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Q* 
A. 

Q m  

A.  

Q -  

A. 

Q* 

A. 

PLEASE STATt YOUR M AND BUllI lESB ADDBfSB. 

MY name is Bruce E. Gangnon. My business address 

is Minnesota Power, 3 0  West Superior Street, Duluth, 

MN 5 5 8 0 2 .  

m T  IB YOUR POSfTJOI UITE YIHHSSWA POWER? 

I serve as Assistant Corporate Controller for 

Minnesota Power. 

WEAT IS YOUR EDUCATfOMIL B A C K Q R o m ?  

I received a Bachelor's Degree in Accounting and 

Business Administration from the University of 

1 received my Minnesota - Duluth in 1968. 

Certificate as a Certified Public Accountant in 

1972. In addition, I have attended a number Qf 

schools, seminars, conferences, workshops and short 

courses on various tax  and accounting issues 

sponsored by various professional associations, 

universitioa and accounting firms. 

HOW L O W  EAm YOU BEEM EIIPLOYED XrO TEE UTILITY 

IMDUSTlZY AND WEAT POSITXONS HAVl YOU HELD? 

I have been employed in the  following accounting 

management positions by Minnesota Power since 1975. 

1975-1977: Manager - Audit Tax; 1978-1990: 

Manager, Taxes; 1991 - May 1992: Director of 

Corporate Accounting; and May 1, 1992 to Present: 

Assistant Corporate Controller. 
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A. 

Q -  

A ,  

To m T  TRIDE =/OR P R O B E l B f O ~  OElQAUISATfOMS 00 

YOU BBLOMO? 

I am a member of the Minnesota Society of Certified 

public Accountants and the  Edieon Electric InatitUte 

Taxation Committee. 

HAVI YOU FagVIOUSLY TISTIFIBD BWORI A FUBLIC 

UTXLITIES C m 0 8 1 0 M 3  

Y e s .  I have testified before the Florida Public 

Service Commission. 

Q. WEAT ARE YOUR BISPOMBIBILXTIBS 

CORPOR&TZ COHTROLLER? 

A, As  Assistant Corporate Controller, I am responsible 

for the tax,  accounting systems and prOC8dWeS,, 

external and internal reporting functions and 

accounting research for Minnesota Power, 

ma ASSIBTAUT 

subsidiaries and related s n t i t i e e .  

Q. PLEASE OUTLINE THE BCOPE OF YOUR TESTINOW X I  THIS 

PROCEEDIMQ. 

A. I will testify with respect to the Company's tax  

matters, in the  cost of service and will sponsor 

Schedules C-1 and C-7 contained in Volume I, Book 

1 of 4 and Schedules C-1 through C-11 in Volume 11, 

Book 7 of 11 except for the Topeka Group, Inc. 

Schedule C-9 on pp. 0042  L 0044  in sa id  book o f  the 

Minimum Filing Requirements ( '9¶FRsgt) filed in this 
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case, Exhibit (FU-I). I will also testify 

regarding issues related to the adoption o f  

Statement of Financial Accounting standards No. 106, 

"Employers Accounting for Post-Retirement Benefits 

other then Pensions" (SFAS 106). 

IO- YOU DESCRIBB Tglc BCEEDWL18 IBI TEE T U  BECTfOM 

TEAT YOU ma B P ~ S O R f 1 0 ?  

Q. 

A. w 
Volume I, Book 1 of 4 Reconciliation of Total Income 

Tax 

w-c-1 

Pension 

Summary of Accumulated Deferred 

Income Taxes 

w-c-7 
Tax 

s-c-7 

Volume If, Book 7 of 11 

c-1 

Tax 

C-1/A 

Tax 

c-2 

Calculation 

C-2/A 

Calculation 

Reconciliation of Total Incolne 

Provision 

Summary of Accumulated Deferred 

Income Taxes 

Reconciliation of Total Income 

Provision 

Reconciliation of Total Income 

Provision 

State  and Federal Income Tax 

- Current 
State and Federal Income Tax 

- Current 
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C-8 (p .  2 of 3 )  

C-8 (p.  3 of 3 )  

C-8/A 

4 

c-3 

Expense 

c-4 

c-5 

C-6  

c-7 (pa 

Taxes - 
e-7 (p. 

Taxes - 
c-7 (p.  

Taxes - 
C-7A 

1 of 3 )  

2 Qf 3 )  

3 of 3 )  

Schedule of Interest in Tax 

calculation 

BooklTax Differences - Permanent 
Deferred Income Tax Expenre 

Deferred Tax Balance Ad jutments  

Accumulated Deferred Income 

Summary 

Accumulated Deferred Income 

State  

Accumulated Deferred Income 

Federal 

Accumulated Deferred Income 

Taxes - By Company 
Investment Tax Credits  - 

Analysis 

Investment Tax Credits - Company 
Policies 

Investment Tax Credits - Section 
46(f) Election 

Investment Tax credits - 
Analysis 

c-9 (pp. 1-2) Parent Debt Information 

c-10 Income Tax Returns 

c-11 Miscellaneous Tax Information 

Q* W E M  WE8 SCBEDULZ C- l /A  OF VOLUNS B W X  1 Or 4 OI 
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T m  mRS 8mU1 

A. Schedule C- l /A  shows th8 computation of the parent 

debt amount shown on Schedule C-1. 

Q. lCEUT W E B  8CBlDDLE Cw21A OF VOLVW II, BOOX 7 O f  11 

OF TEE YBBS SHOW? 

Schedule C-2/A showa the detail of the adjurtments 

between the  total per books and utility income. 

A. 

Q* WE&T 00E8 8-EDOLB C-7A OI V O L m  If, B W f  7 O? 11 

OB THI MFRS 8H0113 

A. Schedule C-7A shows the  detail of accumulated 

Deferred Income Taxes by timing difference and by 

Company. 

Q* WEAT DOES SCEBDULE C-U/A OP VOL- II, 18001; 7 OI li 

08 TRZ MFRS BROW? 

A.  Schedule C-8/A shows the  detail of deferred ITC by 

company. 

Q m  WEElE THOSE SCEIDULES OWEPARED BY YOU OR mEfR YOUR 

DIRECTTOM -/On SWHRVI8IOMP 

A. Y e s ,  they were. 

Q* WOULD YOU DESCPXBI THE BACAOROUMD LEADING UP TO TE1 

ADOPTIOM O? SPAS Mom 106? 

A. The Financial Accounting Standards Board (nFASB1v), 

in February 1989, issued a draft of a proposed 

statement concerningthe recognition andmeasurement 

of post-retirement benefits other than pensions 
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( "OPES" ) The draft proposed to change the 

accounting for OPEBs from a pay-as-you-go m e t h o d  

(cash basis) to an accrual baais (recognizing the 

expense when the  employee earns the benefits). In 

other words, the OPEBs would be recognized on a 

company's financial statements when they are earned 

(overthe employe€t*s working life similar topenmion 

benefits) and not when the benefits are paid. OPEBer 

are benefits that the employee receives from the 

employer when the employee retires and are made up 

of medical care, dental care, life insurance and 

other miscellaneous benefits. The purpose for +e 

accounting change was to disclose the large 

liability that employers had for OPEBs which the 

employee had earned but not recorded in the 

company's financial statements. In DeC8mber 1990, 

after receiving comments from financial and 

accounting professionals, the FASB adopted SFAS No. 

106 which is generally effective for fiscal year8 

beginning after December 15, 1992. 

Q. DOES BBAS 106 APPLY TO UTILITY C-AUIES? 

A. Yes, SFAS 106 applies to a l l  companies, including 

utility companies who pay for a l l  or part of their 

retirees' OPEBs. 

Q. 8HOULO TH1 COW#ISBZOU ALLOW RECOVERY 0s TE1 OPlB 
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A. 

Q. 

A. 

U* 

A. 

Q- 

A. 

Q- 
A. 

EXPEMSIS I19 ACCORMMCI W I T 8  S f A S  1060 

Yes, the expense for OPEBs should be recovered as 

the employee earns them and be paid for by the 

ratepayers for whom the employee is performing 

services rather than future ratepayers. 

W I L L  TEE C Q Y P U Y  ADOPT 8?M 106 PILI- TO CAfrElllDAIL 

Y m  19931 

No, the Company intends to adopt SFAS 106 in 1993. 

1s TEB C O H F U Y  IS H m  ADOPTIHG B1HAS 106 tfLOTfL 1993, 

UEY BEOULD TR1 OPEB EXPEMSI 81 ALLOUZD Llll THE RATS 

C M E ?  

The OPEB expenses should be allowed because they are 

known costs that will be incurred when the fina%l 

rater in this docket are effective. 

ARZ THE OPEB IXFEHSIS IHCLUDID IrP TBIS RAT# eABl 

BASED WPOM AW ACTUARIAL STUDY? 

Yes. 

DOES TEAT CONCLUDE YOUR DIRECT TBSTIMOMY? 

Yes, it does. 
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