
m the !lUlU~ of the im'~~~U<l!!!Q 
ofthe~off~ 
iitiMU• (}f the Tu 
Int. 

) 
) 
} 

~ttw.ttl!m B~U Is 

m too Nt!){ll"t iu Qlt,j} the ~IOU•ti:cru ~ffcct of U~ 

propriet .. y informatioo under S~tioo 3iUi.4~0, RSMo H~n. 

2. ~ act~Ml effects which the TIL..; Rdorm Aet of inli wm oove oo 

Southwestern Bell's fin&£H~ial results l'tN! presently unknown. As illdie!ltoo by the 

examples listed below, Southwestern FeU is eoofrootoo wlth numerous 

uneertainties during tht; period in whidl the Tax Reform :\et win t~tke eff~t, 

those taxing provisJoos <ire "'beekcast" oo 1985 &!ld 1936 historical <kta. ~ 

<kta incloooo in :Exhibit:\ refi~t-s et.'l"t&in estab~d Commission policies (e-i·• 

e~, etc.) with which Southwestern Bell ~ oot ~lly agree, but 

which oove been incorporated in order to muimixe the !itillty of thls report f'or 

the Comm~ If the full effeets of the Tax Reform Act m InS are applied to 

Ins <kta, Southwestern Bell's resmts show 111. l'lypothetie61 Ntvenee deficiency of' 

of all other reklvant factors a!feetlng l:M' ~ ~ the •me time ~ 

~ Commissioo ~i~ this pri~~ m its J~ lt, 1987 Order 



~ fi-~ati~ tll~t tired 1!1 ~~%!11~1''1 fi~41ii Nlll>tlitl ~~J ~ 

~~-t~ &u Tel~~~~ c:O!tiDill~'!l's 

htti!llt appro'Nd rllifl or ret~&m d~M« TR-13·!53. u~ tne 

t.-ms ol the settlt~m!illftt •um!illftt b)~ tbfl Comm~oo !!'l 

TR~-ll~. Snutl'lwl!llt~ BaU Ttia~e i:; pracl~~ from 

by $13.0 

additiooal $2.7 miHioo in ~~i property t~ oompared to 1985, 

ravecing a five-ye~ trend of deereaes. TM ~i~oo expoo!le for 

social security {FICA} tues increesed by $572,~" in I tit!. 

e. The Tu Reform Act l'les -~ created offsetting OO$t iooreeses 

thro~ its retroactive mnmuttiOft of l<lvestmant Tu Credit~. Tl'lis 

provisioo reslited in a M~i easl'l fi-l\BS of$$.7 millioo inlHli. 

R~ easll fi~ to a eoo~pany results in either incre:~ int.-est 
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f. 

in the event of ilt~tl2'1il dbuten. The~ eosb resuitiftg from 

tornadoes m too •ea of S._tca ~ Gn~ in May of 1586 

i;; estimated at $746,111. Too eosu ~ated wiUt in 

St. C~lall Md Portage De Siwx in Oct~ of 1!86 is estimated at 

$536,505. 

4. The informatk.n provided above is an to enum~ate items 

which hue affected the cO!lt of providing service in the State of Missol2'i dl2'ing 

1986 as oomp&red to 1985. It would have been difficW.t-peroops impossible-to 

identify those items and quantify them two years ago, well before they actually 

occurred. By the same token, Southwest~n BeU cannot always predict with 

certainty the financial consequences of single events that will occur in the 

future because expense, revenue and etlpital costs a-e dependent upon many 

factors within the company, the economy, and the physical environment. Many 

elements that make up the financial statements of the rompsny a-e ruso 

interrelated. It cannot oo assumed that a single inCf'ease in expense will lower 

the net income without considering the other events that occur simultaneously 

such as expense inCf'eases or decreases in other areas, revenue increases or 

decreases, and necessary capital ex-penditures in the same time frtlme. However, 

Southwestern Bell does attempt to predict and plan for future events as much as 

possible. Presently the oompany is awa-e of many items that have the potential 

of increasing the company's costs in the following two years. The following list 

of items, like the events described above, are not likely to be all inclusive of the 

things which could affect costs or revenues but are representative of those 

events: 

a. Separations changes a-e expected to continue into the future which 

will increase intrastate Missouri cost allocations. DU¥'ing 1987, the 

effects of "CPE phasedown" will continue, thus shifting costs without 

corresponding revenues from too interstate jurisdiction to the 

Missouri Intra.<>hl.te jurisdiction. The movement to the federally 

mandated 25% gross allocator of NTS costs will continue to shift 

e:!sts in 1987 a~ l~S to the Missouri intrastate jurisdiction. The 

combined effect or these two items alone is expected to be 

$10.4 million in revenue requirement in 1988 over the 1986 level • 

...... 



b. On V.ay 15, l§ii tbe FCC ~ ~ Gi"W a~ UnifGl"m 

Syste~r> of A~ts f'oc Clus A & C!M$ B Telephooe 

most sipifieut is i.:M.t it the ~~~U~ method with reg~d 

to ~pitaiizatloo Md ~~ of ~tam items. Southwestern Bell 

Telephone Com~y's ~.\test estimate of the net eiJeet of cspiW and 

exper.s~ shifts is $l'Z.-.~ millioo in &~~ revenue requirement in 

just the first ye~ t)f the This ~Umate is based upon an 

approximatioo of :'Wis,~uri intrastate portion of' the total shift of' 

Southwestern Bell Company a study ye~ of 1985. 

This figure Is en estimate and the acturu expense shift may be 

greater or less. 

c. The following items oc events M.ve the potential of affecting the 

finan~ial performance of Southwestern BeH during 1987 and 1988, as 

wen as subsequent yeru·s thereafter. This list is not intended to be all 

inclusive but rather is provided to suggest examples of potential 

impacts to the Company's openting results. 

Incresse in -.lebt C(}sts due to loss of cash flow attributed to the 

Tax Reform Act <lf Isgs. The reperu of the provision for 

Investment Tax Credit will inct'ease the Company's current tax 

liability, thus reducing the amount of cash available for 

reinvestment in telephone plant. 

'l:nereases in price of goods rutd senices purchased by the 

Com()any. Based on 1985 expense levels, for every one percent 

increase in the average cost of goods and services (excluding 

wages, salaries rutd depreciation expense), Southwestern Bell 

would incur an addition.:d $2.5 million in costs. 

Natural disasters su-..."h as floods, ice storms, and tornadoes. 

There is oo reliable way to predict these events. As noted 

previously, however, when such events occur the expenses 

aSS\."Cii!.ted with the re~ir of facilities must be incurred to 

res~ore service. 

!P.'!!'e!!.ses !n ta.'!es oo inMme ~rv'! goods ~11d Sel"ViC!el': purehased 

are oot always recoverable immediately through changes in 

-4-



5. 

~b the ~- For a ~ m the 

state guollM w ~r row ~ts per pnoo woold ~ 

revenue requirement 

Unlike other types of 

~~~J.mately $144~*· 

Soothwatem Bell and the 

telecommunieatlOOlll iOO.try face sWst&ntlal rim m the ~ fl&tlire rewltin!: 

from changes in industry structure iimd inereued oompeUtioo. Southwestern &H 

is presently confronted with the prospect of approximately $5,000,000 in 

Missouri jurisdietioolltl t(!!vem&es when AT&T eurtails its pw-ehese of bHling Md 

collection services. In addition, the Company remains subject to the loss of 

market share for loog-dist~r.ee service dlle to competition for intraLATA toll 

revenues, to the eonstructioo or private networks and bypass facilities by large 

users, and to the loss of large Centrex accounts to competition from CPE 

vendors. No o."le pretends that too precise dollar effect of these risks cru1 be 

accurately fore.cast, but they wm necessarily eontin~M to affect the industry 

during the period in whieh the Tax Reform Act !x'!eomes effective. 

6. At the Public Service Commission's request, Southwestern Bell 

Telephone Company has made an estimate of the hypothe:ical effect of tax law 

changes on 1985 operating results. In addition, the compMy is resubmitting its 

report covering 1985 data. However, the eompMy believes the results create 

some erroneous impressions. For e:uunple, the proeess assumes that new laws 

like the Tax Reform Act ean oo applied to ~t operating results to produce an 

accurate picture of future tax savings. 

In the rapidly evolving telecommunications industry, tax reform represents 

just one chru1ge. Many examples can oo cited of indl&Stry changes and increased 

operating expenses which negatively affect the eompany today ru1d will have ru1 

unfavorable effect in the future. In fact, some portions of the Tax Reform Act 

itself, such as the loss of the investment tax credit, will have adverse 

consequences. 

Lost in the discussions about tax reform has !x'!en one important point. The 

new corporate tax rates will not be redl.leed until July 1 of this year. Therefore, 

it seems premature to speculate about tax savings when the new rates are not in 

force and the law doos not oocome fWly effective until 1988. However, if' the 

N.Wstatement of 1985 and 1986 fini:ncials for tax reform is to !x'! t:·onsidered, it 

-5-



In the month!! Md yean ahe~, u~.-e oo ~ win oo counties otb.

factOI'll trultt wiU aff<eet the oompanys op.-~th•-~H!w!r poojtiwly or 

company tc oontim.~e to achieve its go~ of 

affordll.ble, mnd !lta!:i;a. 

Re!ipectful:i 

SOUTHWES'fErtN BEU TELEPHONE COMP.U:Y 

By 

A ttor~ys for Southwestern Bell 
Telephone Comp~~tny 

100 NOi"th Tucker, Room 633 
St. Louis, Missouri 53101 
(314) 247-2958 

Of Coonsel: 
DURWARD D. DtJPRE 

CERTIFICATE OF SERVICE 

KS 

I hereby certify that a true and correct copy of th~ foregoing was mailed, 

postage prepaid, this 2nd day of March, 1987, to all perties of record in this case. 

Michael A. Meyer · 



• 
This exhibit oollli$U of se,_ s~• whidl tlMa reqmremenu of 

the Commimoo's Order •tab!.•nr tm$ metet. .-\. brief •cription of Meh 

schedule followsg 

Schedule l 

A revenue requirement crucuiatloo is w'jeh b&<: ~n computed in 

a manner con..'listent with the Compeny's last Commission rate order. This 

schedule repa·•ents a compilation of al other ~-. To calculate the 

revenue deficiency, the rate of return most recently ~ed by the Commission in a 

Company rate case h&"S been applied to end-of-period rate base levels. The net 

operating income is then compared to this income requirement to arrive at the 

inoome deficiency. 'Finally, this deficiency is grossed-up for taxes and 

uncollectible> to determine t}·Ha net revenue deficiency. 

Schedule 2 

The secnnd schedule satisfies the Commission's request for a "year-end 

rate base determined in a manner oomparallle to the last rate order." Plant 

materials and supplies, working Clilpital, prepayments, and deferred charges make 

up the investment funded by the shareholders and creditors. This investment is 

then reduced by the accumulated depreeiatioo, deferred taxes, unamortized ITC, 

and customer deposit balances to determine the net plant investment on which 

the investors are allowed to earn. 

Schedule 3 

The third schedule displays the overall rate of return t'lS a combination of 

debt and shareholder equity. The percentage of debt to equity is multiplied by 

the average cost of debt in a given year to oompute a weighted cost. The same 

method is applied to stoeldd.der equity to determine its weighted cost, using the 

return to equity moot reetmtiy approved by the Commission in a Company rate 

esse. Too two weigtltoo eosu are then added together to determine the overall 

rate of return. 



~e.t 

The foortb ~is a ~e ~~e-~. for any 

chan~ ot~ t~ ~ ~~ ~ ~t~ ~e tu ~ in~ to 

compute ll N!VOOue too ~tmt ~t mec1me m~t be known 6ID<l 

compared to ~e ~hmark lewel of TM meome statement meum-a 

toot ~t income 1~ e~es l~ t.a:~es) for a p«iod of time 

(in this e~. fL"Cal j·ean Ull!'i 6ID<l 1986). 

SdledWe 5 

additiom to and/or ded\1etions from income In at tuable income. These 

adj~tments are made in light of various timing differen~ between book tax 

expense and tax return true expeme. The fifth ~ complies with this 

requirement in a format comparable with the CompMy's last rate case filing. 

Schedule 6 

This total tax expense is made up of deferred income tax {the difference 

between booked tax expense and actual tax return liability), investment tax 

credit, and em-rent taxes payable. The Commission's Order herein requests tax 

workpapers showing the computation of current and deferred income tax 

expense; Schedule 6 meets this request. 

Schednle 7 

The final schedule is in response to the Commission's request for "work 

papers supporting the amount of excess deferred tu reserves attributable to the 

tm-narourni of taxJbook timing differences at a tax rate lower than the ra.te(s) at 

which the reserve has thus far been established." The calculations are based on 

estimates and may change by year end when actual deferral paybacks can be 

determined. In compliance with the Tu Reform Aet of 1!~86, this excess will be 

normalised and flowed l:mcll:: to income using the average rate essumptioo 

method. Urader this method. the excess in the reserve for deferred taxes is 

-2-



~ tM alBortiu~ of U. ~ l$ ~•ti~ at tM Dh~ri 

time; how~. 00> m rates (If aaet 

lives~, we tM amortization wUl ~ Oft!' tM mu:t n y~ 
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1. Rate Base 
2. Rate of Return 
3. Income Requirement (L1*L2) 

4. Net Operating Incane 

5. Incane Deficiency (L3-L4) 
6. Tax Gross-up Factor 
7. Revenue Requirement (L5*L6) 

(before uncoll) 

B. Uncollectible 

9. Revenue Deficiency (L 7+L8) 

1. Rate Base 
2. Rate of Return 
3. Income Requirement (Ll*L2) 

4. Net Operating Income 

5. Income Deficiency (L3-t4) 
6. Tax Gross-Up Factor 
7. Revenue Requirement (L5*L6) 

(before mcoll) 

8. tb:Ollectible 

9. Revenue Deficiency (L7+L9) 

12/31/85 
(000s) 

Prior Tax Law 1987 Tax Law 
(46% FIT Rate) (40% FIT Rate) 

1,365,839 
0.1229 

167,862 

152,165 

15,697 
1.9113 
30,002 

169 

30,171 

1,409,894 
0.1219 

171,866 

140,744 

31,122 
1.9113 
59,483 

335 

59,818 

12/31/86 
(OOOs) 

1,372, 706 
0.1229 

168,706 

155,475 

13,231 
1.7256 
22,831 

129 

22,960 

1,417,248 
0.1219 

172,763 

144,079 

28,684 
1.7256 
49,497 

279 

49,776 

Schedule 1 

1988 Tax Law 
(34% FIT Rate) 

1,376,646 
0.1229 

169,190 

166,346 

2,844 
1.5736 

4,475 

25 

4,500 

1,421,070 
0.1219 

173,228 

153,475 

19,753 
1.5736 
31,083 

175 

31,258 



canponent: 

1. Telephone Plant in service 
2. Depreciation Reserve 
3. Net Plant in Service (Ll-L2) 

4. Materials & Supplies 
5. working Capital* 
6. Prepayments 
7. Deferred Charges 
8. Customer Deposits 
9. Ace Deferred Inc Taxes 
10. UnCI'I\Ort I'K'! Pre-JDIC 

11. Net Plant Investment 
(L3+ ••• +LlO) 

1. Telephone Plant in Service 
2. Depreciation Reserve 
3. Net Plant in Service (Ll-L2) 

4. Materials & Supplies 
5. Working Capital* 
6. Prepayments 
7. Deferred Charges 
8. Customer Deposits 
9. 1cc Deferred Inc Taxes 

IN'l'RAS'l'ATE RATE-BASE 

12/31/85 
(000s) 

Prior Tax La:., 
{46% FIT Rate) 

2,030,441 
-455,565 

1,574,876 

17,402 
-18,838 

29,577 
24,913 
-5,354 

-254,783 
-1,954 

1,365,039 

12/31/86 
(000sl 

2,180,929 
-551,455 

----r,-629, 4 7 4 

27,032 
-20,830 
30,906 
22,250 
-4,131 

-273,356 

l9d7 Tax Law 
(40% FIT Rate) 

2,030,441 
-455!565 

1,574,876 

17,402 
-20,401 
29,577 
24,913 
-5,354 

-246,353 
-1,954 

1,372,706 

2,180,929 
-551,455 

-1,62~f,-4-74 

27,032 
-21,798 
30,906 
22,250 
-4,131 

-265,034 
10. UnZIIIOrt I'K'! Pre-.1I>IC -1,451 -1,451 

n. Net Plant Investment 1,409,894 1,417,248 
(LJ+ ••• +L10) 

• Based on PSC Staff 'net lag' approach. 
This methodology is not in ccmpliance with previous 
SWB rate filings am the adoption of this method for 
purposes of this PSC order does not imply concurrence. 

Schedule 2 

1988 Tax Law 
(34\ FIT Rate) 

2,030,441 
-455,565 

1,574,876 

17,402 
-19,771 
29,577 
24,913 
-5,354 

-243,043 
-1,954 

1,376,646 

2,180,929 
-551,455 

1,629,474 

27,032 
-20,864 
30,906 
22,250 
-4,131 

-262,146 
-1,451 

1,421,070 



12/31/85 

% of Total * 

Debt 44.65 

Equity 55.35 

Total 100.00 

* Represents Average 1985 

12/31/86 

\ of Total @ 

Debt 

Equity 

Total 

43.90 

56.10 

100.00 

@ Represents Aver~ 1986 

Cost * 

0.093 

0.147 

Cost@ 

0.0898 

0.1470 

Schedule 3 

weighted Cost 

0.0415 

0.0814 

0.1229 

weighted Cost_ 

0.0394 

0.0825 

0.1219 



DmtAS'rATE INC:a1E S'l'A'l'mfm' 

12/31/85 
(000s) 

Prior Tax Lilw 1987 Tax Lilw 1988 Tax Lilw 
(-;&;' FIT Rate) (40\ FIT Rate) (34\ FIT Rate) 

Revenues: 
l. Local Service 559.860 559,860 559,860 2. 'l'oll/.1\cces.s Service Rev 210,727 210,727 210,727 3. Miscellaneous 110,742 110,742 110,742 4. less: uncollectibles -5,793 -5,793 -5,793 5. Total Revenues (Ll+ ••• +L4) 875 .. 536 875,536 875,536 

Expenses: 
6. Haintenanc:e lf.S,991 185,991 185,991 7. Depreciation 135,082 135,082 135,082 8. Traffic 32,974 32,974 32,974 9. Catmercial 98,565 98,565 98,565 10. Revmue Accounting 11,350 11,350 11,350 11. Operatin;J Rents 19,495 19,495 19,495 12. Relief & Pensions 42,892 42,892 42,892 13. other 66,433 66,433 66,433 14. Total l!.'ltpense (L6+. .+Ll3) 592,782 592,782 592,782 

Taxes: 
15. Incane 65,977 62,667 51,796 16. other Taxes 64,612 64,612 64,612 17. Total Taxes (f.l5+Ll6) 130,589 127,279 116,408 

18. Operating Income (t5-Ll4-Ll7) 152,165 155,475 166,346 

12131/86 
(OOOs) 

Revmues: 
l. Local service 575,276 575,276 575,276 2. Toll/Access Service Rev 210,776 210,776 210,776 3. Miscellaneous 118,547 118,547 118,547 4. less: uncollectibles -8,968 -8,968 -8,968 5. Total Revmues (Ll+ ••• +L4) 895,631 895,631 895,631 

Expenses: 
6. Haint:enanl:.'e 192,361 192,361 192,361 7. Depreciation 154,375 154,375 154,375 e. Traffic 33,973 33,973 33,973 9. CCmnercial 105,062 105,062 105,062 10. Revenue Accounting 11,264 11,264 11,264 11. Operatil'J3 Rents 24,781 24,781 24,781 12. Relief & Pensions 43,259 43,259 43,259 13. Other 63£217 63,217 63,217 14. 'l'ota 1 Expense (L6+ ••• Ll3) 628,292 628,292 628,292 

Taxes: 
15. lllCCDit 57,250 53,915 44,519 16. Other 'l'axl!S 1;9£345 69,345 69,345 17. Total Taxes (LlS+Ll6) , 123,260 113,864 

18. Operating :tnecme (L5-Ll4-Ll7) 140,744 144,079 153,475 

-·---~-~-.~~-----~~~~~--~--"'----------" 
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16. 
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24. 
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1. 
2. 
3. 
4. 

s. 
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ll. 

u. 
13. 
14. 
15. 
16. 
17. 
18. 

1!1. 

20. 
21. 

22. 
23. 
24. 

25. 

.._ 
~ 

-- Otlar !MD Jne III:ICii& 1- 1Ll-L2-t.l) 

lldl!itioas: 
DiallOWII! llllpneiatic., 

- '12 c:.p lnt • ftlp -
- -illlldj 
GaL-t -Dod 
ST-:ax: rr.... n-s-t:l!.cu 
~ - llllfOIIII Adj' 

'll:laol ldditi- ll.S+ ••• +LlOl 

o.suctiona: 
lntKeat lilldul:tion 
c.p Saeial IIEIIri ty 
cap RRlief • ..,.ions 
COR' salvag. 
V..:.tion Pity accrual 
c.p ftiiFertY 'fax 

'll:laol !*!~ion& iL12~ ••• +L17) 

'raXAble 1~ (L4+LU··U8) 

Cr:loposi u 'fa• Pate 
tlnlodJUSt-.l l!CGN! ~ax Ellp 

rs. Sctwdwe 6> 

.....,~t Clf rn:: 
lftlelrt of Tax illite Change 
-.rch 'fax Crecli t 

lldjust-.l - !n<:Q~~p 'fax 1:11p 
(L2l-L22-L23-L24 l 

-~ Tue5 other 'nlan Inc: 
- lni:CIIIe (Ll-L2-L3) 

lldaitiCICII: 
Disallo.-5 Dlpreciation 
- '12 Clip Jnt • Prep 'faX 
'faX -i• Mj 
GaL lllloDtt I'HV Dod 
ST-:ax: PnY n-s-th:ru 
Otlar 'faX 11Rf01111 Adj• 

'll:lao1 Addition& (LS+ ••• +UOl 

Doduc:tiCICII: 
IntereSt Doduc:tion 
Clip Social IIEIIri ty 
Clip RRlief • ..,.iOIW 
COlt • &Ill,.,. 
-tion Pity acaua1 

ki<K- a:-
(46\ P1T late) 

rn.m 
5!2. 712 
6&,612 

-m;m 

1,416 
113 

1,605 
320 
m 

11,462 

59,282 
1,880 

4726 
-1,084 

667 
216 

65,687 

163,917 

0.4768 
76,155 

-11.396 
-200 
-582 

65,977 

12 '31186 
(0005) 

895,631 
628,292 

69,345 
. 19~;9§4 

9,108 
213 

3,145 
320 

1,222 

14,008 

57,292 
1,960 

4701 
-5,908 

-512 
231 Oip~'raX 

'!~:>tat Doduc:ti- (Ll2+ ••• 4Ll7) ~ 

ftnble 1- 1L44Lll-IJ.I) 154,238 

Cllllopoeite - -
0.4768 

un.dj.mtd ~- - - CLl!rt.21ll 
73,541 

«- II:Ndllle 61 

-of nc: -12,&06 

lllloDtt of - late a-. -3,461 
llloleUeh .... Cndit -224 

Adj..-1 ..... 1--.. 
ILZl~l 

57,250 

• 
Hll7- a:-

(40\ P1T late) 

m.m 
s. 'liZ 
"Q2 

na:li2 

1,176 
1,137 

963 
320 
938 

....1.1!! 
14,328 

59,568 
0 
0 

-1,229 
-2,910 

245 
55,674 

176,796 

0.4205 
74,343 

-9,221 
-1.989 

-466 

62,667 

895,631 
626,292 
69,345 

--m-;994 

8,867 
1,896 
2,491 

320 
1,222 

671 
15,46~ 

57,512 
0 
0 

-6,699 
-4,125 

262 
41,iiZO 

166,441 

0.4205 
&t,988 

-1D,!MD 
-5,3011 

-224 

53,915 

• llld..S. allj..- nla~ to Iaili Dobt - elilainatian - lou 
of Cllllrtaift ~ ......... 

lJI8- a:-
(K\ P1T late) 

m,m 
~? .. "782 
"Q~ 

2if.ffi" 

7,617 
1,171 

198 
320 
938 

2,794 
13,108 

59,731 
0 
0 

-1,418 
872 
283 

"""59."i68 

171,782 

0.3645 
62,614 

-7,982 
-2,370 

-466 

51, 7!16 

--....__~. 

-----. 

895,631 
626,292 
69,345 
19~ ,994 

6,317 
1,415 
1,182 

320 
1,222 

671 
13,187 

57,733 
0 
0 

-7,728 
-669 

302 
49,638 

161,543 

0.3645 
58,882 

~.496 
-5,643 

-224 

44,519 



1. 

2. 

3. 

4. 

1. 

2. 

3. 

4. 

CCI1PONENl'S CF TOrAL IIC<ME nut EXPENSE 

Total Incane Tax Expense 

Deferred Tax Expense 

I~ Realized 

Olrrent Tax Expense 
(L1-L2-L3) 

Total Incane Tax Expense 

Deferred Tax Expense 

rn:: Realized 

Cllrrent Tax Expense 
(L1-L2-L3) 

12/31/85 
(0005) 

Prior Tax Law 
(46% FIT Rate) 

78,155 

26,864 

23,480 

27,811 
========= 

73,541 

23,803 

12/31/86 
(OOOs) 

14,732 

356 006 

==-·=····· 

1987 Tax Law 
(40% FIT Rate) 

74,343 

20,424 

-1,038 

54,957 
========= 

69,988 

19,995 

-931 

50,924 
========= 

• 
Schedule 6 

1988 Tax Law 
(34% FIT Rate) 

62,614 

19,483 

-950 

44,081 
========= 

58,882 

22,516 

-707 

37,073 
=-·====== 



Schedule 7 

1. 
2. 
3. 

4. 
5. 

Estimate o! Excess Deferred Tax 
(000) 

Intra Deferred Tax Balan:e at 12/31/86 
COR previously flowed through 
Adjusted Deferred Tax Balance (L1-L2) 

A/C 309 & 307 payback for 1987 
Amount to be paid back after 1987 (L3-L4) 

Excess portion of deferred taxes paid back at 40%: 

6. Payback during 1987 (Lina 4 above) 
7. Old effective tax rate 
8. Pre-tax timing difference (L6/L7) 

9. Reduction in tax rate (.4749-.4184) 

10. Excess related to 40% payback (L8*L9) 

Excess portion of deferred taxes paid back at 34%: 

11. Payback after 1987 (Line 5 above) 
12. Old effective tax rate 
13. Pre-tax timing difference (Ll1/Ll2) 

14. Reduction in tax rate (.4749-.3622) 

15. Excess related to 34% payback (Ll3*Ll4) 

Total Excess Deferred Taxes: 2,158 
62,950 
65,108 * 

* 96.39% attributable to accelerated depreciation; 
3.61% attributable to debt refinancing. 

293,167 
9,770 

283,397 

18,137 
265,260 

18,137 
.4749 

38,191 

.0565 

2,158 

265,260 
.4749 

558,560 

.1127 

62,950 


