
ST. LOUIS COUNTY WATER CO • 535 North New Ballas Road • St. Louis. Mo 63141 • (314) 991-3404 

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

Dear Secretary Redel: 

December 15, 1986 

Re: P.S.C. Case No. A0-87-48 

Pursuant to Order A0-87-48 requiring utilities to report the 
effects of the Tax Reform Act of 1986 (ACT), I am providing an 
original and fourteen copies of this document and the following 
attachments: 

EXHIBIT NO. 

DESCRIPTION 1987 TAX RATES 1988 TAX RATES 

1985 Statement of Operations 
unadjusted and adjusted for 
ACT effect 

Calculation of 1985 Taxable 
Income unadjusted and adjusted 
for ACT effect 

Calculation of 1985 Current and 
Deferred Income Tax Provisions 
unadjusted and adjusted for 
ACT effect 

1985 Revenue Requirement 
calculation unadjusted and 
adjusted for the ACT effect 

Analysis of Adjustments to 
reflect effect of the ACT 
on 1985 

Calculation of Flowback of Excess 
Accumulated Deferred Income Taxes 

• i 

87-1 88-1 

87-2 88-2 

87-3 88-3 

87-4 88-4 

87-5 88-5 

87-6 88-6 
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DESCRIPTION 

Calculation of Advance Multiplier 
and Tax Depreciation based on 
Taxation of Contributions and 
Advances in Aid of Construction 

Comments Re Recognition of 
Revenue Effect of the ACT 

-2-

EXHIBIT NO. 

1987 TAX RATES 1988 TAX RATES 

87-7 88-7 

8 

The Company plans to reflect the impact of the ACT on its 1987 
operations in the rate case (WR-87-2) currently in progress. 

CIOTTONE 
Vice President & 
General Counsel 

"-""--" ______________________________________ __JI 



Elftabit Mo. 11-1 

ST LOOtS ctliNTV IIA'TER ClliiPMV 
P.S.C. CASE.ffl. A0-87-4& 

Per Books Per Boolts Pwr Books 
YE 1985 19116 YE 1915 1987 YE 1985 

1985 Ratts AdJ'Its Notes 19116 Rites AdJ'Its No!tts 1987 Rltn 

Stltlllftt of Operations: 

------------------------
Operating Revenue 46,366,227 46.366,227 46.366,227 

Operating Expenses 
Operatio111 18,574,81' 18,574,819 18,574,819 
Maintenance s, 158,164 s, 158,164 s, 158,164 
Oepereiat ion 2,833,949 2,833,949 2,833,949 
Current I nc:o. Tax 1, 717,786 1,652,312 3,37t,l88 1,566.425 4,936,513 
Oeferrtd Inca. Tax 2,822,342 11,644,222) 1,178,121 1251,115) 927,115 
Other Taxes 3,147,975 3,147,975 3,147,975 

------- ---- ------ ---
Total Operating Expense 34,154,935 8,888 34,163,115 1, 315,421 3S,478, 435 

-------- -------- ----- ------- ---
Net Operating Inco• 12,211,292 18,888) 12,213,212 II, 315, 4211 11,887,792 

-------- ----- ---
Other Inca. !Expense) 

Internt Expense 16,127,615) 16,127,6151 16,127,6i5l 
Int Chgd to Const 431,6" 431,618 438,618 
Other, Net 139, 113) 139,1131 139,1131 

---·--
Total 15,636, 1111 IS, 636,1111 • IS, 636, 1181 

--------- --- ---
Net Inca. 6,575,182 18,8881 6,567,112 II, 315, 421l S,251,&a2 

_..,.,._ ••• ========- =-·= w raq=;r 



&ftiltit .. 17-2 

ST LilliS CUTY IIATER IDIPAIY 
P. S.C. CIISE IG. IIIH7-41 

Per looks Per looks Per Books 
YE 1915 1986 YE 1915 1917 YE 1915 

1915 Ratn lldJ' !Its Notn 1986 Ratn lldJ'IIts Notn 1917 Ritll 

TAXIB.E INCIJIE: 

--------------------

Net Operating IIICOIII 12,211,292 !!,1811 12,213,212 11,315,4211 11,887, 7$! 

I IICOIII tun 4,541,128 8,181 4,548,218 1,315,421 5,863,628 
------- ------- --- -----

Prt Tu I nco. 16,751,421 16,751,421 I 16,751,421 
-------- ------ ----- ---

ADJUSniEHTS: 
Inttrnt on Ltd 16, 179,5151 16, 179,515> 431,618 IAI 15, 748, 1187) 
Alortization of Dtbt Exp 135,3991 135,3991 13S,::ml 
Other Inttrnt Charges 187,289 187,289 187,2£3 
Drdin~ry loss ACRS 1112,2551 1112,2551 1112,2551 
Corp ovtr PSC Depreciation 112,4341 112,4341 11?.,4341 
A&G ExptMH C.pihliZid 1815,8751 1815,8751 815,875 Ill • 
Addl Depree: NorAliZtd 1322,6221 1322,6221 1819491 ICI 1331,571) 
Add 1 Deprec Tu 12,699, 329) 12,699,3291 224,691 ICI 12, 474, 639) 
Dtferred Collp Paid 114,2511 114,2511 1a,2511 
Ratt Cllt Exp 127,1431 127,1431 127,1431 
Ratt C.1t ExP-DIP Study 167,2141 167,2141 167,2141 
RHOval Cost on ADR 121,1211 121,1211 121,1211 
Dtftrred eo.p Act:ruld 5,7. 5,711 5,711 
Sllvagt Drdin~ry S.in ACRS 45,532 45,532 45,532 
S.lvage Drdin~ry S.in ADR 11 11 11 
Dtduction to Mlint HDE 11311 11311 11311 
Dtprte I Dlci co• Prtwotll"' 1,694 1,694 1,694 
~in on A T I HllE 7,144 7,144 7,144 
~1"11 Dtprte ACRS A T I HDE 311,163 311,163 311,163 
Int Chrg to Structul't! 84,119 84,119 18411191 IAI 8 
Ratt Calt Expen~~ Alortiztd I I I • Allert-Int Chrgd Const- Sti'Ud 111,1331 111,1331 a.• !AI 11,7331 
Non-Dtductible Mills I I 6,167 IDI &,167 
Alort of Unbilltd ~ I • 1,475,858 lEI 1,475,1158 
Alort of llnlrw for Bid Debts I I 36,m IFI 36,773 
Bid Debt ExptiiH I I 115,6631 16) 115,6631 
Contributions/Advllll:ft In Aid I I 6,418,325 IHI 6,418,325 
Tax Dtprtciation on CIIE I I 1171,1711 m !171,1711 

----
Total AdJustllllts 19,654,7681 19,654,7681 9,117,115 !537,7531 

---
Taxlblt Inc:oee 7,196,652 7,196,652 9,117,115 16,213,667 

Pap 1 



EIIUIMt "'- 87-J 

ST UlfiS autTY IIAl£1 aiMtY 
P.S.C. C& & AIH7-41 

Plr Books Plr .... Pr 8ooics 
YE 1915 1W YE 1- 1917 YE 1915 

1915 Ratti AdJ1RI Mottl 1W '-lt1 AdJ1RI Mottl 1!87 Ratti 

CURIIENT & DEFERRED INCIIIE TAX EXPENSE: 

-------------------------------------

T .. ,;:;11! Inco11 7,196,652 7,~652 9,117,115 16,213,667 
---

State Tu CilC 
Fictor 2.711S 2..71b J.llb 
Stite T1x 191,&11 191,511 294,. 486,411 
St1te Neighborhood 1111t Cr 1121 1121 2 1111 
Invnt Tix Credit 83,168 183,1681 • • I 
R I D Credit 1,896 11,8961 • • • 
Tot1l 27&,562 184,9&41 191,591 294,8R 416,481 
F.ctor 97.711S 97 • .,. 98. .. 

---- ----
TotAl 213,173 116,9&51 1~1· 311,219 496,327 
State Neighborhood us't Cr 15111 15111 15111 

Current St1te Tu 282,573 11&,9&51 19S,S. 311,219 495,8Z7 

Fldtril T iX Cilc 
Flderil Tiuble IIICOIII! &,814,179 16,9&5 6,911,144 8,81&, 79& 15,717,841 
R1te 46.- 46.- 41. .. 

-------- ------ -- ---
Total 3, 134,47& 41,114 3,174,481 3, 112,&56 &,287, 136 

Invest Tu Credit 11,661,3511 1,661,351 lA> • • R & D Credit 137, 913) 37,913 llll • i 
Al ter'lllte llin Tu • • • 

Current Flder1l T iX 1,435,213 1,739,267 3,174,481 3,112,656 6,287,136 

T u Riel hid Fro11 Dewlopers • • U1M&,4SII ICI 11,846,4511 

Totil Current I I'ICOII Tu 1, 717,786 1,652,312 3,371,8 1,5&&,425 4, 936,513 
.... -

Deferred Tu Cilc: 
Tu llepr Over lloralizld 2,699,329 2,699,329 1224,6911 IDI 2,474,639 
llefemd to.penution a.s:~~ a.s:~~ • a. sse 

Together 2, 717,879 2, 717,879 1224,691> 2,483,189 
Mlrgillll Rate 47.49232311 47.492323J 41.836U 

Deferred Inco~~ T1x 1,286,135 1,286,135 1247,1511 1,&,884 
Invnt Tix Credit 1166118 111&6113511 IAI •• I • 
AlloR of ITC 1125,1431 17,121 (A) 1117,9151 1117,9151 
Alort of Ex1:111 lleww 13,1541 lEI 13,851t) --
Toill llltfemd Inco~~ Tu 2,822,342 11,644,2121 1, 171.121 1251,1151 9e7,115 

I 



Elltiltit .. 17-4 

• 

ST LilliS CUTY linER IDMIY 
P. S.C. CIISE IlL 110·17-41 

""'Books ~~ ""'8Doks 
VE 1915 1916 YE 1915 1917 YE 1915 

1915 Rates AdJ'•h Nota 1916 Rata AIIJ'IIts Nota 1917 Rata 
------ -----

RE\91£ REalliiEIEHT: 
------
Plant In Servic:e 216,273,572 216,273,572 216,273,572 
Pr<*lttrS Advancn 119,866, 9921 119,166,9921 (19,166, 9921 
Contributions In Aid 115,162, .. 1 115,162,a.l U51 162,a.l 
AccUIIUlatld Depreciation 146,117,6521 146,117,621 (46, 117,621 
Dtftrrld Inco.t Tax Payablt 19,148,1451 19,148,1451 251,115 IAI IS, 79711M1l 
Working C.pitll llattrials 1,164,481 1,164,411 1,SM,411 
Cish Working Capital 2,325,241 2,325,241 2,325,241 

Drginal Cost Ratt IIA11 131,2n,7!5 131,2n,7!5 251,115 131,528,111 

Cost of C.pi tal 11.m 11.m 11.8 
----

Earnings Rtquirld 14,196,157 14,196,157 27,159 14,123,216 
Earnings Availiblt 12,211,292 11, .. 1 12,213,212 11,315,4211 11,817,792 

Earnings Dtficitney 1,114,765 .... 1,192,845 1,342,579 3,235,424 
Inco~t Tax Factor 1. 9145 1.9145 1. 7193 

-------- ------ ------ ---- --
Rtvtnut Rtquirld 3,519,535 15,388 3,614,923 1,957, 741 5,562,664 



P.S.C. CASE tiL AIH7-41 

EXPLANATIIIt IF ADJUSTJINTS - TAXAa.E IIDJIIE: 

------------------------

IAl To refltd the c:apitiliutior~ of interst ehirgtsllhieh ~ previously 
bttn txptnlld for tax purpows 

Interest Charged to Construct iOft 
InttrtSt Charged to Structurtt 
Altortiution of Interest Chirgtd to StructiY'8 

IAc:tu.l 1985 inttrtSt C:IPitalizlll for book purpolft IIH llltd to SiiiPlify 
tht c:alc:ulation. In ICtul prlc:tic:t the IIOUIIt C:iPitlliztd for tax 
purposn •ill lilctly be IC*IIIIhlt hi;.tr thin the book 111011nt lllstd on 
1 prelitiNry undtrltanding of the ACT. l 

IBl To reflect tht capitalization of Adllinistrativt and Stntral Exlllftlll 
llhieh have previously blln txptrlfld for tax purpo111 

Payroll Taxts 
Adtinistrative and &lnlral Salarits 
Pension Costs 
Payro 11 I nsuranc:t 
Etploytt Btntfits 

lin the inttrtlt of si•plic:ity and in the abllftc:l of any definitive 
guidanc:t in tht ACT, tht adu.l indirect costs c:apitaliztd for book 
purposn .are assUMed for tax purposn. It appurs that c:trtain 
ad1inistrative type costs uy have to bt c:apihliztd for tax purpostS 
in addition to those alrtadi c:apitalizlll for book purposn, llollwvtr', 
1111til regulations are issued it is itpOSsiblt to qu.ntify the additiOftll 
IIIOII!It,) 

ICl To illc:rtlst tax dtprec:iation txptnst due to inc:rtllt in ISStt IIIII 
related to capitalization of inttrtSt c:hargn and AI& Exptlllll 

To dec:rtllt tax dtprec:iatiOft txptntt due to 1 dtcrHtl in IW:RS rata 
applitd to 1985 dtprec:iablt additions 

To illc:rtlst noruliztd dtprec:iltiOft txptlllt due to inc:rtllt in 111ft 
ball related to c:apihlization of inttrllt c:hlrgts and AI& E•flllllll 

IDl To reflect non-dtductiblt bulilllll 1Hl Uflllllt: 

Total c:ost of businas IHls, inc:ladift!i thoa ltrVtd on pl'lllliws 
P.rc:tnt non-deductible 

lEI To rtfltc:t tht aortization of llllbilltd "*-' lltiMtld at 121311116 
Alortization Rltt 

430.618 
184,119) 

8,411 
--- 355.119 

184,533 
121,265 
136,535 
97,299 
s.m 

---- 815,875 

1&1,45!1 

18,949) 

6,167 



P.S.C. CASE Ill. AQ-17-41 

IFI To rtflll:t tht .ortiZition of IIIWYI for 8ICI Jlllltl 

Rnlrft Bll~nee 1t 1\1\84 
Alortiz&tion Rltt 

161 To rtfl~~et txc:Hs of &dual witt off of ancollll:tiblt ICCOU!Its ovr 
uount providld using tht rnerw llthod 

Actu1l writt offs for ye~r 1985 
Provision for lid Debt ExpnM ,.r books 

IHI To rtflKt tot1l taxablt Advlftc:ft/CcmtributiOIII In Aid rec.htd dwing 
tht yur 1985 IS. Exhibit 87-7 for Htll'lliMtion of Adv~~a llultiplill'l 

Aclv&rns/Contributions fl'OII O.V.lo,.rs 
Aclvanc. Multiplill' 

Sross HOIIftt rec.i vtd fl'OII U.V.lo,.rs 
ARB llrttnu. 

147,& 
2S.IIll 

6.296,157 
112,168 

361773 

115,6631 

---- 6,418, 325 

III To rtflKt additiOMl t1x d~iltion on AdviiiCII/Contributions 
ISM Exhibit 87-71 

EXPLANATI!rf lF ADJUSTIENTS - DJRIIEMT I IIEFERIED IICJE TAX EXPENSE 

IAl To rtfl~~et tM tli1i111ti011 of IIIIIUil lnYIItllftt Tax Crtdit tffll:tiv. 
for t1x yurs &ftll' 12/31/85 

Curl'lftt T 1x Exp~~~a 
~fll'rtd Tu Exptftlll 
Alortiz&tion of IIIVIIillftt Tu Crtdit 

181 To rtfill:t tM tliliMUon of llnHI'dl iNI O.V.l~t Crtdit tffll:tivt 
for tax yurs afttr 12/31/85 

Cul'l'lftt Tu Exptftll 

ICl To rtflKt tt. tu I'Kii vtd fl'OII dtvtlo,.rt butd on lilt ldv~nc.~ of t4, 449,717 
adJIIIttd for lilt prtll'llt val• of dlprteiatiCIII all---. Sit Exhibit 87-7 
for Htll'lliMtiOII of Aclvanc. Mtltiplill'. 14,449,717 • .4149611 

1171,1781 

9,117,115 

1,661,351 
11,661,3511 

17,128 

37,913 

11,146,4511 



ST LOOIS COIMTY IIIlER CIIIMI't 

P. S.C. CIISE I& AIHHI 

!Dl To i!ICl'HM ldKrtull tu apreeiation due tor 

11 An increue ill deprwl:iable asset I!IM related to capitalization of 
Intttr'tlt and Al6 ExptliMSx 

21 ~ decrHH ill ~RS rates effective aftw 12/31/86 a11111ied to 1985 
deprec:iilble addi tiOIIS 

lEI To reflect the flOIIbick of exc:tSs defti'NCI hxes related to: 
!Set Exhibit No. 87-61 

Accelerated Dlpreciation 
Dlferred Collpeftslti011 Paid 

EXPLANATION OF ADJUSTMENTS - IIE\9tE REDUlREJIIENT 
------------·-----
!AI To reflect 1 dtteNIH in Dlferred Inc:oa Tax Payable due to inc:rused tu 

depreciation, 110rtization of excess defwred tax !IIYible, and redUCid 
Fldtrill and State Rrginil tn ratn. 

61,~ 

(286, 1421 
--- <224,6911 

<4,338) 
484 

12,119,9531 

137',172 



Exhi~t No. IH 

~ 
ST UIUIS CIIOOY ~10 CIIPMY 

P.S.C. C& I& IIIH7-41 

Fl.IINIIACIC IF EXCESS ACCIJIUt.ATEII IIEFERID IIGIIE TAX 

ACCEI.ERATEII DEPRECIATION: 
------

Excess 
Tax Vs Nora Colllillld 1!166 Pro\'iliion 

Vintage Depree: Dllf Tax Average Tax Vs Nonl 1987 Rate 
Year Class I 12/85 112185 Tax Rate Dllprtc 1.4183671 --- ----
P1978 58 YR 438,214 216,412 49.3827J 117,8361 17,~} 
1978 18 VII 11,127 5,422 49.178 ueu 1421 
1971 8 YR 5,969 2,946 49.3551S 1117) 1491 
1972 8 YR 9,923 4,8 4'U~ 11951 1821 

6/1973 8 YR 4,689 2,272 49.294~ 1401 (19) 
6/1973 5YR 7,878 3,518 49. 7595Jt 12811 1841 

12/1973 8 YR 16,896 8,299 49.l181Jt 13141 11311 
12/1973 SYR 956 475 49.~ (28) 181 

1974 8 YR 21,189 9,898 49.8267J 13811 11591 
1975 5 YR 2,962 1,463 49.392JJt 1551 123) 
1975 8 YR 4,624 2,256 41.7HW 11!41 (J5) 

1975 5 YR 15,672 7,716 49.2343Jt 12831 I lUll 
1976 8 YR 3,928 1,987 41.548~ 178) 129) 
1976 5 VR 2,878 1,814 48.985511 1371 115) 
19n 8 VR 2,124 975 48.171~ 135) US! 
19n 5 VR 2,233 1,885 48.5193Jt 1391 (16) 
1978 5 VR 9,671 4,648 47.9785Jt 11961 1821 
1979 5 VR 13,528 6,425 47.494lll 12281 1951 
1988 S VR 4,666 2,216 47.4!12511 1183) (43) 

1981 5 VR 148,115 78,343 47.492211 !18,829) 14,5381 
1981 3 VR n,631 36,868 47.491~ 15,3131 12,2231 
1982 3 VR 61,965 29,438 47.494611 19,1791 13,8481 
1983 3 VR 62,641 29,751 47.49m (18,5391 17,7561 

926,582 458,218 41.5883ll 164,281) 126,856) 

Provision at Avtr9 Tax Rate 141.5883lll 131,1941 
----

Ellt:IH of Avtrqe Rate over Effeetive Rate 14,3381 

DEFERRED CIIIPENSATION: 

Dllfemcl CoepauUon Paid in 1915 !Per Taxi 14,251 
Dllfemcl ~tion Expeneed in 1985 !Per Books! IS, 7111 

Allount in Excess of Current Provision 8,558 

Avtr9 Rate at llecnller 1985 47.4~ 
Effective Rate 41.8367J 

lliffmmc:e S.&SSJt 

Excess of Aver• Rate ever Effeetive Rate 484 -



... ,. -, '");':""-" <\ 

St Lnil I'AutJ later r.pu, 
P.S.C. Cue •• ID IT-41 

Calcalati• of AdYuce llltiplier ud Tu llepnciati• 

IIWat •• IH 

::::::::::::orr--·=------ ---=================::.-====::=:.-::::==:::: 
Alau&l !SIT Rates 

Alau&l Depr Anal 
Depr lued 011 Tu Cululative 

fear I S4 ,5& 1,875 S&Yilp IPY 

Totals 

Rate of retura allowed in lut rate cue 

Net Premt Value of depreciation allovuce 

Effective tu rate 

NPV x effective tu 

Advuce •ltiplier aet of depreciatioa effect 

lal Fo~la for effectite tu rate •re: 
F : Bffectite FeWal tal rate 
S = Bffecti ve State tu rate 

1 
z 
3 
4 
5 
6 
7 
8 
9 

10 
ll 
12 
13 
14 
15 
16 
IT 
18 
19 
20 

T : TuDle ~ llefore llefore state tal 

F : 40.001(T-Sl 
S: 5.001(Hl 

3. 751 S!Tl,OTO 
7 .Z%1 329,351 
6.681 304,733 
6.181 %81,914 
5.1!1 %60,483 
5.281 240,867 
4.891 Z%3,07& 
4.641 Zll,STI 
4.641 Zll,6Tl 
4.641 2ll,61! 
4.641 Zll,&Tl 
4.641 Zll,67! 
4.641 Zll,67! 
4.641 2ll,61! 
4.641 Zl!,61! 
4.641 211,61! 
4.641 Zll,67! 
4.641 211,611 
4.641 211,671 
4.611 210,302 

--------- ....................... 
100.001 4,561,814 

..................... ... .................... 
10.821 

...................... 
0.423103 

.................. 
41.83611 (al 

---------
0.11101233 
---------
1.414960 (bl 

---------

(bl For.la for deterailillldvuce 11ltiplier •re: 
I : llltiplier 
" : l'relelt val• of tal ••illS fa tu depreciatiaa 
r : Bffectift colbiaed Federal ud State tal rate 

1·" . : ·-----------
1 - ' 

ST1,570 0.033839 
IZT,TH o.aza 
1%7,490 0.141710 
llT ,548 1.182&85 
!01,9TT 0.21&847 
100, TTl O.Z45352 
93,3%8 O.Z&9115 
88,556 0.219572 
88,556 0.3019?8 
88,556 0.324586 
88,556 0.339574 
88,556 0.353091 
88,556 0.3&5301 
88,556 0.3T&313 
88,55& 0.386250 
88,556 0.39521& 
88,556 0.403301 
88,556 0.410&08 
88,555 0.417191 
8T ,983 0.423103 

1,908,535 
--------.. 

iaHil I I'V Of 
NPV Of Allallai Alau&l 

Iac:re~e~t Tax fax 

0.033839 9ll.23731 S64,583 
0.058789 81.42521 ll!,Z01 
0.049082 73.41501 93.675 
0.04G975 &&.302&1 78,203 
0.034!62 59.8%841 65,1!9 
0.028505 53.98671 54.403 
0.023823 48.7!TSI 45.4&7 
0.020391 43.95911 38,928 
0.01840& 39.6&811 35.1%8 
0.015608 35.19311 31,691 
0.014988 32.30171 21,&05 
0.013523 29.14441 25,809 
0.012204 2&.30171 23,292 
O.OllO!Z 23. T3Z81 21,01T 
0.00!931 21.41591 18,965 
0.001966 19.32331 lf,ll2 
0.001051 17.43151 15,442 
O.OOT301 15.13491 13,934 
0.00&589 14.20041 12.515 
0.00590& 12.81131 11,276 

0.423103 80? ,51! 
--------- -------.... 



Ultibit Mo. 11-t 

ST LilliS CUTY ~"fBB CIIIPAN\' 
P. S.C. CASE Ill. A0-87-41 

PI!' looks PI!' looks Per looks 
YE 1915 1916 YE 1915 1911 YE 1915 

1985 htes AdJ'IIts Notes 1916 Rates AdJ'IIts Notes 1911 Rate 

Statlllftt of Operations: 

Operating Rtvtnllt! ~.366,227 ~.366,227 45,366,227 
---- --- ----

Operating ExptnHS 
Operations 18,574,819 18,574,819 18,574,819 
Maintenance 5,158,164 5,158,164 5,158,164 
Deperciation 2,833,949 2,833,949 2,833,949 
Current Inc:c. Tax 1,717,716 1,652,312 3,378,818 983,193 4,273,181 
Deferred !nee. Tax 2,822,342 u, &44,222) 1,178,121 1393,7121 7114,4t8 
Other Taxes 3,847,975 3,1147,975 3,847,975 

------- ------- ------- ----
Total Operating Expense 34,154,935 8,881 34,163,815 519,381 l4t672, 396 

------- ----- --- --
Ntt Operating I nee. 12,211,292 ca,aael 12,213,212 1589,3811 11,693,831 

-------- ----- ---
Other Inc:c. tExPIIIMI 

I ntll"ftt Ex ptnse 16,827,615) 16,827,615) (6,827,615) 
lnt Chgd to Const 438,618 438,618 438,618 
Other, Ntt (JCJ, 113) 139,1131 tJCJ, 1131 

---
Total 15, 636, 1181 15, 636, 1181 • IS, 636, 1181 

-----
Net Inc:c. 6,575,182 18,8811 6,567,182 1589,3811 6,157, 721 

.. ,, aaaa u 



Exlliltit liD. 1H 

ST UIJIS CUTY IIATER CIJIIMY 
P. S.C. CAllE til. 1111-17-48 

p.,. looks Per looks p.,. looks 
YE 1985 1916 YE 1915 1988 YE 1915 

1985 R&tn AdJ'IIts Notes 19116 R&tes AdJ'IIts Notes 1981 Rates 

TAXAII.E Ir«DDE: 

--------------------

Net llper&ting Incc. 12,211,292 18,1811 12,213,212 1519,3111 11,693,831 
Incc. tues 4,541,128 a, a 4,548,218 519t31l 5,157,589 

----- ---- ----- ----
Pre Tu I~ 16,751,421 16,751,428 • 16,751,428 

-------- --- --- --- ----
ADJUSTIIIENTS: 
Internt on Ltd 16, 1791SI5l 16,179,5151 431,618 lA I 15, 741, 887) 
Allort iz&t ion of llabt Exp 135,3991 135,3991 135,3991 
Other Inttrest Ch&rgn 187,289 187,289 187,289 
OrdiNry loss ACRS 1112,2551 <112,2551 1112,2551 
Corp over PSC Depreei&tion 112,4341 112,4341 112,4341 
A&G Exp111111 Cipitalizld 181S,87Sl 1815,8751 815,87S Ill • Addl Depree Noi'Rlizld 1322,6221 1322,6221 18,9491 ICI 1331,5711 
Add 1 Depree T IX 12,699,32'.11 12, 699, 32'.11 224,691 ICI 12,474,6391 
Deferred Colp P&id 114,2511 114,2511 114,2511 
R&te Cise Exp 127,1431 127,1431 127,8431 
R&te C.11 Ex p-Dep Study 167,2141 167,2141 167,2141 
Retloval Cost on ADR 121,81 121.81 121,81 
Deferred Colp Al:t:ruld 5,711 5,711 5,711 
Salvqe OrdiNry lllin ACRS 45,532 45,532 45,532 
S..lvap OrdiNry lllin ADR 11 11 11 
lllduc:tion to !!lint tilE 11311 11311 113111 
Depree I Old co• Pro.lters 1,694 1,694 1,694 
lllin on A T I HIIE 7,144 7,144 7,144 
NoN DlpNc: ACRS A T I HOE 311,163 311,163 311,163 
I nt Dlrg to Structure 84,119 84,119 18411191 IAl I 
R&te C.11 Expen~~ Allortizld I I I 
Allort-Int Chrgd Const- Struc:t 111,1331 111.1331 11,411 IAI 11,7331 
~lllduc:tible MHls I • 6,167 IDl 6,167 
Allort of Unbillld lllvlnue I I 1,475,& lEI 1,475,8511 
Allort of Rnlrvl for Bid hlrts I I 36,m IFl 36,77a 
Bid llabt ExJIIMI I I 115,6631 161 115,6631 
Contributions/Advllll:ll In Aid I • 6,119,391 IHl 6,119,391 
Tax Dtpreeiltion on CIAC I I I 1711 1711 III 1171,8711 

Total AdJat.w~ts 19,654, 7611 19, 654, 7611 8,121tlll 1926,6811 

Ta•lblt Inc:w 7,196,652 7,196,652 8,728,W 15,824,732 

'-'········--~··-~··~--~--·~-----------------------------------
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ElltiltU lie. 11-3 

• 
ST LWIS CIUm .-TER CIJilANY 

P. S.C. C& NO. AIH7-48 

Per Books Per !looks Per Books 
YE 19115 1916 YE 19115 1918 YE 19115 

19115 Rat111 AdJ1RII Hot Ill 19116 Ratlll AdJ'IItll Hot Ill 1918 Ratn 

CURRENT I DEFERRED INCOME TAX EXPENSE: 

-------------------------------------

Taxable Inc0111 7,896,652 7,196,652 8,728,8 15.82~, 732 
-------

State Tax Calc 
Factor 2.- 2.7M 3.~ 

State Tax 191,611 191,611 331,616 522,216 
State Neighborhood ass't Cr 112l 1121 3 191 
Inmt Tax Credit 83,168 183,1681 I I • R I D Credit 1,896 11,8961 • I • ---
Total 276,562 184,~1 191,598 331,619 522,217 
Factor 97.71b 97.71b 98.31b ------ -- ---
Total 283,173 186,9651 196,118 335,131 531,238 
State Neighborhood i5111t Cr !51111 151111 151111 

Current State Tax 282,573 186,9651 195.618 335,131 531,738 
---

Federal Tax Calc 
Federal Taxable IIICOI& 6,81~,179 86,965 6,911,~ 8,392,951 15,293,994 
Rate ~- ~- 3UII1o 

----- ----- ----- ---
Total 3,134,476 41,114 3,174,~ 2,~478 5,199,958 

Inv111t Tax Credit 11, 6&1, 3511 1,661,351 !AI • • R I D Credit 137,9131 37,913 IBI • • Alternate Min Tax I • • 
Cul'Nftt Federal Tax 1,435,213 1, 739,267 3,174,~ 2,125,478 5, 199,958 

Tax Recti vecl F roa Dive lOIJII'S I • 11,457,5151 !Cl u, 457' 5151 

Total Cul'Nftt Inco.e Tax 1,717, 786 1,652,312 3,371,188 913,193 4,273,181 

Deferred Tax Calc 
Tax Depr Over Nonlllized 2,6!19,329 2,699,329 122416911 IDl 2,474,631 
Deferred Coi!p~MatiOft a, :;sa 8,558 • 8,558 ---
Topthtr 2, 717,879 2,717,879 1224,6911 2,483,189 
Nil'li nal Rate 47,4&3J 47.4~ 36.2157J 

Deferred Inca.~ Tax 1,286,835 1,286,835 13116.7311 8!19,384 
liMit Tax Crelfit 1,661,3:1 111 &611 3151> CAl • • • Alri of ITC 1125,M31 17,121 IAI 1117,9151 1117,9151 
Alri of ExCIIIS !~nerve 16,91U lEI 16,911) 

-·-- --- ---
Total Deferred Inca.~ Tax 2,822,342 u, 544t 2221 1, 178,121 em, 1121 ' 784t411 -



bhillit ... 111-4 

• ST LWIS COOOY IIATEII ~ 
P.S.C. CASE til. A0-87-48 

Per Books Per Books Per lloolls 
YE 1985 1986 YE 1985 19111 YE 1985 

1985 Rates AdJ'IIIts Notes 1986 R&tn AIIJ'ilts Notes l!IM Rata 

REVEME REQUIIDENT: 
---------
Plant In ServiCII 216, 273, 572 216,273,572 216,273,572 
Pr010ters Advances 119,866,~1 119,866,9921 119, 866, 9921 
Contributions In Aid U5,1621MIIl !15,162,MIIl 115,162,M81 
Accwaulated Depreciation (~187,6521 146,1117,6521 !46, 1117,6521 
Deferred Inco111 Tax Payable !9,M8,8451 19,N.I451 393,712 IAI 18,654,3331 
Working Capital llaterials 1,1164,4811 1,1164, 4811 1,1164, lfSII 
Cash Working Capital 2,325,248 2,325,24t 2,325,241 

---
Orginal Cost Rate Base 1311,2n, m 1311,2n,795 393,712 1311, 671' 517 

Colt of Capital 18.82J 18.112J 111. il2l' 
----- ----- ----- ---

Earnings lllquired 14,896,857 14,896,857 42,61111 14,138,557 
Earnings Available 12,211,292 !8,11Sel ~~12113,212 !589,3111 11,693,831 

----- ---
Earnings Deficiency 1,884, 765 a,ese 1,132,845 551,981 2,444,826 
Inco~~ Tax Factor 1.9845 1.9845 1.5678 

--------- ------- ----- ----- -----
Revenue lilq11ired 3,589,535 15,388 3,6114,923 228,875 3,832, 998 

= ....._ 



• 
ST UIIIS CIIIITY linD aiiiMY 

P.S.C. CtiE & IIIHHI 

EJIILMATIIIIIF AIJUSTliNTS - TAXIW..E IJC:IIE: 

IAI To reflect the CAPitalization of interst c:hlrgn llhic:h hm! pN¥ioaly 
bHn exptrllld for tu pvrposn 

IntertSt Cllargtcl to Construction 
Interest Charged to struc:hrtS 
AMortization of Int~r~~t Charged to Struc:tUJ'II 

IAc:t~Yl 1985 intlrtlt capitalized for book pul"PPOIIIIH uttld to si•lify 
the calculation. In lc:tul prlc:tic:e the .aunt CAPitalized for tu 
purposes 11ill liuly 111 ...tilt higher thin thl book .aunt lluld on 
a preli•inary unarstalldint of the ACT. l 

18) To reflect the capitalization of Adainistrative illd Seneral Exptnlft 
llhich have prtYiously bHn expenstld for tax pvrpoHS 

Payroll Tun 
Adainistrative and Slnlral Salarin 
Pension Costs 
Payroll Insuranc:e 
E1ploy1t Benefits 

lin the intlrtlt of si•lic:ity illd in the allllnc:e of any definitive 
guidanc:e in the ACT, the ac:tul illdirtc:t costs capitalized for book 
purposn 111rt assU8111 for tax purpoHS. It appears that certain 
aclainistrative type c:osts HY have to be capitalized for tax purposes 
in addition to thoH already capitalized for book pvrposn, hOIIIYir, 
until regulations are issued it is iipOisible to quantify the additional 
aaount.l 

ICl To inc:rt111 tu depreciation expense due to inc:reue in asset bill 
related to capitalization of intll"'lt c:hargn illd Al6 Expens~~ 

To dec:r~~se tax depreciation expense due to a dec:r~~se in IICRS rates 
applied to 1985 deprec:iablt additions 

To inc:rtlll noraaliztld deprec:iaUon txptlllt due to inc:rtllt in asset 
base related to CAPitalization of intlrtlt c:hargn and Al6 Exp111111 

IDl To reflect ncm-dtduc:tiblt buh .. s .. 1 expense: 

Total c:ost of bulin11s .. 1s, inc:ludilll tholl III'VIII on preaiM 
Ptrc:lftt ncm-dtddibll 

IEl To reflect thl uortization of Ullbilltd l'tVti'IIM estiaatld at 12131116 
Alortization Rate 

Pip 1 

431,618 
184,1191 

8,411 
--- 355,119 

114,533 
121,265 
136,S3S 
97,299 

266,243 
815,875 

161,452) 

286,142 
224,691 

18,9491 

31,836 
a• 

6,167 

5,913.431 
25.1ft 

1,475,858 



ST LilliS CliiNTY iiR10 lmiM 
P. S.C. C& Ill. IIHHI 

IFI To NfliC\ the ..-tizltiOft of r..w for 8lcl hilts 

IIIIII'W 8111111.'1 It 1\ 1\84 
Alortizltion Rite 

161 To refliC\ IXCftS of ICtUil lll'ite off of UJICOlliC\ible ICCOUftts Oftl' 

IIIOUnt provided using thei'IIII'VI .thod 

Ac:tu1l ~~rite offs for yHr 1915 
Provision for Bid Debt Exp11111 PI" books 

IHI To l"tflect tot1l tiXIble AdviiiCIS/Contributions In Aid rtctivtd during 
the y~~r 1915 IS. Exhibit 88-7 for dlttrei111tion of Advlftl.'l Multiplitrl 

Aclvlncn/Contriblltions froll DtvllOp!II"S 
Adv1nct Multiplier 

III To reflect ldditi0111l t1x dtprtci1tion on AdviiiCIS/Contriblltions 
IS. Exhibit 88-71 

EXPUINATI~ IF ADJUSTIENTS - CURRENT & DEFERrED IIGIE TAX EXPENSED: 

IAI To reflect the eli1i111ti011 of lllllllil tlWI!Itllnt T1x Credit effectivt 
for tu yurs 1fttr 12/31185 

Currtnt T1x Exptnt~ 
Deferred T1x ExpiiiSI 
AlortiZitiOft of IIIVIItllllt Tu Credit 

181 To reflect the eli1i111tion of llinHrch IIIII Dtvll~ Credit tffiC\ivtt 
for tu yHrs 1fttr 12131115 

ICI To NfliC\ tM tu rtc:t~ivld froe dt¥1101111"1 buld 011 lilt ldviiiCIS of 14,449,717 
IIIJustld for lilt prtlftt v1h1 of dlpr'lcilti011 11l...a. S.. Exhibit 81-7 
for dlttrei111ti011 of Advlftl.'lltultiplier. 14,449t 717 t .3275531 

147,11! 
es.• 

(144,6111 
12'1,117 

5,917,222 
112,168 

36,n3 

115,6631 

6,119,391 

1171,1711 

8, 728,181 .... ·-·-

1,661,351 
u, 661,3511 

17,128 

37,913 

u, 475,5151 



• ST LilliS CllltTY IIA'IO c.MY 
P. S.C. CIIIE & IIIH7-41 

IDl To inert~~~ ldtcl"tnnl tu dlprtc:iation M toa 

11 An inc:r'IIM in dlprtc:ilblt n..t but rtlltld to e~pitaliution of 
Illtlrtlt ind AI& EXJIIMftl 

21 A decrNH in ACRS rates tfflclive aftll' 12/31/86 IPPlild to 1985 
depreciable Additions 

lEI To reflect the flCIIIbic:k of txc:ess afll"'"'d t1xn reltttd to: 
ISH Exhibit No. 88-61 

Acteltrlttd Dtprtci1tion 
Dtfll'rld to.plnsition Ptid 

EXPLANATION IF ADJUSTIEMTS - IIE'Sl£ IDIIIIEIIENT 

IAl To rtflect 1 dtcrHH in Dtfll"'"'d Ineo. T11 Ply1blt dut to illlnlltd t1x 
dtprecittion1 HOI'tizttion of IXI:ftl dtfll"'"'d tiX paylblt1 IIIII reduced 
Ftdtral 1nd Stitt 11rgintl t1x ratn. 

61,452 

1286.142) 

17,9451 
964 

1224,6911 

16,9811 

11,652,145) 

295,162 



Elltiltit .. --' 

ST UIJIS CUTY 111110 IDIPAIIY 
P.S.C. CASE tiL IH7-41 

FUIIID IF EXCESS ACCIJWITED DEFERIIEI IrmE TAX 

ACCELERATED IIEPIECIATIIIh 
-----------

EICIIS 
T1x Ys Nora eo.llillld 1916 Provision 

Vint111 Dttlrtc: Dtf Tu Avtrigt Tu Ys Nora 1918 Ritts 
Yur Clns I 12/SS I 12/SS Tu Rate lltprte 1.3621571 

----
P1971 Sl YR 438i214 216,482 49.~-n <17,8361 16,4591 

1971 11 YR 11,127 5.422 49.178 UIU 137) 

1971 a YR 5.959 2,946 49.35:* (117) !42) 

1972 8YR 9,923 4,9 49.2~ 119'51 1711 
6/1973 8 YR 4,619 2,272 49.29491 146) (17) 

6/1973 5 YR 7,171 3,518 .. 9.~ 12111 1721 
12/1973 8 YR 16,896 8,299 .. 9.Ua1~ 13141 11141 
12/1973 5VR 956 475 .. 9.~ 1211 (7) 

1974 a YR 21, 1a9 9,8!8 49.126-n 1381> !138) 

1975 5YR 2,962 1,463 49.392~ (~) 1211 
1975 8 YR 4,624 2,256 48.7889J 184) !311 
1975 5 YR 15.672 7,716 49.2~ 12831 1112) 
1976 a YR 3,928 1,917 48.54891 1711 125) 

1976 5 YR 2,171 1,114 48.~~ 1371 (131 

19n 8 YR 2,124 975 48.17191 1351 (13) 

t9n 5 YR 2,233 1,185 48.~ !391 (141 

197a 5 YR 9,671 4,641 47.97~ (1961 1711 
1979 5 YR 13,528 6,425 47.4941~ 1228) 183) 

1981 5 YR .. ,666 2,216 47.4~ 11131 1371 
1'381 5 YR 148,115 71,343 47.4922:' 111,8291 13,9221 
1'381 3 YR n,£31 36,868 47.49191 15,3131 11, 924) 
1982 3 YR 61,965 29,431 -'7.4946~ 19,1791 13,324) 
1983 3 YR 62,641 29, 75t 47.49291 !18,5391 16,7141 

926,582 -'51,211 48.58B 164,2111 123,249! 

Provision at Avtrqt Tax Ritt 148.58BI 131,1941 
-----

Exc:ts1 of Avlrqt Ritt o¥11" Efftc:t i vt Rite 17,945> 

DEFERRED CCIIPEJIISATIIIh 

hftrrld Col!llnNUon Paid in 1915 IPwr Tul 14,251 
hftrrtd Collptns&tion ExJIIIMICI in 1985 IPwr looks) 15,7111 

Alount in EXCISI of Curret Provision Bt551 

Avtrqt Ritt It ~ 1915 n.~ 

Efftc:tivt Rltt 36.215n 

Di fftr'lftel 11.27&6ll 

EXCISI of AVIraft Rltt 0¥11" Effll:tivt Rltt 964 -



st Loaia C'Aatr later ea.ar 
P.S.C. Cue •• ID 81-41 

Calculation of &mace Ill tiplier ad Tu Depreciation 

IDUit •• U-T 

:::::::::::=:::::::::::::::::::::::::===:--=======================::::::::::::::::::::::::::::::: 

Auu&l 19U llatel 
Anw 11epr AIIIIW 
Depr Sued on Tu C.latiYe 

Year I $4,561,875 Savi.JIIs IIPV 

Totals 

Rate of return allowed in last rate case 

Net Pment Value of depreciation allowuce 

KffectiYe tu rate 

IPY x effecti Ye tu 

AdYIIlCe 111ltiplier net of depreciation effect 

(al Por~~~la for effecthe tu rate llllere: 
F = lffectiYe Federal tax rate 
S = lffecti Ye State tax rate 

I 
2 
3 
4 
5 
6 
T 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

T = rm.le i~ before before ltate tax 

F = 34.00S(T-SI 
s = 5.00S(T-FI 

3.751 S11l,OTO 
T.m 3%9,367 
6.&81 304,133 
&.ISS 281,924 
5.111 260,413 
5.281 240,86? 
Uft 223,07& 
4.641 111,&11 
4.641 211,&11 
4.641 211,611 
4.641 Zll,6TI 
4.&41 Z11,6TI 
4.&41 Zll,&Tl 
4.641 211,611 
4.641 Zll,671 
4.641 211,671 
4.641 Zll,611 
uu 211,611 
4.641 211,671 
4.611 210,302 

--------- ---------
100.001 4,561,874 

.................. ---------
10.821 

.................. 
0.423103 

---------
36.21511 (al 

---------
O.l53229Tl 
---------
1.321553 (bl 

---------

(bl For~~~la for deteniaiJII adftece •ltiplier llllere: 
I : llltiplier 
P¥ : Preat Yalae of tu •villi• fn~ tax depreciation 
T : lffectiYe coniaed Federal ad State tax rate 

1·" 
I : ........... . 

I • T 

$&1,954 0.033139 
119,213 8.092&28 
110,3&1 0.141710 
102,101 0.182&85 
94,336 O.Z16847 
87 .zu U45352 
80,78S G.%691?5 
7i,&58 0.289512 
76,658 0.307918 
7&,658 0.32458& 
?&,658 0.339574 
76,658 0.353097 
7&,&58 0.3&5301 
7&,658 0.376313 
76,658 0.386250 
76,658 0.395216 
76,658 0.403307 
76,658 0.410&08 
76,658 0.411197 
76,162 0.423103 

1,652,114 
---------

AIIHa! I P¥ Of 
1PY Of Allllual Auu&l 

Increaent Tax Tu 

0.033839 911.23131 $55,906 
0.058189 81.42521 97,126 
0.049082 73.41601 81,089 
0.040975 6&.30261 67,696 
0.034162 59.82841 5&,440 
O.OZS505 53.98&11 47,094 
0.023823 48.11?81 39,359 
o.ozom u.ssm 33,698 
0.01840& 39.6&811 30,409 
0.016i08 35.79311 27,438 
0.014988 32.30171 24,762 
0.013523 29.14441 22,342 
0.012204 26.30171 20,1&2 
0.011012 23.13281 18,193 
0.009937 21.41591 1&,411 
0.008966 19.32331 14,813 
0.008091 17.43751 13,3&7 
0.007301 15. 734ft 12,062 
0.00&589 14.20041 10,88& 
0.005906 1!.81131 9,761 

0.423103 699,020 
--------- -------·-



• ~1'1' NO. 8 

COMMENTS RE RECOGNITION OF REVENUE EFFECT OF 
TAX REFORM ACT OF 1986 (ACT) 

Flowback of Excess Deferred Income Taxes 

While the Act clearly prescr1bes the method for flowback 
of the excess deferred income taxes related to accelerated depre
ciation created by the reduction in the tax rate fro~ 46% to 34%, 
it does not restrict the rate of flowback of excess deferred 
taxes arising due to the tax rate reduction to 46% in 1979 or 
relating to items other than depreciation. We believe that the 
fair and reasonable method to use in the flowback of all excess 
deferred income taxes is to use the Act prescribed method, that 
is, to reverse the excess over the remaining regulatory life of 
the asset or liability which gave rise to the deferred tax re
serve. To do otherwise will create a one time aberration in 
rates and burden utilities with yet another significant cash 
drain as a result of the Act and this ultimately will adversely 
affect the ratepayers. 

Unbilled Revenues 

The Act requires utilities to include unbilled revenues 
in taxable income for the year in which the utility services are 
rendered to customers starting in 1987. That is, the utility 
must estimate the income attributable to services rendered from 
the last meter read~ng or billing date to the end of the taxable 
year. It further provides that the beginning unbilled revenue 
adjustment will be spread ratably over the first four years after 
the effective date. In spite of this four year amortization, the 
cash flow impact of this provision will be major for any utility 
not currently recognizing unbilled revenue, particularly those 
on a quarterly billing cycle, since effectively the utility is 
forced to pay taxes currently on revenues it will not collect for 
months into the following year. 

In theory, this creates a book-tax timing difference which 
reverses as the revenues are billed in the subsequent period: 
however, the re·versals are immediately replaced with taxes paid 
on unbilled revenue for the subsequent period. Hence, in fact, 
a permanent level of prepaid tax is created subject to the 
limited fluctuations in the level of unbilled revenue. 

Given the fact that the utility is forced to incur 
a current tax expense by including unbilled revenue in taxable 
income with no associated cash revenue, the proper ratemaking 
treatment is to flow the tax payment through in current rates. 
In the traditional ratemaking process a full 12 months of 
revenue and expense, including taxes, are included. However, 



• 

the fact remains that in addition to a full 12 months of 
revenue, expense and taxes incurred in each year, the utility 
will incur an additional tax on the unbilled revenue. This 
additional expense, which will oc~ur in each of the next four 
years and to a lesser extent thereafter, must be recovered in 
rates. Some might argue that rate base treatment through 
the use of deferred tax accounting is more appropriate than 
flowthrough in current rates; however, to require rate base 
treatment effectively denies recovery of a legitimate oper
ating expense in rates and unlawfully requires the utility 
to effectively make a permanent investment to finance that 
current operating expense. 

Taxation of Contributions and Advances in Aid of Construction (CIAC) 

Starting in 1987, CIAC will be treated as income and sub
ject to taxation. As required by the Public Service Commission 
Report and Order in Case No. W0-86-100, all water and sewer 
utilities must charge contributors an additional amount equal to 
the taxes owed on CIAC, including a multiplier to account for 
taxes on taxes, less the estimated present value of future tax 
savings which may be realized by the utility as a result of the 
CIAC. The use of the present value of tax savings to reduce the 
multiplier used to calculate the CIAC results in a net current 
tax expense in the year of receipt of the CIAC which must be paid 
by the utility. 

In its Order, the Commission partially addresses the rate
making treatment of this present value of tax saving differences 
(PV), stating thQt this method places some increased burden for 
taxes on the ratepayer in the first year (i.e., this PV difference 
would be flowed through current income tax expense in the year 
of payment). However, the methodology for developing the level 
of the PV difference to be allowed in ratemaking and insuring 
equitable treatment for both the ratepayer and the utility must 
be addressed. 

In the normal ratemaking process the utility would pro
ject a level of CIAC and the resulting PV difference to recover 
this tax expense in rates. However, St. Louis County water 
Company's (and, we believe, any other utility's) ability to 
project CIAC, and thus the PV tax impact thereof, is very 
limited since numerous independent variables outside the 
control of the utility determine the level of construction 
activities. To the extent this inability to accurately project 
exists, it is impossible to insure equitable treatment for the 
utility and the ratepayer without the use of some type of 
balancing account mechanism. 

Exhibit SA represents an example of how such a balancing 
account would be used. Basically, a level of PV difference would 

-2-



.. 
• 

be projected based on estimated CIAC for a rate year. This pro
jected PV difference would be charged to current tax expense for 
the rate year with an offsetting credit to the deferred balancing 
account (DBA) which per the accompanying example in year 1 would 
be $550,000. The DBA would be charged with the actual PV differ
ence, or $612,799 in year 1. The resulting net balance at the 
end of year 1 of $62,799 would be carried as a deferred debit in 
the utility's balance sheet. In the next rate filing in year 2 
the $62,799 DBA balance would be written off by a charge to cur
rent tax expense along with the projected level of PV difference 
for new CIAC of $500,000 per the example which when compared 
to the actual level of PV difference in year 2 of $536,199 re
sults in a DBA credit balance of $26,600 at the end of year 2. 
In years when no rate filing occurs the amount of amortization 
from the DBA would continue at the level authorized in the 
most recent rate case as shown for year 3. 

Several additional points related to the use of a DBA should 
be considered: 

1. Truly equitable treatment of the utility and rate
payers would dictate that the DBA balance be given 
rate base treatment to compensate for the use of 
money (either the utility's in the case of a debit 
balance or the ratepayer's in the case of a credit 
balance). 

2. The example presented in the exhibit assumes that the 
actual and projected level of tax savings realized 
from ta>: depreciation on assets constructed with 
CIAC is flowed directly through current tax expense 
in the interest of simplicity. This tax savings 
could also be accounted for through the DBA; however, 
we believe this adds a significant bookkeeping burden 
to the utility with no real benefit to either the 
utility or ratepayer since the difference between 
actual and projected tax savings in any period 
should be insignificant. 

3. There is the question of whether the use of a DBA 
would constitute retroactive ratemaking. First, 
we believe that the unique and unpredictable nature 
of the PV difference mandates the use of such 
a balancing account. Second, other jurisdictions 
including New York have previously used and con
tinue to use deferred accounts to capture certain 
costs or savings for later flowthrough in rates. 
While the specific deferral may differ, the concept 
and the objective of insuring equitable treatment 
for the utility and ratepayer are the same. Third, 
technical concerns should defer to a pragmatic 
solut~un where that solution uniquely serves the 
interests of all parties and where the consequence 
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of ultimate reversal would be no more than a return 
to the inequitable status quo. 

Reserve for Bad Debts 

The Act repeals the availability of the reserve method for 
deducting bad debts for all utilities starting in 1987. The 
beginning reserve for bad debts amount must be included in tax
able income ratably over a four year period. Since the ratepayer 
has enjoyed the benefits of this tax deduction on a flowthrough 
basis we believe it is appropriate to likewise flow through the 
writeoff of the reserve in current rates. 

Expense Capitalization Rules 

Expenses such as interest and a portion of indirect costs 
of construction which have previously been deductible for tax 
purposes must now be capitalized starting in 1987. This will 
result in a significant increase in current income tax expense 
for any utility engaged in significant construction activities. 
In traditional ratemaking, the ratepayer has enjoyed the benefits 
of the tax deduction of these expenses on a flowthrough basis. 
Accordingly, we believe it is appropriate to likewise flow 
through the effect of the capitalization of these expenses in 
current rates. 

Alternative Minimum Tax 

The Act est3blishes a corporate Alternative Minimum Tax 
(AMT) starting in 1987. This system requires that after a com
pany computes its regular tax, it perform a separate AMT compu
tation by figuring Alternative Minimum Taxable Income (AMTI) 
and then applying a 20% tax rate to it. To the extent that 
the tentative AMT so calculated exceeds the regular tax, the 
excess (the AMT) must be paid in addition to the regular tax 
liability. 

The AMT paid in any year can be carried forward (but not 
back) indefinitely and offset against so much of any year's 
regular tax liability as exceeds that year's tentative AMT. 
The AMTI is calculated by adjusting regular taxable income for 
certain items, the most significant of which will likely be tax 
depreciation in excess of a separate AMT depreciation calculated 
using the 150% declining balance method over the ADR midrange 
life and the book/tax difference adjustment which requires the 
add-back of an amount equal to one-half the difference between 
adjusted pre-tax book income and AMTI calculated before this 
adjustment. 
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Some significant regulatory issues arise in considering 

the proper accounting for the AMT, as illustrated in the follow
ing example: 

Assume a utility has one $3,000,000 water plant with a 
50 year regulatory life. This asset would have an ACRS class 
life of 20 years and an ADR midrange of 50 years. 

Book income before 
depreciation 

Depreciation 
Timing item 1#1 
Timing item #2 

Taxable income 
Regular tax @ 34% 
Tentative AMT 
AMT 

BOOKS 
(Full 

Normal
ization) 

$1,290,000 
-60,000 

$1,230,000 
418,200 
246,000 

0 

BOOKS 
(Partial 
Normal
ization) 

$1,290,000 
60,000 

600,000 

$ 630,000 
214,200 
186,000 

0 

TAX 

$1,290,000 
-225,000 
-290,000 
-600,000 

$ 175,000 
59,500 

154,000 
94,500 

The tax return Tentative AMT is computed as follows: 

Regular taxable income 
Depreciation (225,000 - 90,000) 
Book/Tax difference 

(1,230,000-310,000)/2 

$ 175,000 
135,000 

460,000 

770,000 
X 20% 

$ 154,000 

Thus, the company would pay $154,000 to the IRS 
(i.e., the regular tax plus the AMT) and become entitled 
to an AMT carryforward of $94,500. 
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In a full normalization jurisdiction, cost of service 
attributable to federal taxes would be $418,200. Since the 
tax currently payable would clearly be $154,000, by default 
deferred taxes would be $264,200. The effect of this method 
of computation places the burden of the AMT squarely on the 
utility and its shareholders. The reason for this is that as 
a result of the AMT, only $246,200 of deferred taxes have been 
charged with respect to $1,055,000 of timing differences -- a 
23% rate. The company has absorbed the financing of the AMT. 
The only way to remedy this situation would be for the tax 
expense element of cost of service to be increased by the 
AMT --to $512,700. In this event, $358,700 of deferred taxes 
would be provided and this precisely equals the statutory rate 
(34%) multiplied by the total timing differences ($1,055,000). 

In a partial normalization jurisdiction, such as Missouri, 
which flows through the tax benefits of some timing differences 
the consequences of the AMT are more detrimental. Under the 
partial normalization calculation above, ratepayers would be 
charged $214,200 of tax expense under these circumstances. 
When measured against the tax expense charged ratepayers in the 
full normalization example ($418,200), this represents are
duction of $204,000. In effect, the ratepayers have been given 
a benefit of 34% for each dollar of timing difference flowed 
through. As a result, the deferred taxes which would be pro
vided in connection with the $455,000 of timing items not flowed 
through would be only $60,200 ($154,700 less $94,500) --a 
13% rate. The normalized timing items have been burdened 
with the entire AMT impact. Not only would this constitute a 
terrible result from a ratemaking perspective, it might also 
constitute a normalization violation because the deferred taxes 
associated with depreciation have been forced to bear the de
ferral of benefits associated with other timing differences. 
The appropriate remedy is to increase the tax expense in cost 
of service for the AMT. 
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ST LOUIS COUNTY VATER COIPAIY h•i•it at '!1!10 , 

TAlATIOI OF ADVANCES AID COITIIBUTIOIS II AID OF COISTIUCTIOI 
EUIIPLK OF USE OF A DEFEIIKD BALUCIIG ACCOUIT AID THE PIESKIT YALUI UTHOD 

DR (CII 
:::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::: :::::::::::::::::::::::::::: ::::::::::::::::::::::::::::::::::::::::::::::::: 

A 

Year 

B 

Plant 
Ill 

Senice 

c D 

Co11tructioa 

Adnnce lefuad 

I F G H 

let Tax (Rec'dl Paid 

PY Differeace 
Tax Paid Tu Froa 

To IRS Developer Actual late 
C-Dx(alx(bl C-Dx(al-1 K-F Projected Filing 

J 

Record 
Actual 
let Tax 
Paid 
E-r 

[ L I 

Deferred Balaaciac AccoUit 

(lac I Dec Curreat Tax Expenae 

Projected V/0 Of DBA 
let Alount Balance Total 

I 

Balaace 
Ltl 

------- ---------- ----------- ---------- ---------- ----------
I 5,000,000 (5,000,0081 1,000,000 1,923,129 (1,310,2081 612,921 550,000 y 612,921 (550,000) (550,000) 
2 4,500,000 (4,500,000) 1,000,000 1,682,138 (1,146,4321 53&,306 500,000 y 536,306 (500,0001 (62,921) (5&2,9211 
3 5,500,000 15,500, ooo I 100,000 2,211,598 (1,506,739) 104,859 600,000 • 704,859 (500,000) (62,9211 (56Z,9Zll 
4 4,000,000 (4,000,000) 1,200,000 1,346,190 (91?,1461 4%9' 044 450,000 ' 4%9,044 (450,0001 (141,9381 (591,9381 
5 5,000,000 (5,000,000) 1,100,000 1,875,051 (1,211,4531 597,598 550,000 y 591,598 (550,0001 162,894 (387,10&1 
& 4,000,000 (4,000,0001 1,000,000 1,442,341 ( 982,656 I m,691 500,000 y 459,691 (500,0001 (210,4921 (710,492) 
7 4,500,000 (4,500,000) 950,000 1,706,777 (1,162,8101 543,967 650,000 • 543,967 (500,0001 (210,4921 (110,4921 
8 6,000,000 (6,008,000) 1,200,000 2,307,?55 (1,572,250) 735,505 550,000 y 735,505 (550,000) 16& ,525 (383,4751 
9 5,500,000 (5,508,000) 1,250,000 2,043,325 (1,392,096) 651,229 500,000 ' 651,229 (500,0001 (352,0301 (852,030) 

18 5,008,000 (5,000,0001 1,000,000 1,923,129 (1,310,208) 612,921 400,000 • 612,921 (500,0001 (352,030) (852,030) 
---------- ----------- ---------- ----------

49,000,000 (49,000,0001 10,600,000 18,462,039 (12,577,9981 5,884,041 5,250,000 
::::::::::: :::::::::::: ::::::::::: :::::::::: ::::::::::: ::::::::::: :::::::::: 

AuUiptions Uaed 

(a) Advance 1ultiplier (1988 ratea) 
(bl lfrective tu rate (1988 rates) 
lotea: 

1.3276 
36 .21571 

5,884 ,ou I 5,100 ,oool( 1,063,405 I (6 ,163,4051 
:::::::::: ::::::::::: :::::::::: :::::::::: 

(1) I1 accou~ting for Contributions and Advances in Aid of Constr!lction (CAlC) the use of a present value 1etbod to flow tax 
IIViDCI fro1 tax depreciation through to a developer (through the use of a reduced nultiplierl ruulta in a aet tax expeue 
greater than the Blount collected froa a developer. Siace the ColpanJ's abilitJ to project CAlC (and thus the taz ilpact 
thereof) ie verJ li1ited due to au1erous independent variables outside the control of the CoapaDJ which deter1ine the level of 
coaatruction activities, a Deferred Balancing Account (DBA) is used to record the difference between the actual net tax and the 
tax projected in the last rate filing. AnJ balance in the DBA is written off to increase or decrease current tax expense in 
the aut rate filing. In Je&rs with no rate filing the uount allowed in the 1ost recent rate cue is aaortized to current 
inco1e taxes. 

(21 The 11ounta u~ed in the above exuple are for illustration purposes only and are aot intended to represent a projection of 
the colpiRJ 11 CAlC activity for any period. 

n,m 
(11,&151 
141,938 

( 152,8941 
uo,m 

(250 ,101 I 
(16&,5251 
352,030 

(200,801 I 
( 239,109 I 

e 

-


