENUE REQUIREMENT
FOR YEAR ENDING DECEMBER 31, 1985
AT 467 TAX RATE

Missouri

Total Southeast

Company Arkansas Total Missouri Kirksville Butler
Utility Rate Base $24 213 112 $7 399 527 $16 813 585 $13 190 573 $2 187 626 $1 435 386
Operating Income 1 617 138 336 401 1 280 737 1 013 867 164 660 102 210
Current Rate of Return 7.617 7.697 7.53%Z 7.12%
Cost of Capital 10.347 10.347 10.347 10.347
Required Operating Income 1 738 525 1 363 905 226 201 148 419
Operating Income Deficiency 457 788 350 038 61 541 46 209
Gross Revenue Conversion Factor 1.94932 1.94932 1.94932 1.94932
Required Increase in 892 375 682 336 119 963 90 076

Gross Revenue




Schedule RR-2

’

ASSOCTATED NATURAL GAS COMPANY
SUMMARY COMPUTATION OF GROSS REVENUE REQUIREMENT
FOR YEAR ENDING DECEMBER 31, 1985
AT 407 TAX RATE

Missouri

Total Southeast

Company Arkansas Total Missouri Kirksville Butler
Utility Rate Base $24 213 112 $7 399 527 $16 813 585 $13 190 573 $2 187 626 $1 435 5606
Operating Income 1 722 110 354 731 1 367 379 1 081 644 177 940 107 795
Current Rate of Return 8.13% 8.207 8.13% 7.51%
Cost of Capital 10.347 10.347 10.347 10.347
Required Operating Income 1 738 525 1 363 905 226 201 148 419
Operating Income Deficiency 371 146 282 261 48 261 40 624
Gross Revenue Conversion Factor 1.75439 1.75439 1.75439 1.75439
Required Increase in 651 135 495 196 84 669 71 270

Gross Revenue




Utiljity Rate Base

i Operating Income
F
E Currnet Rate of Return

Cost of Capital

Required Operating Income

Operating Income Deficiency

ASSOCIATED NATURAL GAS COMPANY

Schedule RR-3

SUMMARY COMPUTATION OF GROSS REVENUE REQUIREMENT

Total
Company

$24 213 112

1 827 084

Gross Revenue Conversion Factor

Required Increase in
Gross Revenue

FOR YEAR ENDING DECEMBER 31, 1985

AT 347 TAX RATE

Arkansas
$7 399 527

373 061

Missouri
Southeast

Total Missouri Kirksville Butler
$16 813 585 $13 190 573 $2 187 626 $1 435 386
1 454 023 1 149 421 191 222 113 380
8.657 8.71% 8.747 7.907
10.347 10.347 10.347 10. 347
1 738 525 1 363 905 226 201 148 419
284 502 214 484 34 979 35 039
1.59490 1.59490 1.59490 1.59490
453 752 342 081 55 788 55 883
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_Associated Nadural Gas Co.

Cuhldy Ofefating Tncome Skatement
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