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an Accounting Authority Order Requiring ) 
Ce1iain Regulated Public Utilities to Defer ) 
Effects of Tax Reform to a Deferred ) 
Revenue Account. ) 

Docket No. 18-GIMX-248-GIV 

STAFF'S MOTION TO OPEN GENERAL INVESTIGATION AND ISSUE 
ACCOUNTING AUTHORITY ORDER REGARDING FEDERAL TAX REFORM 

The Staff of the Kansas Corporation Commission (Staff and Commission, respectively), 

hereby submits a Report and Recommendation (R&R) dated December 13, 2017, attached hereto 

and made a part hereof by reference, and moves for the Commission to issue an Order: 

(1) Opening a general investigation for the purposes of examining the financial impact of 
anticipated federal income tax reform on regulated electric, natural gas, water, and 
telecommunications public utilities (identified in Staff's R&R) operating in Kansas; 

(2) Requiring, through the use of an Accounting Authority Order (AAO), certain regulated 
public utilities (identified in Staff's R&R) that are taxed at the corporate level to track and 
accumulate in a deferred revenue account, with interest compounded monthly at the most current 
Commission-approved customer deposit interest rate, the reduction in their regulated cost of 
service that would occur in the event that a new lower federal income tax rate is signed into law. 
These deferrals should take effect at the same time as the new federal corporate tax rate change 
and the calculations should be performed using the cost of service data that was used to set the 
utilities' last Commission-approved revenue requirement (including any line-item surcharges that 
contain a provision for regulated income tax expense) or Kansas Universal Service Fund (KUSF) 
determination; and 

(3) Confirming that the Commission's intention regarding the AAO is to preserve any 
potential tax benefits so that they may be evaluated in the context of a comprehensive evaluation 
of the reasonableness of the utilities' rates or KUSF distributions as well as notifying affected 
public utilities that this portion of their rates or KUSF distributions should be considered interim 
subject to refund until the Commission has an opportunity to review the reasonableness of the 
utilities' rates or KUSF distributions on a comprehensive and case-by-case basis. Lastly, the 
Commission should confirm that it intends to capture the reduction in Accumulated Deferred 
Income Tax (ADIT) balances that will occur in the event that a lower corporate federal income tax 
rate takes effect, over time, in a manner that comp01is with Internal Revenue Service (IRS) Tax 
Normalization Rules. 
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In support of its Motion, Staff states the following: 

Background 

1. The Tax Cuts and Jobs Act (TCJA) is a Congressional bill that amends the Internal 

Revenue Code (IRC) to reduce federal tax rates and modify policies, credits, and deductions for 

individuals and businesses. 1 It was first introduced in the U.S. House of Representatives on 

November 2, 2017, and passed by the House on November 16, 2017 (the House Bill).2 On 

December 2, 2017, the U.S. Senate passed its version of the bill (the Senate Amendment). 3 While 

both versions of the TCJA have similar framework overall, there are some key differences that 

will need to be resolved prior to sending a final bill to the President.4 As such, the TCJA is 

currently in reconciliation conference meetings. 5 For corporations, the TCJA, among other 

changes, reduces the corporate tax rate from 35% to 20%.6 

2. The lowering of the federal corporate tax rates could result in substantial reductions 

in the regulated cost of service for many utilities operating in Kansas. 7 This is because the 

Commission, in determining rates, generally authorizes recovery of all federal taxes from 

ratepayers. Failure to recognize the reduction in federal taxes owed if the TCJA becomes law 

could result in a financial windfall to the utilities in terms of rates, or KUSF support, if applicable. 

3. In 1986, in Docket No. 155,094-U, the Commission was faced with the issue of 

federal tax reform due to the Tax Reform Act of 1986. 8 Similar to the TCJA, the Tax Reform Act 

of 1986 phased-in a reduction in corporate tax rates from 46% down to 40%, and finally 34%.9 

1Report and Recommendation, p. 2 (Dec. 13, 2017) (R&R). 
2Id. 
3Jd. 
4Id. 
5Id. 
6Jd. 
7ld. at 3. 
8ld. 
9Jd. 
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The Commission, concerned that utilities would experience a financial windfall as a result of the 

tax reductions, but also recognizing that other cost of service components could offset the 

reductions, decided that it would review company-specific information and data on a case-by-case 

basis. 10 However, to ensure that income tax savings were not lost to ratepayers, the Commission 

created a mechanism to capture the ratepayer benefits of the corporate tax reduction accruing 

during the review period. 11 The mechanism was stated as follows: 

"Effective April 1, 1987, each utility ... shall accrue monthly in an appropriate 
deferred revenue subaccount, or other appropriate tracking mechanism approved 
by the Commission, a percentage of its revenues representing the difference in its 
cost of service, as determined by the Commission in its most recent rate order, and 
such cost of service had the federal income tax component been based on the 
blended rate of38% rather than 46%. The blended rate of38% for 1987 is derived 
by using the statutory rate of 46% for April, May and June and the statutory rate of 
34% for July through December. 

At such time as the Commission's review is complete, if it is determined that a rate 
decrease is proper and would have been proper as of April 1, 1987, for those 
utilities ... any excessive collections in the deferred revenue subaccount, or other 
appropriate tracking mechanism approved by the Commission, with appropriate 
adjustments, shall be refundable to ratepayers along with interest calculated at the 
rate being used for interest paid on customer deposits. Any balance remaining in 
the account will be credited to the utility's operating revenue." 12 

Staff's Request 

4. Similar to the 155,095-U Docket, Staff requests that the Commission open a general 

investigation and order utilities to use deferral accounting to capture the effect of the reduction in 

the regulated cost of service for future evaluation on a case-by-case basis. In doing so, as of the 

effective date of the legislation, each affected utility that is taxable at the corporate level should 

accrue monthly, in a deferred revenue account, the portion of its revenue representing the 

10Id. See Order Opening General Investigation, Docket No. 155,094-U (Mar. 18, 1987), attached to Staffs R&R as 
Attachment A. 
11 Id. 
121d. 
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difference between: (1) the cost of service as approved by the Commission in its most recent rate 

case 13 or KUSF determination proceeding; and (2) the cost of service that would have resulted had 

the provision for federal income taxes been based on 20% (or the corporate income tax rate 

ultimately approved) rather than 35%. 

5. For regulated telecommunications utilities that are not taxable at the corporate 

level, but instead pass through their taxable income to owners of the corporation, Staff is not 

recommending these utilities be required to utilize deferred accounting at this time. 14 

6. Staff also notes in its R&R that if the corporate tax rate is lowered, there will also 

be a significant reduction to the ADIT Liabilities and Assets on the regulated books of utilities 

operating in Kansas. 15 This occurs because the defened taxes on the books of regulated utilities 

will now be payable at the lower corporate tax rate, as opposed to the higher rate that was assumed 

when rates were set. This will amount to hundreds of millions of dollars of excess ADIT on the 

books of regulated utilities operating in Kansas. Staff's research of this issue indicates that 

Accounting Standards Codification (ASC) 980, Accounting for Regulated Operations, will require 

that regulated utilities account for the reduction in ADIT balances as a Regulatory Liability if it is 

probable that regulators will require a reduction in future revenue through rates in order to reflect 

the amortization or turnaround of this excess ADIT. Therefore, Staff also requests that the 

Commission confirm that it intends to capture excess ADIT for the benefit of ratepayers using a 

13In this case, "rate case" should also include any line-item surcharge that contains a provision for regulated income 
taxes in the revenue requirement. Examples would be the Gas System Reliability Surcharge utilized by many 
natural gas utilities and the Asbury and Rive1ion Cost Recovery Rider utilized by the Empire District Electric 
Company. 
14As explained in Staff's R&R, the effects on federal tax reform on the taxable liability of the owners of these 
companies will not be as easily identifiable as an entity that is taxed at the corporate level. While Staff will evaluate 
the financial impact of federal tax reform on these utilities, and will request the Commission open company-specific 
investigations in the event that Staff believes federal tax reform has had a material impact on the tax liabilities of the 
owners of these utilities, at this time Staff does not recommend any particular Commission action that would apply 
to those utilities. 
15R&R at 5. 
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methodology that is consistent with the tax normalization requirements specified in the tax 

legislation or IRS Tax Normalization Rules, as applicable. This will ensure that these significant 

reductions in ADIT are preserved as a Regulatory Liability until the Commission has an 

oppo1iunity to being flowing these excess ADIT balances back to ratepayers over time. 

Jurisdiction and Authority 

7. The Commission has full power, authority and jurisdiction to supervise and control 

the public utilities doing business in Kansas, and is empowered to do all things necessary and 

convenient for the exercise of such power, authority and jurisdiction. Specifically, the 

Commission is given this power, authority and jurisdiction under K.S.A. 66-101 for electric public 

utilities, K.S.A. 66-1,201 for natural gas public utilities, K.S.A. 66-1, 188 for local exchange 

carriers, and K.S.A. 66-1,231 for miscellaneous public utilities. All Commission grants of power, 

authority, and jurisdiction are to be liberally construed, and all incidental powers necessary to carry 

into effect the provisions of the Public Utility Act are expressly granted to and conferred upon the 

Commission. 16 

8. The Commission has jurisdiction over utility rates pursuant to K.S.A. 66-117, 

K.S.A. 66-IOlb (Electric), K.S.A. 66-1,202 (Natural Gas), K.S.A. 66-1,189 

(Telecommunications), and K.S.A. 66-1,232 (Miscellaneous). Furthermore, the Commission has 

jurisdiction over KUSF distributions pursuant to K.S.A. 66-2008. 

WHEREFORE, for the reasons set forth above, Staff respectfully requests that the 

Commission issue an Order adopting Staffs recommendations, as contained in the attached 

R&R.17 

16See K.S.A. 66-!0lg (Electric); K.S.A. 66-1,207 (Natural Gas); K.S.A. 66-1,194 (Telecommunications); K.S.A. 66-
1,237 (Miscellaneous). 
17The specific recommendations are also itemized on page 1 of this Motion, as items (1)-(3). Staff would also note 
that should the tax reform legislation fail to pass, Staff will recommend the Commission close this docket. 
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Respectfully Submitted, 

Michael Neeley, S. Ct. #25027 
Litigation Counsel 
Kansas Corporation Commission 
1500 S.W. Arrowhead Road 
Topeka, Kansas 66604-4027 
E-mail: m.neeley@kcc.ks.gov 
Phone: 785-271-3173 



ST A TE OF KANSAS ) 
) SS. 

COUNTY OF SHAWNEE ) 

VERIFICATION 

Michael Neeley, being duly sworn upon his oath deposes and states that he is Litigation 

Counsel for the State Corporation Commission of the State of Kansas, that he has read and is 

familiar with the foregoing Staff's Motion to Open General Investigation and Issue Accounting 

Authority Order Regarding Federal Tax Reform and that the statements contained therein are true 

and correct to the best of his knowledge, information and belief. 

Michael Neeley # 25027 
Kansas Corporation Commission of the 
State of Kansas 

Subscribed and sworn to before me this 14th day of December, 2017. 

My Appl. Expires 

My Appointment Expires: August 17, 2019 
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SUBJECT: Recommendation to Initiate a General Investigation Regarding the Effect of 
Federal Income Tax Ref01m on the Revenue Requirements of Kansas Public Utilities and Issue 
an Accounting Authority Order. 

EXECUTIVE SUMMARY: 

For the first time in 30 years, there is a strong push to enact sweeping federal income tax reform. 
CmTently, both the U.S. House of Representatives and the U.S. Senate have passed tax reform 
legislation. While each version of the bill varies to some degree, both call for a significant 
reduction in the corporate income tax rate from 35% to 20% and reductions in the taxation of 
business income of pass-through entities that is taxed at the personal level. With tax reform 
currently in reconciliation conference meetings and the administration pushing to sign 
comprehensive tax reform legislation before the end of the year, Staff recommends the 
Commission open a general investigation to analyze the potential impacts of federal tax reform 
on Kansas public utilities. 

Additionally, Staff requests the Commission issue an Accounting Authority Order (AAO) in this 
general investigation docket requiring all taxable, regulated electric, natural gas, water1

, and 
telecommunication public utilities2 to track and accumulate, in a defen-ed revenue account, the 
p01iion of its revenue that results from the use of a 35% federal corporate tax rate for its last 

1 Staff's definition of electric, natural gas, and water utilities excludes any public utility not rate regulated by the 
Commission pursuant to K.S.A. 66-104 et.seq. 
2 Staff's definition of telecommunications public utilities only includes local exchange carriers as defined by K.S.A. 
66-1, l 87(h) that currently receive KUSF support. 



Commission-approved revenue determination (or Kansas Universal Service Fund (KUSF) 
distribution) instead of the new lower federal corporate tax rate. These defe1rnls should 
commence as of the effective date of the new federal corporate tax rate as applicable to the utility 
and should accrue interest at the Commission-approved rate used to compensate customers for 
customer deposits held by the utility.3 

The AAO should also state that it is the intention of this Commission to capture, for the benefit 
of ratepayers, over the time period that is consistent with Tax Normalization Rules, the excess 
deferred taxes that will result if a lower federal corporate tax rate is established. The combined 
effects of these statements in the AAO will be to put taxable regulated utilities operating in 
Kansas on notice that the portion of their current rates and KUSF distributions that are impacted 
by federal tax reform should be considered interim and subject to refund, with interest, until the 
Commission has an opportunity to evaluate the reasonableness of those rates or KUSF 
distributions with new lower federal tax rates. 

This general investigation will allow Staff and the Commission to evaluate the effects of new 
lower federal tax rates for all taxable regulated public utilities operating in Kansas on an 
individual, case-by-case basis. The AAO will ensure that these tax benefits that should accrue to 
ratepayers and contributors to the KUSF are not lost to regulatory lag while this review takes 
place. Ultimately, the goal of the general investigation will be to quantify the economic impacts 
of the new lower tax rates on Kansas utilities and pass the cost savings on to Kansas utility 
consumers and contributors to the KUSF as rapidly as possible. If ultimately the tax reform 
legislation does not become law, Staff will recommend the Commission close the docket. 

BACKGROUND: 

The Tax Cuts and Jobs Act is a Congressional bill that amends the Internal Revenue Code to 
reduce tax rates and modify policies, credits, and deductions for individuals and businesses. 
The bill was introduced in the House of Representatives on November 2, 2017, and was passed 
on November 16, 2017 (the House Bill).4 On December 2, 2017, the Senate passed its version of 
the bill (the Senate Amendment).5 While both versions of the bill have similar framework 
overall, there are some key differences that will need to be resolved prior to sending a final bill 
to the President.6 As such, the bill is currently in reconciliation conference meetings. For 
corporations, the bill, amongst other changes, reduces the corporate tax rate from 35% to a 20% 
rate. 7 

3 Interest on the deferred revenue account should compound monthly, and reflect the most recent Commission­
approved customer deposit interest rate. 
4 H.R. 1, l l 5th Cong., 1st Sess. (2017). The U.S. House bill can be found here: 
https ://waysandmeansforms .house. gov /uploadedfiles/bill text. pdf. 
5 S. Arndt. 1855, l 15th Cong., 1st Sess. (2017). The version of tax reform that passed the U.S. Senate can be found 
here: https://www.finance.senate.gov/imo/media/doc/12.2. I 7%20HR%20 I .PDF. 
6 For a summary of the key differences between the House Bill and the Senate Amendment, see: 
https://www.jct.gov/publications.html?func=startdown&id=5048. 
7 Under the House proposal, the 20% federal income tax rate becomes effective January 1, 2018, and under the 
Senate proposal, the rate would become effective January 1, 2019. There are also key differences in the two bills 
regarding renewable energy tax credits and their ability to be utilized to offset taxable income. 



The lowering of the federal corporate tax rates would result in substantial reductions in the 
regulated cost of service for many utilities operating in Kansas. In addition, some regulated 
telecommunications companies that receive distributions from the KUSF are pass-through tax 
entities, such as S-Corps and LLCs. These entities do not pay corporate taxes at the utility level, 
but instead pass through their taxable income to their owners, which is then taxable at the 
individual taxpayer level. 8 Both the House Bill and the Senate Amendment contain significant 
reductions in the taxability of pass-through, business income taxed at the personal level. 

The last time Congress passed a sweeping tax reform act was the Tax Reform Act of 1986 (the 
Act) which was signed into law on October 22, 1986. In response, the Commission initiated 
Docket No. 155,094-U (155,094-U Docket) as a general investigation to analyze the impacts of 
the tax refo1m.9 The Act resulted in a phased-in reduction in corporate tax rates from 46% to 
40% to 34%, which was anticipated to provide substantial cost savings to many Kansas utilities 
and to have additional impacts on the revenue requirements of the utilities. The Commission 
was concerned that utilities could experience a financial windfall as a result of the tax reductions 
but also realized that, despite the tax reductions, other costs of service components could offset 
the reductions. Therefore, the Commission ordered the review of company-specific information 
and data on a case-by-case basis. In an attempt to ensure that income tax savings were not lost to 
ratepayers, the Commission created a mechanism to capture the ratepayer benefits of the 
corporate tax reduction accruing during the review period. The mechanism was stated as 
follows: 

"Effective April 1, 1987, each utility ... shall accrue monthly in an appropriate defe1Ted 
revenue subaccount, or other appropriate tracking mechanism approved by the 
Commission, a percentage of its revenues representing the difference in its cost of 
service, as determined by the Commission in its most recent rate order, and such cost of 
service had the federal income tax component been based on the blended rate of 3 8% 
rather than 46%. The blended rate of 38% for 1987 is derived by using the statutory rate 
of 46% for April, May and June and the statutory rate of 34% for July through December. 

At such time as the Commission's review is complete, if it is determined that a rate 
decrease is proper and would have been proper as of April 1, 1987, for those utilities ... 
any excessive collections in the deferred revenue subaccount, or other appropriate 
tracking mechanism approved by the Commission, with appropriate adjustments, shall be 
refundable to ratepayers along with interest calculated at the rate being used for interest 
paid on customer deposits. Any balance remaining in the account will be credited to the 
utility's operating revenue." 10 

Because the company reviews were on a case-by-case basis, the outcomes of Staffs reviews 
varied between each company. Staff proposes the Commission take a similar approach in 
response to the current tax reform. 

8 Staff's approach to calculate income taxes in KUSF proceedings involving pass-through entities involves a 
determination of which tax calculation (C-Corp or S-Corp) results in the lowest amount of income tax payable. The 
calculation that produces the lowest tax liability on the regulated operations is utilized for purposes of setting the 
KUSF distribution amount. 
9 See Attachment A for the 155,094-U Docket Order. 
10 Order Opening General Investigation, Docket No. 155,094-U, iii! 5-6 (Mar. 18, 1987). 



ANALYSIS: 

As noted above, the Tax Cuts and Jobs Act has not yet been signed by the President. However, 
the House Bill and Senate Amendment are cunently in reconciliation conference meetings and it 
is widely anticipated that tax reform will be signed by the President before the first of the year. 
Because the ultimate timing of the passage of federal income tax refo1m is unce1iain, as is the 
effective date of any legislation that may be passed, Staff requests the Commission open this 
general investigation and notify taxable utilities operating in Kansas that the pmiion of their 
regulated revenue stream that reflects higher corporate tax rates should be considered interim and 
subject to refund (with interest) until lower federal tax rates are factored into utilities' permanent 
rates or KUSF distributions. 

Similar to the 155,094-U Docket, Staff requests the Commission order utilities to use deferral 
accounting to capture the effect of the reduction in the regulated cost of service for future 
evaluation on a case-by-case basis. In doing so, as of the effective date of the legislation, each 
utility (as defined above) that is taxable at the corporate level should accrue monthly, in a 
deferred revenue account, the po1iion of its revenue representing the difference between: 

1. the cost of service as approved by the Commission in its most recent rate case 11 or 
KUSF determination proceeding; and 

2. the cost of service that would have resulted had the provision for federal income taxes 
been based on 20% (or the corporate income tax rate ultimately approved) rather than 
35%. 

For regulated telecommunications utilities that are not taxable at the corporate level, but instead 
pass through their taxable income to owners of the corporation, Staff is not recommending these 
utilities be required to utilize defenal accounting at this time. The effects of federal tax ref mm 
on the taxable liability of the owners of these companies will not be as easily identifiable as an 
entity that is taxed at the corporate level. While Staff will evaluate the financial impact of 
federal tax reform on these utilities, and will request the Commission to open company-specific 
investigations in the event that Staff believes federal tax reform has had a material impact on the 
tax liabilities of the owners of these utilities, at this time Staff does not recommend any 
paiiicular Commission action that would apply to those utilities. 

Although the Commission generally examines a utility's revenue requirement from its overall 
cost of service, this situation wanants a different approach as a significant reduction in income 
tax expense should not become a windfall for utilities but should rather be captured and flowed 
back to ratepayers. Just as the Commission has allowed ratemaking for single issues without the 
examination of other components of cost of service in ce1iain extraordinary circumstances, such 
as the costs of fuel, energy efficiency expenses, environmental expenditures, cyber security 
expenditures, etc., Staff contends that this circumstance calls for a mechanism to isolate the 
financial impact of the lower corporate tax rates in order to preserve these lower cost of service 

II In this case, "rate case" should also include any line-item surcharge that contains a provision for regulated income 
taxes in the revenue requirement. Examples would be the Gas System Reliability Surcharge utilized by many 
natural gas utilities and the Asbury Environmental and Riverton Cost Recovery Rider utilized by Empire District 
Electric Company. 



benefits for ratepayers. However, in the event that a utility believes that other costs of service 
have more than offset the decrease in its income tax expenses, it will have the ability to file such 
information and supporting data with the Commission to be reviewed and evaluated on a case­
by-case basis. 

The intent behind the use of this deferred accounting mechanism is to ensure that a utility is 
neither positively nor negatively affected by the passage of federal income tax reform. As 
income taxes are simply a pass-through in the cost of service for regulated utilities, a sudden and 
dramatic reduction in the level of this expense should not inure to the benefit of shareholders. 
Because the revenue that would be defeITed as a result of Staffs recommendation will also be 
accompanied by an offsetting reduction to income tax expense, the utility's profitability levels 
should not be materially impacted as a result of the deferral accounting Staff recommends. 

In addition to the reduction in annual book tax expense (and coITesponding reduction in annual 
revenue requirement) that is anticipated if the corporate tax rate is lowered, there will also be a 
significant reduction on the Accumulated Defe1Ted Income Tax (ADIT) Liabilities and Assets on 
the regulated books of utilities operating in Kansas. This occurs because the defeITed taxes on 
the books of regulated utilities will now be payable at the lower corporate tax rate, as opposed to 
the higher rate that was assumed when rates were set. This will amount to hundreds of millions 
of dollars of excess AD IT on the books of regulated utilities operating in Kansas. Staffs 
research of this issue indicates that Accounting Standards Codification (ASC) 980, Accounting 
for Regulated Operations, will require that regulated utilities account for the reduction in ADIT 
balances as a Regulatory Liability, if it is probable that regulators will require a reduction in 
future revenue through rates in order to reflect the amortization or turnaround of this excess 
ADIT. Staff recommends that the Commission confirm that it intends to capture these excess 
deferred income taxes for the benefit of ratepayers using a methodology that is consistent with 
the tax normalization requirements specified in the tax legislation or Internal Revenue Service 
(IRS) Tax Normalization Rules, as applicable. This will ensure that these significant reductions 
in ADIT are preserved as a Regulatory Liability until the Commission has an opportunity to 
begin :flowing these excess ADIT balances back to ratepayers over time. 

RECOMMENDATION: 

Staff recommends the Commission take the following specific actions: 

1. Open a general investigation for the purposes of examining the financial impact of 
anticipated federal income tax reform on regulated electric, natural gas, water, and 
telecommunication public utilities (as clarified in footnotes 1 and 2 above) operating in 
Kansas. 

2. Issue an AAO requiring all regulated public utilities (as defined above) that are taxed at 
the corporate level to track and accumulate in a deferred revenue account, with interest 
compounded monthly at the most current Commission-approved customer deposits 
interest rate, the reduction in their regulated cost of service that would occur in the event 
that a new lower federal income tax rate is signed into law. These deferrals should take 
effect at the same time as the new federal corporate tax rate change, and the calculations 
should be performed using the cost of service data that were used to set the utilities' last 



Commission-approved revenue requirement (including any line-item surcharges that 
contain a provision for regulated income tax expense) or KUSF determination. 

3. Confirm that the Commission's intention in these AAO rulings is to preserve these tax 
benefits so that they may be evaluated in the context of a comprehensive evaluation of 
the reasonableness of the utilities' rates or KUSF distributions, as well as notifying these 
public utilities that this portion of their rates or KUSF distributions should be considered 
interim subject to refund until the Commission has an oppo1iunity to review the 
reasonableness of the utilities' rates or KUSF distributions on a comprehensive and case­
by-case basis. Lastly, the Commission should confirm that it intends to capture the 
reduction in ADIT balances that will occur in the event that a lower corporate federal 
income tax rate takes effect, over time, in a manner that comp01is with IRS Tax 
Normalization Rules. 
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THE·STA~E ~ORPORATION COMMISSION 
OF THE STATE OF KANSAS 

·Before Conunissioners: Michael Lennan, Chairman 
Margalee Wright 
Feith R. Henley 

,,/· " 
t wn ::the Matter of the Effects of the Federal Tax ) 
' Reform Act of 1986 on the Revenue Requirements of ) 

Kansas Public Utilities. ) 

ORDER 

Attachment A 

DOCKET NO. 
155,094-U 

The above-captioned matt.er comes before the State 

Corporation Commission of the State of Kansas on its own motion. 

Having reviewed its files and records and being duly advised in 

the premises, the Commission finds and concludes as follows: 

1. On September 27, 1986, the Congress of the United 

states passed one of the most sweeping tax reform acts in 

history. The Tax Reform Act of 1986 (the Act) was signed into law 

by the President on October 22, 1986. 

2. As a result of this enactment, corporations in higher 

tax brackets will realize a phased-in reduction' in corporate tax 

rates from 46% to 40% to 34%. The lowering of tax rates under the 

Act could result in substantial cost savings to many utilities in 

Kansas. The Act also brought about other major changes in federal 

income tax law, a number of which will have additional impacts on 

the revenue requirements of Kansas public utilities. Staff 

believes the utilities listed on Schedule A will be the most 

significantly affected, but staff will not necessarily limit its 

review to these util~~ies. 

3. Due to the potentially significant impact. on revenue 

requirements of the Act, the Commission believes it is necessary 

and desirable to raflect those impacts in the rates of regulated 

uc'ilities and hereby opens this formal docket to address those 

consequences. Although the Co~ission generally examines a 

utility 1 s revenue requirements as determined from its overall cost 

o·f service, the instant situation warrants a different approach. 

Significant reduct:i.ons in income tax expense should not become a 
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windfall for utilities but should rather be flowed through to 

ratepayers. Al though ·there may well be offsetting increases in 

other components of cost of service, we cannot presume so. Just 

as we have allowed changes in the cost of purchased gas and the 

cost oi energy to be £·lowed through monthJ.y to r';itepayers by the 

PGA and ECA clauses without examination of other components of • 

cost of service; so too do we think 'it appropriate in principle to 

isolate the · impacts of the Act. However, utilities that believe 

that other costs of service have more than off set the decrease in 

their income tax expenses have the discretion to file such infor-

mat.ion and supporting data with the Commission. Thereupon the 

Conunission will review such information and data on a case-by-case 

basis. This in no manner limits Conunission staff from conducting 

an investigation on any component of cost of service whether or 

not raised in the utility's discretionary filing • 

4. The Conunission consequently intends to review 'the 

Act's impacts on the revenue requirements of Kansas public utili­

ties from t.he standpoint of the income ·i·.ax component of cost of 

service only and will endeavor to complete its review by the end 

of 1987 for tax savings relating to 1987. Cofultlission staff has 

already requested, by letter dated October 10, 1986, a report from 

the utilities most likely to be significantly affected by the 

Act. Although a number of these reports have been received, staff 

suggests most are inadequate and have not presented a sufficient 

analysis of the impact of the Tax Reform Act on operations. Staff 

suggests ·.nore detailed review is therefore necessary. Since this 

review process will take time, it is neceP.sary to create a meciha-

nism whereby the Commission can conduct its review of revenue 

requirements without sacrificing.the ability to capture for rate-

payers any benefits of the corporate tax reduction accruing during 

the period in which the review is being conducted. 

5. The utilities listed on the attachment to this order 

shall take the following steps to insure that the maximum poten­

tial income tax savings resulting from the Act are not lost to 

2 
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rat·epayers. Effective April 1, 1987, each utility listed in 

Schedule A shall accrue monthly in an appropri~te de:fe:i:.·red revenue 

subaccount, or other appropriate tracldng mechanism approved by 

the Commission, a per.:centa:e of its revenues representing the 

difference in its cost of service~ as determined by the Commission 

in its most recent rate order, and such cost of service had the 

federal income tax component been based on the blended rate of 38% 

rather than 46%. The blended rate of 38% for 1987 is derived by 

using the statutory rate of 46% for April, May and June and the 

statutory rate of 34% for July through December. 

6. At such time as the commission 1 s review is complete, 

if it is determined that a rate decrease is proper and would have 

been proper as of April 1, 1987, for those utilities listed at 

Schedule A, any excessive collections in the deferred revenue 

subaccount, or other appropriate tracking mechanism approved by 

the Commission, with appropriate adjustments, shall be refundable 

to ratepayers along with interest calculated at the rate being 

used for interest paid on customer deposits. Any balance 

remaining in the account will be credited to the utility's 

operating revenue. All other affected utilities not listed at 

Schedule A, do not have to accrue estimat•:>d tax savings in a 

s·eparate deferred account, but these utilities also will be 

subject to refund with interest regarding potential tax savings. 

IT IS, THEREFORE, BY THE COMMISSION ORDERED THAT; 

l. The Conunission will review the effects of the Federal 

Ta:x Reform Act of 1986 .. :m the revenue requirements of certain 

.~Ka:nsas public utilities from the standpoint of the incoiae tax 

:component of cost of service. 

2. A mechanism is hereby created to allow the Commissi~n 

'time· to conduct its review without sacrificing benefits which may 

... aq·cr.ue to ratepayers due to reduction of federal corp0rate tax. 

·t"ates and other major changes in federal income tax law. 

3. Eff.ective April l, 1987, each utility listed in 

:i'S'Chedule A will accrue in a deferred revenue subaccount, or other 

3 
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appropriate tracking mechanism appl"ov9:d by the Commission, an 

a:rnount calculated using the p·ercentage of revenues which 

r·epr:esent.s the difference between its cost of service as 

determined in its most recent rate order and its cost df serviae 

ha:d the Federal · income tax component been 'based on the blended 

ra~e of 38% instead o~ 46%. 

4. At such time as the Commission 1 s review is complete, 

if it is determined that a rate decrease is proper and would have 

been proper as of April l, 1987, any excessive collections in the 

def erred revenue sub account, or other appropriate tracking 

mechanism approved by the Conunission, with appropriate adjust-

ments, of those utilities listed in Schedule A shall be refundable 

to ratepayers along with interest calculated at the rate being 

used for interest paid on customer deposits. Any balance 

remaining in the account ~ill be credited to the utility's 

operating revenue. All other affected utilities will be subject 

to refund with interest for tax sav:i. ngs. 

5. The Commission retains jurisdiction of the subject 

matter and parties for the purpose of entering such further order 

or orders as from time to time it may deem proper. 

SEA!, 

DL/sls 

Lennen, Chmn.; Wright," com.: Henley, Com. 

Date: March 18, 1987 

4 

Judith McConnell 
Executive Director 

- MAllED MAR 1 8 198 / 



Docket !)Io. 
Schedule A 

'~JOR ·UT!Ll'i'I"ES TO ACCR'.UE TAX SAVINGS IN A DEFERRED ACCOUNT 

·· ··"Sout)iwest:ern ~ell Telephone co. of Kansas 
: . :c<;;jit::f#en:C:a:.l: T~1.ephone Company of Kansas 

.;'(J~if.£iifd:· Te":lephone ·Company of Kansas 
,j\ifi'Strr·· ·communicati·ons of the southwest-Kansas 

'GAS & ELECTRIC: 

Ar.kla Inc. 
'Centeil. corporation 
Empir.e District Electric Company 
·G·et-ty Gas Gat:hering, Inc. 
Greel·ey Gas Company 
Kansas City Power and Light company 
Pe·oples Natural Gas 
Union Gas System, Inc. 
Anadarko Production Co. 
·Kansas Gas Supply 
Kansas Public Service Company, Inc. 

..· 



CERTIFICATE OF SERVICE 
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I, the undersigned, certify that a true and correct copy of the above and foregoing Staff's Motion to Open 
General Investigation and Issue Accounting Authority Order Regarding Federal Tax Reform was placed in 
the United States mail, postage prepaid, or hand-delivered this 14th day of December, 2017, to the 
following: 

DEAN MATTHEWS, FIELD OPERATOR 
AMARILLO NATURAL GAS COMPANY 
2915 1-40 WEST 
AMARILLO, TX 79109 
Fax: 806-352-3721 
dean@anginc.net 

SCOTT CRUMP, STAFF ENGINEER 
ANADARKO NATURAL GAS COMPANY 
1201 LAKE ROBBINS DRIVE 
THE WOODLANDS, TX 77380 

JAMES LLOYD 
BARTON HILLS WATER DISTRICT 
66 NE 20 RD 
GREAT BEND, KS 67530-9703 

BRENT CUNNINGHAM, VICE PRESIDENT & GENERAL 
MANAGER 
CUNNINGHAM TELEPHONE COMPANY, INC. 
220W MAIN 
PO BOX 108 
GLEN ELDER, KS 67446 
Fax: 785-545-3277 
brent@ctctelephony.tv 

JOHN R. IDOUX, DIRECTOR KANSAS GOVERNMENTAL 
AFFAIRS 
EMBARQ MISSOURI 
D/B/A CENTURYLINK 
600 NEW CENTURY PKWY 
NEW CENTURY, KS 616031 

john.idoux@centurylink.com 

ALAN DEGOOD 
AMERICAN ENERGIES GAS SERVICE, LLC 
PO BOX 516 
CANTON, KS 67428 
Fax: 316-263-1851 
degood@americanenergies.com 

ATTN: GAS SERVICE CONTACT 
ATMOS ENERGY CORPORATION 
5420 LBJ FWY STE 1600 (75240) 
P 0 BOX 650205 
DALLAS, TX 75265-0205 
karen.wilkes@atmosenergy.com 

MARGARET A. (MEG) MCGILL, REGULATORY MANAGER 
BLACK HILLS/KANSAS GAS UTILITY COMPANY, LLC 
D/B/A BLACK HILLS ENERGY 
1102 EAST 1 ST ST 
PAPILLION, NE 68046 
Fax: 402-221-2501 

TRENT BOALDIN 
ELKHART TELEPHONE COMPANY, INC. 
610S COSMOS 
PO BOX 817 
ELKHART, KS 67950 
Fax: 620-697-9997 
tdboaldin@epictouch.com 

CHRIS KRYGIER, DIRECTOR, RATES AND REGULATORY 
AFFAIRS (CENTRAL REGION) 
EMPIRE DISTRICT ELECTRIC COMPANY 
602 S JOPLIN AVE 
JOPLIN, MO 64801 
Fax: 417-625-5169 
ch ris. krygier@li bertyutilities. com 



CERTIFICATE OF SERVICE 

18-GIMX-248-GIV 
RANDY MAGNISON, EXEC VP & ASST CEO 
SOUTHERN PIONEER ELECTRIC COMPANY 
1850 W OKLAHOMA 
PO BOX430 
ULYSSES, KS 67880-0430 
Fax: 620-356-4306 
rmagnison@pioneerelectric.coop 

MIKE MCEVERS 
TEXAS-KANSAS-OKLAHOMA GAS, L.L.C. 
PO BOX 1194 
DALHART, TX 79022 
Fax: 806-244-4211 
mike@tkogas.com 

BENJAMIN FOSTER, PRESIDENT & CEO 
TWIN VALLEY TELEPHONE, INC. 
22 SPRUCE 
PO BOX 395 
MILTONVALE, KS 67466 
Fax: 785-427-2216 
ben. foster@tvtinc.net 

JOHN R. IDOUX, DIRECTOR KANSAS GOVERNMENTAL 
AFFAIRS 
UNITED TELEPHONE COMPANY OF EASTERN KANSAS 
D/B/A CENTURYLINK 
600 NEW CENTURY PKWY 
NEW CENTURY, KS 66031 
john. idoux@centu rylink. com 

JEFF WICK, PRESIDENT/GENERAL MANAGER 
WAMEGO TELECOMMUNICATIONS COMPANY, INC. 
1009 LINCOLN 
PO BOX25 
WAMEGO, KS 66547-0025 
Fax: 785-456-9903 
jwick@wtcks.com 

GREGORY REED, CEO 
WHEAT STATE TELEPHONE COMPANY, INC. 
PO BOX320 
UDALL, KS 67146 
Fax: 620-782-3302 
greg.reed@ensignal.com 

MIKE BREUER, PRESIDENT 
SUBURBAN WATER CO. 
P.O. BOX 588 
BASEHOR, KS 66007-0588 
Fax: 913-724-1505 
mike@suburbanwaterinc.com 

MARK M. GAILEY, PRESIDENT & GENERAL MANAGER 
TOTAH COMMUNICATIONS, INC. 
101 MAIN ST 
PO BOX300 
OCHELATA, OK 74051-0300 
Fax: 918-535-2701 
mmgailey@totelcsi.com 

JOHN R. IDOUX, DIRECTOR KANSAS GOVERNMENTAL 
AFFAIRS 
UNITED TELEPHONE CO. OF KANSAS 
D/B/A CENTURYLINK 
600 NEW CENTURY PKWY 
NEW CENTURY, KS 66031 
Fax: 913-345-6756 
john.idoux@centurylink.com 

JOHN R. IDOUX, DIRECTOR KANSAS GOVERNMENTAL 
AFFAIRS 
UNITED TELEPHONE COMPANY OF SOUTHCENTRAL 
KANSAS 
D/B/A CENTURYLINK 
600 NEW CENTURY PKWY 
NEW CENTURY, KS 66031 
john.idoux@centurylink.com 

JEFFREY L. MARTIN, VICE PRESIDENT, REGULATORY 
AFFAIRS 
WESTAR ENERGY, INC. 
818 S KANSAS AVE 
PO BOX889 
TOPEKA, KS 66601-0889 
jeff.martin@westarenergy.com 

SCOTT GRAUER 
WILSON TELEPHONE COMPANY, INC. 
2504 AVE D 
PO BOX 190 
WILSON, KS 67490-0190 
Fax: 785-658-3344 



CERTIFICATE OF SERVICE 

18-GIMX-248-GIV 
MICHAEL J. MURPHY, PRESIDENT & MANAGER 
GORHAM TELEPHONE COMPANY 
100MARKET 
PO BOX235 
GORHAM, KS 67640 
Fax: 785-637-5590 
mmurphy@gorhamtel.com 

ROBERT A. KOCH, PRESIDENT/GEN MGR 
H&B COMMUNICATIONS, INC. 
108N MAIN 
PO BOX 108 
HOLYROOD, KS 67450 
Fax: 785-252-3229 
robkoch@hbcomm.net 

MARK WADE, VP OF OPERATIONS 
J.B.N. TELEPHONE COMPANY, INC. 
PO BOX 111 
HOLTON, KS 66436 
Fax: 785-866-4121 
mark@havilandtelco.com 

JANET BUCHANAN, DIRECTOR- REGULATORY AFFAIRS 
KANSAS GAS SERVICE, A DIVISION OF ONE GAS, INC. 
7421W129TH ST 
OVERLAND PARK, KS 66213-2713 
Fax: 913-319-8622 
janet. buchanan@onegas.com 

LARRY DEWITT 
MADISON TELEPHONE LLC 
117 N THIRD 
PO BOX337 
MADISON, KS 66860-0337 
Fax: 620-437-2108 
ldewitt@madtel.net 

JANET BATHURST, MANAGER 
S&A TELEPHONE COMPANY, INC. 
413MAIN ST 
PO BOX68 
ALLEN, KS 66833 
Fax: 620-528-3226 
jbathurst@satelephone.com 

SCOTT A. STRAHM, RESIDENT AGENT 
GREEN ACRES MOBILE HOME PARK, LLC 
715 MERCHANT 
EMPORIA, KS 66801-2809 
Fax: 620-342-6436 
scott@blirentals.com 

RICHARD BALDWIN, PRESIDENT 
HOME TELEPHONE COMPANY, INC. 
211S MAIN ST 
BOX8 
GALVA, KS 67443 
Fax: 620-654-3122 
rbaldwin@homecomminc.com 

ROBERT J. HACK, LEAD REGULATORY COUNSEL 
KANSAS CITY POWER & LIGHT COMPANY 
ONE KANSAS CITY PL, 1200 MAIN ST 31ST FLOOR (64105 
PO BOX 418679 
KANSAS CITY, MO 64141-9679 
Fax: 816-556-2787 
rob.hack@kcpl.com 

HARRY LEE, PRESIDENT/GENERAL MANAGER 
LAHARPE TELEPHONE COMPANY. INC. 

109W6TH ST 
PO BOX 123 
LA HARPE, KS 66751 

harry.lee@laharpetel.com 

KATHY BILLINGER, CEO/GENERAL MANAGER 
PEOPLES TELECOMMUNICATIONS, LLC 
208 N BROADWAY 
PO BOX450 
LA CYGNE, KS 66040 
Fax: 913-757-2724 
kathy@peoplestelecom.net 

KENDALL S. MIKESELL. PRESIDENT 
SOUTHERN KANSAS TELEPHONE COMPANY, INC. 
1125 LEE ST 
PO BOX800 
CLEARWATER, KS 67026-0800 
Fax: 620-584-2268 
kendall.mikesell@sktcompanies.com 
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KATHY PRICE, GENERAL MANAGER* 
ZENDA TELEPHONE COMPANY, INC. 
208 N MAIN 
PO BOX 128 
ZENDA, KS 67159 
Fax: 620-243-7611 
kprice@zendatelephone.com 
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