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 Water Company
Companv REsronse 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.

Yoprs truly,

" Az FILED

Gerald M. Hill FEB 24 1987

Director of Rates

HI!R!SHNEECDM
GMH/d £ Mission
Encleaiti&'SRFORD ROAD / BRYN MAWR. PENNSYLVANIA 19010 / 215 527-6600




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 bocks 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 vper 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 amcunt 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 whoie
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 toc
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).




EXNIBIT MO, |
PRBE 1 OF 3
CRPITAL CITY WRTER CONPANY
STATENENT OF QPERATING INCOME PER BODNS
TERT VEAR- 31, 196
PER TEST ADJUSTED UNDER PROPOBED RATES
LINE BOONS YERR TEST PR
] DEBCRIPTION 12/31/86 RDJUBTHENT YERR ADRBTENTS FOMWA
(4% (2) 3 ()] (4]
1.  OPERATING REVENUES 2,709,910 2, 703,910 60,827 2,70, 1N
OPERATING EXPENGES:
2.  OPERATION & MAINTENANCE 1,758,911 0o 1,79 1,798, 91
2. DEPRECIATION 107,642 0 107,642 107,642
4  TRXES OTHER THAN INCOWE 121,804 0 121,801 121,004
3, TOTAL OPERATING EXPENGES EXCLUDING
INCOME  TAXES 1,988, M4 0 1,908, 44 0 1,988,414
6. OPEMATING INCOME DEFORE INCOWE TAXER  721,4% 0 T21,49% 60,827 78, 33
INDE TRIES:
7. CURENT INCOME TAXEB 162,999 LY ] 183,0m 24,912 211,989
8,  DEFEMED INCONE TAXES 41,580 3,910 45,490 45,490
9  ITC AMORTIZATION (3,653) ¢ (3,693 [} (3,653)
10, TOTAL INCOME TRAXES 218, 526 438 282,914 2,912 51,87
10. NET OPERATING INCONE e, 970 4,300) 40,52 31,98 X0, 497 |
OEEUIRRES SENNMSRUENE DORRENRENEE - ;] 1
i1, WATE MEE 4,205,973 4,208,978 |

12, WRTE OF FETUN 11.5% 18,3




CAPITAL CITY WATER CONPRNY PREEROF 3

AT PAESENT RATES

THELVE WONTHS ENDED DECENBER 31,1386

PRO FORMA
LI AT EXISTING AT PROPOSED
N, RATES RATES

1, OPERATING INCOME BEFORE INCOME TAXES R1,4% 78,33

LEBS: TAX DEDUCTIONS:

3. INTEREST EXPENSE (R) 240,337 240,337
4 EXCESS TAX OVER BOON %, 788 %,788
3. TOTAL TAX DEDUCTIONS 3%,385  33%,383
6. TRXABLE INCOME- STATE 385,171 M5, 958
8  ST.INC.TAX R2.838% 10,923 12,649
9.  FEDERAL TRXRBLE INCOME 4,28 A3, 30
10,  FD. INC, TRX-FIRST 109,000 @ 25, 75% 0 0
11, FD. INC, TRX-PMNING TX. INC.® 46 17, 154 199, 341
1. LERS: INVESTIENT TRX CWERIT (5,692 (5,683
13,  TOTAL FEDERAL INCOME TAX 166, 501 133,688
14,  TOTAL FEDERAL & STATE TRXES maes 205,3%

#++ EFFECTIVE STRTE TRX RATE




ERAIBIT 16, |
PAGE 3 OF 3
-GAPITRL CITY WATER CORPRNY
COPUTATION (F STRTE B0 FEIERL DETRE TARES
INTEREST RO TRIES
TWELVE MONTHS ENDED DECENGER 31, 1906
LI 5
2 LT 5
I RATE DAGE ¢ 438,97 |
& MTIO OF DENT TO CRPITALIZATION Y
3 DEBT PORTION OF TOTRL CRPITALIZATION 8,24,
A INTEREST MATE X 10.628
5. TOTRL INTEREST ¢ 20,5
sasmsesmen
6  TRX DEPRECIATION EXPONGE Y
7. BOOK DEPRECIATION EXPONGE - M
8  EXCESS TRX OVER BOOK ' ¢ w7

9.  FEDERAL TRAX RATE X AT.48 %
45,49

10,  DEFERRED FEDERRL INDDME TRX
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CRPITAL CITY WATER CO@ANY
RATE BASE

TWELVE WONTHS ENDED 12/31/88

DEBCRIPTION

UTILITY PLANT

PROVISION FOR DEPRECIATION
RDVANCES FOR CONSTRUCTION
CONTRS. IN AID OF CONSTRUCTION
NATERIAL RXD BUPPLIES

PREPAID EXPENSES

DEFERRED EXPENSES

DEFERRED TRXES

CREH KORKINS CAPITAL (B}

RATE BASE

REOUNT ()

#7,004, 464
($1, 626, 927)
(4577,273)
(8347, 706)
9%, 785
8, 143
$123,902
(4194, 513)

43, 100

4, 305,978

NOTE (R)1 AMOUNTS PER 1985 FINRNCIAL GTRTEMENTS

(B) PER LAST DRDER

EBIBIT W0, 2
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EXHIBIT MO, 3
PREE 1 OF 3
ORPITAL CITY WATER COPRANY
STRTEENT OF CPEMTING INCDME PER DOONS
TEST YEAR- DECEMER 3!, 1906
PER Test AORGTED \MDER PROPOBED MATES
500K YERR TEsT PRO
DESCRIPTION 12/31/06 ADJUBTHENT YERR ADRBTMENTS FOWR
1)) @ L)) w )
OPEMATING MEVENUES 2,709,910 &, 708,910 18,1718 2,72,088
UPEMATING EXPENGES:
OPEMATION & MAINTENANCE 1,75, 971 0 1,79 1,79, 911
DEPRECIATION 107,648 0 107,642 107,642
TAXES OTHER THAN INCOME 121,801 0 121,801 121,801
TOTAL OPEMRTING EXPENBES EXCLUDING
INCO'E TRYES 1,908,414 0 1,908,414 0 1,988,414

OPEMTING INCOME DEFORE INCOME TAXES 721,49

CUMRENT INCOME TRXES
INCOE TAXES
ITC AERTIZATION

TOTAL INCOME TRRES

o

721, 4% 12,178 1R,6N

162,399 (19,127) 163,472 5103 168,97
41,300 {1,322} 40,258 40,258
(5,683 0 (5,682 0 (5,633

218, 326 (20,450) 198,076 51030 22,17




EXNIBIT M0, 3
CAPITAL CITY WATER CONPANY PREE 2 OF 3
CONPUTATION OF STATE AN FEDERAL INCOVE TAKES
AT PREBENT MATES
THEVE NNTHS 31,1986
PRO FORR
LI AT EXISTING AT PROPOSED
. MIES  RATSS
1. OPEMTING INCONE BEFORE INCDME TRXES 721,43 733,674
2 TRABLE CIRC-CONPRNY SHRE (R) M6% 4,6
3 A A9 a3
A TOTAL TRIABLE INCOVE 76,677 738,855
LESS: TAX DEDUCTIONS:
8. INTEREST EXPENGE (R) 240,597 200,537
6 EICESS TRX OVER BOOK 95,788 95,788
7. TOTAL TRX DEDUCTIONS 36,25 3,325
L TAIABLE INCOE- STATE 20,3 402,50
9% STINGTAK 83,138 1228 12,59
10,  FEDERL TRIABLE INCOEE mu 38,9
11, FD.INC. TRE-FIRST 100,000 @ 25,738 0 0
12, FD.INC. TAX-RORIING TX. INC.® 40% 151,25 155,972
13.  LEBS! IWESIENT TAX CAEDIT (5,65 (5,650
. TOTAL FEDERL INCDE TRX 8,601 150,319

18,  TOTAL FEDERAL & STATE TAXES 15,812 168,918

#++ EFFECTIVE STATE TRX RATE

(R) ON 933,585 OF CIRC, THE GROGE-UP MDILD BE 61,208, WRICH
WOULD BE REDUCED BY THE PREBENT WALLE DISCOUNT (F #4,6%2,




CAPITAL CITY WATER CONPANY

THELVE NONTHS ENDED DECEMBER 31,1906

{.  PATE BAGE $ 4,308,97%

MATI0 OF DEBT TO CAPITALIZATION X R. 605

3,  DEBT PORTION OF TOTAL CAPITALIZATION $ 22649
4, INTEREST MATE X 10, 62%
5, TOTAL INTENEST 2,37

e
6.  TAX DEPRECIATION EXPENBE s 203,230
7. DOOK DEPRECIATION EXPENSE - 107, M2
8.  EXCESS TRX VER BOOK s 95,788
9,  FEDEMAL TAX MATE X A2.028 ¥

10,  DEFEMRED FEDERAL INCOME TRX s 40,238




