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Q. Please state your name and business address. 1 

A. My name is Michael P. Petrouske.  My business address is 150 Coventry Way, Highland, 2 

IL, 62249. 3 

Q. Are you the same Michael P. Petrouske who provided Direct Testimony on behalf of 4 

Leaf River Telephone Company on May 9, 2011 and Rebuttal Testimony on behalf 5 

of Leaf River Telephone Company on March 23, 2012? 6 

A. Yes. 7 

Q. What is the purpose of your testimony? 8 

A. Leaf River Telephone Company (“Leaf River”) is providing this testimony in response to 9 

the testimony and adjustments proposed by Staff witness Mary Everson in ICC Staff 10 

Exhibit 5.0, filed May 25, 2012.  In ICC Staff Exhibit 5.0, Ms. Everson takes the position 11 

that the Commission should not allow for recovery of income tax expense for S-12 

Corporations and makes certain suggested adjustments to Leaf River’s Schedule 1.01 13 

calculation (LRTC Exhibit 1.01 Revised 03/23/12).  Leaf River believes that the recovery 14 

of income tax expense is appropriate for S-Corporations, even if the taxable income 15 

calculated on company operations is paid at lower tax rates than the effective corporate 16 

tax rates on income.  In making adjustments to the Leaf River calculation, Ms. Everson 17 

also makes an inappropriate adjustment to revenues for the removal of Accumulated 18 

Deferred Income Taxes and completely removes any calculation for state income-based 19 

tax expense.  Leaf River will respond to these issues with this testimony.  20 

Q. Is the Company an S-corporation as that term is defined by 26 U.S.C. § 1361(a)(1)? 21 
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A. Yes, it is.  As Mr. Schoonmaker explained in his March 23, 2012 testimony (IITA 22 

Exhibit 3.0 at lines 736-742), Ms. Everson proposes adjustments for Leaf River and other 23 

S corporations to eliminate completely the calculation of federal and state income taxes.  24 

Her rationale is that since the company itself does not pay any income taxes there should 25 

be no income taxes attributable to its operations.  As Mr. Schoonmaker goes on to 26 

explain (IITA Exhibit 3.0 at lines 742-747), this ignores the fact that income taxes are, in 27 

fact, paid on the income of the Subchapter S corporations, but taxes are paid by the 28 

owners of the company, not the company itself.  Ignoring the income taxes that must be 29 

paid on the Subchapter S income of the company is unfair and unjust.  It would also have 30 

the inappropriate effect of favoring investment in telephone utilities that are organized as 31 

regular C-corporations over those that are organized as Subchapter S-corporations.   32 

Q. Has Leaf River made any counterproposal to Staff? 33 

A. Leaf River has proposed to impute the tax liability of its shareholders to the Company for 34 

purposes of its Schedule 1.01, the affect of which is reflected in the Schedule 1.01 I filed 35 

as LRTC Exhibit 1.01 Revised 03/23/12. 36 

Q. Has Staff accepted this proposal? 37 

A. No.  Ms. Everson has taken the position on behalf of Staff that Leaf River should receive 38 

no credit on its Schedule 1.01 for federal or state tax liability. 39 

Q. Having reviewed ICC Staff Exhibit 5.0, Schedule 5.02 Leaf River, can you 40 

summarize the adjustments being made by Ms. Everson? 41 

A. I believe I can provide a list of adjustments included in Exhibit 5.0, Schedule 5.02 Leaf 42 

River by Ms. Everson.  First, an adjustment is made to Line 4 of Schedule 5.02 in the 43 
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amount of $45,754 to remove the Accumulated Deferred Income Tax (“ADIT”) which is 44 

a reduction to the rate base in the initial calculation.  Ms. Everson’s adjustment on this 45 

line has the effect of increasing the rate base total by the amount of this adjustment. 46 

 Second, Ms. Everson makes an adjustment to increase Line 14 – Operating Revenues for 47 

the amount of the ADIT adjustment of $45,754.  This adjustment is an error.  The ADIT 48 

imputed for Leaf River’s Exhibit 1.01 calculation is an off-set to rate base for the 49 

difference in book and tax accumulated depreciation reserves, related to plant investment, 50 

and should have no impact on the company operating revenues at all.  The adjustment for 51 

deferred tax reserve is a balance sheet item, not an income statement item. 52 

 Third, Ms. Everson removes the income tax expense calculated in the schedule from 53 

Lines 21, 31, 33 and 34. 54 

 Finally, Ms Everson adjusts the Gross Revenue Conversion Factor on Lines 27 and 35 of 55 

the form to remove any tax recovery in the calculation of funding deficiency on Line 28 56 

of the form. 57 

Q. Has Staff properly accounted for the exclusion of income taxes? 58 

A. No.  Even if the Commission were to agree with Ms. Everson that Leaf River should not 59 

receive credit for the income taxes paid by its shareholders (a position the Company 60 

disagrees with), Ms. Everson has failed to properly account for this outcome. 61 

Q. If the Commission elected to disallow imputed income tax expense recovery for S-62 

Corporations (realizing that Leaf River does not agree with this position), would 63 
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ICC Staff Exhibit 5.0, Schedule 5.02 Leaf River provide the correct adjustments for 64 

that scenario? 65 

A. No.  Removal of ADIT is a rate base adjustment and has nothing to do with the 66 

company’s revenues recorded in that year.  Staff’s position on the income tax treatment 67 

for Subchapter S corporations means that only State and Federal Income Tax expense 68 

would be removed.  IL Replacement Tax expense is still incurred by the corporation, 69 

even as an S-Corporation tax entity.  The 1.5% expense incurred should be recovered, 70 

and the calculated deficiency should be grossed up for that element of tax expense.  There 71 

should be no revenue adjustment made for the ADIT adjustment.  The calculation of 72 

Total Imputed Income Tax Expense on Schedule 1.01 Line 34 is inclusive of current and 73 

deferred income tax expense.  A reduction of the effective income tax rates to 0% for the 74 

Schedule 1.01 calculation effectively removes deferred federal and state income tax 75 

effects. 76 

Q.  Does Ms. Everson still recommend an adjustment to revenues as part of the removal 77 

of ADIT? 78 

A.  Yes, Ms. Everson, in response to data request IITA 2.11 (attached to this testimony as 79 

LRTC - Exhibit 4.02), states "Her revised adjustment to operating revenues will be 80 

calculated as the ADIT balance at the rate of return (9.34%)". 81 

Q. Do you agree with this revised adjustment to revenues if ADIT is removed? 82 

A. No.   83 
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Q. Recognizing that Leaf River does not agree with the exclusion of tax liabilities for S-84 

Corporations, can you demonstrate how income tax liability would correctly be 85 

excluded from the Leaf River’s Schedule 1.01? 86 

A. Yes, I am attaching as LRTC Exhibit 4.01 a provisional Schedule 1.01 that properly 87 

calculates the exclusion of the federal tax liability and state tax liability of the Company’s 88 

shareholders, while maintaining the Company’s Illinois state replacement tax liability. 89 

Q. Does this provisional Schedule 1.01 shed any light on your disagreement with 90 

Ms. Everson’s approach? 91 

A. Yes.  It shows that the Schedule 1.01 will automatically adjust the target net operating 92 

income on line 25 to reflect the change in rate base.  If the ADIT of $45,754 is removed, 93 

the target net operating income on Line 25 for Leaf River will increase $4,273.  94 

Specifically, if you compare Line 25 of LRTC Exhibit 1.01 (revised 3/23/12) which 95 

includes the ADIT and shows $268,747 with Line 25 of Madison Exhibit 4.01 which 96 

excludes the ADIT and shows $273,020, you find a difference of $4,273 ($273,020 - 97 

$268,747 =-$4,273).  Not coincidentally, this is the same amount that Ms. Everson is 98 

proposing as a revenue adjustment ($45,754 * 9.34% = $4,273). 99 

Q. If the Commission chooses to exclude the federal and state income tax liability from 100 

recovery for S-Corporation taxpayers, is LRTC Exhibit 4.01 a true and correct 101 

reflection of the Company’s IUSF requirement to the best of your knowledge, 102 

information and belief? 103 

A. Yes. 104 
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Q. Have you provided Leaf River’s provisional Exhibit 4.01 with all the requisite 105 

information to Mr. Schoonmaker for his use in compiling results for all companies 106 

seeking updated IUSF funding in connection with his testimony in this docket? 107 

A. Yes, I provided this provisional Exhibit 4.01 calculation to Mr. Schoonmaker of the IITA 108 

so that he could use it to adjust his impact summaries on updated IUSF funding. 109 

Q. Does this conclude your testimony? 110 

A. Yes it does. 111 


