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ORDER

BY THE COMMISSION:
I.
BACKGROUND

Before us for disposition is the Verizon North Inc. (“Verizon North” or “Company”) annual 2006 Price Change Opportunity (“PCO”) filing and the associated revenue increases.  Verizon North’s annual 2006 PCO filing was made under the provisions of the new Chapter 30 law, Act 183 of 2004, P.L. 1398 (66 Pa. C.S. §§ 3011-3019) (“Act 183”) and pursuant to the Company’s Alternative Regulation and Network Modernization Plan (“Chapter 30 Plan”) that this Commission approved at Docket No. P‑00001854F1000.

As a result of the passage of Act 183, companies with Chapter 30 Plans are entitled to significantly lower inflation offset values within their respective price cap formulas in exchange for a commitment to accelerated broadband deployment.  Inflation offsets previously ranging from 2% to 2.93% were reduced to either 0% or 0.5%, depending on each company’s Chapter 30 Plan.  In Verizon North’s case, the inflation offset was reduced from 2.50% to 0.5%.  Accordingly, annual PCO filings have the potential for substantial revenue and rate impacts on end-user consumers.

Under the Company’s Price Stability Plan (“PSP”), the Price Stability Mechanism (“PSM”) calculates the allowable change (increase or decrease) in rates for noncompetitive services based on the annual change in the Gross Domestic Product Price Index (“GDP-PI”).  The actual total price changes for noncompetitive services are then tracked using the Service Price Index (“SPI”).  The PSP also addresses revenue neutral rate rebalancing/restructuring and the introduction of new services.  The PSP set forth in Verizon North’s Chapter 30 Plan is a complete substitution of the rate base/rate of return regulation.  Noncompetitive services are defined as regulated services or business activities that have not been determined or declared to be competitive.
II.
COMPANY FILING

On December 30, 2005, Verizon North filed its annual PCO filing using the change in 2004 and 2005 second quarter GDP-PI (Gross Domestic Product – Price Index) of 2.16% after the inflation offset that produced an annual revenue increase allowable for noncompetitive revenues of $3,257,000.  The proposed price increases equal $3,188,000.  The Company proposes to bank the difference of $69,000, consistent with the PCO banking methodology and timing that has been approved for Sprint/United.

Verizon North proposes to implement its PCO by increasing rates for the following services:  Residence and Business Dial Tone Line, Return Check Charge and the Operator Surcharges on local Station-to-Station and Person-to-Person calls.  The proposed tariff revisions to Tariff Telephone Pa. P.U.C. Nos. 1, 3, 4, 5, 6 and 11 are to become effective April 15, 2006. 
On December 30, 2005, the Office of Small Business Advocate (“OSBA”) filed a Formal Complaint.  The OSBA contends that the Company’s proposed rates, rules, and conditions of service may be unjust, unreasonable, unduly discriminatory, and otherwise contrary to law, particularly as they pertain to small business customers.
On January 10, 2006, the Office of Consumer Advocate (“OCA”) filed a Formal Complaint.  The OCA contends that the Company’s proposed rates, rules, and conditions of service may be unjust, unreasonable, unduly discriminatory, and otherwise contrary to law.  The OCA also disagrees with the Company’s banking of the remaining 2006 PCO increase.

On January 26, 2006, Verizon PA filed Answers to the complaints and Motions to Dismiss the complaints reaffirming its position on the various issues contained in the filing.

On February 6, 2006, the OCA and OSBA filed Answers to Verizon’s Motion to Dismiss Complaint.
III.
DISCUSSION
1.
PCO Calculations and Rate Increases 
The annual Verizon North PCO submissions under Chapter 30 laws must conform to its Commission-approved Amended Chapter 30 Plan.  Our review of the calculations submitted by Verizon North indicates that they are accurate and consistent with the terms of the Company’s Price Stability Mechanism/Price Change Opportunity formula approved in its Chapter 30 Plan at Docket No. P-00001854F1000.  In addition, we are of the opinion that the proposed rate increases appear to be reasonable and in conformance with the Company’s Chapter 30 Plan.  Therefore, we shall approve Verizon North’s 2006 PCO calculation and proposed rate increases subject to findings of the Office of Administrative Law Judge (“ALJ”) regarding the complaints filed by OCA and OSBA and subject to refund.

2.
Banked Revenues

As noted, the Company proposes to bank the remainder of the 2006 PCO increase consistent with the PCO banking methodology and timing that has been approved for Sprint/United.  The approved Chapter 30 Plans for Sprint/United and other ILECs contain certain provisions for banking.  We note that the OSBA does not object to the banking, and the OCA did not object to the proposal to bank a portion of the increase.  The OCA, however, did suggest that the Commission set restrictions on Verizon North’s use of the banked portions similar to restrictions that exist in other ILEC Chapter 30 plans.  The OCA did not state whether the Sprint/United banking rules would be acceptable.  We further note that in our Order entered October 11, 2005, at Docket Nos. P-00930715 and P-00001854, we directed Verizon PA to bank a portion of its 2003 PCO filing to be used to fund its required contribution to the Pa. USF.  Here, we placed a restriction on the use of the funds, similar to that which the OCA requested, without Verizon PA’s Chapter 30 Plan containing any banking provisions.  Finally, it is noted that if the banking is not permitted, the only alternatives available to Verizon North are to (1) forego that portion of the PCO that they desire to bank or (2) increase rates by the full $3.3 million instead of the proposed $3.2 million.  In our opinion, we cannot force Verizon North to forego an increase to which it is entitled.  As such, the only option available to Verizon North would be to make the increases larger than proposed.  However, we do not support giving Verizon North, or any utility, an increase greater than that requested.  Therefore, in order to ensure an equitable balance between Verizon North’s entitlement while avoiding further rate increases beyond what Verizon North proposed in this filing, we shall approve Verizon North’s proposal to bank the $69,000 remainder of its 2006 PCO increase consistent with the following banking methodology and timing that we previously approved for Sprint/United:

1. After 2001, annual price decreases calculated under the PSI filed on September 1 of each year may be banked for application in future years, not to exceed four (4) consecutive years.
  Such banking of decreases will be with interest at a rate set forth in 66 Pa. C.S. §1308.

2. The banked price changes must be implemented no more than four (4) years after the annual price change is applied.

3. If a decrease is greater than $500,000, the Company will implement the decrease immediately.

This adoption of the Sprint/United banking methodology shall constitute an agreement between the Commission and Verizon North pursuant to §3013(b) of Act 183.  We make no determination at this time whether the recoveries of banked amounts are affected by a company’s past or future competitive service declarations.  However, we are mindful of Sections 3016(b) and (f) and encourage the Company to recover its banked revenue increases from the appropriate group of its non-competitive customers, consistent with applicable provisions of Chapter 30 (66 Pa. C.S. §§ 3001, et al.);
THEREFORE,
IT IS ORDERED:
1.
That Verizon North Inc’s 2006 PCO filed on December 30, 2005, is in compliance with its Commission-approved Amended Chapter 30 Plan.

2.
That the tariffed rate increases proposed by Verizon North Inc. be permitted to go into effect as filed subject to findings of the Office of Administrative Law Judge regarding the complaints filed by the Office of Consumer Advocate and the Office of Small Business Advocate and subject to refund investigation and recoupment.

3.
That Verizon North Inc.’s proposal to bank the remainder of its 2006 PCO increase is approved.  

4.
That the banking methodology and timing approved by the Commission for Sprint/United at Docket No. P-00981410F1000, Order entered June 23, 2005, be adopted by Verizon North Inc.

5.
That the Commission Order in this matter be published in the Pennsylvania Bulletin.
6.
That a copy of this Order be served on the Office of Consumer Advocate, Office of Small Business Advocate, the Office of Trial Staff and the Office of Administrative Law Judge.







BY THE COMMISSION,






James J. McNulty







Secretary

(SEAL)

ORDER ADOPTED:  April 6, 2006
ORDER ENTERED:  April 6, 2006
� Petition for Amended Alternative Regulation and Network Modernization Plan of Verizon North Inc., Docket No. P-00001854F1000 (Order entered May 20, 2005).


� Petition for Amended Alternative Regulation and Network Modernization Plan of United Telephone Co., Docket No. P-00981410F1000 (Order entered June 23, 2005).


� The reference to “PSI filed on September 1 of each year” in the Sprint/United banking methodology should be modified to read “PCO filed on November 15 of each year” for Verizon North.


� For annual price increases, the Company may apply them in future years, without limitation as to time.
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