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~ , DIRECT TESTIMONY OF ANN P. CAUSSEAUX 

• 2 Q. What is your n ... and business address? 

3 A. .My na.e 1s Ann P. causseaux and ay business address is 101 

4 E. Gaines Street, Tallahassee, Florida 32399-0865. 

5 Q. By whoa are you eaployed and tn what capac1ty? 

6 A. I aa eaployed by the Florida Public Service comm1ss1on as 

7 Chief of Tax 1n the Division of Auditing and Financial Analysts . 

8 Q. What is the purpose of your testtaony tn thts proceeding? 

9 A. The purpose of ay testhaony 1s to present the Commtsston 

10 wtth alternatives in regard to the tax effect of contributions 

11 in aid of construction <CIAC>. 

12 Q. Nhat alternattves are available to the Coamtsston tn regard 

13 to the aaount of taxes related to CIAC that are collected? 

14 A. The CO..tssion can allow: 

• 15 1. all related taxes to be collected, 

16 2. a portion of the related taxes to be collected. 

17 3. none of the related taxes to be collected, or 

18 4. a case-by-case determination of the amount of 

19 related taxes to be collected. 

20 Q. What advantage does the first alternative have? 

21 A. It provides the utility wtth a ready source of cost free 

22 cash. Further, 1t converts that cost free source of cash into 

23 net tnca.e to the uttltty. However, the advantage .ost often 

24 stated ts that it requires growth to pay for itself . 

25 Q. Do you agree that it requires growth to pay for itself? 
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A. Not necessarily. CIAC charges art not no~lly set on a 

custo.er-by-custo.er basts. Because of the way the CIAC charges 

are dettn.tntd, CIAC .. Y pay for existing plant serving existing 

4 custa.ers. If tht CIAC patd for only new construction or future 

5 construction, then tt could be satd to be entirely growth 

6 relattd. 

7 Syst• dtund cannot usually be deten~tned on a 

I custa.er-by-custa.er basts yet that ts the effect of this 

9 pr .. tse. Contributions are collected fro. those causing 

10 increased d ... nd on the systea. Thus. the contributions pay the 

11 costs assoctattd vtth that increased deaand. 

12 Q. Nhat disadvantages does thts alternative have? 

13 A. The ftrst alternative recognizes the tnttial tapact of 

14 
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25 

receiving CIAC. However. it fatls to address the iapact of 

future depreciation that .. Y be taken on the tax r~turn . This 

ts the .. chants• whereby the cost free source of cash ts 

converted tnto tncoae of the utility. 

The first alternative .. Y price soae potential ha.e 

buyers out of the .. rket . It .. Y also affect the abtltty of 

soae pure uttlittes to grow when they are surrounded by 

utt11ttes who do not gross-up CIAC. 

Q. Nhat advantages does the second alternative have? 

A. Thts alternative allows different types of CIAC to bt 

treated differently. for exaaple. tt allows a uttltty t 

strong cash position to use a portion of that cash to 
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A. Not necessarily. CIAC charges are not nonaally Sit on a 

custa..r-by-custa.tr basts. Because of the way the CIAC charges 

are deteratned, CIAC .. Y pay for existing plant serving existing 

4 custa.ers. If the CIAC patd for only new construction or future 

5 construction, then tt could be satd to be enttrely growth 

6 related. 

7 Syst• d,..nd cannot usually be deten~ined on a 

B custOitr-by-custa.tr basts yet that is the effect of this 

9 pr .. tse. Contrtbuttons are collected fr01 those causing 

10 tncreased d,..nd on the syst... Thus, the contributions pay the 

11 costs assoctated with that tncreased d,..hd. 

12 Q. Nhat dtsadvantages dots this alternative have? 

13 A. The first alternative recognizes the 1n1ttal 1~act of 
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receiving CIAC. However, it fatls to aodress the 1apact of 

future deprectatton that .. Y be taken on the tax return. This 

ts the .. chants• vhtreby the cost free source of cash 1s 

converted tnto tnca.e of the utility. 

The ftrst alternative .. Y prtce sa.. potential home 

buyers out of the .. rket. It .. Y also affect the ability of 

SOli pure uttltttes to grow when they are surrounded by 

uttltttes who do not gross-up CIAC. 

Q. Nhat advantages dots the second alternative have? 

A. Thts alternative allows different types of CIAC to be 

treated differently. For exa.ple, tt allows a ut111ty in a 

strong cash posttton to use a portion of that cash to pay the 
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taxes that .ay bt associated with receipt of CIAC. It allows a 

utility with the ab111ty to borrow to do so to pay the taxes 

that .ay be associated wtth the receipt of CIAC. It allows the 

utility with the ability to increase its equity holdings to do 

so in order to pay the taxes that .ay result froa the receipt of 

CIAC. It also recognizes the effect of the future depreciation 

that will be taken on the tax return. It allows use of cash 

contributions to pay the taxes that .ay be associated wtth the 

receipt or CIAC. This alternative also al lows the uti lities to 

be ca.petitive with others that .ay be adjacent or near-by. It 

also .akts ha.es tn the service area ca.petitive with those in 

nearby areas where there ts no gross-up or where the gross-up is 

lower. 

Q. Can a utility .ortgage or bond the prepaid taxes? 

A. No, it cannot. However, if the financial ca.munity beca.es 

aware or the fact that the utility will be allowed the 

opportunity to earn a return on tht prepaid taxes, the ab111ty 

or the utilities to borrow should be enhanced. 

Q. Does the second alternative have disadvantages? 

A. Yes, this alternative dots not recognize that use of some of 

the cash CIAC received will .. an that there is less cash 

available for current or future construction or to repay the 

utility for tts past tnvtst .. nt in existing plant. 

Q. Does the thtrd alternative have any .. rit? 

A. The third alternative does not single out either CIAC or the 
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incoat, sa.. level of review is necessary. I further believe 

that a unifon1 syst .. of accounting ts necessary to protect the 

interests of all ratepayers and of the utilities. For exa~le, 

an accounting syst .. that at the very least &dheres to the 

expectations of the Internal Revenue Service <IRS> protects 

various tax benefits of the utilities . If tt also helps support 

the contention that CIAC ts not inca.. and so should not be 

taxed. it .. Y ulti .. tely provide an i .. easurable benefit . I 

also realize that tt .. Y not appear cost beneficial for 

utilities with small custo.er bases or very small utilities--not 

affiliated with larger, .are sophisticated parents--to maintain 

records that would non.ally be kept by other utilities. That . 

however. is a decision that should be .. de after informed 

consideration. 

Q. Do you have for.ulae for the calculation of the tax effect 

of CIAC? 

A. Yes, Exhibits A, B and C provide for.ulae for the gross-up 

of CIAC. 

Q. Hhat is the for.ula on Exhibit A? 

A. The fon~Ula shown on Exhibit A grosses-up net contributed 

depreciable plant or plant acquired with the contributed cash to 

a pre-tax level that wtll result in the collection of the entire 

..aunt of related taxes . 

Q. Please exp1a1n the for.ula? 

A. The for.ula for contributed plant .ultipltes net contributed 
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plant by the result of dividing one divided by the remainder 

when the cOibtntd federal and state tax rate is subtracted fra. 

3 one. Plant is net of tax deprectatton--either accelerated or 

4 straight-lint. The for.ula also .. kes use of the half-year 

5 convention. That ts, one half of the first year's depreciation 

6 ts considered. The for.ula 1s 

7 CCP-CCP*Cl/Tl)*AR*.S))*Cl/Cl-CTR)). CP is contributed plant. 

8 Tl ts the tax 11ft to be used for the contributed ~sset. AR 1s 

9 the rate at which the tax depreciation ts accelerated. CTR 1s 

10 the ca.bintd federal and state corporate 1ncome tax rate 

11 applicable to the utility. The .5 takes into consideration half 

12 of the first year's tax depreciation. 

13 Q. Mhat is the fon.ula shown on Exhtbtt 8? 

14 

15 

16 
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25 

A. It calculates the a.ount of gross-up if the present value of 

the future depreciation to be taken on the tax r~turn 1s 

considered. 

o. Please explain that for.ula. 

A. This for.ula deals wtth depreciable contributed property, 

contributed cash and contributed land. The for.ula 1s 

CCTR/C1-CTR))*CCC+CP+Cl)-CCCCC+CP)/TL)*Cl-Cl+R0R)-tl))/R0R)*(CTR1/ 

CTR)). The addtttons art ROR which ts the utility's last 

allowed rate of return, C which h contributed cash, CTR1 which 

ts the tax rate expected to be in effect when the depreciation 

ts taken on the tax return--absent a known change CTRi would 

equal CTR, and Cl which ts contributed land. The lower case -tl 
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is an exponent and tndicates that the information should be 

raised to the negative power represented by the tax 11fe of the 

related depreciable asset. The effect of the addition of the 

4 ROR 1s to use the utt1tty•s rate of return as the factor for the 

5 deten.ination of the present value of the future depreciation 

6 deductions to taxable income. The gross-up is thus reduced . 

7 Q. Mhat is the for.u1a on Exhibtt C? 

8 A. That for.u1a would be used when the contributed property was 

9 land. 

10 Q. Please explain the for.ula . 

11 A. The forwula is <CL•(lJ(l-tTR))) . The effect of thts formula 

12 is to gross-up the entire contribution. There will be no future 

13 

14 
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depreciation on the land. However, any subsequent gain on the 

sale of the land will be reduced by the uount of the 

contribution. Thus, the proceeds from the sale will not be 

taxed as would have been t'he case prior to the amend11ent of 

section 118 of the Internal Revenue Code. 

Q. How could a utility prove it should be allowed to gross-up? 

A. A utility could demonstrate that the gross-up is necessary 

to preserve the utility's financial integrity. 

Q. Please explain. 

A. Financial integrtty can be described as the ability of a 

ut11tty to .. et obligatton$ to existing investors . That 1s, the 

utility .ust be able to pay the interest on its indebtedness and 

dividends on tts stock. At the same ti88, the utility .ust 
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retain the ability to borrow additional capital and issue .are 

stock when needed at a reasonable cost. In order to test this 

3 ability of a regulated utility. several ratios are often used . 

4 Sa.e are: interest coverage. AFUDC as a percentage of net 

5 inca... internally generated funds as a percentage of 

6 construction expenditures. long ten1 debt as a percent of total 

7 capital. short ten1 debt as a percent of total capital. and 

8 earned return on equity. 

9 Q. Art any of these ratios used 1n the water and sewer industry? 

10 A. Yes. for the water and sewer industry. staff currently uses 

11 a financial integrtty test based on a utility's interest 

12 coverage ratio to deter.int the a10unt of CHIP that should be 

13 allowed in rate base . 

14 

15 

16 

17 
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25 

Q. How could a financial integrity test based on an interest 

coverage ratio be used to deter.int whether a ut111ty should be 

allowed to gross-up? 

A. The interest coverage ratio shows the nUiber of tfmes that 

interest charges are earned or covered. The ratio's purpose 1s 

to indicate the relative protection of bondholders and to 

estt .. te the probability that a COMPany will be forced into 

bankruptcy by a failure to .. et required interest pay.ents . The 

interest coverage ratio is sa.ewhat indicative of a utility's 

ability to go into the financial .. rket and borrow .aney or 

tssue stock at a reasonable cost. 

A atntiUa interest coverage level can be established so 
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that a ut111ty whose interest coverage ratio is above the 

•int.ua would not be allowed to gross-up and a utility whose 

3 interest coverage ratio is below the •ini.u• would be allowed to 

4 gross-up. Essentially. the pr .. tse would be that the utility 

5 above the •1n1.u. would be able to .. tntatn 1ts f1nanc1al 

6 tntttrtty. That 11, the uttltty would still be able to borrow 

1 at a reasonable cost. 

8 Q. Mhat •tnt8U8 would you suggest? 

9 A. It ts •Y understanding that staff uses a •ini.u• interest 

10 coverage ratto without AFUDC of 2.0x in deteraining the amount 

11 of construction work tn progress to allow in the rate base of a 

12 water or wastewater uttltty. Thts appears to be a conservative 

13 ratto that .. tntatns a utility's financial integrity without 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

unduly burdening the ratepayers . 

Q. Should the utility's interest coverage ratio be used in 

tsolatton to dectde whether to allow the gross-up? 

A. No. a cash flow analysts or budget could also be used. 

Q. Mhy do you suggest that? 

A. Interest coverage can S08tt1.es be a poor indicator of the 

cash actually available to .. et interest expense. It 1s 

possible for a uttltty to show earnings adequate to cover 2.0x 

tnterest expense while not having the cash on hand to .. et the 

tnterest pa,..nts. 

Further, tt is dtfftcult to develop one .. thod of dealing 

wtth all water and sewer ut111ties. An interest coverage ratio 
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•1ght not be appropriate in the case of a utility that was 

experiencing tither no inc011 from operations or net operating 

3 losses. 

4 Q. Please explain. 

5 A. S1~1y put, thtrt is no net operating tnc~e for use 1n the 

6 calculation. A schedule that showed the ut111ty•s anticipated 

7 sources and uses of cash for the next year would tend to confirm 

8 that a balance sheet showing a low cash balance and few tf any 

9 t~rary cash 1nvest .. nts was not a te.,orary phenomena. 

10 Q. Do you have alternatives to present for the accounting 

11 treat.ent of the tax effect of CIAC? 

12 A. Yes, the C0..1ss1on can follow: 

13 1. flow-through accounting or 

14 

15 

16 
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2. nor.a11zat1on accounting. 

If the CO..tsston follows non.alization accounting 1t 

.ay use one of several .. thods: 

1. the .. thod reca..ended by staff on April 20, 1989, 

2. so.e other .. thod such as another also considered by 

staff, or, 

3. the .. thod 1nttcipated by the Internal Revenue 

Servt ce <IRS>. 

Tht th1rd .. thod 1s essentially the .. thod that should 

h1ve been used for connection fees and 1ny other ite• that 

created a debit deferred tax balance. However, connection fees 

have been given various treat..nts. They have been flowed 
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through .uch ltke tht tquity portion of AFUOC . 

Q. How would flow-through accounting work? 

A. Tht tax tfftct of CIAC would bt rtcogntztd in the year the 

4 CIAC are rect1ved and tn substquent years as the contributed 

5 proptrty ts deprtc1attd for tax purposts. 

6 Q. How ~ld nor.altzation accounting work? 

7 A. Tht tax tffect of tht CIAC would be rtcogntzed over the life 

8 of the asset acquired by contribution or the expenditure of 

9 contributed .antes. There could also be a partial recognition 

10 currently vith a partial recognition over the 11ft of the 

11 related asset if a partial gross-up vas used . 

12 Q. What ts tht effect on cost of strvtct and rate base of 

13 flov-through? 

14 

15 
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A. Cost of service vtll increase in the year that the CIAC ts 

received and v111 decrease in the years the property ts 

depreciated on the tax return. 

Q. Is thts appropriate? 

A. I do not belteve that tt ts. I belteve that all ratepayers 

benefiting fr01 the asset through the receipt of service should 

pay the associated costs. One of those costs is the tax effect 

of the CIAC. 

If the increase 1n taxable tnc011, or decrease 1n tax 

loss. 1s recognized tn the year of recetpt. ratepayers tn that 

year vill pay the cost and ratepayers 1n later years vtll 

recetve the btneftt of the dtprecatton taken on the tax return. 
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Nhen the"re is a rea 1 1 ncrease in tax expense because of 

the receipt of the asset. the ratepayers benefiting from the 

asset should share tn the increase. There .. Y be a real 

tncrease tn the level of the ut11tty's tax expense because of 

the 1nterrelattonsh1p of the state and federal tax laws. the age 

of the utiltty. the level of the CIAC of the utility and the tax 

and book lives of the asset. 

St•tlarly, when there ts a reduction tn the tax expense 

due to depreciation of the asset. the ratepayers paying the 

costs assoctated wtth rece1v1ng service from the asset should 

receive a portion of that benefit. 

Q. How can thh be accQIIPlhhed? 

A. This can be ICCOIP11shed through normalization accounting. 

Q. Isn't non~a11zation used only when there ts no gros~-up? 

A. Non~alization is required by the IRS only when there is no 

gross-up. That requtr ... nt appears to be based on the 

presu.ption that. becau.se of gross-up there wt 11 be no effect on 

cost of service. However. that 1s not necessarily true. In 

subsequent years there ts still the effect of the depreciation 

to be considered. Ntthout nor-.Hzation. there would be an 

effect on cost of servtce. Further. treat .. nt of that benefit 

detenaines who recetves the beneftt: the ut111ty and its 

·stockholders. the ratepayers. or the contributor. 

Q. How should the nonaaltzatton be accQIIPltshed? 

A. It ts tn thts area where several alternatives have been 
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considered at tt .. s by staff. One alternative would be to 

follo~ the .. thod proposed tn the rtcOIItndation of April 20, 

1989. 

4 Q. Nhat are the advantages to that .. thod? 

5 A. It is fatrly straight forward. The utilities should not 

6 have too .uch dtfftculty follo~1ng it. Indeed. it reaches the 

7 s .. e result reached by several .. thods that staff has considered 

8 or that various utilities have presented for the CO..ission's 

9 consideration. 

10 Q. Does thts .. thod have any disadvantages? 

11 A. The allocation of the beneftt of the depreciation to the 

12 utility and tts stockholders could be seen as a disadvantage . 

13 Q. How else could non~alizatton be acco.p11shed? 

14 

15 

16 

17 

18 
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A. Another alternative that has been considered would be to 

flow back equal increments of the tax effect each year of the 

related asset's ltfe. 

Q. What are the advantages to this aethod? 

A. It's relatively si~le. The period of ttae over ~tch the 

utility and it stockholders ~ill receive the benefit of the 

depreciation is prolonged. In this sense, it provides for a 

sharing of the btneftt of the contributed taxes between the 

utiltty. tts stockholders and the ratepayers. 

Q. Does it have any disadvantages? 

A. It sounds st~le but ts ca.plex. It does not follo~ the 

non~altzatton .. thod anttctpated by the IRS. It would create 
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confusion on the part of utilities, consultants, analysts. 

audttots, and the IRS tf t~ert wert at least two .. thods of 

nor.altzatton tn plact. 

Q. Hhy is thts? 

5 A. Rta11stically, nothing 1s ever •an• or •non!•. Thus . 1f 

6 the Colaission decided that there would be a gross-up, the ti• e 

7 would inevitably COlt when equity required that. tn a spec1f1c 

8 case, there would bt no grou-up. Thh could happen to a 

9 spec1ftc charge by a uttltty or to all charges by a spectf1c 

10 uttltty. Mhtn that tt• cut, nor.a1'1zatton would be required 

11 and would be requtreC: tn the .anner prtscrtbed by the IRS. At 

12 that potnt in ti ... two .. thods of nor.a1tzat1on would be 1n 

13 place. Further, tf thts eo..isston deteraintd that the decision 

14 

15 
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to allow a gross-up would continue to be on 1 case-by-case 

basts, two .. thods of nor.iltzatton would be 1n pl1ce. 

Q. Nhat h the IRS requtred .. thod of nor.a11zat1on? 

A. If the IRS exutned the deferred tax balances to judge thetr 

adequacy, the IRS would expect to find a debit balance of 

deferred taxes 1 n the uount of the tax effect of the 

undeprectated balance of the related contributed plant. 

Further, because thh eo.tsston treats credit balance deferred 

taxes as zero cost capttal tn tht cap1ta1 structure. the IRS 

would expect to ftnd the debit balance deferred taxe~ used to 

offset the credit balance or zero cost deferred taxes tn the 

capital structure. The effect would be to tncrease the rate of 
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return of the ut111ty. However, that increase would not equal 

the return that would have been earned on the entire property 1f 

3 tt was not contributed. Further, tt would probably not equal 

4 the cost of the contributed taxes when they were included tn the 

5 ..aunt the hole buyer had to finance especially if they caused 

6 the interest to be paid by the hOlt buyer to increase. 

7 Q. Do you have schedules that tllustratt the different 

8 accounting treatltnts? 

9 A. Yts, Exhtbtt D illustrates flow-through accounting. 

10 Exhibit E illustrates staff•s rec~endation of Aprtl 20, 1989. 

11 Exhibit F illustrates the other .. thod that staff cor.:1dered. 

12 Exhibit G illustrates tht IRS .. thod of non.alization. 

13 Q. Please explain Exhibit D. 

14 

15 

16 

17 
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A. Exhibit D illustrates the effect of the Tax Refora Act of 

1986 <TRA 1 86) on CIAC and thus rate base, net operating income 

and capital. It presents the probl .. s that aust be solved. The 

only journal entries shown are those related to CIAC that change 

or are added as result of TRA '86. 

The assuaptions underlying Exhibit D are: 

1. The cash ts not spent currently to either construct 

or acquire plant or land. This aight not be the case. 

2. CIAC related to land and cash is not aaorttzed . 

This .ay or .. Y not reflect actual practice in soae cases . 

3. CIAC 110rttzation and book depreciation use the half 

year convtntt.on tn the year of receipt. Agatn, actual practice 
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uy vary. 

Rate base ts not reduced by CIAC related to cash 

contributions. Th1s •1ght vary. If 1t does, amort1zat1on •1ght 

begtn before deprectatton tn sa.t cases. 

s. The state tax rate ts 5.501. 

6. The federal tax rate ts 34.001. Thts •ight vary. 

7. Tax deprectatton is 150l of the stratght-line 

depreciation and reverts to straight-line. This •ight also vary. 

a. The tax 11ft of the asset ts 24 years . This •1ght 

vary. 

9. The book ltfe of the asset 1s 40 years . Th1 s •1ght 

vary. 

In year 1, NOI ts reduced as art retained earnings . If 

a balance sheet approach to working capital 1s used, rate base 

ts reduced. If a fo~la working capttal approach ts taken, the 

effect ts present but htdden. 

In the second year the HOI deficiency reverses and 

beco.es an excess however s .. 11 . The effect of the reduction in 

tax taxable tncaa. could be used: 

1. to offset other current taxable tnca.e thereby 

reductng a potenttal cash out flow, 

2. as a carr1back to offset tnc011 taxed tn a prior 

year thereby creattng a refund and tncreastng cash flow, 

3. to offset taxable tnca.e used in estt .. ttng current 

year tax pQIIInts thereby creating tncreastng cash flow or 
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reducing potential cash out flow, 

4. to offset future tst1 .. ted taxable 1nca.. thereby 

3 reducing potential cash out flow, 

4 5. as a carry forward to offset taxable tnc011e 1n 

5 future periods thereby reducing potential cash out flow. The 

6 net effect would be to enhance the cash working capital position 

7 of the uttlity as well as the retained tarntngs of the 

8 stockholders. 

9 Q. Please explain Exh1b1t E. 

10 A. Exhtb1t E illustrates the effect of a full gross-up. Page 1 

11 shows the effect of the addtttonal cash. Because the addi tional 

12 cash is also taxable, the tax ltabtltttes tncrease and the tax 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

expenses also tncrease. This serves to ca.pound the rate base 

NOI and equtty proble•s. If the tax effect were allowed to 

flow-through, it would have essentially the sa.e effect as a 

revenue increase and would begin to reverse in the next year. 

Q. Please explatn Exhibit f. 

A. Exhibit f illustrates the effect of c01b1ning a full 

gross-up wt th the nor.alization •ethod proposed at the April 20, 

1989, Agenda. The gross-up .-ount 1s treated as contributed 

taxes since they were patd for by the ratepayer. However. a 

portion of the contributed taxes 1s written-off 1n the f1rst 

year to offset the pen~anent tncrease 1n taxes that w111 never 

reverse on ei ther the books or the tax return. The increase is 

an expense of the pertod due solely to the contribution of the 
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taxes and portion "hich 1s used currently to •eet that expense . 

In the second year. the deferred taxes begin to reverse as 

the effect of tax depreciation is seen. 

Q. Please explain Exhibit G. 

A. Exhtb1t G illustrates the effect when the ut111ty pays the 

6 taxes and uses the IRS .. thod for nor.altzatton. 

7 Q. Hhat do you reca..end tn regard to the a.ount of taxes that 

8 should be collected because of the receipt of CIAC? 

9 A. I do not believe that there should be a gross-up unless the 

10 utility 1s unable to pay its taxes by some other .. thod. 

11 Q. How would a utility show that it ts not able to pay 1ts 

12 taxes without a gross-up? 

13 A. A utt11ty could use a source and use of cash schedule and a 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

financfal tntegrtty test such as ttaes interest earned. These 

would use tnfon~atton that should be readily available to the 

utility and they are not ca.plex. 

Q. Hhat for.u1a should be used tf a uttltty .ust collect taxes 

1n order to pay tts taxes? 

A. Formula <CP-CCP*Cl/TL)*AR*.5))*(1/C1-CTR>> calculates the 

full gross-up. It ts the foniUla found on Exh1b1t A. 

Q. How should the tax effect of CIAC be accounted for? 

A. In all eases. the tax effect of CIAC should be nor.al1zed by 

the IRS •thod. 

Q. Does that conclude your test1110ny? 

A. Yes . tt does. 
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future dtprtctatton for separate trtatltnt. It treats the tax 

effect of CIAC 11kt any other expense of operations just as it 

3 indeed 1s. 

4 Q. Does tht thtrd alternative have any disadvantages? 

5 A. It does not provide any relief for uti1itits vho are in a 

6 poor cash position, esptc1a11y those vho receive prtaarily 

7 property contrtbuttons. If one subscribes to the theory that 

8 all CIAC art growth related, it requtrts that the nev ratepayers 

9 be substdtzed by the old. 

10 Q. Dots the fourth alternative have any beneftts? 

11 A. Yes, tt possesses the beneftts of tht other three 

12 alternatives as vell as thttr disadvantages. Essentially, 

13 alternative four ts a cast-by-case approach. It ts, tn essence, 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

the policy that 1s 1n existence at present and it 1s the policy 

that I belteve ts .est reasonable. 

Q. Hhy do you bt11tvt that the fourth alternative ts .ast 

reasonable? 

A. I beltevt that tt a11ovs the eo..tsston to adopt a policy 

that ts flexible. By that I .. an, the eo..ission can review the 

facts and circu.stances surrounding tach individual case and 

dtttnlint whether 1 gross-up is nttdtd and if so, how ~ch of a 

gross-up is required. I also bt11tvt that a case-by-case 

txl81nation protects the interests of the ratepayers without 

adversely affecttng those of the utilities. I beli eve that, 

because of the pottnttal to convert the cost fret cash into net 

~-
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