
GENERAL WATERWORKS MANAGEMENT AND SERVICE COMPANY 

February 20, 1987 

Mr. Harvey Hubbs, Secretary 
Missouri Public Service Commission 
100 East Capitol Street 
Jefferson City, MO 65102 

RE: Capital City :~ater Company 
Compa~y REs~~nse to Data Request Incorporated in 
case No. A0-87-48 

Dear Mr. Hubbs: 

Enclosed herewith is the Company's response to the data 
requests incorporated in Case No. A0-87-48. The Company's 
response consists of several exhibits and a narrative of 
the data contained on the exhibits. The information con
tained herein represents the second response to Case No. 
A0-87-48 data requests. 

Item No. 4 in the Order pretaining to workpapers supporting 
the amount of excess deferred tax reserves attributable to 
the turnaround of tax/book timing differences cannot be 
answered at this time for the followirg reasons. 

The Company does not maintain a ledger of utility plant in 
service by vintage year by asset account but rather main
tains a ledger which accumulates total utility plant by 
asset account. In order for the Company to comply with 
Item No. 4 of the Order, it will be necessary for the 
Company to retrieve plant additions and retirements by year 
for the period 1970 throught 1985, a significant undertaking. 
In reviewing ACRS depreciation and the turnaround of tax 
and book depreciation, it was determined that positive 
deferrals will be needed through 1996 at which time book 
depreciation will exceed tax depreciation. It is estimated 
that deferred taxes on ADR will not turnaround until the 
early 1990's. Based on this information, the Company believes 
that the response to Item 4 should be deferred to a later 
date due to the significant work involved in researching 
the necessary data. 

Correspondence pertaining to the data submitted herewith 
should be addressed to the undersigned. 

~/J,;b 
Gerald M. Hill 
Director of Rates 
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CAPITAL CITY WATER COMPANY 

Explanation of Data Submitted to Commission 

1. The elements of rate base and the operating income statement 
were obtained from the financial records of the Company for 1986. 

2. Based on the Commission's decision in Case No. WP-83-165, 
the Company developed a rate base of $4,305,975. The rate base 
is shown on Exhibit No. 2. 

3. Based on the Commission's decision in Case No. WP-83-165, the 
Company used an overall rate of return of 12.32% consisting of 
52.60% debt with a cost of 10.62% and 47.4% equity with a cost of 
14.2%. 

4. Based on the 1986 financial statements and based upon a rate 
of return of 12.32% and a rate base of $4,305,975 and the tax rate 
of 46%, the Company would have to increase its operating revenue 
by $60,827. These results are shown on Exhibit No. 1. 

5. Exhibit No. 1, consisting of three pages, shows the operating 
income statement per books at 12/31/86. Page 1 shows the operating 
income statement for calendar year 1986. Page 2 shows the calculation 
of federal and state income taxes. An effective state tax rate of 
2.836% was used. The multiple surtax rate of 25.75% for the first 
$100,000 of federal taxable income was not used in our calculations 
since the Tax Reform Act of 1984 eliminated the surtax for corporations 
whose taxable income exceeds $1,000,000. This applies to Capital 
City Water Company since the consolidated return of which Capital 
City is a member exceeds that amount. Page 3 shows the calculation 
of interest expense and deferred tax expense. 

6. Exhibit No. 3, consisting of three pages, shows the operating 
income statement per books at 12/31/86 similar to Exhibit No. 1. 
The income statement shows that there would be an increase of 
$12,178 in the Company's revenue requirement as a result of the 
application of the new tax rates incorporated in the Tax Reform Act 
of 1986. Page 2 of Exhibit No. 3 shows the calcuation of state and 
federal income taxes. Federal income taxes were computed at a rate 
of 40% for all taxable income. Lines 2 and 3 show additional items 
that become taxable income as a result of TRA 86. 

Line 2 of Page 2 shows taxable CIAC of $4,692. This amount repre
sents the present value discount on $35,586 of CIAC which must be 
grossed up for federal and state taxes. The $4,692 was computed on 
the previously filed Exhibit No. 4 and respresents the benefit that 
must be passed back to the contributor of CIAC. This benefit repre
sents the present value of a stream of depreciation expense arising 
from depreciable CIAC of $35,586. A contractor who supplies $35,586 
of CIAC would have to pay $66,617 (a gross up of 1.72) in order to 
supply the taxes related to $35,586. However, the Commission has 



ordered the Company to reduce the gross up amount by a discount 
using the Company's last rate of return and applying that dis
count to the benefit of tax depreciation available to the utility. 
This amount to $4,692. Since the Company will not be made whole 
by the contractor by $4,692, that amount becomes taxable income 
to the utility. 

7. The Tax Reform Act of 1986 has the following impact upon 
the water utility. 

A) CIAC are considered taxable income for tax purposes. This 
will increase the Company's Cost of Service for the discount 
applied to the CIAC gross up. 

B) ITC is repealed. This lowers the Company's cash flow. 

C) Deferred taxes are reduced due to lower tax rates and 
higher depreciation lives. This lowers the Company's cash flow. 

D) AFUDC must be capitalized instead of expensed. This will 
increase income tax expense. 

E) Overheads capitalized per books must be capitalized for 
tax purposes also. 

F) Unbilled revenue is now taxable income. 

G) State income tax expense will be greater due to lower federal 
income tax expense. 

In summary, based upon current tax rates, the Company would have to 
raise its revenue requirement by $60,827 in order to achieve a rate 
of return of 12.32% (Exhibit No. 1). Based upon TRA 86 tax rates, 
the Company would have to raise its revenue requirement by $12,178 
(Exhibit No. 3). 
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