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PROCEEDINES

COMMISSIONER CLARK: Item 26.

COMMISSION STAFF: Commissioners, Item 26 im
staff’'a racommendation that Parkland Utilities,
Incorporatéd be denled gross-up authority. There are
praesent representatives from Parkland that would like
to address the Commission now on their ideas.

CHAIRMAN CLARK: Mr, Deterding.

MR. DETERDING: Commissionere, 1‘'m Marty Deterding
here on behalf of Parkland Utilities. With me i8s Bob
Nixon, the utility’'s accountant who prepared the
application in conjunction with the utility In my
office. Also here is Mr. Ron Nocons (phonetic), who is
the Vice Preasident for the utllity and primarily
responsible for the day-to-day operations of the
utility.

I would like tn, if I could, take just a minute to
kind of glve an overview, then I want to have Mr. Nocnas
glve you Bome speclfics about the slituation there about
a couple of pointa that have been ralsed in the staff
recommendation. And then also Mr. Nixon to give some
speclfics about our disagreement with some of the
thinga contained in the staff recommendation.

Briefly as an overview, Parkland requested

authority to gross-up CIAC for the related tax impact.
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poslition where if there 1s, in fact, a tax llabillty
resulting from CIAC, then there wlll be no way to
recoup those monies other than through Increases in
rates to Lhe approximately 400 customers out there now
and as others come on from them as well through rates.
1f, on the othaer hand, the Commleslon accepts our
peaition, which 18 to grant gross-up authorlty on a
permancnt basls, that declsion can be reviewed on ;
yearly basis and all collections of gross-up are
subject to refund until the actual tax liabiliry is
determined from review of the actual tax returns and
other information required to be filed. 1In the
interim, as required under Commissicn crders, ail
groas-up monies are placed into an interesat bearing
account and subject to refund until the amount of
refund and/or retention of gross-up monies is
determined on a yearly basis by the Commission. That’'s
why we take the position that the staif recommendation
is premature.

I believe, and certainly it’'s my experience {t ia
the most extensive analysis of a request for initial
gross-up authority that we have ever seen. We are
concerned that what we are doing here is prejudging the
tax impact. If there is none, then the developer will

get his money back with Lnterest. He has already
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agreed to pay it and has paid it. 1If there is a tax
impact, then the customers woh’'t be burdened with it,
80 we balieve that the Commlieaslion should grant gross-up
authority on & year-by-year basis, look at it and
determine what amount the utllity should retain versus
refund.

And with that I would like to introduce you to Ron
Noons, the Vice President for the utility, and he ham a
few points as to some specifics in the staff
recommendation.

MR. NOONS: Good morning. Marty has coiered
probably most of the salient points, I }'.8t want to go
purely from an operationa! standpoint. My major
concern (s the fact that this developer now I8 bringing
in many more customers. We are going to be increasing
our cuatomer base by nearly 50 percent over thiles next
year, bringing us to nearly 100 percent build-out,
which we haven’t seen obviously since our operations
began.

We are also additionally looking to expand our
utility area, There are approximately 1,000 acres
adjacent to ug that currently don‘t have service area,
All this leads to the fact that the dynamics of our
growth are going to have an impart on our tax ability

that right today we cannot calculate. And what we were
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looking for obviously would be the groms-up to pass it
oen to the developer who hag currently aqreed to pay for
that, and is, in fact, passing those coste through to
aexisting homeowners that have since purchased from him,
And we would prafer to do it this way with the
developer paying their fair share now rather than later
coming back to the Commission and asking for all the
customers to then pltch in. And with that, that’s all
I have right now, except If thers are any guestions I
can answer later.

COMMISSIONER CLARK: Mr. Nixon.

MR. NIXON: Commissioners, as Marty told you, we
halieve this recommendation ig premature. Hone of the
gross-up that has been collacted has yet been reported
on any tax return. The company only first collected
CIAC during 1994, and that return has not been filed
yoet. The balance of the contributions and the gross-up
coming from this developer will come in between 1994's
return and 19956. 1 don’t know how you can in advance
di ermine that there is no tax liabllity until you
Actually have the returns and the other information for
the applicable years.

During this time, if we are allowed to continue
{tape change) these funds are deposited into interast

bearing account. I would lilke to move briefly to some

JANE FAUROT - 904-379-B669




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

of the accounting lssues and some of the staff
analysis, Contrary to staff’'s concluslon, their own
numbers in the return indicate that there will be a tax
liabllity of approximately $13%,000. Thie is Bhown on
Page 5 of the recommendation whare staff calculatee
that a tax of approximately 3$369,000 will bu due from
receipt of this groas-up. In the next sentence they fo
On to explalin that this tax will be offcet by $500,000
of net operating loss carry-forward. Well, while we
disagrea with the calculation of that $500,000 net
operating loss carry-forward, the loss carry-forwards
are not a credit against the tax. The loss
carry-forwards are a deductlion from the taxable CIAC,
and the total taxable CIAC is about $869,000. So the
company would be left paying a tax on $169,000 of
taxable CIAC at the 37-1/2 percent tax rate.

In reaching their concluslon, staff lndicates that
the utllity used expenses that were set by the
Commigsion in a rate case, and that’s true, and we
be'ieve that that’'s a reasconable approxlmation of the
expenses that should be consldered as above-the-line
expenses. The final ratea for that case went into
effect just 18 montha before tue end of the tax year
that the company filled this recommendation on, s0 we

have a very narrow time frame here, which means that
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the comments of staff about customer growth and
inflation really aren‘t material. As Mr. Noons sald,
the company only added 15 connections from the test
year, which was 1989 up through the end of the year
that this gross-up application was based.

Staff also requlred the utility to revise its
application. I think we have reviged the numbers about
three times. One of the reasons for a revislon was
that staff insisted we use the same used and ugeful
percentage that was esiablished ({n the 1989 test year.
To me thlas seems contradictory wath the fact that
you're going to requlre us to use the same used and
useful percentages, but totally disregard the level of
axpanses that the Commisslon set in that rate case.

The total operating expenses set in that rate case were
about $324,000. And to dramatically increase those
expenses on an above-the-line basais to me just doesn't
geem to make a lot of sense.

One reason wa have differences between
above-the-line taxable lncome and below-the-lina
taxable income is that a iot of expenBes considered in
that rate case were not granted and are not embedded in
the company’'s rates. For instance, munagement-feea wag
a big adjustment in that rate case. Salarlies was a big

adjustment in that rate case. So although the company
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regquired refund with interest once the actual tax
sltuation is apparent.

CHAIRMAN CLARK: Comnlssioners, taking into
conglderation that the basic determination to grant the
authority for gross-up 13 whether or not the utllity
w111 have a tax liability, and in reviewing that we did
take Inte consideration the historical lnformation that
the utility presented to us. But at Lhat time 1t was
datermined that they had a large amouni of NOL at that
time, and there based on the NOLs that wera
above-the-line, we indicated vhat the utility would not
have a tax liability. As far as the revisions from
their inltial application, in reviewing their
application we determinec that some of the numbere were
not consistent initially with the last rate case, and
wa wanted them to bring up at least to that level. And
from there we had some other discrepancies with the
numbers until we asked, you know, and the utllity
provided them to sorl of bring them up again. But in
reviewing the Q&M expenses that we were looking at in
comparison to the annual report and ln comparlson to
what the utility was presenting to us, 1t indicated
there was a blg gap between what we were seeing. Even
though the utility has not come in for any major rate

adjustment since their last rate case, they havue come
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in for indexes and pase-throughs on a consistent basis,
and we basically utillzed the same number of O&M™M that
was represented on their annual report to determine the
increease that we were giving them each year.

For those yeare, I think in 1990, the year of the
rate casde, we did make an adjustment for any type of
adjustments that we made to the annual report, OaM
expenses to reflect that difference. But on the other
years, we are considering that the 0&M expenses
repregented in the annual repcrt -is more reflective of
the expenses that we increased based on the indexes and
pass-throughs that we allowed. The utility also came
in for a limited proseeding to get -- for water and for
sewage connections. Those things were taken into
considaration and those things were not represented
from the last rate case. Therefore, wa feel that the
numbers that are represented for the OAM exganses are
more accurate.

We do use historical data ir reviewing the
application, but in this particular case, because we
looked at the historical data to determine baslically
what the NOL status would be. From that particular
point we needed to gaet some kind of pro forma and the
utility Lln their initial application did present us

with a pro forma. In that pro forma what it did was it
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gave us an idva of how much revenue and how much
eXpense the utllity will have with the new increase for
the CIAC contributionse. However, when we looked at
that it did not ahow us any customer growth, 1t dld not
show us any customer expenge, you now, based on that,
S0, therefore, we had to sort of come up with our ldea
of what it would be. And what we have seen is that Lhe
CIAC contributions could be offset by the NOLs that
they currently had available, and there would be no tax
liability,

CHAIRMAN CLARK: I guess I would like you to
respond specifically teo what Mr. Nixon saild. As I
undergtood what he said, the net loss, net operating
loss carry-forward you estimated to be more than
$500,000, 18 that correct?

COMMISSION STAFF: Yes.

CHAIRMAN CLARK: All right. So that will be sBhown
as an offset to earninga, 1ls that right?

COMMISSION STAFF: An offs.t to above-the-line
revenues.

CHAIRMAN CLARK: 1Is there any dispute that there
will ba, In effect, half a million dollars daducled
from thelr revenuesa for 19947

COMMISSION STAFF: Well, even the utility -- thuy

had a loss even in 1994, and we did not include those
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particular NOLs in that calculation.

CHAIRMAN CLARK: [ will put it out very simply for
you. He is indicating they are not going to have --
they are goling to have a taxable llability for CIAC.
You say that they should have, as I understand it, net
operating losses arnd they have not operated at a profit
for the laet five years. You think thef won't have any
taxes.

COMMISSION STAFF: No, ! don‘t.

CHAIRMAN CLARK: And I'm trying to understand what
the difference ia between the two positions that resault
in you concluding that there is no taxable -- there
will be no taxable income an! they are concluding it
is, that there will be.

COMMISSION STAFF: One little plece that makes
this even more, when we give them the gross-up
authority, the gross-up itself contributes to an
increase in revenues for the utility. And we are
trying to eliminate that excess -

{Simultaneous conversation.)

COMMISSION STAFF: T7f the gross-up is not there,
that will not be taxable income. Still basad on the
information that we have, the utllity would not be
taxable -- they would not pay taxes either way

above-the-line or below-the-line. But looking at the
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above-the-line prospect for regulatory purposes, the
utility would not have a tax liability.

MR. NIXON: Commigsioner, may 1 respond to that?

CHAIRMAN CLARK: Uh-huh. Go ahead, Mr. Nixon,

MR, NIXON: The $8695,000 number is only the CIAC;
it does not include any of the gross-up. And right now
we are just using numbers that have been developed by
etaff to mee If it ie probable that the cnmpany wili
incur a tax liability. Now their computations show
that available to offset the tax on that $869,000 of
CIAC is about $500,000 of NOL that they are considering
out of the total to be above-the-line.

CHAIRMAN CLARK: Wwalt a minute. W¥When you say that
there is $869,000 in CIAC, that ls8 not per year, that’'s
ovar several years, is it not?

ME. NIXON: That ls over three years,
Commisslioner, 1994 through 1996.

COMMISSION STAFF: 1997 based on --

MR. NIXON: So ¢on the tux return, Lf we showed on
the tax return $869,000 in taxable CIAC, forgettlng for
a moment the lmpact nf the gross-up, we would deduct
the $500,000 above-the-line NOL and we would end up
paying tax on $369,000.

CHAIRMAN CLARK: You're asking for a gross-up for

19957
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MR. DETERDING: We have jinterim authority
currently, Commissioner, and we are asking for
permanent authority, which is the specific point here
today.

CHAIRMAN CLARK: All right. What do you estimate
the CIAC you will recelve in 1995 to be?

MR. DETERDING: We sent an estimate of the years
of collections to the staff. Do you have that handy?

CHAIRMAN CLARK: It looks like the recommendatlon
showsa 467,500.

MR. DETERDING: This year?

CHAIRMAN CLARK: For 1995.

MR. DETERDING: That sounds about right,
Commissioner. We had a significant amount in ‘94, as
well.

CHAIRMAN CLARK: And how much net operating losses
can you record for 19957

MR. DETERDING: Well, are you talking about new
ones or net opesrating loss carry-forward or --

CHAIRMAN CLARK: Net operating loss carry-forwara,

MR. DETERDING: Well, carry-forward we have a very
different opinion with the staff about how much is
above and below-the-line. Our position is even taklng
tho staff’'s $500,000 number maybe there won’t be a tax

in '94, maybe there won‘t be a tax in °95. We don't
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llberally grant anything, We look at the
cilrcumatances. The information we had regarding NOLs,
it appeared that the utility would not have a tax
liability. My concern now ip the wording of staff's
recommendation. On Page 5 in the last paragraph, Bstaff
indicates that staff has determined that the utility
has accumulated more than 500,000 iIn NOLs that would be
used to offset any tax liabllity. 'I'ne 500,000 in NOLe
will offset taxable lncome, not the tax liabllity. So
it appear juat from reading this the utility will
collect more gross-up -- more CIAC than we have shown
in accumulated NOLe. However, |t also appeare that
there are some NOLs that we have not taken into
consideration. 5S¢, at this golnt, I'm unBure now if we
can say the utility will not have a tax liabllity
because 1 don‘t know what those other NOLs are.

CHAIRMAN CLARK: HMs. McCaskill, what do you want
to do? Do you want to defer this for the next agenda?

MS. McCASKILL STAFF: I th.nk we need to.

CHAIRMAN CLARK: Without objection, we will Bhow
It m 26 Jeferred.

MR. DETERDING: Thank you, Commissioner.

" & & &
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