Exhibit No.

Issue: Deferred Income Tax Adjustment
Witness: L. Jay Williams

Type of Exhibit: Surrebuttal Testimony
Sponsoring Party: Empire District Electric
Case No. ER-2010-0130

Date Testimony Prepared: April 2010

Before the Missouri Public Service Commission

Surrebuttal Testimony

of
L. Jay Williams
April 2010

SERVICES YOU COUNT ON



10

11

12

13

14

15

L. JAY WILLIAMS
SURREBUTTAL TESTIMONY

SURREBUTTAL TESTIMONY
OF
L. JAY WILLIAMS
THE EMPIRE DISTRICT ELECTRIC COMPANY
BEFORE THE
MISSOURI PUBLIC SERVICE COMMISSION
CASE NO. ER-2010-0130

INTRODUCTION

Q.

A

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

L. Jay Williams. My business address is 602 Joplin Street, Joplin, MO.

. ARE YOU THE SAME L. JAY WILLIAMS THAT PROVIDED TESTIMONY

PREVIOUSLY IN THIS CASE ON BEHALF OF THE EMPIRE DISTRICT
ELECTRIC COMPANY (“EMPIRE” OR “COMPANY™)?

Yes.

Q. PLEASE BRIEFLY SUMMARIZE YOUR SURREBUTTAL TESTIMONY.

A. The purpose of my surrebuttal testimony is to address the rebuttal testimony of Staff witness

Paul R. Harrison concerning the proposed amortization of deferred tax expense related to state
income tax flow-through prior to 1994, as proposed in the Company’s originally filed

Accounting Schedules in this case.

Q. IS EMPIRE SEEKING RECOVERY OF THIS TAX EXPENSE IN THIS CASE?

A. Yes.

DOES MR. HARRISON DISCUSS THIS ISSUE IN HIS REBUTTAL?
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Yes. Staff witness Harrison says in his testimony that the state deduction for income taxes
prior to 1994 was “applicable and authorized by the Commission” for each of Empire’s rate
cases prior to 1994,

DO YOU KNOW WHAT THAT MEANS?

No. I do not.

WHAT CAN YOU TELL USABOUT THE SETTLEMENT OF THOSE RATE CASES
PRIOR TO 1994 TO WHICH MR. HARRISON REFERS?

With regard to those settlements, no rates or methodologies were established or authorized

that would require the Company to deviate from its established methods.

Q. WHY IS THAT IMPORTANT?

A. In 1956, the Company was ordered by the Commission to use normalization accounting for

federal tax benefits related to accelerated depreciation. Under the order, the deferred tax
accounts were to include in their titles “Deferred Federal Income Taxes”. This means that
although the federal tax benefits were to be normalized, state tax benefits continued to be

flowed-through to customers. This order has been attached as Schedule LIJW-1.

Q. WHY IS THE 1956 ORDER IMPORTANT IN THIS CASE?

A. The 1969 federal tax act that required the normalization of tax benefits only required the

normalization of “federal” income tax. To retain the ability for a regulated utility to use faster
methods of tax depreciation, deferred taxes had to be provided at least at the federal rate. It

was up to the states to individually determine if the state rate would also be normalized.
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Missouri had continually been a flow-through state, which means the state income tax benefit

was flowed through to ratepayers.

. MR. HARRISON HAS SUGGESTED THAT ALLOWING THIS RECOVERY NOW

WOULD BE EQUIVALENT OF HAVING RATEPAYERS PAY FOR SHORTFALLS
FROM PREVIOUS RATE CASES AND COULD CONSTITUTE PROHIBITED

RETROACTIVE RATEMAKING. DO YOU AGREE?

. Not at all. The flow-through of tax benefits to customers was undertaken knowing that at

some point the utility would need to be made whole. The benefits received by customers in

early years would some day have to be returned to the utility.

Q. DOES THIS CONCLUDE YOUR SURREBUTTAL TESTIMONY?

A. Yes, it does.
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STATE OF MISSOURI
PUBLIC SERVICE COMMISSION

At a Seasion of the Public Service
~ Commisaion of Missourl at its
office in Jefferson City hald

on June 20, 1956,

In the matter of the application of
The Empire District Electrio Company:
for an ordar speclfying the account-
ing procedures to bs followed with

)

}

) . o

) _ Case No. 11,776
respsot to accelerated depreclation i :

)

}

" pursuant to the provislons of Section

167 of the Internal Revenue Code of
1954,

The Eﬁpifg District Eleotric thpany, hereinafter sometimes
refarred to as the "Company,” on April 26, 19356, filed with this
Commipaion a verifled application in the above entifled ocause wvhersin
the Company praysd for entry of an order by the Commission authoriz.-
ing and permitting the Company to follow oertaln asoounting proceduress
wlth respect to any of thé proﬁerties of the Companj whioh it may

eleot to make the subjeot of amccelerated depreciation under Sectlon

. 16?'or the Internal Revenue Code of 1954, in the manner speoified in

such appliocatiocn, for 1955 and subsequent Years.

The Company 18 B corporation organized and exiatlng under tha

" laws of the State of Kangas, snd has hersatofore qualified to do and

is dolng business as & publio utlllty in the States of Miaaouri,
Arkansas and Oklahoma.

The Commission on January 16, 1956, held a héaring on a Jofnt
record in Case No. 13,289, Case No. 13,290, Case No. 13,291, Case
No, 13,292 and Case No. 13,294, in each of whioh an order was sought
speoifying ths acocowmting prooedurea:to be followed with reapeot-to
acoslerated dapreclatlpn pursuant to the provisions of Ssotlon 167
of the Internal Revenue Code of 1954, In each of said omses the

authority sought and granted and the-.mocounting procsdures proposed
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were axaotly the same as the authority herein sought and the account- .
ing proocedures heraln ﬁropoaed.

In view of the record made in the like oases hereinbefors
referred to, the Commisslion deems 1t unmeocsessary in this order to
disousalthe possibilities of acoslerated depreciation. The treatment

in rate matters of the benefits to be derived from the use of acoel-

~erated depreclation 18 not before the Commission in this proceeding.

The Company will:be.authorized to follow fha agoounting pro-
ooduraes hareinartarlordarad with respect to any of its properties
which may be made the ﬂubJaot-qf‘acoeleratad depreciation for tax
purposes Tor 1955 and subsequent ysars, |

ft is, thqrefore, .

ORDERED: 1. That The Empire Distriot Eleotrio Company bé and
hareby %s granted leave, for accounting purposes only and so far as
not restrioted by law, to follow the accounting procsdurss heréin-
after sst forth wilth respect to those portions of the costs of its
depreciable piant, property, equipment and relafad facilitles which
it may olec£ to depreoiatg‘ror Federal tﬁx purposes Iin adoordanoe
with the deolining balance, the sum of the years-digits, or other
oonslstent mathodﬁ proddning results similar to the deolining
balaﬁoe method, under and pursuant to the provisions of Seotion 167
of the Internal Revenue Cpqe or}1954, and yha reéulting dafer:als'
in Federal income taxer, to-wlt:

{(a) To mocount on its books for that portion of its

- properties which are the aubjest of gcqaleratad
dépreciatipﬁ pursuant to its election under Section
167 of the Internal Revenue Code of 1954 in the
130 %:) mﬁnnar as ite other prépartles, and to accrue
daﬁreciation therefor at rates consistent with its
rates for like propérty not subject to'acoeigratad

dspreciation.
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During those years of the service life of any of
1ts properties which are the subject of acocalsrated
depreciatlon pursuant to its eléqtlon under Section
167 of the Intérnal Revanué Code of 1954, in whioh - /ﬁj’&

,“_Padqréb taxes on income results. from
the use of the accelerated depreciation deduction
in lisu of the daductioh allowable wmder the tax
dapreoiation method heretofore followed, to charge
to an account entltled "Provision for Deferred
fFad;;;:LInoome_Taxas' {as a separate subaccount under

Acoount 507-Taxea) and credit to an acocount entlitled

"Rasarve for Defsrreanedafﬁl)Income Taxas' {as =

separate subacocount under Account 258. 2 - Hlaoal~
laneous Heserves), &n amount or amownts in total
for each year equal %o Buﬁh deferral of taxes,
Commencing with the year in which 1ts deduotion of
depreciation for Federal tax purpcses with raspact
to any of its properties subject to accelerated

depreciation 1s less than such deduction otherwish

- would have been 1r'dapreoiation on such properties

had been computed at rates oonsistent with its rates
‘for like properties ﬁdt suﬁject to maccelerated depre-
clation, and oontinuing until "Raserve for Deferred
ﬁgg;fa£>1nooma Taxes® applicable to Buch properties
i8 exhausted or such properties are retired from
servioe, to oharge %o "Reserve for Deferred§33§;;312>
Income Taxes® and to crggit to an account entitled
"Portion of Currant(%gaérql Income Taxes Daferred

in Prior Years" (as a separate subascount undar

Aocount 50?~Taxes) an amount or amounts in tetal for

each year equal to tha inorease in Federal texes on
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inocome resulting from such lower Federal tax
depreclation deduction.

T,,""""OBDEHEI): 2, That the mccounting procedures provided for in

"Orderad: 1" hersof are established for aooounting purposaﬂ only,
and the establishment of said accounting prooadures ahall not be,

and shall not be deemed to bs, controlling for rate-making purposes,

Beourity lssue purposes, or any other purposas bafore this Commission,
ORDERED: 3, That the Commission retains jurisdiotion of tha

*  matters herein contained and reserves the right to l1ssue further
orders as the circumstanoes_may r§quira.
'OBDERED: 4, That this order shall become effective on Jume 30,
1956; and that the Seeretary to the Commission ghall serve a cartl-~

fled copy of this order upon each interested party of record.

BY THE COMMISSION

MARVIN P. MOORE,
SECEETARY

(SEAL)

Burton, Chr., Hemson, MoClintock
and McDonald, CC., Concur

=




AFFIDAVIT OF L. JAY WILLIAMS

STATE OF MISSOURI )
) ss
COUNTY OF JASPER )

On the A! day of April, 2010, before me appeared L. Jay Williams, to me
personally known, who, being by me first duly sworn, states that he is the Manager of
Tax Planning of The Empire District Electric Company and acknowledges that he has
read the above and foregoing document and believes that the statements therein are

true and correct to the best of his information, knowledge and belief.

S GG M

ﬂ 1/ Jay Williams

Subscribed and sworn to before me this £/ day of April, 2010.

O b L s~ Behan

Notary Public

o _ VICK] L i< ARMER-GIBSON
My commission expires Notary Public - Notary Seal
STATE OF MISSOURI
| 0 -3)0 - \0 Jasper County - Comm#06482169
My Commission Expires Oct. 30, 2010






