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R.01-09-001 et al. ALJ/SRT/avs

DRAFT

Summary of Adopted Adjusiments to Net Operating Income and Rate Base
Pacific Bell Intrastate Regulated Opemations
Phase 28
1997
Joint Line Adopted Adjustments to Nel Pacific Bell Non-Reg Interstate Intrastale Reg Income Intrastate Regulaled
Exhibit | Number Operating Income Total Co (Below the Separations Before Tax After Tax
Index Line) Tax
Phase 28 Net Operating Income
I G FAS 106 Merger
Exprer
|
MIEX e SH( Operation
l
|' I ulive Compens<atio (37}
h jon
42 4 Ips Sec Alloc of Parent Mgt - - - -
43 5 i1l Ctr Depreciation, - - - -
| Implementation Exp.
4 6 5 'Eacess” Executive Comp - - - -
45 7 SHC Svis, CTL, TRE Sec. Alloc. of - - - -
Parent Mgt Pees
46 8 [ Tweess” Executive 3,146,751 17,745 643,633 2,485,373 -1,012,690 1,472,683
{ nsation Expense
47 9 I'areni Political and Legislative 18,219,042 - 3,747,639 14,471,403 -5,896,518 8,574,885
IntTuence Expense
48 10 {Parent Legal Expense - - - -
49 11  |Parent Public Relations & Corporate 3,667,301 94,355 702,983 2,869,963 1,169,395 1,700,568
Sponsorship Expense
50 12 |Parent Corporate Development - - - -
Expense
51 13 [Parent Strategic Planning Expense 3,630,668 70,541 732,315 2,827,812 -1,152,220 1,675,592
52 14 [Parent Contributions, Memberships, 342,104 - 70,370 271,734 -110,721 161,013
Foundation Expense
53 15 |Parent Out of Period Expense -7,415,911 -100,845 -1,504,702 -5,810,364 2,367,491 -3,442,873
54 16  |Parent Merger Conforming Expense - - - -
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R.01-09-001 et al. ALJ/SRT/avs

DRAFT

Joint Line Adopted Adjustments to Net | Pacific Bell | Non-Reg Interstate Intrastate Reg Income Intrastate Regulated
Exhibit| Number Operating Income Total Co. | (Below the Separations Before Tax After Tax
Index Line) Tax
55 17 Parent Impact of Adjustments on 1,301,134 - - 1,301,134 -530,160 770,974
Billings to PBD
56 18 MSI USA “Excess” Executive - - - -
Compensation Billed Directly
57 19 Parent PB Employee Transfer 1,350,777 19,407/ 273,862 1,057,508 430,892 626,616
Fees Billed Back to Pac Bell
59 20 Nevada Bell Net Directory - - - -
Revenue
21 TRI Expenses - - - -
60b 22 Depreciation Expense Timing - - - -
Adjustment
61 23 Advertising Direct Assignment - - - -
and Common Allocations
62 24 Customer Service Non-Productive Salary Allocations
63 25 Affiliate Marketing Services - - - -
Revenue
64 26 Non-regulated Tracking Code 15,926 3,441 12,485 -5,087 7,398
Direct Assignment Errors
65 27 National-Local Strategy - - - -
Implementation
66 28 1997 Corporate Sponsorship 2,083,333 371,135 1,712,198 -697,652 1,014,546
Costs
67 29 Customer Premise Equipment - - - -
Costs
1 30 Unsupported Contingent 40,463,493 - - 40,463493| -16,487,255 23,976,238
Liabilities - Revenues
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R.01-09-001 et al. ALJ/SRT/avs

DRAFT

Joint ' Adopted Adjustments to Net | Pacific Bell | Non-Reg Interstate Intrastate Reg Intrastate
Exhibit| Number Operating Income Total Co. | (Below the Separations Before Tax Regulated
Index Line) Tax After Tax
2 31 Bellcore Dividends 6,554,000 - - 6,554,000 -2,670,493 3,883,507
3 32 Uncollectible Revenues - RCRMS 53,533,000 53,533,000 - 53,533,000
(PacBell reports flows thru)
4 33 Gain on Sale of Bellcore 19,642,499 4,246,767 15,395,732 -6,273,145 9,122,587
5 34 Local Number Portability Costs 109,203,787 869,074 21,734,713 86,600,000 -35,286,036 51,313,964
6 35 Local Competition Costs 41,767,998 793,949 40,974,049 -16,695,286 24,278,763
7 36 Merger Savings - - - - - -
8 37 Advanced Communications 38,880,766 739,068 8,023,530 30,118,168 12,271,949 17,846,219
Network
9 38 Software Buy-Out Agreement - - - -
10 39 Unsupported Contingent 91,639,150 2,472,834 89,166,316 -36,331,707 52,834,609
Liabilities - Operating Expense
11 40 Incentive Pay Accrual 44,690,203 734,316 9,602,222 34,353,665 -13,997,744 20,355,921
12 41 ISP-Bound Traffic Separations -19,299,000 -179,010 - -19,119,990 7,790,631 -11,329,359
13 42 Uncollectible Settlements - 35,300,000 - 7,261,210 28,038,790 -11,424,685 16,614,105
RCRMS
16 43 SFAS 112 12.600.000 521.250 2484 599 9594,151 -3.909.233 5,684 918
17 4 Intrabuilding Cable Amortization{ 33,053 412 188,404 - 32,865,008 -13,391,176 19,473,832
18 45 SAVR Delayed Retirements 10,031,046 62,192 - 9,968,854 -4,061,909 5,906,945
19 46 SAVR Reverse Retirements 461,169 2,859 - 458,310 -186,743 271,567
20 47 Equal Access IEMR Ratemaking - - - -
Adjustment
22 48 Ameritech Income Tax Misclass -
23 49 Income Tax Normalization - 9,325,000 - 9,325,000 325,000
Phase 2B Issues
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DRAFT

Joint Line Adopted Adjustments to Net | Pacific Bell | Non-Reg Interstate Intrastate Reg Income Intrastate
Exhibit| Number Operating Income Total Co. | (Below the Separations Before Tax Regulated
Index Line) Tax After Tax
24 50 Excess Deferred Income Tax - - -
25 51 Sales and Use Tax Accrual 1,000,000 222,590 777 410 -316,763 460,647
26 52 Employment Tax Error - - - -
68 53 PIU Accrual -14,673,001 -14,673,001 5,978,661 -8,694,340
69 54 USOAR Turnaround Accrual -23,123,001 -23,123,001 9,421,698 -13,701,303
70b 55 LNP Depreciation 1,159,999 1,159,999 472,653 687,346
71b 56 AFUDC 178,000 178,000 -72,528 105,472
57 Mktg Tel. Sves in Out-of- 3,391,118 211,495 654,045 2,525,578 (1,029,072) 1,496,506
Territory Areas
58 Total Phase 2B Net Operating 522,120,763 6,517,634 59,270,352 456,332,777 160,325,231 296,007,546
Income
Phase 2B Rate Base
29 59 SFAS 112 Liability -213,204 405
30 60 Vacation Liability -51,867,976
31 61 SFAS 106 Accrued Liability 124,000
32 62 Accrued Contingent Liability -28,039,000
60a 63 Depreciation Expense Timing Adjustment -
27 64 Cash Working Capital -511,550,000
28 65 Prepaid Directory Expense 93,805,000
35 66 Restructure Reserve -29 070 727
36 67 Accumulated Reserve for Depreciation 14,069,957
37 68 Accumulated Deferred Income Tax -57,788,323
38 69 Excess Deferred Income Tax -
70a 70 LNP Plant -14,315,457
71a 71 AFUDC 2,327,000
72 72 PBOP Pre-Funding Plant Adj. 13,312,000
73 Total Phase 2B Rate Base -786,851,931
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Summary of Adopted Audit Adjustments (o Nel Opérating Income and Rate Dase
Pacific Bell Intrastate Regulatéd Operations

Phase 2B
1998
Joint Line Adopled Adjustments to Net Pacific MNon-Reg Interstate Intrastate Reg Income Intrastate
Exhibit | Number Operating Income Bell {Below the Separalions Before Tax Regulated
Index Total Co Line ) Tax After Tax
Fhase 2B Net Operating Income
w |SBC O AS 106 Merjrer
,’I. (x [ !:-.ln e
Hl MDD Awards SBC Operaticns
wittive Compensation S 1,088,244 53543 292924 811,777 W), 767 481,010
1 e, All i Parent Mgt hial) 252 486 135,251 402515 - 2000, 580 201 835
Fis
13 SHC Ops Call Crr Deprecialion 784 511 269 817 114,679 400,015 -162,990 237,025
lerger Implementation Exp
4 i SBC Sves Excess” Executive Comp 4 B4 12115 77783 274906 112,035 162,893
Foxy
45 7 SHC sves CFL, TRI Sec. Alloc. of 596,298 25,231 122,508 448,559 -182,770 265,789
Parent Mgt Fees
46 8 'arent Excess” Executive 15,059,186 362,378 3,162,128 11,534,680 4,699,921 6,834,759
( sition Expense
47 9 litical and Legislative 21,532,160 - 4,639,061 16,893,099 -6,883,262 10,009,837
48 10 Parenl Legal Expense 981,611 37,545 203,397 740,669 -301,793 438,876
49 11 Parent Public Relations & Corporate | 19,455,535 833,439 4,136,395 14,485,701 -5,902,344 8,583,357
sponsorship Expense
50 12 Parent Corporate Development 6,859,066 257,693 1,422,273 5,179,100 2,110,276 3,068,824
Expense
51 13 Parent Strategic Planning Expense 1,178,332 35,205 245,228 897,899 -365,858 532,041
52 14 Parent Contributions, Memberships, | 1,439,107 24,501 304,774 1,109,832 -452,212 657,620
Foundation Expense
53 15 Parent Out of Period Expense 7415911 187,881 1,556,204 5,671,826 -2,311,042 3,360,784
54 16 Parent Merger Conforming Expense - - - -
55 17 Parent Impact of Adjustments on b,6li7 1126 6,007,126 -2,692,09% 35914927
Billings to PRI
56 18 vess' Executive
n Billed Directly
57 19 Parent PB Employee Transfer Fees -
Billed Back ta Pac Bell
59 20 Nevaia Bell Net Directory Revenu
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i Toint Line Adopted Adjustments to Net Pacific Non-Reg Interstate Intrastate Reg Income | Intrastate
Exhibit | Number Operating Income Bell (Below the | Separations Before Tax Regulated
Index Total Co. Line) Tax After Tax
- 21 TRI Expenses 24,627,790 5,844,100 18,778,690 7,651,565 11,127,125
Hilk b Dpreciation Expense Timing - - g .
Adjustment
ol 3 Advertising Direct Assignment and | 6,519,231 2401560 959,014 3,258,657 -1327772 1,930,885
Common Allocatinns
ol 24 Customer Service Non-Productive
Salary Allocabions )
63 25 Affiliate Marketing Services 6,825,006 1,365,001 5460005 22247H 3235271
Revenue
i 26 Non-regulated Tracking Code Direct| 9,534,336 2,361,549 TATLT87 -2922.624 4.250,163]
Assignmertt Errors
65 7 Matioral-Local Strategy - - B -
Implementation
bb 8 1997 Corporate Sponsorship Costs - - = -
67 29 |Customer Premise Equipment Costs | 22721475 5,680,369 17,041,106 6,943 569 10,097,537
1 30 Unsupported Contingent Liabilities - - - .
- Revenues
2 3l Bellcore Dividends 2 = & x
3 32 Uncollectible Revenues - RCRMS - - - -
(PacBell reports Hows thru)
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Summary of Adopted Audit Adjustments to Neét Operating Income and Rate Base
Pacitic Bell Intrastate Regulated Operations:

Mhase 2B
1998
Joint Line Adopted Adjustments to Net Pacific Bell Non-Reg Interstate Intrastale Reg Income Intrastate
Exhibit | Number Oiperating Income lotal Co (Below the | Separations Before Tax Regulated
Indes Line ) Tax After Tax
| ile of Bel
Jumhber Partabilitv Costs H1 K70 9RO 1737103 13,40, 578 47,003 000 -19,188.514 7G04 486
Local Competition Costs 5447062 453,056 7,963,946 1,244,954 4.718 957
Merger Savings 1.200,000 1,200,000 711,332 2,488,608
anced Commitinications 10,034 385 573 R34 2,230,593 7.229 959 2,945 919 1. 284 (:40
rk
il 1} £ T 1
10 39 Unsupporied Contingent Liabilities 1,920,000 6,034 1,913,966 -779,865 1,134,101
Uperating Expense
1 40 Incentive Fay Accrual 57,515,730 -4,780,351 -11,995,480 -40,739,899 16,599,879 -24,140,020
12 41 5P Bound Traffic Separations - - -
13 4?2 Uncalleclible Settlements - RCRMS 16,800,000 3,619,560 13,180,440 -5,370,502 7,809,938
16 43 5 - - - - -
17 4 trabuilifing Cable Amortization 26,333,938 300,340 - 28,033,598 -11,422,570 16,611,028
18 45 VIt Dielaved Retirements 7232407 83,173 - 7,149,234 -2,913,027| 4,236,207
19 46 |SAVE Reverse Retirements 1,050 412 12,080 - 1,038,332 -423,079 615,253
20 47 Frual Access IEMR Ratemaking 10,931,000 -10,931,000 4,453,945 -6,477,055
Adjustment
22 48 wmerilech Income Tax Misclass - - -
23 49 Incorme Tax Normalization - Phase 85,117,000 - - 85,117,000 85,117,000
|2 B Issies
24 50 Frxcess Deferred Income Tax 38,408,000 8,783,910 29,624,090 29,624,090
25 51 Saies and Use Tax Accrual 999,996 228,699 771,297 -314,273 457,024
26 52 Employment Tax Error - - - -
68 53 PIU Accrual - - -
69 54 USOAR Turnarcund Accrual - - -
70b 55 LNP Depreciaticr 2,678,000 2,678,000 -1,091,178 1,586,822
71b 56 AFUDC 656,000 656,000 -267,294 388,706
57 Mktg Tel. Svcs in Chut-of-Territony, 2,689,006 502 579,233 2,109,271 (859,444) 1,249,827
Areas
58 Total Phase 2B Mol (iperating 150,240,277 2,849,163 49,045,031 304,346,083 -77,256,453 227,089,630
Income
Phase 28
Rate Base
29 59 SFAS 112 Liability -236,462,847
30 60 Vacation Liability -51,359,429
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ninl 1 Line dﬂpltd Adjustments to Net Nn—Reg | Intrastate Reg lnmt

Exhibit | Number Operating Income Bell (Betow the Separations Before Tax Regulated

Index Total Co. Line ) Tax. After Tax
31 61 SFAS 106 Accrued Liability 5,998,000
32 62 Accruvid Contingent Liability -20, 106,000
tilka o3 Depreciation Expense Timing Adjustment -
7 64 |Cash Working Capital -530,735,(HK0
28 65 Propaid Directory Expense 83,904,000
35 it Restricture Resgrve -29.024.711
36 07 |Accumulated Reserve for Depreciation 36,308,845
a7 (3 Aveumulated Deferred Income Tax 55,160,036
38 e Excess Deferred Income Tax 12,800,000
70a 70 LNF Plant 32,338,163
7la 71 AFUDC -B,370,000
7 72 |PBOP PreFunding Plant Adj, 13,312,000
73 Total Phase 2H Rate Base 523,229,331
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Adpted Adjustments to Net

Non-Reg ]

nterstate

Intrastate

Joint Line Pacific Intrastate Reg
Exhibit| Number Operating Income Bell (Below the | Separations Before Tax Regulated
Index Total Co. Line) Tax After Tax

Phase 2B Net Operating Income

39 1 SBC Ops FAS 106 Merger 4,062,029 502,081 764,182 2,795,766 -1,139,163 1,656,603
Conforming Expense

40 2 AMDOC Awards SBC Operations 615,307 68,515 120,399 426,393 -173,738 252,655

41 3 Excess Executive Compensation SBC| 1,532,717 189,449 288,347 1,054,921 -429,838 625,083
Operations

42 4 SBC Ops Sec. Alloc of Parent Mgt 663,868 82,057 92 456,919 -186,176 270,743
Fees

43 5 SBC Ops Call Ctr Depreciation, - - - - -
Merger Implementation Exp.

44 6 SBC Svcs "Excess” Executive Comp 310,190 20,703 12,36 227,124 92,544 134,580
Expense

45 7 SBC Svcs, CFL, TRI Sec. Alloc. of 497,121 31,518 100,409 365,194 -148,802 216,392
Parent Mgt Fees

46 8 Parent "Excess” Executive 15,652,558 411,181 3,276,084 11,965,293 -4,875,378 7,089,915
Compensation Expense

47 9 Parent Political and Legislative 8,996,671 - 1,931,234 7,065,437 -2,878,883 4,186,554
Influence Expense

48 10 Parent Legal Expense 483,922 28,214 17,82 357,885 -145,824 212,061

49 11 Parent Public Relations & Corporate | 20,210,683 714,200 4,0 14,881,792, -6,063,735 8,818,057
Sponsorship Expense

50 12 Parent Corporate Development 8,007,868 473,146 1,60 | 5,917,079 -2,410,973 3,506,106
Expense

51 13 Parent Strategic Planning Expense 902,785 20,982 190,182 691,621 -281,808 409,813

52 14 Parent Contributions, Memberships, | -6,557,997 34,601 -1,415174 -5,177,424 2,109,593 -3,067,831
Foundation Expense

53 15 Parent Out of Period Expense - - - - -

54 16 Parent Merger Conforming Expense | 1,029,118 52,190 09,810 767,126 -312,573 454,553

55 17 Parent Impact of Adjustments on 7,516,450 - 7,516,450 -3,062,653 4,453,797
Billings to PBD

56 18 MSI USA "Excess” Executive 4,558,803 251,564 128,959 3,378,280 -1,376,514 2,001,766,
Compensation Billed Directly
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R.01-09-001 et al. ALJ/SRT/avs

DRAFT

Summary of Adopted Adjustments to Net Operating Income and Rate Base
Pacific Bell Intrastate Regulated Operations

: 1999 .

Jaint Line \dopted Adjustments to Net Pacific Bell | Non-Reg Interstale Intrastate Reg Income Intrastate
Exhibit ] Number Operating Income T'otal Co (Below the | Separations Before Tax Regulated
Index Line ) Tax After Tax

57 19 Parent PB Employee | runater Fees - -
Billed Back to Pac Bell
59 20 Nevada Bell Net Dirvctiry Revenue 16,179,000 - 16,179,000 4,926,000 -11,253,000
21 TRI Expenses 19,793,114 4,223,534 15,569,580 -15,343 481 9,22
60b 22 Depreciation Expence Timting 3,713,624 796,543 2,917,083 1,188,595 728 A88
Adjinstiment
o b gnment and 5131057 1,175,687 Qa7 .nlb 2,957,754 1,205,166 752 588
62 24
A3 2 28,879,501 5,775,900 23,103,601 5,413,793 13,689,808
04 7284797 1,520,400 5,40:4,397 -2,226,523 3,237 474
A 2 Mational-1 )| Strategy §.575,331 634,181 1,714,655 6,236,495 -2.541,122 3.695373
Implementation
(i8] 2R 19497 Corporate Sponsorship Cosls -
O ] Customer Premise Equipment Costs 7.803,311 1,950,828 5,852,483 -2,384,653 3 467,530
¥ Unsupported Contingent Liabilities = = =
- Reverniues
2 3 Betleore Dividends - -
5. Uncollectible fiies - RCRMS - -
PacBell reports flows thru)
| 33 (Zain on Sale of Bellcore - - -
5 3 Local Number Portability Costs I8.861 608 1,215,608 37,646,000 15,339,239 22,306,761
(M 15 Local Competition Costs a a
Merger 1 4,200,000 4,200,000 -1,711,332 2,488,664
R 37 Ady ed Communications 5,363,702 465 K20 1,140,353 3,757,529 -1,531,043 2,226,486
Nebwork
4 1 Software Buv-Out Agreement 55,651,506 348,922 10837004 44465490 -18,117.909 26,347,581
10 3 Unsuppirted Contingent Liabilities 13,968,240 2,203,104 11,765,136 -4,793,822 6,971.314
- Operating Expense
1n 40 Incentive Pav Accrual 49,203,329 4,026,500 10,115,741 35,061,088 -14,285 9491 2,775,087
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R.01-09-001 et al. ALJ/SRT/avs DRAFT

Joint Line Adopted Adjustments to Net Pacific Bell | Non-Reg Interstate Intrastate Reg Income Intrastate

Exhibit| Number Operating Income Total Co. (Below Separations Before Tax Regulated

Index the Tax After Tax
Line )

ISP-Bound Traffic Separations - - - - - -
Uncollectible Settlements - RCRMS 1,100,000 - 236,126 863,874 -351,994 511,880
SFAS 112 - - - - - -
Intrabuilding Cable Amortization - - - - -
SAVR Delayed Retirements - - - - - -
SAVR Reverse Retirements 3,996,587 39,966 - 3,956,621 -1,612,165 2,344,456

Equal Access IEMR Ratemaking - - -

I Adjustment

Ameritech Income Tax Misclass 8, [NI1, A B,001,866 - 8,001,866
Income Tax Normalization - Phase -64, 413,000 -4,5903, 000 - -64,903,000

2B Issues
24 50 Excess Deferred Income Tax 38,408,000 B, 736,668 29,671,332 - 29,671,332
25 51 Sales and Use Tax Accrual -5,520,320 3.114,901 2,405,419 980,112 -1,425,307
26 52 Employment Tax Error 9,655,828 163,183 2,159,292 333,353 -2,988,048 4,345,305
68 53 PIU Accrual - -
69 54 USOAR Turnaround Accrual - - -
70b 55 LNP Depreciation 4,246,999 1,246,999 -1,730,482 2,516,517
I 856,000 - 56,000 -348,786 507,214
Svcs. in Out-of- 8,147,525 1,759,671 6,437,772 (2,623,135) 3,814,637
hase 2B Net Operating 304,771,700 13,153,454 r2,051.356 224,566,890 -106,300,676 123,266,214

Pha E
bility -255,430,427
| ility -45,735,145
‘ ued Liability 5,352,000
J h2 i Loeried Contingent Liability 7,800,000
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[ Joint [ Adopled Adjustments to Net | Pacific Bell | Non-Reg Intrastate Reg | Tntrastate

Exhibit| Number Cperating Income Total Co. | (Below [ Separations Before Tax Regulated
Index the Tax After Tax
Line )

Bl 63 |Depreciation Expense Timing Adjustment 2,917,083
64 |Cash Working Capital -378,865,000
28 &5 |Prepaid Directory Expense 71,382,000
a5 i Restructure Reserve -28,975,159
36 67 Accumulated Reserve tor Depreciation 46,06(1.404
37 b Acenmulated Deferred Income Tax -41,318,848
38 69 Excess Deterred Income Tax 38,400,000
7a 70 LNT Plant 42,836,992
7la i) AFLDC -12.96:4,000
7 72 |PBOP Pre-Funding Iant Adj. 13,312,000
73 Total Phase 28 Rate Base -638,502,084,
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R.01-09-001 et al. ALJ/SRT/avs DRAFT
APPENDIX D

UNDISPUTED AUDIT ADJUSTMENTS

Issue Amount of Adjustment

1997 1998 1999

Revenues and Other Operating Income Adjustments

Bellcore Dividends $3,883,507

Index #2'
Gain on Sale of 9,122,587
Bellcore
Index #4
Operating Expenses
ACN Shutdown 17,846,219 1 4,284,040 2,226,486

Costs
] Index #8
ISP-Bound Traffic (11,329,359)
Separations
Index #12

Depreciation Accounting

| Equal Access IEMR (6,477 ,055)
Ratemaking

Adjustment
Index #20

Affiliate Transactions’

SBC Operations 1,656,603
Merger Conforming
Expense

Index #39
SBC Operations 291,835 270,743
Secondary
Allocation of Parent

Management Fees
Index #42

' Index numbers cross-reference to the chart entitled “Joint Exhibit of Overland
Consulting, Inc., ORA, TURN and Pacific Bell Showing Impact of Audit Corrections on
Pacific Bell’s Reported IEMR Results for 1997-1999,” Appendix A hereto.

* Undisputed affiliate transactions issues also appear in Pacific’s Exh. 2B:362A.

Appendix D (page 1)
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UNDISPUTED AUDIT ADJUSTMENTS

Issue Amount of Adjustment

SBC Operations 237,025
Call Center
Depreciation and
Merger
Implementation
Expense

Index #43 o
SBC Services, CFL 265,789 216,392
and TRI Allocation
of Parent

Management Fees
Index #45

Parent Political and 8,574,885 | 10,009,837 | 4,186,554
Legislative
Influence Expense
Index #47
Parent 161,013 657,620 3,067,831
Contributions,
Memberships and
Foundation

Expense
Index #52

Parent SFAS 106 454,553
Merger Conforming

Expense
Index #54

Parent Impact on 75,500 259,236 195,782
Pacific Bell
Directory -
Contributions and
Memberships
Index #55a
Parent Impact on 389,744 729,081 881,323
Pacific Bell
Directory -
Lobbying Expense
Index #55e

Appendix D (page 2)
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DRAFT

UNDISPUTED AUDIT ADJUSTMENTS

Issue

Amount of Adjustment

1997

1998

1999

Parent Impact on
Pacific Bell
Directory — Parent

Management Fees
Index #55j

1,145,479

1,248,344

Parent Impact on
Pacific Bell
Directory -
Employee Transfer
Fees

Index #55k

Parent Employee
Transfer Fees Billed

Back to Pacific
Index #57

626,616

Nevada Bell Net
Directory Revenue
Index #59

(11,253,000)

Regulated and

Nonregulated Cost Alloc

ations

Nonregulated

Tracking Code

Assignment Error
Index #64

7,398

4,250,163

3,237,874

Customer Premises
Equipment Costs
Index #67

10,097,537

3,467,830

Appendix D (page 3)
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APPENDIX E
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10.

APPENDIX E
Topics for Continued Affiliate Transactions Audit

Audit of the process Pacific uses for centralized tracking of legal matters. (Audit Report
at 13-3, 14-25 to 14-26, Pacific’s Opening Brief at 126- 27).

Audit of Pacific’s claims that it analyzes costs using the Part 64 cost hierarchy (Audit
Report at 12-3, Pacific’s Opening Brief at 130-31.)

Audit of the enhancements that Pacific states will ensure proper Part 32 accounting
classification of parent company costs. (Audit Report at 13-3, 13-17, 13-21; Pacific’s
Opening Brief at 132.)

Audit of the record-keeping and document retention efforts of the SBC shared service
affiliates doing business with Pacific. (Audit Report at 15-2 to 15-3; Pacific’s Opening
Brief at 132-33))

Audit of charges to affiliates for services prov1ded by Pacific Bell. (Audit Report at 17-1
— 17-3 et seq.; Pacific’s Opening Brief at 138-42. )

Audit of fairness of Pacific’s fully distributed cost rates. (Audit Report at 17-12 - 17-14;
Pacific’s Opening Brief at 140-41.)

Audit of whether Pacific Bell Directory is following Commission rules regarding
purchases from AMDOCS, an SBC software subsidiary. (Audit Report at 18-2; Pacific’s
Opening Brief at 142.)

Audit to determine the correct levels of revenues and expenses to which the 10% mark-up
for marketing services billings to unregulated affiliates should be applied. (Audit Report
at 20-6; Pacific’s Opening Brief at 169.)

Audit of Pacific’s transactions involving its sharing of customer information, data bases
and proprietary information with affiliates, and assessment of potential for cross subsidies
relating to such transactions. (Audit Report at 12-3, 12-6,12-7, 15-1 and 21-10;

see generally Pacific’s Opening Brief at 142-47.)

Audit of Costs related to applying for InterLATA service (Audit Report at __; Pacific’s
Opening Brief at 174.)

(END OF APPENDIX E)

* To assist in identifying the issues, for each item, we identify where in the Audit
Report it appears, and where Pacific discusses the matter in its post-hearing opening
brief for Phase 2B.

‘ In completing this audit task, Overland shall have access to all available material
related to Ernst & Young’s audit(s) of Pacific’s affiliate transactions.
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Appendix F

Summary of Refund Owed to Ratepayers
Pacific Bell Intrastate Regulated Operations
Phases 2A and 2B

Appendix F - Draft

1997 1998
Sharable Sharable
Earnings Owed to|Earnings Owed to FOTAL
Ratepayers Ratepayers
Refund Amount %0 $290,638,482 $290,638,482
Interest Factor for 1998 (one
half of principal x one half of - 1.0250 _
10% annual interest rate)’
Interest Factor (10% annual
rate compounded monthly from 1.6453 _
1/1/1999 through 12/31/2003) '
Total Refund With Interest $0 $490,143,871 $490,143,871

1. Note: Interest factor for 1998 and the monthly compounding of interest in 1999 and subsequent
years is based on the guidance provided by (1) D.89-10-031, Ordering Paragraph 16, and (2) D.88-09-

028, Ordering Paragraph 4.
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Appendix G

Summary of Sharable Earnings
Pacific Bell Intrastate Regulated Operations

Appendix G - Draft

Phases 2A and 2B
1998 1999
1. |Adopted Net Operating Income $940,582,874 $1,434,881,530 $1,325,250,296
2. |Adopted Rate Base $9,270,293,069 $9,390,892,113 $9,457,472,582
3. |Rate of Return 10.15% 15.28% 14.01%
4. |Sharing Trigger 11.50% 11.50% N/A
5. |ROR above Trigger 0.00% 3.78% N/A
Total Sharable Earnings: ROR above
6. |Trigger Times Adopted Rate Base $0 $354,928,937 -
(Row 5 x Row 2)
| 7. |Ceilling Rate of Return (15%) 15% 15% -
Sharable Earnings over Ceiling ROR _
8 ((Row 3 - Row 7) x Row 2) $0 §26,247:.713
Sharable Earnings Between Trigger n
9. and Ceiling (Row 6 - Row 8) $0 $328,681.224
Ratepayer Portion (30%) of Sharable n
e Earnings over Ceiling (Row 8 x 30% 0 ST8T44
Ratepayer Portion (50%) of Sharable
11. |[Eamings between Trigger and Ceiling $0 $164,340,612 --
(Row 9 x 50%)
Total Ratepayer Portion of Sharable _
2 | Eamings (Row 10 + Row 11) $0 $172;218,926
13. | Tax Gross-up Factor (1/(1-0.40746)) 168.76% 168.76% -
14 Ratepayer Amount With Gross-up ’
"|(Row 12 x Row 13) $0 $290,638,482 -
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Appendix H

Financial Summary of Adopted Adjustments
Pacific Bell Intrastate Regulated Operations
Phases 2A and 2B

Appendix H - Draft

=~ || 1997 1999 Reference
1. |Net Operating Income Reparied by Pacilic Ball $662,499,328 $922,472,419 $962,198,083 Exhibit Phase 2A: 400, p, 11.
2. |Adopted Adjustments: Phase 2A ($7,924,000) 5 $239,786,000 Appendix | of today's Decision.
3. |Adopted Adjustments: Phase 28 $296,007,.546 | $123,266,213 Appendix | of today's Decisjon.
4. |Adopted Net Operating Income $840,582,874 IE $1,325,250,296
5. |Rate Base Reported by Pacific Bell $10,057,145,000 | $10,170,675,000 | $9,963,603,000 Exhibit Phase 2A: 404, Attach. 11-21.
6. |Adopted Adjustments: Phase 2A $43,446,454 $132,371,666 Appendix J of today's Decision.
7. |Adopted Adjustments: Phase 2B ($786,851,931)| ($823,229,341)| ($638,502,084) Appendix J of today's Decision.
8. |Adopted Rate Base §0.270,003,060 | $9,390,892,113 | $9,457.472,582 |
9. |Rate of Return Reported by Pacific Bell 6.49% 9.07% 9.86% Exhibit Phase 2A: 400, p. 11.
10. [Adopted Adjustments: Phase 2A -0.08% 2.86% 2.32% Note 1, Line 21.
11. |Adopted Adjustments: Phase 2B 3.74% 3.35% 2.04% Note 1, Line 22.
12. |Adopted Rate of Return 10.15% 15.28% 14.01% Line 4/Line 8, or Line 9 + Line 10 + Line 11.
Note 1: ROR Impact of Adopted Adjustments
1997 1998 1991
13. ROR Impact of Phase 2A Adjustments -0.08% 2.75% 2.25% {{Line 1 + Line 2)/(Line 5 + Line 6)) - (Line 1/Line 5).
14. ROR Impact of Phase 2B Adjustments 3.74% 3.23% 1.98% ((Line 1 + Line 3)/(Line 5 + Line 7)) - (Line 1/Line 5).
15. Subtotal 3.66% 5.98% 4.23% Line 13 + Line 14
16. Proportionate Impact - Phase 2A -2.19% 45.99% 53.19% Line 13/Line 15
17. Proportionate Impact - Phase 2B 102.19% 54.01% 46.81% Line 14/Line 15
18. Adopted Rate of Return 10.15% 15.28% 14.01% Line 12
19. Reported Rate of Return 6.49% 9.07% 9.66% Line 9
20. Difference 3.66% 6.21% 4.36% Line 18 - Line 19
21. Difference Attributable to Phase 2A Adjustments -0.08% 2.86% 2.32% Line 16 x Line 20
22. Difference Attributable to Phase 2B Adjustments 3.74% 3.35% 2.04% Line 17 x Line 20
23. Total 3.66% 6.21% 4.36% Line 21 + Line 22
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Appendix | - Draft

Appendix |
Summary of Adopted Adjustments to Net Operating Income (NOI) - Pacific Bell Intrastate Regulated Operations
Phases 2A and 2B
SR eI L ]
Adopted Adjustments to NOI * Reference
Aeferences to Phase 24 Decision
Phase 2A except as noted
1. |Pension Trust Fund Withdrawal 840,737,000 $40,737,000 | Exnibit Fhase 2A° 409, Table 7 of 7
2. ISFAS 106 - Regulatory Asset Write-Off - $149,765,000 Appendix F
3. |SFAS 106 - VEBA 3 to VEBA 5 Transfer $5,829.000 $41,388,000 Appendix H, Linas 7 & 14
4 |S £BA 3 Contributions® $44,704,480 Appendix |, Lines 14 & 30
s. |Inca ax Flow Through - Phase 2A Issues ($13,753,000) $240,587,000 Appendix J, Column L
6. [Sublotal Phase 2A ($7,924,000) $517,181,480
References to Fhasa 28 Dacision
Phase 2B Appendix A, except as noted
7. SFAS 106 Merger Conforming Expense $1,656,603 Index N, 39
8. 4rds SBC Operations $252,655 Index No. 40
9. ess Executive Compensation $1,106,092 Index No. 41
10. sec. Allocation of Parent Mgt. Fees $562,578 Index Mo 42
1" 1ll Ctr. Deprec., Merger Implement. Expense | - $237,025 Index Mo, 43
12, Excess Executive Compensation | 5134581 $207.474 Index No. 44
13. | 'FL, TRI Sec. Alloc. of Parent Mgt. Fees 5216302 $482,181 Index No. 45
14, == Executive Compensation $1,472,683 $15,397,357 Index No, 46
15, (Parent Political and Legislative Influence Expense $8,574 BES $22,771.276 Index No. 47
16. |Parent Legal Expense . $650,937 Index No. 48
17. |Parent Public Relations & Corp. Sponsorship Expense $1,700,568 $19,101 982 Index No. 49
18. |Parent Corporate Development Expense $3,068,824 $6,574,930 Index No. 50
19. |Parent Strategic Planning Expense $1,675,592 $532,041 $409 813 $2,617 446 Index No. 51
20. |Parent Contributions, Memberships, Foundation Expense $161,013 $657,620 ($3,067 831) ($2,249,108) Index No. 52
21. |Parent Out of Period Expense ($3,442,873) $3,360,784 - ($82,089) Index No. 563
22. |Parent Merger Conforming Expense - - £454 553 Index No. 54
23. |Parent Impact of Adjustmts. on Billings to PacBell Direct. $770,974 $3,914,927 $9,139,608 Index No. 55
24. [IMSI USA Excess Executive Comp. Billed Directly - - $2,001,766 Index No. 56
25 |Parant PR Employee Transfer Fees Billed to PacBell $626,616 - $626,616 Index No. 57
26. |Mevada Bell MNet Directory Revenue - - ($11,253,000) Index No. 59
27. - $11,127,125 $20,352,724 Line No. 21
28. |Dap -xpense Timing Adjustment - - $1,728,488 Index No. 60b
20. | Advertising Direct Assignment and Common Allocations $1,930,885 $1,7562,588 $3,883,473 Index No. 61
30 vice Non-Productive Salary Allocations 50 Index No. 62
31. =ting Services Revenue $3,235,271 $13,689,808 $16,925.079 Index No. 63
32. | Tracking Code Direct Assignment Errors %7.398 $4,250,163 $3,237,874 $7,495,435 Index No. 64
a3, |f | Strategy Implementation | - $3,695,373 $3,805,373 index No. 65
34 |100 le Sponsorship Costs $1,014,546 | - $1,014,546 Index No. 66
35. Framise Equipment Costs $10,097 537 $3,467,830 $13,565,367 Index No. 67
36. d Contingent Liabilities - Revenues - $23,976,238 Index No. 1
Ividiands - $3,883,507 Index No. 2
) Jevenues - RCRMS (PacBell repts. flows thru) - $53,533,000 Index No. 3
39. | of Bellcore - $9,122,587 Index No. 4
40. e Portability Costs $22,306,761 $101,525,211 Index No. 5
a1, |Local Compattion Costs - $28,997,720 Index No. 6
42. |Merger Savings 2,488,668 $4,977,336 Index No. 7
23, |Advanced Communications Network $2,226,486 $24,356,745 Index No. 8
a4 |Software Buy-Out Agreement - $26,347,581 $26,347,581 Index No. 9
45. [Unsupported Contingent Liabilities - Operating Expense $1,134,101 $6.971,314 $60,940,024 Index No. 10
48. |Incentive Pay Accrual ($24,140.( $20,775,097 $16,990,998 Index No. 11
47. |ISP-Bound Traffic Separations ($11,329,359) - ($11,329,359) Index No. 12
48. |Uncollectible Settlements - RCRMS $16,614,105 $7.,800.938 $511.880 $24,935,922 Index No. 13
49 |SFAS 112 $5,684,918 . - $5,684.918 Index No. 16
50. |Intrabuilding Cable Amortization $19,473,832 536,084,860 Index No. 17
s51. |SAVR Delayed Retirements $5,906,945 - $10,143,152 Index No. 18
52. |SAVR Reverse Retirements $271,567 257 2,344 456 $3,231.276 index No. 19
s3. |Equal Access IEMR Ratemaking Adjustment - (6,477,055) . (%6477 ,055) Index No. 20
s4. |Ameritech Income Tax Misclassification - - $8,001,866 $8,001,866 Index No. 22
ss. |Excess Deferred Income Tax - $29,624,020 52 1,332 $50,205,422 Index No. 24
s6. |Sales and Use Tax Accrual $460,647 $457,024 ($1,425,307) ($507,636) Index No. 25
s7. |[Employment Tax Error - - $4,345.305 54,345,305 Index No. 26
sa. [PIU Accrual ($8,694,340) - (58,604,340) Index No. 68
Turnaround Accrual ($13,701,303) - ($13,701,303) Index No. 69
$687,346 §2,516,517 54,790,685 Index No. 70b
108 472 S507.214 51,001,392 Index No. 71
ohe Services In Out-Of-Territory Areas 51,496,506 7 £3,814 637 $6,560,870 Line No. 57
| Through - Phase 2B !ssues 0 85,117,000 ($64,903,000) $20 539,000 App. K, Column M
64, !Subtolm Phase 2B N 296,007 546 227,088,631 $123.266,213 $646,363,390
es. [Total Phasa 2A and 28 $288,083,546 | $512,409,111 | $363,052.213 | $1,163,544,870

Note 1: All amounts are after-tax (normalized) revenues or expenses, except for the adjustment for flow-through tax accounting, which represenis the effect of using flow-
through tax accounting instead of normalized tax accounting with respect to Phase 2A and 2B issues that do not result in an audit adjustment.
Note 2: No TBO adjustment for 1997 because the SFAS 106 costs recognized for CPUC purposes during 1997 equaled tax-deductible contributions (which exceeded
the SFAS 106 accrual), making it unnecessary to revise SFAS 106 costs reported during 1997 to reflect the corrected TBO.
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Adopted Adjustments

Pacific Bell Intrastate Regulated Operations

Appendix J

Summary of Adopted Adjustments to Rate Base

Phases 2A and 2B

Appendix J - Draft

to Rate Base 1997 1998 Total Reference
Phase 2A
Accumulated Deferred ; —_— See footnotes 1, 2, and 3
Income Tax $0 $43,446,454 $132,371,666 $175,818,120 below.

(Note 1) {Note 2) (Note 3)

Subtotal Phase 2A $0 $43.446,454 | $132371,666 | $175818,120
Phase 2B
SFAS 106 Accrued Liability $124,000 ($5,998,000) $5,352,000 (8522,000) | popoe o Mo, 31
SFAS 112 Acorued Liabilly | (5213,204,405) | (§236,462,847) | (§255430,427) |  (S705.097.679) | apporcic A Index No. 22

|

Vacation Liability

($51,867,976)

($51,359,429)

($45,735,145)

($148,962,550)

Phase 2B Decision,
Appendix A, Index No. 30

Phase 2B Decision,

Accrued Contingent Liability ($28,039,000) ($20,106,000) ($7,800,000) ($55,945,000) Appendix A, Index No. 32
Depreciation Expense Timing $0 $0 $2.917,083 $2.917,083 Priase 2B Decision,

Appendiix A, Index No. 60a

Adjustment

Cash Working Capital

($511,550,000)

($530,735,000)

($378,865,000)

($1,421,150,000)

Phase 2B Decision,
Appendix A, Index No. 27

Prepaid Directory Expense

$93,805,000

$83,904,000

$71,382,000

$249,091,000

Phase 2B Decision,
Appendix A, index No. 28

Restructure Reserve

($29,070,727)

($29,024,711)

($28,975,159)

($87,070,597)

Phage 2R Decision,
Appendixz A, Index No. 35

Accumulated Reserve for

Phase 2B Decision,

Detirsciafion $14,069,957 | $36,308,845 | $46,060,404 $96,439,206 | e o e No. 36
Excess Deferred Income Tax $0 $12,800,000 |  $38,400,000 $51,200,000, | po e e ooe e 58
ILNP Rate Base ($14,315,457) | ($32,338,163) | ($42,836,992) (889,490,612) | prrooenn. Lins No 70
AFUDC ($2.327,000) |  ($8,370,000) | ($12.964,000) |  ($23,661,000) |, 0lnn R EERE
PBOP Pre-Funding Plant Adj. |  $13,312,000 $13,312,000 $13,312,000 §39,936,000 | Al A e 72
Accumulated Deferred p—— . Phase 2B Decision,
income Tax ($57.788,323) | ($55.160,036) | ($43,318,848) | ($156,267,207) | appendix A, Index No. 37
Subtotal Phase 2B ($786,851,031) | ($823,229,341) | ($638,502,084) | (§2,248,583,356)

Total Phase 2A and 2B

[ (5786,851,931) | ($779,782,887) | ($506,130,418) [ ($2,072,765,236) |

Note 1: All of the Phase 2A adjustment to accumulated deferred income tax relates to the CHCF-B. The source of the
information is Overland Exhibit Phase 2A: 404, Volume 2, Attachment 9-10.

Note 2: 43,446,454 = (110,252,000 - 0)/2))*0.76813

Note 3: 132,371,666 = (222,880,000 - 110,252,000)/2))*0.79471

J-1
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Appendix K
PACKFIC BELL
Phases 2A and 2B
INCOME TAX FLOW-THROUGH ADJUSTMENT
YEAR 1997
[3000)
Frecoithed FOG BASHE — | Chings in Dl prerinid (i @0
[atiarrad (| . Notttlizad) Junmdictionsd Dufirred fle, | Nermaiited)
froarmm Tas Expares Adluesmards Mrwmalised} lrenrem Tan
Ten| theoms Tan Esjp | Enp Mt of
Fadart State Tolal | Beparstionrs | itrostate C) jrapamate | Covmest by Audid | Auct Acust
weorre Tax | Income Tun A+ Fadal xD Faciun| Slatn E4F«GeH | Adiuniment
A B [+] 2] E ¥ G | ol
1 |Pehson VIR 34, 0R 165,07 Rl 131,45 [ozmen] (038 [25.290)
2 |SEAN 108 ERATA) B (7. 84y prIre RB2E) | ab1sE 12688 (22 423} 7438 4,008
3 |FCC v CPUC Deprocarnion LT 2447 0 FFFd 1803 a VB 504
4| Achanoms Communcstons terscth 17,010 A e 2N 0.7774 17,701 17741
5 | Capitaiend ot (E.a71) [1.502) =] 07774 i) %3001
5 |Btiln come Tax Acus ] DI o A
7 |Wazation Pay Aconal 1227 (. 145) (8,324) [CEik] w0y | 1788 | AWT w2
(8 [Tanih Awnid (1,418 =i i, m08) 07774 Habey | @vds () [5.4a7)
5 _[Trursiwe Pricing CFUC ve TT0 [ i) th [E) 1E1T &1
15[ Fastructunng Haseos [ Q7774 [ 3,751 | 10443 (35,5431 11241
11| Menthity Aconal and Rl 0 oTITa a paEd) | 10237 (47 .029)
L skt 0, QT4 ] (44,751) | Dasm B1.217) 52 818
13| Morger Faslund Ancrn |paTEY) | (17048 | @RTEm | GTTTA A 31T) R 16250
14} Camemunity Patnershic (LR A 4141 (20,348 QTTI (15 48 18,2485 A
l5|Ffur\f-ann.-.J;: 3,073 1,780 14805 a7 11,531 11,581
16| Canor Smail tams {2 238) 5,671 Ehava) | o7 pR0es) | 1955) | 45541 e =108 30,543
17| Total i 1,508 3085 283 | [102188)] (90.884) | 38570 X BT,771
Heterence.  ivote i fwoie ¢ Helo 3 Note 4 Note § e d Mete T
References
Note 1- Overland Exhibit Phase 2A: 402, Part 2, Attachment S9-1, p. 2.
Note 2: Overland Exhibit Phase 2A: 404, Vol 2, Attachment 88, p. 4
Note 3. Overiand Exhibit Phase 2A: 404, Vol. 2, Attachment 9-6, p. 1
Note 4- Overiand Exhibit Phase 2A: 404, Attachment 9-6, p. 2, less Attachment 8-4,p. 1. Column
Total of (102,185) = 47,103 (Attachment 98-8, p. 2) - 149,298 (Exhibk 404, Attachmert 9-
Note 5 Overiand Exhibht Phase 2A: 404, Vol. 2, Attachment 9-4,p. 2
Note 6. Overtand Exhibit Phase 2A: 404, Vol. 2, Attachmert 8-6, p.1
Note 7 See supporting schedule in Appendix L.
Appendix K
PACIFIC BELL
Phases 2A and 2B
INCOME TAX FLOW-THROUGH CORRECTION
YEAR 1998
$000)
. Fectried FOG BASH ——— Chonge In
Dwterrsd || &, Normalized) Hutindictionsl iherred i
Irecthe Tax Expiree ity Buirwafired)
Total Drwanerse Tan Enpe
Fadarsl Eltmia Teital Sepamatorn |intravale ) IEMR irtbrevstebe | Clbusiad by Adudil
jrecme Tax | ncome Tix Al Fastar x Faoral litate untrruain | E+F454eH | Adjuimion)
A B L=} D [ F G H | of
11 Pansion 25518 [R1 RN QT2 i, 104 |5r_g_a_.5_;_, {15,800} 438
2 JEFAS 04 1.188 1,584 R162 [RIAL] 7020 =357 o] (iex oas; | (152.885) 156,018
3 |EHcka 10,608 27 AT 178,953 07712 g8500 LR
4, |[FCC va CRUT Depreciatian tte=a | (asse | orna 12.818) a 13,484 [
5_[Acvance Communestone Heswork (1,81} 13741 t1,725) 0.7713 11,530) 11.330)
16 |Camitillrad Scflwars 10,084 .7E8 12,852 01713 2913 8.0613
7. |Otnis Incerme Tax Aceriinl o 0 ] 0TI [ o
(& [Tanrn Awar 3BT 10544 7217 [§21 38418 30,418 {1, 0
5 (Vacaticn Pay Accral e B 274 FEiE) 211 =.470] [EE
10| Fastnuclunng Ressns o 07713 Q L]
1 ¢ [ nrithiy Accrusi sid Rewsrsal [} [RLAL] {1 Wyt | ans 13638
10| Cantingues Lindiitien i 0773 2 502 1,443 8,57 THO
13{ktwrenat Cortasind Thaflc MOL [ALAAL] (4, 08 22 208) arna [1T.451) (17.461)
14| Trmresiwr Prigiog CFUG v 7O ] a7na 0 0, 188 5,587 5,753
15| Meeger Fislurd Ascnay 12301 3481 15,682 [XiiE] 12,334 {11437} T
18] Ceensenitity Fartnershin 2185 - 714 FLLRE] 3,50 [[Xlz;] (434}
16}Ptio v Triw L o CRELE] [ ]
17] Tan Fimsanm o arra Q 30,047 30,147
18JOhesr Sl S [FIREST] B AW | 077 | (g | 4774 | 2] (RBET) [ES)
19]Toar 188,80 0,978 168,211 1sa.880 | wrem | 5T (g | 5570 146108
Reference Note 1 Note 2 Note 3 Note 4 Note & Note 8 Note 7

References
Note 1. Overand Exhibit Phase 2A: 402, Part 2, Attachment S9-1,p. 3.
Note 2 Overland Exhibt Phase 2A; 404, Vol. 2, Attachment 9-6, p. 6
Note 3: Overtand Exhibit Phase 2A: 404, Vol. 2, Attachment 9-8, p. 1
Note 4; Overland Exhibit Phase 2A: 404, Attachment 9-6, p. 2, less Attachment 94, p. 3 Column
Total of 12,762 = 48,057 (Attachment 9-8, p. 2) - 35,285 (Exhibit 404, Attachment 8-4, p.
Note 5 Overland Exhibit Phase 2A: 404, Vol. 2, Attachment 8-4, p. 4.
Note 6 Overland Exhiblt Phase 2A: 404, Vol. 2, Attachment 9-6, p.1
Note 7 See supporting achedule in Appendix L.



Appendix K - Draft

R.01-09-001 et al. ALJ/SRT/avs

Appendix K

PACIFIC BELL
Phases 2A and 2B
INCOME TAX FLOW-THROUGH CORRECTION
YEAR 1999
(5000)
— Fisctided FOT BASIS — Changsm | Dofwmed (i 0.
Dtarred (8, Normalirsd) Jirmcletisral Defurrod e, | Normrlised)
Irenrree Tiax Expimned Adjyitrurta Nirivkflanf) moome Tax
Toin| trvorrree Tot Bap | Enge Mt 28
Fuicloal Slaln Tatal Separstiom | intraatate C) EMA Intrmatinte | Casied by Avicit | Audit Acijist
woore Tas| coms Tes AsE Factor ali Fudenl | Btate | Adicseman | E+F9GH | Adjusimen bl
A ] [=] [+] E I (] H | .8
1 |Parmece; 1BL4dE 32 368 13814 aTTeEs 165,178 | {80,109} | (13.805) 31,972 R
2 {SFAS 108 Ma51) 8,5Td (43515 B 7TES pass | 273 T5B 30,0861 30,77
1 [SHCF-8 10857 T BA47 13542 o 7728 104,418 104,818
4_|FCE va CPUT Dugrecaion 5 58 \5.588) a7 14.215) (TRS1S) . 533}
5 | Advanond Commurestons Netwrrk | 4585 (13,0001 {2 e01] 0775 (#R.553) |48 52
] 15 450 0.086 A nITee 12,57 17,357 17.357
L2 111} [RIATI 103583 | 4TS (L] (800 (8005
&= e B [ BTTES {21,818} (i1,615) jrafakl]
0 o DITE 0 [ a
(=81 | Inds) [Bez00) | 07725 | w04z} &1} 14 260 112, 135)
118,580) {4.768) [£1.354) | D775 fam) | 474 1445 (10,251} (10,2811
] [Rir:] [ [} 0
4] [\egr-] ] 353 [R.883) (8.7} 6172
) 07728 [0 811 1,557 11,770 4784 18584
{10809 {3768 (22u | orres 117.148) 17,1451 RERITCH
(101,847} [ B54) pazen) | oTTes {10.584) | B0 2.7 2317 2317
prie ti] 4,504 26,087 aires 2077 [RET.A0] 8.8 20
1, 25 1740 aTres 13 548 1.8 1,0
18| Prine ¥ sar Troe Lip o a7res o o ]
20| Tax Fivosirvs 1g011 18,011 07725 14,587 1eEsT
F1iCater Sroall Rurma 1018 54088 13,064 nires 10,340 7405 | 1.3 Tay 1=
= Totaj 70T 20 204 T B84 147,58 | (MEATZ) | (38445 {13.336) o1
Reterence: Note 1 Note 2 Note 3 Note 4 Note o wole & Nete 7

Ref ]
Note 1: Overland Exhibit Phase 2A: 402, Part 2, Attachment S9-1, p. 4.
Note 2: Overland Exhibit Phase 2A: 404, Vol. 2, Attachmert 9-6, p. 8.
Note 3. Overland Exhibit Phase 2A: 404, Vol. 2, Attachment 8-8, p. 1
Note 4 Overland Exhibit Phase 2A: 404, Attachment 9-8, p. 2, less Attachment 94, p. 5. Column Total of
(36,472) = 229,618 (Attachment 9-8, p. 2) - 266,084 (Exhibit 404, Attachment 9-4, p. 5).
Note §: Overland Exhibit Phase 2A: 404, Vol. 2, Attachment 8-4, p. 6
Note 6 Overtand Exhibit Phase 2A: 404, Vol. 2, Attachment 9-6,p 1
Note 7 See supporting schedule in Appendix L.
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Appendix L

Pacific Bell - - Phases 2A and 2B
Reconciliation of Income Tax Normalization & Flow Through for Adopted Audit Adjustments Other than CHCF-B

Appendix L - Draft

Increasel/{Decrease) to Pacific's NOI

1997

Intrastate Regulated Amounts

Adopted Normalized After-Tax

Adjustment Description Reference ' Audit Adj. | Tax Rate Tax Effect Effect
SFEAS 106 VEBA 3 Transter 2A Decision, Appendix H, Line 7 a,A38,000 40,7465%: (4,008,591) 5,829,409
Unsupported Contingent Liabilities:

Revenues Index No. 1 40,463,493 | 40.746% (16,487,255)] 23,976,238

Operating Expense iy No, 10 89,166,316 | 40.746% (36,331,707)| 52,834,609
Total Unsupported Contingent Liabilities 129,629,809 {52,818,962)| 76,810,847
Other Small ltems

Local Competition index Mo, 6 40,974,049 | 40.746% (16,695,286) 24,278,763

Incentive Pay Accrual Intdex No. 11 34,353,665 | 40.746% (13,997,744) 20,355,921

Uncollectible Settlements - RCRMS index No. 13 28,038,790 | 40.746% (11,424,885)| 16,614,105

SFAS 112 Intex No, 18 9,594,151 | 40.746% (3,909,233) 5,684,918

Sales and Use Tax Index No. 25 777,410 | 40.746% (316,763) 450,647

PIU Accrual Index No. 68 (Index shows after tax.) (14,673,001)| 40.746% 5,978,661 (B,684,340)

USOA Rewrite Turnaround Accrual Index No. 69 (Index shows after tax | (23,123,001)| 40.746% 9,421,698 | (13,701,303)
Total Other Small ltems 75,942,063 (30,943,353)| 44,998,710
TOTAL 215,409,872 (87,770,906)] 127,638,966

1998

Increase/(Decrease) to Pacific's NOI
Intrastate Regulated Amounts

Adopted Normalized After-Tax

Adjustment Description Reference ' Audit Ad]. | Tax Rate Tax Effect Effect
SFAS 106: Regulatory Asset Write Off 2A Decision, Appendix F, Line 7 252,751,000 | 40.746% (102,985,922)| 149,765,078
SFAS 106: VEBA 3 TBO Adj. 2A Decision, Appendix |, Line 16 31,871,000 | 40.746% (12,986,158)| 18,884,842
SFAS 106: VEBA 3 Curtail. Loss 2A Decision, Appandix |, Line 27 38,264,000 | 40.746% (15,591,049)| 22,672,951
SFAS 106: VEBA 3 Transfer 2A Decision, Appendix H, Line 12 60,012,000 | 40.746% (24,452,490)| 35,559,510
Contingent Liability Expense Index No. 10 1,913,966 | 40.746% (779,B65) 1,134,101
Incentive Pay Accrual Index Mo, 11 (40,739,899)| 40.746% 16,599,879 | (24,140,020)
Other Small ltems

Local Competition Index Mo, & 7,963,946 | 40.746% (3,244 989) 4,718,957

Uncollectible Settlements - RCRMS Index No. 19 13,180,440 | 40.746% (5,370,502) 7,808,938

Sales and Use Tax Index No. 25 771,297 | 40.746% (314,273) 457,024
Total Other Small Items 21,915,683 (8.929,764) 12,985,919
TOTAL 365,987,750 {149 125,369)] 216,862,381

1999
Increase/(Decrease) 1o Pacific's NOI
Intrastate Regulated Amounts
Adopted Normalized After-Tax

Adjustment Description Reference ' Audit Adj. | Tax Rate Tax Effect Effect
SFAS 106: VEBA 3 TBO Adi. 2A Decision, Appendix I, Line 12 5,312,000 | 40.746% (2,164,428) 3,147 572
Pension Trust Fund Withdrawal Exhibit Phase 2A: 409, Table 7 of 7 68,749,000 | 40.746% (28,012,468)| 40,736,552
Contingent Liability Expense Index No. 10 11,765,136 | 40.746% (4,793,822) 6,971,314
Incentive Pay Accrual index Na. 11 35,061,088 | 40.746% (14,285,9891)| 20,775,087
Other Small items

Software Buy-Out Agreement Index Mo 0 44 465 480 | 40.746% (18,117,909)| 28,347,581

Uncollectible Settlements - RCRMS Index No 13 B63,874 | 40.7486% (351,994) 511,880

Sales and Use Tax Index Mo 25 (2,405,419)| 40.746% 980,112 (1,425,307)

Employment Tax Error Index No. 26 7,333,353 | 40.746% (2,988,048) 4,345,305
Total Other Small ltems 50,257,298 (20,477,839)( 29,779,458
TOTAL 171,144,522 (69,734,547)| 101,409,975

Note 1: All References to Phase 2B Decision, Appendix A, except as noted.



