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REQUEST NQ. RWB 12.01: Witness -,--____ _ 
Date U2:..), 2..Reporter 

Referring to the CornEd Ex. 19.0, pp. 3-4, In 54-71, CornEd explains the backgrou11d'behind the ----
Accrued Vacation Pay and Associated Accumulated Deferred Income Taxes ("ADIT"). At lines 
57-60, CornEd states: 

A deferred income tax asset is booked when a company records an expense for book 
purposes but not for income tax purposes (i. e., actual income taxes paid are greater 
than recognized on the income statement). (emphasis added) 

Further, in its response to Staff data request RWB 2.06, CornEd stated that the accounts debited 
and credited to accrued vacation pay are: 

Debit - Account 930.2 Misc. Gen Exp. (for expensed portion) 
Debit - Account 186 Deferred Debit (for capitalizable portion), and 
Credit - Account 242 Misc. Current & Accrued Liabilities 

Finally, in its response to Staff data request RWB 11.04, the Company stated that the ADIT 
balance related to vacation liability ($18,116,000) was the vacation liability as of December 31, 
2011 ($43,998,000), multiplied by the 2011 combined federal and state deferred income tax rate 
of 41.175%. 

Considering these statements, please explain in detail, with specific citations to the governing 
financial reporting authorities, why it is appropriate for the ADIT related to the vacation pay 
liability to be calculated based on the entire liability, which includes both an expense and a 
deferred debit (capitalized) component, rather than based on the expense component only. 

RESPONSE: 

In accordance with ASC 740-10-05-5, a deferred tax liability or asset shall be recognized for the 
estimated future tax effects attributable to temporary differences of a tax position. 

A temporary difference refers to the difference between the tax basis of an asset or a liability and 
its reported amount in the statements of financial position and will result in taxable or deductible 
amounts in some future year(s) when the reported amounts of the assets or liabilities are 
recovered or settled, respectively pursuant to ASC 740-10-05-7. 

The accrued vacation liability is an expense that is deductible for tax purposes after it is 
recognized for financial income statement purposes. This results in deductible amounts in some 
future year(s) when the reported amount of the accrued vacation liability is settled. 
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For tax purposes, CornEd is allowed to deduct payments made during the tax year for employee 
vacation pay as long as the liability is fixed, reasonably determinable and economic perfonnance 
has occurred (payment) under Internal Revenue Code ("IRC") Section §461. CornEd is required 
to deduct vacation pay on a cash basis witb the exception of amounts paid within 2 Yz months 
after the year end as allowed under IRC Section §404. As the $52M vacation pay liability hasn't 
yet been paid, CornEd has a $0 tax basis in the full amount of the liability as of the balance sheet 
date, thus has a deferred tax asset on the entire liability. 
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