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OPINION AND ORDER

BY THE COMMISSION:


Before the Commission for consideration and disposition is a Petition filed on April 4, 2008, by Verizon Pennsylvania Inc. (Verizon Pa.) and Verizon North Inc. (Verizon North) (referred to jointly as “Verizon” or “the Verizon Companies”), pursuant to 52 Pa. Code § 5.72(d), 66 Pa. C.S. § 703(g) and the procedures approved by the Commonwealth Court in the Tripps Park decision,
 requesting that the Commission approve the Joint Settlement Agreement (Settlement Agreement), subsequently filed on April 16, 2008, by Verizon and the Office of Small Business Advocate (OSBA) in the above-captioned proceedings, to become effective upon Verizon’s withdrawal of its appeal to the Commonwealth Court at Docket No. 988 CD 2007.

History of the Proceeding



On December 30, 2005, Verizon PA and Verizon North filed their 2006 Price Change Opportunity (PCO) filings in accordance with Chapter 30 of the Public Utility Code (as amended by Act 183), their Commission-approved Alternative Regulation Plans and the Commission’s prior orders.  The 2006 PCO filings set forth the Verizon companies’ allowable inflation-based annual increase to noncompetitive revenue and the proposed noncompetitive service rate increases designed to recover that additional revenue.  The Commission permitted the requested increases to go into effect by Orders entered March 22, 2006, at Docket No. R-00051228, for Verizon PA and April 6, 2006, at Docket No. R-00051227, for Verizon North, subject to refund following resolution of the outstanding Formal Complaints filed on December 30, 2005, and January 10, 2006, by the OSBA and the Office of Consumer Advocate (OCA), respectively.



On November 1, 2006, Verizon PA and Verizon North filed their 2007 PCO filings, again proposing to increase noncompetitive service rates as determined by the inflation-based formula set forth in their Commission-approved Alternative Regulation Plans.  The Commission permitted the requested rate increases to go into effect for Verizon PA by Order entered December 28, 2006 (as amended on reconsideration January 11, 2007), and for Verizon North by Order entered February 8, 2007, subject to refund following the resolution of the Complaints filed by the OSBA on November 9, 2006.  Most of the issues raised in the OSBA’s Complaints against the 2007 PCO filings were also raised by the OSBA in its Complaints against Verizon’s 2006 PCO filings, which had not been finally decided by the Commission at that time.



On March 22, 2007, the Commission entered an Order addressing the disputes raised by the OSBA in the 2006 PCO filings.  This Order was subsequently modified by an Order on reconsideration entered on April 25, 2007.
  



With the exception of two outstanding matters, the 2006 PCO Orders resolved several issues in a manner that either required no changes to Verizon’s calculations or that were not challenged on appeal by Verizon.  Those two outstanding issues pertain to the calculation of access line counts and the removal of attribution revenue from the PCO calculations.  These two issues remain contested by Verizon because they involved a recalculation and reduction of the Verizon Companies’ 2006 and 2007 PCO’s revenue increase allowances and/or rate increase implementations.  As will be noted below, these two issues are currently under appeal at the Commonwealth Court at Docket No. 988 CD 2007.



With regard to the first issue involving access line counts,
 the Commission required Verizon to recalculate the rate increases using historical customer line counts as of June 30, 2005, rather than allowing Verizon to use an estimate of the 
lines expected to be in service when the rate increases would become effective in 2006.
  Compliance with the Line Count Decision for the two companies together required a permanent revenue reduction of $3.9 million to the annual revenue Verizon otherwise would collect through their 2008 PCO filings, as well as other adjustments effectively providing an additional one-time credit of $5.1 million to account for monies collected in 2006 and 2007.  See Verizon PA and Verizon North 2008 PCO Filings.



With regard to the second contested issue involving attribution revenue from the PCO calculations,
 the Commission required Verizon to remove attribution revenue from the PCO calculations for both the 2006 and 2007 PCO filings.  Compliance with the Attribution decision for the two Verizon companies together required a permanent revenue reduction of $5.6 million to the annual revenue that they otherwise would collect with the 2008 PCO, as well as other adjustments effectively providing an additional one-time credit of $7.8 million to account for monies collected in 2006 and 2007.  See Verizon PA and Verizon North 2008 PCO Filings.  



The total effect of the Access Line Count and Attribution Decisions for the 2006 and 2007 PCOs taken together would require a permanent revenue reduction of almost $10 million per year and additional one-time credits of almost $13 million.



On May 25, 2007, Verizon filed a Petition for Review with the Commonwealth Court challenging the Commission’s March 22 and April 25, 2007 Orders only as they apply to the Access Line Count and Attribution Decisions.  As noted, that appeal is docketed at 988 CD 2007.  No other Party filed any appeal or cross-appeal.  



On November 1, 2007, Verizon PA and Verizon North filed their 2008 PCO filings at Docket Nos. P-00930715F1000 and P-00001854F1000, respectively.  The OSBA subsequently filed Formal Complaints against each of the PCO filings at Docket No. C-00078513 and C-00078514, respectively.  By Orders entered December 28, 2007, and February 19, 2008, the Commission, inter alia, respectively permitted the Verizon PA’s and Verizon North’s 2008 PCO filings to become effective, subject to investigation and potential refund pursuant to final adjudication of the issues raised by the Office of Small Business Advocate.
  The 2008 PCOs are currently under investigation before the Commission.


On April 3, 2008, the Commonwealth Court entered an order granting a request by Verizon to continue the oral argument set for April 7, 2008, in reliance on the OSBA’s agreement in principle to a settlement agreement, to continue the oral argument set for April 7, 2008.  The Commonwealth Court’s Order requires that by June 2, 2008, the appeal must either be withdrawn or relisted for argument by Verizon.  At its own option, Verizon may instead provide an explanation as to why the settlement was not yet approved.

As noted, on April 4, 2008, Verizon Pa. and Verizon North filed a Petition requesting the Commission to approve the Settlement Petition (April 4, 2008 Petition) to be filed the following week.

In a letter dated April 14, 2008, the OCA advised the Commission that it has no objection to the procedures proposed in the April 4, 2008 Petition.

Consistent with the agreement between the Verizon Companies and the OSBA in the April 4, 2008 Petition, on April 16, 2008, Verizon and the OSBA filed a “Joint Petition to Amend Orders Entered March 22, 2007 and April 25, 2007; to Amend Alternative Regulation Plans; and to Approve Joint Settlement Contingent Upon Withdrawal of Appeal” (Joint Settlement Petition) to effectuate the details of their agreement.  Verizon and the OSBA also request in the Joint Settlement Petition that the Commission provide an opportunity for interested persons to be heard, so as to establish a schedule that would permit this matter to be decided at the Commission’s May 1 or May 22, 2008 Public Meeting.

Also on April 16, 2008, Verizon filed its Statement in Support of the Joint Settlement Agreement.  The OSBA subsequently filed its Statement in Support of the Joint Settlement Agreement on April 18, 2008.



By Secretarial Letter dated May 2, 2008, the Commission, pursuant to 66 Pa. C.S. § 703(g) and procedures approved by the Commonwealth Court in the case of Tripps Park, the Commission provided notice and opportunity for any interested persons to be heard regarding the Petition seeking approval of the Joint Settlement Agreement.  The deadline for submitting written comments was May 9, 2008.  No public comments were received.  This matter is now ripe for disposition.

Terms of the Settlement Agreement
In its Joint Settlement Petition, Verizon and the OSBA (the Parties) request that the Commission amend its Orders entered March 22, 2007 and April 25, 2007, at the above-captioned dockets, as well as the Verizon Companies’ Alternative Regulation Plans, consistent with the terms of the Settlement Agreement, to become effective upon Verizon’s withdrawal of its appeal to the Commonwealth Court at Docket No. 988 CD 2007.


The Settlement Agreement addresses the following three specific and contested issues:

(1)
Proposed Access Line Count Calculation for the 2006 and Subsequent PCO Filings; 

(2)
Allowance of Attribution Access Charge Revenue in the Calculation for the 2006 PCO Filings and Disallowance for all Subsequent PCO Filings; and 

(3)
Adoption of a Revised Business Competitive Overlay Adjustment to Estimate Revenues Noncompetitive Business Revenues



The first two issues, which involve the Line Count Decision and Attribution Decision are matters that have been addressed in our March 22, 2007 and April 25, 2007 Orders, and which have been appealed by Verizon.  These matters apply to both Verizon PA and Verizon North and are currently under review with the Pennsylvania Commonwealth Court at 988 CD 2007.



The third issue is a matter that only applies to Verizon PA.  This issue arose as a result of a Formal Complaint by the OSBA against Verizon PA’s 2008 PCO filing, which was filed in November 2007, and is currently being litigated before this Commission at Docket No. P-00930715F1000 and C-200078513, before Administrative Law Judge Marlane Chestnut.



Each of these issues and the proposed resolutions by the Parties in the Settlement Agreement are discussed in more detail below.

A.
Proposed Access Line Count Calculation for the 2006 and Subsequent PCO Filings



1.
Background



In their 2006 annual PCO filings, Verizon PA and Verizon North used the period of July 1, 2004 through June 30, 2005, for the purpose of calculating their total annual noncompetitive service revenues.  However, in its calculation to determine the amount of rate increases to Business access lines, Verizon estimated the number of business access lines it expected to be in operation on the date that the business rate increases would become effective, in June 2006, rather than using actual, or historical number of lines in operation, over which to spread its allowed business revenue increase.  As explained in our March 22, 2007 and April 25, 2007 Orders, the Verizon Companies’ estimates were based upon a series of assumptions, which resulted in estimates that were substantially lower than the actual line counts as of June 30, 2005, and would have the result of unfairly burdening the remaining business customers with higher rate increases than they would have if the actual, historical number of access lines was used.  Furthermore, Verizon’s method would permit it to use a different period for reporting the number of access lines than it uses to report the total protected revenues as inputs for calculating its annual PCO price cap formula.



We also noted in our March 22, 2007 and April 25, 2007 Orders that the new Chapter 30 allowed for an alternative form of regulation, divorced from any cost of service computation, in place of the traditional cost-based rate base/rate of return analysis.  Furthermore, we determined that neither of the Verizon Companies’ Network Modernization Plans (NMPs) contain a provision to allow for estimated line counts and that this practice would be tantamount to Verizon using a classic future test year, which does not apply under Verizon’s alternative form of regulation (i.e., rate cap regulation).  We noted that Section 3015(a)(3) of Chapter 30, 66 Pa. C.S. § 3015(a)(3), does not allow for the number of access lines in the future; rather it contemplates a predictable and mechanical calculation of the PCO revenue increase that only allows for the number of lines associated with the total protected service revenue at a specific point in time.  As such, we directed Verizon to use actual line counts for residence and business customers as of June 30 of the historic year for their PSM calculations in this and future PCO filings.  (March 22, 2007 Order at 50-52; April 25, 2007 Order at 18-19).



2.
Proposal Under the Settlement Agreement



In the Settlement Agreement, the Parties are requesting that the Commission reconsider its Line Count Decision and amend the March 22, 2007 and April 25, 2007 PCO Orders by approving, pursuant to its authority under 66 Pa. C.S. § 3013(a) and (b), the following additional language:

Line Count True-Up:  If historical line counts (defined as the actual line counts from a point in time before the rate changes went into effect) are used to determine the magnitude of the rate changes that implement a Price Change Opportunity, then Verizon will include in its next PSM filing for the next year an adjustment to noncompetitive revenue representing the difference between the amount of revenue projected to be collected using historical line counts and the amount of revenue projected to be collected using the actual line counts ascertained on June 30th of the mid-point of the first year of Price Change Opportunity implementation.  Any changes to rates resulting from this true-up adjustment will be reflected in the next PSM filing (for example, a true-up adjustment for the 2009 Price Change Opportunity would be reflected in the 2010 Price Change Opportunity filing).

Verizon will make an adjustment to noncompetitive service revenue to reflect the revenue effect of a true-up adjustment, as described in the paragraph above: (i) to the 2007 PCO for under-collection due to the use of historical line counts in implementing the 2006 PCO, and (ii) to the 2008 PCO for under-collection due to the use of historical line counts in implementing the 2007 PCO.  Such adjustment shall be made as an amendment to a previous PSM filing.

Settlement Agreement at 4.



The Settlement Agreement includes Exhibit A, which is an illustrative example showing how the proposed access line true-up would be calculated under the terms of the Settlement Agreement.  In addition to the Parties’ request that we amend our March 22, 2007 and April 25, 2007 PCO Orders by approving the above language, Verizon and the OSBA are also requesting that it be permitted to amend the Verizon North and Verizon PA alternative regulation plans by adding the above language as the approved mechanism for calculating access lines in future PCO filings.

B.
Allowance of Attribution Access Charge Revenue in the Calculation for the 2006 PCO Filings and Disallowance for all Subsequent PCO Filings 



1.
Background



This issue involves our Attribution Decision and whether it is appropriate for the Verizon Companies to continue including the attribution of access charge revenue in the calculations of their 2006 PCO filings and all subsequent PCO filings, thereafter, under the terms of the New Chapter 30, which became effective November 30, 2004, pursuant to Act 183.  Attribution of access charges by the Verizon Companies is a mechanism, previously ordered by the Commission,
 which assumes that the Verizon Companies pay themselves for noncompetitive switched access service in order to ensure that they price their own competitive toll services at rates that included access charges, so as to put them on the same footing with competitors that pay for access to provide similar competitive services.  In making this determination, the Commission relied upon Section 3005(e)(2) under the old Chapter 30, which states:

The price which a local exchange telecommunications company charges for a competitive service shall not be less than the rates charged to others for any basic service functions used by the local exchange telecommunications company or its affiliates to provide the competitive service.  Revenues from the rates for access services reflected in the price of competitive services shall be included in the total revenues produced by the noncompetitive services.
66 Pa. C.S. § 3005(e)(2) (repealed November 30, 2004) (emphasis added).


However, in our Attribution Decision in our March 22, 2007 and April 24, 2007 Orders, we relied upon Section 3016(f) of the new Chapter 30, which became effective November 30, 2004, to reverse our previous orders on attribution, when we directed Verizon to discontinue including the attribution revenues in its 2006 PCO calculations and all future PCOs thereafter.  (March 22, 2007 Order at 11;  April 24, 2007 Order at 10-12).  Section 3016(f) of the Code states that “[a] local exchange telecommunications company shall be prohibited from using revenues earned or expenses incurred in conjunction with noncompetitive services to subsidize competitive services.”  As such, we concluded in our March 22, 2007 and April 24, 2007 Orders that the Statute prevailed over our past orders and that Verizon should exclude attribution revenues in its 2006 PCO, and all future PCO filings, in light of the repealed Section 3005(e)(2) and the new Section 3016(f), both of which became effective November 30, 2004, or thirteen months before the Verizon Companies filed their 2006 PCO filings.



2.
Proposal Under the Settlement Agreement



In the Settlement Agreement, the Parties are essentially requesting that the Commission reconsider its Attribution Decision and amend the March 22, 2007 and April 25, 2007 PCO Orders to allow the inclusion of attribution revenue for the 2006 PCO, but leave the orders in place disallowing attribution for the 2007 PCO.  The Parties further agree that the Verizon Companies will not include attribution revenue in its calculation of noncompetitive revenue for all subsequent PCO filings thereafter.  In light of the above, the Parties are also requesting approval for the Verizon Companies to include language incorporating this treatment of attribution revenue into their Alternative Regulation Plans.

C.
Adoption of a Revised Business Competitive Overlay Adjustment to Estimate Noncompetitive Business Revenues 


1.
Background


As noted, the Business Competitive Overlay Adjustment is an issue that only pertains to Verizon PA.  This issue is currently being litigated in the Verizon Companies’ consolidated 2008 PCO investigation before this Commission.  Verizon PA’s Alternative Regulation Plan requires that its PCO calculation use only noncompetitive service revenue.  In order to obtain the total noncompetitive service revenue for its business customers, Verizon PA uses a “business overlay adjustment” to eliminate the revenue from competitive business service.  The Settlement Agreement explains this issues in detail as follows:


Each year, in its PCO filing, Verizon PA makes an adjustment to the noncompetitive service revenue line item for business exchange services.  Simply put, Verizon PA takes the entirety of business revenue and subtracts competitive service revenue out of that total.  This mechanism (called the “business competitive overlay adjustment”) is necessary because the Commission continues to classify certain specific business services as noncompetitive (such as basic dial tone line, local usage, late payment charge, etc.).  However, in the Global Order issued September 30, 1999, at Docket P‑00991648-49, the Commission allowed Verizon PA to declare competitive all services that are provided to business customers that generate $80,000 or more in annual total billed revenue (“TBR”).  The Commission subsequently allowed this threshold to be reduced to $10,000 or more in TBR, which is the standard that currently applies.


The result of this TBR threshold is that there are certain services that are noncompetitive for one category of business customers but competitive for another.  For example, if a basic dial tone line is provided to a business customer generating more than $10,000 in TBR, it is competitive.  If the same service is provided to a business customer that generates less than this $10,000 revenue threshold, it is noncompetitive.  The services are the same, however, and it is not possible for Verizon PA to book the revenue separately based on whether it is being generated by a business customer with more or less than the $10,000 TBR threshold.  Verizon simply does not track the revenue on that basis.  Therefore, in order for Verizon PA to ascertain the total noncompetitive service revenue from its business customers, it is necessary for Verizon PA to reduce its total business revenue by the amount of revenue generated by business customers with more than $10,000 in TBR.  If Verizon PA did not make such an adjustment, then the noncompetitive service revenue total would be higher and would therefore result in a higher PCO for noncompetitive services.


In its complaint against Verizon PA’s 2006 PCO filing, OSBA objected to Verizon PA’s business competitive overlay methodology, but later withdrew that challenge before the matter was decided by the Commission.  OSBA has again objected to Verizon PA’s business competitive overlay calculations in its complaint against Verizon PA’s 2008 PCO filing, which is currently being litigated in Docket Nos. P‑00930715F1000 and C-20078513.

Settlement Agreement at 5-6.


2.
Proposal Under the Settlement Agreement



Under the Settlement Agreement, Verizon PA and the OSBA have agreed to a revised business competitive overlay adjustment for the purpose of estimating noncompetitive business revenues.  The Settlement Agreement provides that Verizon PA will revise its calculations to use the agreed-upon methodology for the 2008 and future PCOs and will have no effect on the calculation of business noncompetitive revenue in the 2006 or 2007 PCO filings.  If approved, the Parties agree that Verizon will include language incorporating this revised business competitive overlay adjustment into Verizon PA’s Alternative Regulation Plan.  The agreed-upon calculation and methodology is depicted in Exhibits B-1 and B-2 to the Settlement Agreement.  Exhibit B‑2 contains an example using actual numbers from Verizon PA’s 2008 PCO and is marked proprietary.  Exhibit B-1 is not marked proprietary and contains the agreed-upon revised methodology to calculate Verizon PA’s Noncompetitive Business Revenues using variables in place of actual numbers as described below:

The amount of revenue from noncompetitive services attributable to the customers generating less than $10,000 in annual total billed revenue would be estimated as follows:

	 
	 

	Total Business Service Revenue (Intrastate, Interstate, Nonregulated)
	 (A) 

	 
	 

	Business Service Revenue - $10,000 & Above (Intrastate, Interstate, Nonregulated)
	 (B) 

	 
	 

	Business Service Revenue - under $10,000 (Intrastate, Interstate, Nonregulated)
	(C = A - B)

	 
	 

	To identify Intrastate Business Service Revenue  - under $10,000
	 (D) 

	(% of Intrastate Revenue to Total Billed Revenue)
	

	 
	 

	Intrastate Business Service Revenue - under $10,000
	(E = C x D)


The above result would be used to calculate the PCO as follows, and would replace the “business competitive overlay.” 

	Service Category
	Old Methodology
	Revised Methodology

	Exchange Services - Residence
	F
	F

	Exchange Services - Business
	M
	E (from chart above)

	Switched Access
	G
	G

	Billing (Late Payment/Return Check Fee)
	H
	H

	Premises Transport
	I
	I

	Call Completion
	J
	J

	ITC Settlements
	K
	K

	Sub Total
	N=F+M+G+H+I+J+K
	(L = E+F+G+H+I+J+K)

	
	
	

	Business Competitive Services
	O
	(this step is eliminated)

	
	
	

	Total Noncompetitive Revenue
	P=N-O
	L (from above)

	
	
	

	Inflation minus Offset
	Y%
	Y%

	PCO Total ($)
	P x Y%
	L x Y%


Exhibit B-1 of Settlement Agreement


D.
Additional Terms of the Joint Settlement



1.
Proposed Settlement of Time Period for Calculation of PCO



The Parties explained that in adopting the Settlement Petition regarding Verizon’s 2007 PCOs filed by Verizon, the Office of Trial Staff, the OCA, and the OSBA, at Docket Nos. R-00061914, P-00001854F100, R-00061914C0001, R-00061915, P‑00930715F1000, and R‑00061915C000, the Commission ordered that Verizon “shall use the April 1-March 31 time period in their 2008 Price Change Opportunity filings, and shall use that time period in future filings, unless and until Chapter 30 Plan language designating another time period is approved by the Commission, consistent with the Settlement Petition.”  See Order entered October 12, 2007 at Dockets R-00061914-15 (approving 2007 PCO Settlement).



Verizon and the OSBA have agreed that, in settlement of Verizon’s Commonwealth Court appeal of the Line Count decision and Attribution decision, Verizon will use the April 1-March 31 time period for its 2009-2011 PCO filings and will not petition the Commission to amend its Alternative Regulation Plans to use a period other than April 1-March 31 at any time prior to January 1, 2011.  In its compliance filing in this proceeding, the Parties agree that Verizon will include language incorporating this agreement regarding the time period for calculating the PCO into the Alternative Regulation Plans of Verizon PA and Verizon North.

2.
Proposed Settlement of Matters in Future PCO Filings



In further consideration of the settlement of Verizon’s Commonwealth Court appeal of the Line Count and Attribution decisions, OSBA and Verizon agree that they will work in good faith to attempt to settle all remaining PCO-related issues  in Docket Nos. P‑00930715F1000 and C-20078513 (the 2008 PCO), including Inter-Company Settlements.  OSBA further agrees that it will not file complaints against Verizon’s PCO filings for 2009-2011 (except for Inter-Company Settlements if not resolved in the 2008 PCO), as long as Verizon follows the terms of its Alternative Regulation Plans and the terms of this Settlement Agreement.

Discussion


Before discussing the merits of the proposed Settlement Agreement, it is important to note that it is the policy of this Commission to encourage full or partial settlements of cases that have rate effects on Pennsylvania end-user consumers of utility services.  See generally 52 Pa. Code §§ 5.231 & 69.401.  With that said, we note that although the proposed Settlement Agreement may contain certain technical imperfections, we are of the opinion that its adoption as filed provides concrete benefits and will assist in obviating the risks and administrative costs of continuous litigation both before the Commonwealth Court and this Commission.  As such, we shall approve the Settlement Agreement consistent with the terms of this Opinion and Order.


We also note that the proposed Settlement Agreement largely parallels the corresponding settlement of the Verizon PA and Verizon North 2007 Price Change Opportunity (PCO) submissions that we have already approved.
  The instant Settlement Agreement also will potentially resolve outstanding issues in Verizon PA’s 2008 PCO filing that is currently pending and being litigated before the Commission at Docket Nos. P-00930715F1000 and C‑20078513.
 


Upon our review of the proposed Settlement Agreement and in light of Verizon’s ongoing 2008 PCO proceeding and any subsequent PCO proceedings that may involve similar contested issues, we are convinced, for the reasons discussed in more detail below, that the benefits of adopting the proposed Settlement Agreement in its entirety outweigh our previous concerns regarding the legal and technical imperfection issues related to the Verizon Companies’ 2006 PCO filings and which were addressed in our March 22, 2007 and April 25, 2007 Orders.



First, by our adoption of the Settlement Agreement in its entirety, the risks and administrative costs of continuous litigation before the Commonwealth Court and this Commission will be substantially obviated.  Second, approval of the Settlement Agreement will provide the Verizon Companies a considerable degree of administrative certainty that their respective, annual Chapter 30 PCO filings will not become the subject of formal complaint actions and ensuing litigation before this Commission and, potentially, Pennsylvania’s appellate courts.  Third, our endorsement of the Settlement Agreement will ensure that the Verizon Companies’ subsequent, annual Chapter 30 PCO filings will be handled in a more routine fashion by the Commission and its Staff.  


As noted, although the proposed Settlement Agreement may not provide the “perfect” or “most optimal” legal and technical regulatory resolutions of the outstanding issues that originally were litigated and addressed in our March 22 and April 25, 2007 Orders, we are persuaded that it provides for the best compromise of the issues that can be achieved in light of the pending appeal before Commonwealth Court and the current litigation between the Verizon Companies and the OSBA in the ongoing 2008 PCO investigation before this Commission.  We are also convinced that the Settlement Agreement will result in an overall reasonable and legally sustainable result for both the Verizon Companies and their respective end-user ratepayers.
  As such, we believe that the concrete benefits of the proposed Settlement Agreement far outweigh its technical imperfections.  As such, we will not modify the material terms proposed in the Settlement Agreement.


We do have one concern, however, that is not addressed in the Settlement Agreement and that we believe is necessary to fulfill our obligations under the new Chapter 30.  We are currently faced with the deadlines of timely carrying out our statutory duties under the provisions of Section 3015(c)(2) of the Code, 66 Pa. C.S. § 3015(c)(2), in deriving the annual fiscal assessments for the Broadband Outreach and Aggregation Fund and the Education Technology Fund (E-Fund) that apply to both Verizon Companies.  These fiscal assessments must be derived no later than June 30, 2008, and must be formally approved by the Commission.  Therefore, we shall direct the Verizon Companies to file with the Commission, within ten days from the date of entry of this Opinion and Order: (1) their revised 2008 PCO submissions; (2) the necessary compliance tariff filings; and (3) the relevant accounting data following the formal approval of the proposed Settlement Agreement.  Similarly, approval of the proposed Settlement Agreement will modify the existing amended Chapter 30 Plans of both of the Verizon Companies.  In light of the fact that this Commission must possess up-to-date versions of the Verizon Companies’ amended Chapter 30 alternative regulation and network modernization plans (NMPs), we also shall direct the Verizon Companies to formally incorporate such modifications therein and submit them to the Commission within ninety days from the date of entry of this Opinion and Order.


Before concluding, we want to stress that our approval of the instant Settlement Agreement shall not be interpreted as constituting precedent for the annual price stability mechanism filings and related NMPs of other Chapter 30 incumbent local telephone companies.  We emphasize the unique character of the instant Settlement Agreement that disposes of certain litigated issues in a unified “package” fashion.  This settlement “packaged” resolution of litigated issues may be totally inapplicable to the ordinary operation of other Chapter 30 local telephone company NMPs.  It is, therefore, our expectation that the NMPs of other Chapter 30 local telephone companies will continue to operate in a routine fashion as they have operated since this Commission initiated its implementation of the new Chapter 30 law.

Conclusion
In light of the foregoing discussion, we shall adopt the proposed Settlement Agreement in its entirety, to become effective upon the Verizon Companies’ withdrawal of their Commonwealth Court appeal at Docket No. 988 C.D. 2007.  Furthermore, we shall require the Verizon Companies to file, within ten days of the date of entry of this Opinion and Order, their revised 2008 PCO submissions, appropriate tariff supplements, and the relevant data necessary for the Commission to determine the appropriate assessment derivation associated with the Broadband Outreach and Aggregation Fund pursuant to 66 Pa. C.S. § 3015(c)(2).  Finally, we shall direct the Verizon Companies to file, within ninety days of the date of entry of this Opinion and Order, complete copies of their respective Chapter 30 amended alternative regulation and network modernization plans that incorporate the changes effectuated by our adoption of the Settlement Agreement; THEREFORE,



IT IS ORDERED:



1.
That the Joint Settlement Agreement, filed April 16, 2008, by Verizon Pennsylvania Inc., Verizon North Inc. and the Office of Small Business Advocate is adopted in its entirety as filed.



2.
The terms of the proposed Verizon – OSBA Settlement Agreement shall become effective contingent upon the Verizon Companies’ withdrawal of their Commonwealth Court appeal at No. 988 C.D. 2007.


3.
The Verizon Companies file their revised 2008 PCO submissions, the appropriate compliance tariff supplements, and all the relevant and detailed accounting data that would permit the accurate derivation of the 2008 fiscal assessments under 66 Pa. C.S. § 3015(c)(2) for the Verizon Companies within ten (10) days of the date of entry of an appropriate Order in this proceeding.  The specified filings shall be simultaneously supplied to all parties of record in this proceeding and to the Commission’s Bureau of Fixed Utility Services.


4.
The Verizon Companies be required to file with the Commission complete copies of their respective Chapter 30 amended alternative regulation and network modernization plans incorporating the changes effectuated through the adoption of the proposed Verizon – OSBA Settlement Agreement within ninety (90) days of the date of entry of the appropriate Order in this proceeding.  The specified filings shall also be simultaneously supplied to all parties of record in the instant proceeding.


5.
That the resolution of the pending issues encompassed in the Verizon – OSBA Settlement Agreement be considered operative only in relation to the Chapter 30 alternative regulation and network modernization plans of the two Verizon Companies.


6.
That copies of this Order be served on the Department of Community and Economic Development and the Commission’s Office of Administrative Law Judge.







BY THE COMMISSION,







James J. McNulty







Secretary

(SEAL)

ORDER ADOPTED:  May 22, 2008

ORDER ENTERED:  May 27, 2008
	�	Tripps Park Civic Association v. Pennsylvania Public Utility Commission, 415 A.2d967 (Pa. Cmwlth. 1980).


	�	On June 27, 2006, the Commission dismissed all of the Formal Complaints except those filed by the OSBA.  The contested matters, which were the only claims that proceeded to litigation.


	�	The March 22, 2007 and April 25, 2007 Orders will be referred to as “the 2006 PCO Orders.”


	�	We shall refer to this as the “Line Count Decision.”


	�	By Order entered October 12, 2007, at Docket No. R-00061914, et al., the Commission approved a Joint Settlement Petition by Verizon, OSBA, OCA and the Commission’s Office of Trial Staff (“OTS”) as to the 2007 PCO, agreeing to the changes that Verizon would make to its 2007 PCO filings to reflect the requirements of the 2006 PCO Orders, subject to Verizon’s appeal at Commonwealth Court Docket 988 CD 2007.  Because of a change in the time period for revenue and inflation data, the parties agreed that the reasoning behind the 2006 PCO Orders’ Line Count decision required the use of March 31, 2006 line counts for the 2007 PCO rate changes.  This change does not affect the merits of Verizon’s Line Count argument or its proposed resolution.


	�	We shall refer to this as the “Attribution Decision.”


	�	As will be discussed in greater detail, one of the outstanding issues raised by the OSBA in the investigation currently before Administrative Law Judge Marlane Chestnut, and which is proposed to be resolved by the Parties in the instant Settlement Petition, concerns the manner in which Verizon PA calculates its noncompetitive Business revenues each year in its PCO filing.  This matter is referred to as “Business Competitive Overlay Issue” in the Settlement and applies only to Verizon PA and not to Verizon North.


	�	See, PUC v. Bell Atlantic-Pennsylvania, Inc., Docket No. R-00963769 (Order entered December 24, 1996), Ordering Paragraph 4(e).  See also, Investigation Pursuant to Section 3005 of the Public Utility Code, 66 Pa. C.S. §3005, and the Commission’s Opinion and Order at Docket No. P-00930175, to Establish Standards and Safeguards for Competitive Services, with Particular Emphasis in the Areas of Cost Allocations, Cost Studies, Unbundling, and Imputation; and to Consider Generic Issues for Future Rulemaking, Docket No. M-00940587 (Order entered August 6, 1996) (Competitive Safeguards Order), slip op. at 44 (specifically referring to including this revenue in noncompetitive revenue for PCO filings).


	�	Verizon North does not have a $10,000 or any other TBR threshold for business competitive services and, therefore, has no need to perform a business competitive overlay calculation.


	�	Verizon North Inc. 2007 Price Change Opportunity Filing and Verizon Pennsylvania Inc. 2007 Price Change Opportunity Filing et al., Docket Nos. R�00061914, P-00001854F1000, R-00061914C0001, R�00061915, P�00930715F1000, R-00061915C0001, Order entered October 12, 2007.  The Office of Consumer Advocate (OCA), OSBA and the Commission’s Office of Trial Staff (OTS) were parties to the settlement of the Verizon Companies’ 2007 PCO submissions.


	�	Settlement Agreement, Docket Nos. R-00051228, R-00051227, filed April 16, 2008, ¶ 12, at 6-7.


	�	We again note that the OCA submitted a letter stating that it “has no objection to the procedures proposed in that Petition.”  OCA Letter submission, Docket Nos. R�00051228, R-00051227, filed April 14, 2008.
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