
February 27, 1987 
LR 10-12-1 

Mr. Harvey G. Hubbs, Secretary 
Missouri Public Service Commission 
Truman State Office Building 
5th Floor, 301 West High Street 
P. 0. Box 360 
Jefferson City, Missouri 65102 

Dear Mr. Hubbs: 
/ 

General Telephone Company 
Of The Midwest 

11 Eleventh flwe. - P.O. Box 330 
Grinnell. Iowa 50112 

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

As requested in Case No. A0-87-48, issued November 3, 1986, General Telephone 
Company of the Midwest (General) provides the enclosed updated response 
quantifying the effects of the Tax Reform Bill of 1986. This is based upon 1986 
unadjusted operating results. Please note that the impact of tax reform has 
also been included in the Staff's rate complaint Case TC-87-57 using adjusted 
data for a twelve month period endirtg June 30, 1986. Since this adjusted data 
incorporates the impact of future changes on General, I believe it is 
significantly more accurate, and should be used in lieu of the unadjusted data. 

General has determined that, based on the adjusted data filed in TC-87-57, the 
impact of the tax changes does not have a significant impact on the Company's 
projected intrastate rate of return, which is estimated to be approximately 
4.2%. This return includes the effect of major Commission orders in addition to 
tax reform. 

Should you have any questions regarding this submission, please contact Kip 
Hendrickson, State Director-Regulatory Affairs, at (515) 269-2807. 

Sin•::.;~ 
N..~, ~-

G. E. ALDRICH, JR. 
State Vice President-General Manager 

FILED GEA:GGY:lld 

Enclosure MAR 2 1987 
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COMMENTS OF 
GENERAL TELEPHONE COMPANY OF THE MIDWEST 

CAS! NO. AD-87-48 

In response to Case No. AQ-87-48 relating to the Tax Reform Act of 1986, General 
Telephone Company of the Midwebt submits the following information based on 
unadjusted 1986 intrastate operating results: 

Request 1: Based on the tax law ir. effect in 1~86, cal~~iate a revenue 
requirement showing the operating rescl~s of unadjusted calendar 
year 1986. 

Response 1: As shown on Exhibit 1, page 3 of 3, in ·.:he column labeled "Base 
Case-1986 Tax Law" • General's revenue requirement is $5,552,000 
based up on the Commission's surveillance return of 11.2%. These 
operating results indicate that General's return is 7.35%, which is 
far below the Commission's surveillance level. 

Request 2: Based on the new tax law using the tax rate(s) and other known tax 
changes applicable to calendar year 1987 taxable income (e.g. a 40% 
phased tax rate for 1987), calculate a revenue requirement showing 
the operating results of unadjusted calendar year 1986. 

Response 2: As shown on Exhibit 1, page 2 of 3, in the column labeled "1987 Tax 
Law", the additional intrastate income tax expense because of the 
1987 changes applied to 1986 unadjusted operating results is 
$39,000. General has an intrastate revenue requirement of $5.0 
million and an estimated rate of return (assuming all other things 
constant) of 7.33%. The workpapers detailing the change in total 
income taxes are shown on pages 1 and 2 of Exhibit 1. 

Request 3: Based on the new tax law using the tax rate(s) and other known tax 
changes applicable to tax years subsequent to calendar year 1987, 
calculate a revenue requirement showing th€ operating results of 
unadjusted calendar year 1986. 

Response 3: As shown on Exhibit 1, page 2 of 3, in the column labeled "1988 Tax 
Law", the reduction in intrastate income tax expense because of the 
1988 changes applied to 1986 unadjusted results is $483,000. 
General continues to have a large intrastate revenue requirement 
need of over $3.8 million and an estimated rate of return (assuming 
all other things constant) of 7.99%. The workpapers detailing the 
change in total income taxes are shown on pages 1 and 2 of Exhibit 
1. 

Request 4: Provide the workpapers supporting the amount of excess deferred tax 
reserves attributable to the turnaround of tax/book timing 
differences at a tax rate lower than the rate(s) at which the 
reserve has thus far been established. 
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COMMENTS OF 
GENERAL TELEPHONE COMPANY OF THE MIDWEST 

CASE NO. Ao-87-48 

Response 4: 1bese amou;•!:s are identified on Exhibit 1, page 1 of 3, as "Reversal 
of Deferred Taxes Associated with Rate Change". Also a schedule 
supporting the calculation is included as Exhibit 2. 

Request 5: All deferred tax expense and ~es~rve information shall be presented 
in a fashion which will allow ~ ready disaggregation between the 
types of tax/book timing differtmces which gave rise to the deferred 
tax expense or reserve (e.g., a:;celerated depreciation, ITC, 
Schedule M items normalized, !'!tase-in plans, etc.). 

Response 5: These amounts have been identified on Exhibit 1. 

Request 6: Please provide further information which the Company deems necessary 
in examining the revenue requirement impact of the tax law change. 

Response 6: The magnitude of the tax impact will vary widely across companies. 
To presume that the tax change has a direct relationship with 
authorized earnings would unfairly penalize or reward companies. 
General believes that the Commission should examine each company 
individually by comparing the actual earnings level of each to its 
authorized return level. In addition, General strongly points out 
that the tax reform impacts included in this package are based upon 
unadjusted earnings for the twelve months ending December 31, 1986 
and the industry environment as it existed during that time. The 
Tax Reform impacts and base level of earnings ending December 31, 
1986 in no way represents General's future earnings and anticipated 
Tax Reform impacts. There are a myriad of other changes that will 
be taking place over the next twelve to eighteen months. For 
example, six months after the new tax rate is fully effective, the 
revised Uniform System of Accounts (USOA) will be implemented. The 
revised accounting system generally has the effect of increasing 
revenue requirement by expensing itents that were previously 
capitalized. Any decrease in tax liability may be useful in meeting 
the revenue requirement caused by USOA. The Missouri Commission has 
also issued an order deregulating embedded customer premise 
equipment (CPE) on Decembe.r 31, 1987. Therefore, the contribution 
that CPE has made to local service rates will disappear and this 
will also increase General's revenue requirement. In addition there 
are a number of events evolving in the toll/access arena, such as 
changes in compensation plans and the crucial need to transition 
nontraffic sensitive costs to the local ratepayer. Also the 
critical need for additional capital recovery should also be 
reviewed. 

The impact of these events have been specifically quantified in the 
Missouri Commission Staff's rate complaint case TC-87-57. General 
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Response 6: (Cont'd) 

COMMENTS OF 
GENERAL TELEPHONE COMPANY OF THE MIDWEST 

CASE NO. AQ-87-48 

has filed testimony in this case indicating that, based upon an 
adjusted test yea-c ending June 30, 1986, incorporating !:=x reform 
and these other very impc:-t'!lnt events, a r~turn of only 4.42% would 
be earned. 

General recognizes that the Co~is~ion is concerned that utilities 
not unfairly benefit by the changed tax laws. However, only by 
reviewing each company 1 s earnin~s r.m a case by case basis and 
considering the other changes occurring throughout the 
telecommunication's industry can the Commission make an appropriate 
evaluation. This method would be equitable to both ratepayers and 
stockholders. 
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, e -Exhibit l 
Page 1 of 3 

'" 

&EIDll mEPta CWMY IIF TilE IIIRST 
CASE 118. All-87-41 

TAl RmlRII ACT 11F 1916 
--·---·--..-.••--•zaaza:a_...-.-•-•~aeacaaaa..aa..__.._._.2ataas:zt2Q:Jt:a:= 
TAl REFDRII EFFECT 11M IIISSGIJRI INTMSTATE QIIEMTIDIIS 
n-••-.au .. aa ... &#ttU83&a&aaaa&&.aas•----••-••-••-•aa&-----••aaaaaa-aaaaaa.:a 

1986 1987 TAl !.All 1988 TAl LAII _____ ..,.. __ ... 
---------------------- ·---------------

lmASiATE INTRASTATE INTRASTATE 
80DK ------ IDI!K ---- ~ ., ...... ------· 
TI!TAL PCT AliT TO I IIi. PCT III!T TOTAL PCT AliT ........ ------- ......... ~ ·--- ---- ---·-

DPER. REV, ~11150 41106 58950 41106 58950 41106 
DPER. EJP, 45846 JJSSI 45846 33581 45846 33591 

13104 7525 13104 7525 13104 7525 
AIDr 

DEPR ADJ 2m 70.01'1 1954 2791 70.01% I'IS4 2791 70.01% 1954 
BAD DEBTS AOJ !lA NA NA 54 70.011 J8 54 70.01X 38 
NEALS/ENTERTAI""ENT !!A NA NA 46 70.01X 32 46 70.011 32 
INTEREST CAPITALIZED NA MA NA 267 70.01X 191 267 70.011 187 
PROP TAX CAPITALIZED NA NA NA 144 70.01% 101 144 70.01% 101 

LESS1 
FliED CHAR&ES A3904 70.011 ·273l -3904 70.01X ·2733 ·3904 70.01% -2m 
PENSION COSTS ·529 70.011 -310 IIA NA !fA NA NA NA 
PAYROLL TAlES ·202 70.01% ·14! NA NA NA NA NA !lA 
SALES TAlES ·273 70.01% ·l91 NA NA NA NA NA NA 
EXCESS DEPRECIATION ·3917 70.01% ·2742 -3t17 70.01Z -2742 -3917 70.011 -2742 

ADJUSTED INCO"E 7070 3301 8585 m: 8585 4361 
\IP.Z!IS::t ac;;;;;;;a:;;: aa:a&aa;;: aa&:;'lt;a~~ ........ 'C:IS!!:~tt: 

CALCULATION OF CURRENT FEDERAL INCC!!E TIU 

····==·=············•:;;;;;;;;;;;;;; 
ADJUSTED IlltO"E 7010 3301 8585 43'61 8585 4361 
LESS: STATE TAX 195 91 26l 134 288 146 

FEDERAL TAXABLE lilt 6875 3209 8322 4228 8297 4215 
FED RATE 461 461 40% 401 34% 34l 

FED TAX 3162 1476 3329 1691 2921 U33 
LESS1 
lTC AIIORTIZATION ·1267 70.0ll -m -1207 70.01Z ·887 •1267 70.011 -887 

TOT FED TAX BEFORE !895 589 2062 904 1554 546 
REV£RSAL DF EXCESS 
DEFERRED TAXES 

REVERSAL DF DEFERRED TAXES 
ASSOCIATED If/RATE CHAHGE NA NA -m 70.26% ·93 ·265 70.261 -186 

TOTAL FIT 1895 589 1929 111 1289 360 
••ana: ....... .~. •••••••• •••••••• •••••••• ••••an: 



&ML TEWfliiiiE CUIIPMY IIF TilE IIIMST 
CAS£ & Ml-!17-48 

TAZ REFCRII ACT OF 1916 

- Exhibit J 
.., Page 2 of 3 

nn•ena•sa-.:......ca.ee•am&J~S&Baa-.anaaaa..-.c-... .... ~aaa.._ .... -.. .... aassaaaansaaa~a-
TAl REFORlf EFFECT OR IIISSlllllll INTRASTATE llfUATIOIIS!CIINT.I 

CALCULATION OF CIIRREJfT STATE IIICUflE TAl 
.. s.ss•aaz:a&aa• .. aaa.taaaaw• 

1986 TAX ;.!1!1 

•o.·~------------~~-

lOOK 
T!ITAL 

ADJUSTED INCDIIE 7070 

LESS; 
FEDERAL TAX 31&2 

NET OF FED 3909 
STATE SIT RATE 0.05 

CURRENT STATE INCDI!E TAl l~ 
3t£llf8&'&2S 

TOTAL CURRENT lNCOftE TAl :2091 
:n:11n., 

CALCULATION OF DEFERRED INCOI!E TAX 
aaaaaaa•••••••••••sa:aaazaaa•••••• 

ElCESS DEPREC I ATl ON 
RAT£ 

TOTAL INCOI!E TAl 

INCREASE IOECREASEI 
IN TOTAL IIICOIIE TAXES 
DUE TO TAl REFDRII 

3917 
0-4749 

1860 

3951 
a•liilizll;n;;; 

INTRASTATE 
--·-·---...... 
P£r AliT 
--· ----·--

3301 

1476 

1024 
0.05 

91 
uuaa~;cc 

680 
a&az:;:aa~ 

70.01% 1302 

1983 
ae2w•••~ 

l~i TAl LAN 
~···----·--· 

INTRASTATE 
liOIIK --------
rom PCT MT . -----I 

I • I 
I 8585 43&1 . 

3329 1691 

~2" 2670 
0.05 0.0:1 

263 134 
SSU232:;: Aaa;;;nra 

2192 844 
1!ZS22::::;: aailia;;a:a 

l9l7 
0.4184 

1639 70.0U 1147 

3931 1992 
;.,;:;:;;:a 

~······ 

·120 ' a:::e••• 

1988 TAl LAN -----------
INTRASTATE 

BIIOX -------
TOTAL P£T AliT 

-------
~85 43&1 

2921 1433 

5764 2929 
0.05 0.05 

288 146 
•••••••• ·~·=···· 

1577 506 
-~s•••• !!:12SUU!.S2 

3917 
0.3622 

1419 70,01% m 

2996 1499 
==•~~~!ur •sac!!~•• 

-955 -483 
aaa::::e: 



GENERAL TELEPHONE COMPANY OF THE MIDWEST 

Rate Base 

Rate of Return 

Return 

Adjusted Net Income 

Income Deficit 

Gross Up Factor 

Add'l Revenue Requirement 

Increase/(Decrease) in 

MISSOURI CASE NO. Ao-87-48 
TAX REFORM ACT OF 1986 

INTRASTATE REVENUE REQUIREMENT 
(DOU..ARS IN THOUSANDS) 

Base Case 
(1986 Tax }..qw) 1987 Tax Law 

$75439 $75439 

11.20% 11.20% 

8449 8449 

5542 5533 

2907 2916 

I. 91 1. 72 

$ 5552 $ 5016 

Total Revenue Requirement 
Due to Tax Reform: 

Income Tax Expense 16 
Gross Up Factor <552> 

Earned Rate of Return 7.35% 7.33% 

Exhibit 1 
Pap 3 of 3 

1988 Tax Law 

$75439 

11.20% 

8449 

6026 

2423 

1.57 

$ 3804 

<759> 
<989> 

7.99% 

'~'----------~-------------------------------~ 
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IIISSOIIRI 
tASE NO. AH7-48 

EFF£Cl:; !IF TAl RmJRII 
(000! 

REVERSAL Of DEfERRED TAXES AnRiiUTAU TO THE llJR!MIIIQ DF !~.:iilllll 
TIIIINS DIFFEREIIC£5 AT RATES lllUER THAN THE RATE AT lllt~Cii iiiE RESERVE HAS 
THUS FAR BEEN ESTADLISHE.D. 

TO DETERIIIN£ THE AIIOUI!T DF REVERSAL, A STUDY NAS IIADE DF THE REVERSALS 
IIIliCH OCCURRED IN THE 19BS TAX YEAR. THIS IS THE Ilia:! IIECENT YEAR THAT 
ACTUAL INFDRIIATIDIC 15 AYAILAII.£. 

AIIDUNT DF THE REIJERSAL IN 1 ~85 IN 
EXCESS DF THE 341 RATE 

AIIDUNT OF THIS REVERSAL ATTRIBUTABLE 
TO A RATE IN EXCESS OF Tli£ CURRENT 46% 
RATE. !THIS AIIDUNT IS NOT ATTRIBUTABLE 
TO THE TAX REFORII ACT.I 

AIIOUNT lH 1985 ATTRIBUTABLE TO THE 
RATE CHANSE FRDII 461 TO 341 OUTLINED 
IN THE TAX REFDR!I ACT. 

ONE-HALF EFFECT FOR 19871 liHERE RATE 
IS 401 

294 

-28 

266 --· 
133 

• Exhibit 2 


