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COMMENTS AND DATA RESPONSES OF 
VERIZON PENNSYLVANIA LLC 

AND VERIZON NORTH LLC

By Secretarial Letter dated March 2, 2018 the Commission directed Pennsylvania’s 

Incumbent Local Exchange Carriers (“ILECs”) to submit comments and respond to data requests 

relating to the federal Tax Cuts and Jobs Act of 2017 (“TCJA”). Verizon Pennsylvania LLC 

(“Verizon PA”) and Verizon North LLC (“Verizon North”) (together “Verizon)1 respond as 

follows:

COMMENTS

I. Introduction

The Secretarial Letter asks whether the Commission should “adjust” the rates of 

Pennsylvania’s ILECs “to reflect the effects of the tax rate reductions” from the TCJA. The 

simple answer for Verizon is no - the Commission cannot and should not do so because these 

companies are governed by Chapter 30, not a traditional rate-of-retum regulatory regime.

The Chapter 30 statute and Verizon’s Commission-approved alternative regulation plans 

do not permit the Commission to mandate rate reductions, negative surcharges or other 

traditional regulatory mechanisms to provide “refunds” to customers related to potential tax 

savings from the TCJA. In fact, the statute expressly supersedes the traditional rate-making 

sections of Chapter 13 that provide the Commission’s authority to take these actions for other 

types of utilities.

i Verizon PA and Verizon North have a number of non-ILEC affiliates that operate in Pennsylvania offering 
both regulated and unregulated services. However, unless clearly indicated otherwise, the term Verizon in 
these comments refers only to the two ILECs, Verizon PA and Verizon North.



Also, the issue of how much, if any, savings to Pennsylvania operations will ultimately 

result from the TCJA is much more complex than the Commission’s Secretarial Letter assumes, 

with many puts and takes including likely increases to state taxes, and is not a matter that can be 

determined in advance for these companies that are not rate-of-retum regulated and not subject to 

traditional regulatory accounting.

But this does not mean that any tax savings that may ultimately result from the TCJA 

would not benefit Verizon’s customers. These alternatively regulated ILECs are not traditional 

monopoly utilities free to do whatever they want with any tax savings if the Commission does 

not step in and force them to make rate concessions. The development of competition and 

technology to provide communications services is precisely why the Legislature and this 

Commission determined 25 years ago that alternative regulation was appropriate for this industry 

- and competition has increased exponentially since that time. As the Commission recognized 

when it approved Verizon PA’s alternative regulation plan in 1994, the premise of alternative 

regulation is that Verizon bears both the risk and potential benefit of increases or decreases in 

costs such as taxes, and the Commission no longer looks at Verizon’s costs, earnings or rate-of- 

retum. In a competitive market, general cost savings such as major tax law changes that apply to 

the whole industry cannot be ignored. The benefits of any savings will be experienced by 

consumers in the manner that the market finds most efficient, which could be in rates or in 

enhanced investment, new or better services, innovation, or a combination of these. The 

Commission should trust the process it began 25 years ago and allow Chapter 30 and the 

alternative regulation plans to work as they were designed.

In short, it is neither necessary nor appropriate for the Commission to take any action 

with respect to the rates of Verizon PA or Verizon North.
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II. Chapter 30’s Alternative Form of Regulation

Unlike the traditional public utilities (energy, gas and water) that are the subject of the 

Commission’s docketed proceeding at M-2018-2641242, Verizon PA and Verizon North are not 

regulated based on cost or earnings and are not guaranteed any rate-of-retum. Under Chapter 30, 

each company is subject to an alternative form of regulation under the terms of that statute and 

Commission-approved alternative regulation plans. Verizon PA’s alternative regulation plan 

was initially approved in 1994. Verizon North’s plan was approved in 2001. The most recent 

versions of their plans were approved by the Commission on November 14, 2011 in Docket Nos. 

R-2011-2244373 and R-2011-2244375.

Chapter 30 expressly supersedes most of the provisions of Chapter 13, the chapter that 

provides the statutory basis for the Commission to regulate public utilities based on cost and 

earnings.4 Notably, Chapter 30 supersedes traditional ratemaking provisions including 66 Pa. 

C.S. §§ 1307 (sliding scale of rates),5 1310 (temporary rates)6 and 1311 (valuation and return on 

public utility property). Under alternative regulation, the Commission no longer holds cost cases 

for Verizon, does not review earnings, and does not guarantee a rate-of-retum. Verizon bears the

Re: Bell Atlantic - Pennsylvania, Inc. 's Petition and Plan for Alternative Form of Regulation Under Chapter 
30, Docket No. P-00930715; P-00930715C001; P-00930715C002,1994 Pa. PUC LEXIS 142 (Opinion and 
Order entered June 28, 1994) (“1994 Bell Order”).

Petition of Verizon North, Inc. for Alternative Regulation Plan and Plan for Network Modernization, Docket 
No. P-00001854 (Opinion and Order entered July 26, 2001).

“The terms of a local exchange telecommunications company’s alternative form of regulation and network 
modernization plans shall govern the regulation of the local exchange telecommunications company and, 
consistent with the provisions of this chapter, shall supersede any conflicting provisions of this title or other 
laws of this commonwealth and shall specifically supersede all provisions of Chapter 13 (relating to rates and 
rate making) other than sections 1301 (relating to rates to be just and reasonable), 1302 (relating to tariffs; 
filing and inspection), 1303 (relating to adherence to tariffs), 1304 (relating to discrimination in rates), 1305 
(relating to advance payment of rates; interest on deposits), 1309 (relating to rates fixed on complaint; 
investigation of costs of production) and 1312 (relating to refunds).” 66 Pa. C.S. § 3019 (h).

Section 1307 is the statutory basis for the State Tax Adjustment Surcharge, or STAS.

On March 15,2018, the Commission entered an order in this docket relying on Section-1310 to declare the 
rates of traditionally regulated public utilities to be “temporary rates.”
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risk of changes in costs, including taxes. The rates of Verizon PA and Verizon North do not bear 

any relation to cost. Rather, as discussed in more detail below, the largest determiner of their 

rates is the competitive market.

Under Chapter 30, a company’s services fall into two categories, based on whether or not 

the services are classified as competitive, and the treatment of rates is different for each.

A. Competitive Services

Almost all of Verizon’s retail services are classified as competitive under Chapter 30. In 

153 of Verizon’s wire centers, all retail services are competitive. In the remaining wire centers, 

all retail services are competitive except basic stand-alone telephone service to business and 

residential customers (but all services to business customers generating $10,000 or more in 

annual revenues are competitive). All service bundles to residential and business customers are 

competitive.7

The Commission does not regulate the rates of competitive services. Chapter 30 provides 

that “[t]he commission may not fix or prescribe the rates, tolls, charges, rate structures, rate base, 

rate of return or earnings of competitive services or otherwise regulate competitive services.” 66 

Pa. C.S. § 3019(g). As long as the services are not priced below cost, “a local exchange 

telecommunications company may price competitive services at the company's discretion.” 66 

Pa. C.S. § 3016(e). Verizon has de-tariffed all of its retail competitive services pursuant to 66 

Pa. C.S. §3016(d)(2). There is no mechanism for the Commission to place a negative surcharge 

or to reduce these rates, and in fact any rate regulation for competitive services is forbidden by 

Chapter 30.

7 See Joint Petition of Verizon Pennsylvania LLC And Verizon North LLC for Competitive Classification of all
Retail Services in Certain Geographic Areas and for a Waiver ofRegulations for Competitive Services, Docket 
Nos. P-2014-2446303 and P-2014-2446304 (Opinion and Order entered March 4, 2015), explaining Verizon’s 
retail competitive and noncompetitive services in more detail.
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B. Services Subject to Price Stability Mechanism

A few Verizon services have not yet been reclassified as competitive. These consist of 

the “protected” stand-alone basic voice service to residential and small business customers in a 

portion of Verizon’s service territory.8 These services still are not rate-of-retum regulated, but, 

instead of the full pricing flexibility provided to competitive services, any changes to these rates 

are governed by the Price Stability Mechanism (“PSM”) described in Verizon’s alternative 

regulation plans. The PSM is effectively a cap on the total revenue Verizon can earn from these 

services, and the cap generally increases each year based on the change in the rate of inflation 

(the Gross Domestic Product Price Index, or GDP-PI) minus 0.5%.

Both companies’ plans have provisions allowing for special revenue adjustments for 

services subject to the PSM based on “exogenous events,” but those provisions are very narrow 

and would not allow for an adjustment based on changes in taxes that affect the whole industry 

or economy generally, like the changes from the TCJA.

Verizon PA’s alternative regulation plan contains the same exogenous event provision 

that was originally adopted by orders entered June 28, 1994 and January 23, 1995 at Docket No. 

P-00930715, where there was extensive discussion of the appropriate scope of such a provision.9 

The plan states that:

Intrastate switched access services are also classified as noncompetitive, but terminating intrastate switched 
access rates are in the process of being reduced to zero and eliminated under Federal Communications 
Commission rules. Verizon’s Terminating switched end office and reciprocal compensation rates are already 
at bill-and-keep. Its terminating switched end office and transport will be reduced to bill-and-keep for all 
terminating traffic within the tandem serving area on July 1,2018.

When this plan was approved in 1994/95 the original Chapter 30 allowed the Commission to impose terms 
unilaterally. Following the changes in Chapter 30 from Act 183 in 2004, now “no change to any alternative 
form of regulation or network modernization plan may be made without the express agreement of both the 
commission and the local exchange telecommunications company.” 66 Pa. C.S. § 3013(b).
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8. Notwithstanding any other limitation specified in the PSM, Verizon, the 
Commission Staff, the Office of the Consumer Advocate or the Small Business Advocate 
may request the Commission to make special revenue adjustments beyond the scope of 
the PSM that are limited to mechanical regulatory events bearing only on local exchange 
carriers and may include only changes resulting from: (1) jurisdictional shifts where 
costs are transferred to or from the interstate jurisdiction and where an equal and 
opposite exogenous adjustment was allowed by the Federal Communications 
Commission under its price cap system; and (2) limited regulatory accounting changes 
not initiated by Verizon.

t
1 The burden ofproof in requiring such a revenue adjustment is on the party 

proposing the change. Any adjustment to revenues must be determined by 
allocating the total company impact of the underlying event between interstate 
and intrastate jurisdictions and between competitive and noncompetitive 
services. An application to the Commission for such a change must be filed 
with sixty (60) days notice. Verizon will file tariffs to implement any approved 
revenue changes.

In the 1994 order the Commission was faced with a range of proposals for exogenous events 

language for Verizon PA, and determined to adopt the position advocated by the Pennsylvania 

Cable Television Association (“PCTA”) and its expert witness, the economist Lee Selwyn, 

which specifically did not allow for exogenous changes due to increases or decreases in taxes for 

the following reasons:

One-time changes in corporate tax rates, payroll tax rates, local property taxes, or any 
like cost elements affect firms throughout the economy. Cost impacts arising from 
exogenous changes, therefore are captured in the GDP-PI inflation index. PCTA St. 1 
(Selwyn) at 40. Costs unique to a competitive firm are often not directly recoverable 
through the prices of its product or service. Given that the PSM is intended, in part, to 
replicate the "competitive result," therefore, the exogenous costs identified by the Bell 
Plan [including tax changes] should not be recoverable through a PSM.10 *

PCTA’s expert witness further explained why he believed very limited exogenous cost language

was appropriate, as follows: “Bell’s argument that it requires the flexibility of the exogenous

change provision to recover extraordinary cost changes not directly reflected in the basic revenue

cap formula are irrelevant in this age of competitive information service. Non-regulated firms

10 Re: Bell Atlantic - Pennsylvania, Inc. 's Petition and Plan for Alternative Form of Regulation Under Chapter
30, Docket No. P-00930715; P-00930715C001; P-00930715C002, 1994 Pa. PUC LEXIS 142 (Opinion and 
Order entered June 28,1994) (“1994 Bell Order”) at 114.
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must deal with increases in taxes, changes in accounting treatments and rules, new government 

regulations, natural disasters and various other unanticipated events.”11 PCTA also opposed 

provisions that would allow rate reductions if there were decreases in taxes, contending that it 

was better to strictly limit exogenous changes in either direction.12 The Commission considered 

these arguments and adopted PCTA’s proposed exogenous events language (which is the 

language currently in Verizon PA’s plan), explaining as follows:

Bell’s ability to initiate revenue adjustments for events such as government actions, 
increases in utility rates, or increases in corporate or other tax rates applying to it, outside 
of the price cap mechanism, is unreasonable because very few conditions are not 
reflected in the revised price cap formula recommended by PCTA, which we adopt 
below. Also, as MCI points out, Bell’s proposal is at odds with Bell's claim that under a 
price cap its earnings and cost of providing service are irrelevant. MCI MB at 45. Bell is 
in a superior position to initiate rate change requests under its Plan because it has first 
hand knowledge of its cost changes. This favors its ability to seek and recover exogenous 
cost increases and puts at a distinct disadvantage those who would seek exogenous cost 
decreases. Bell's proposal will create litigation over what is, or is not, beyond Bell's 
control and does or does not present "serious financial implications."

This should be avoided in order to avoid establishing onerous, burdensome requirements 
on Bell that fail to reduce regulatory delays and costs. Bell Exc. at 7-8. We believe 
PCTA's proposal achieves this purpose. It limits exogenous cost changes and designates 
them before the Plan goes into effect. Accordingly, we conclude that rate adjustments for 
exogenous changes be limited to mechanical regulatory events bearing only on Bell. 
These rate adjustments should be limited to changes resulting from 1) jurisdictional shifts 
where costs are transferred to or from the interstate jurisdiction and where an equal and 
opposite exogenous adjustment was allowed by the FCC under its price cap system, and 
2) limited regulatory accounting changes not initiated by Bell.13

11
12

Id.

Id.

13 Id. at 120-122.
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In the 1995 order, the Commission emphasized the narrow nature of this provision, rejecting

Bell’s attempt to take a broader interpretation, and recognized that the exogenous events

language of the plan did not require Bell to reflect a decrease in state corporate income taxes.14

In short, it is evident not only from the plain language of the plan but also from the

Commission’s reasoning adopting it that the Verizon PA exogenous events provision does not

permit an exogenous revenue adjustment based on an increase or decrease in taxes.

Verizon North’s plan contains a slightly different definition of exogenous events, but the

conclusion is the same. Under Verizon North’s plan:

9. Notwithstanding any other limitations specified herein, the Company, or any other 
party, may request that the Commission make special revenue adjustments within the 
scope of the PSM to recognize significant exogenous events that are outside the 
Company's control as follows:

(a) Jurisdictional shifts in cost recovery when interstate revenues actually 
change;

(b) Subsequent state or federal regulatory and legislative changes which 
affect revenues or expenses, to the extent they are not captured in GDP- 
PI; and

(c) Unique changes in the telephone industry that are not reflected in the 
overall inflation factor as measured by GDP-PI.

For example, future increases in the amount of the Company’s required contribution to 
the Universal Service Fund in Pennsylvania shall be a qualifying exogenous event. 
Exogenous revenue changes shall be flowed through on a dollar-for-dollar basis, using 
the most recent per books revenue levels, without any investigation or review of earnings. 
Exogenous expense changes shall be flowed through, dollar-for-dollar, on the basis of 
review of that single expense item for which an exogenous change is sought, without any 
investigation or review of earnings, and using the most recent per books level of such 
expense. Results shall be adjusted to recognize the impact of gross receipts taxes. The 
Tariff Filing Process as described herein shall apply to any such exogenous changes.15

14 Re: Bell Atlantic - Pennsylvania, Inc. 's Petition and Plan for Alternative Form of Regulation Under Chapter 
30, Docket No. P-00930715; P-00930715C001; P-00930715C002,1995 Pa. PUC LEXIS 1 (Opinion and Order 
entered January 23, 1995) (“1995 Bell Order”) at 17-18 (“Bell unlike other jurisdictional local exchange carrier 
(’’LEG") telephone utility companies, has not sought to modify its existing rates and charges in order to reflect 
a negative STAS adjustment under the legislated reduction in Pennsylvania’s Corporate Net Income Tax rates 
during the 1994-1997 period.”)

15 The Commission approved this language, finding that it is “consistent with language contained in several 
Chapter 30 plans.” Petition of Verizon North, Inc. for Alternative Regulation Plan and Plan for Network 
Modernization, Docket No. P-00001854 (Opinion and Order entered July 26,2001) at 63.
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For Verizon North, the issue of whether the tax changes from the TCJA are exogenous events 

turns on whether they are “captured in GDP-PI.” Based on its adoption of the reasoning of 

PCTA and Lee Selwyn in its 1994/95 orders on Verizon PA’s Chapter 30 plan, the Commission 

has already determined that “changes in corporate tax rates, payroll tax rates, local property 

taxes, or any like cost elements affect firms throughout the economy .. .[and] therefore are 

captured in the GDP-PI inflation index.”16

Accordingly the tax changes from the TCJA are not exogenous events under Verizon’s 

Chapter 30 plans. '

III. The TCJA Impacts Are Complicated

The Commission’s Secretarial Letter assumes that the Pennsylvania ILECs to whom its 

data requests are directed will experience a simple reduction in their effective federal tax rate 

from 35% to 21% and also will experience reduced state taxes as their federal taxable income is 

reduced by the TCJA, amounting to a large savings to the regulated companies. But determining 

the net impact of the TCJA on Verizon is not that simple.17

Verizon PA and Verizon North are very small parts of the larger Verizon group of 

companies under the ultimate parent Verizon Communications Inc. that offers a diverse array of 

mostly unregulated services including wireless, internet, digital content, and the like, nationally 

and internationally. The changes in tax rates and tax treatment will affect the various aspects of 

this multi-national business. Verizon PA and Verizon North are limited liability companies 

(“LLCs”) that are “disregarded” for federal income tax purposes—meaning that they are not 

individually subject to federal income taxes and do not prepare or file their own federal income

16 1994 Bell Order.

17 For additional information, see Verizon’s Responses to Request #’s 1 and 15.
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tax returns. As disregarded entities, both Verizon PA and Verizon North are treated as branch 

operations of their common parent entity, Verizon Communications Inc., which itself files no 

stand-alone federal income tax returns. Instead, Verizon Communications Inc. files a 

consolidated federal income tax return with respect to itself and all qualifying members of the 

affiliated group of corporations of which it is the ultimate parent. Thus, the effect of changes in 

federal income tax laws are determined on the basis of how such changes apply to the affiliated 

group, and not to specific legal entities whose activities are reflected in the group. Moreover, the 

income, deductions, credits, and other inputs to the consolidated federal tax returns filed by 

Verizon Communications Inc. are substantially affected by data related to non-jurisdictional 

operations that are outside of Pennsylvania (or, indeed, the United States), or that (like wireless, 

digital content, internet and VoIP services) are not regulated by the Commission.

IV. Pennsylvania Will Benefit from any Verizon TCJA Savings

Just because Chapter 30 does not permit the type of rate reductions or negative 

surcharges that the Commission might employ with a traditionally regulated rate-of-retum utility 

does not mean that Pennsylvania customers will not benefit from cost savings such as those that 

might ultimately result from the TCJA once federal and state impacts sort themselves out in the 

marketplace. Indeed, Pennsylvanians will benefit from the tax savings for both the regulated 

and unregulated portions of Verizon’s business because the Verizon group of companies 

provides a diverse array of services in Pennsylvania and makes a huge investment in this state.

It is important to allow the competitive market to work without unneeded regulatory 

interference. Attempting to foist traditional rate-of-retum regulatory concepts upon 

Pennsylvania’s ILECs, which operate in a highly competitive market, would put these companies
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at a competitive disadvantage against the myriad of unregulated competitors who will be free to 

react to the TCJA impacts in the marketplace. Competition for voice services has increased 

exponentially since the Commission, at the urging of the Legislature through Chapter 30, first 

abandoned rate-of-retum regulation for telephone services more than 25 years ago. According to 

the Federal Communications Commission’s most recent data, as of December 31, 2016 only 

11% of the voice subscriptions in Pennsylvania were provided by Pennsylvania ILECs over 

switched access lines subject to this Commission’s regulation. In other words, the lines that are 

the subject of this data request are only 11% (and shrinking) of the voice subscriptions in 

Pennsylvania. Verizon’s “non-competitive” lines that are still subject to the PSM are less than 

2% of the total voice subscriptions in Pennsylvania.19

That intense competition serves to constrain Verizon’s rates in lieu of traditional 

regulation. By authorizing pricing flexibility, the Commission decoupled Verizon PA’s rates for 

regulated services from overall revenue requirements determined through the rules and 

conventions of rate-of-retum regulation. The benefits of any savings will be experienced by 

consumers in the manner that the market finds most efficient, which could be in rates or in 

enhanced investment, new or better services, innovation, or a combination of these.

In addition to benefits that will flow through the competitive marketplace and positive 

impacts on the economy as a whole, Verizon has announced specific actions that will provide

58 The remaining almost 89% were provided by unregulated or lightly regulated technologies and providers, such 
as wireless (71%) and Voice over Internet Protocol (15%) or other competitive carriers (3%). FCC Wireline 
Competition Bureau, Voice Telephone Services As Of 12/31/16, Released 02/18 (available at 
https://www.fcc.gov/voice-telephone-services-report). The fact that the vast majority of lines are wireless is 
not surprising since the Centers For Disease Control recently reported that more than one-half of American 
homes (52.5%) had only wireless telephones during the first half of 2017—an increase of 3.2 percentage points 
since the first half of 2016. Another 39.8 percent of households identified themselves as “wireless mostly” 
even if they had another means of communication. Preliminary results from the January-June 2017 National 
Health Interview Survey (NHIS) (available at
https://www.cdc.gov/nchs/data/nhis/earlvrelease/wireless201712.pdf).

19 These line counts are provided to the Commission on a proprietary basis in Verizon’s annual PSM filings.
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substantial benefits to the citizens of Pennsylvania from the tax saving of the Verizon group of 

companies. Verizon has long supported corporate tax reform that reduces tax rates to globally 

competitive levels. The new tax law will have a positive impact to the cash flow and earnings 

profile of Verizon as a whole, deriving largely from its unregulated operations. Verizon will use 

much of the tax savings to pay down some of its $ 117 billion debt, which will strengthen the 

overall balance sheet of the corporate group and allow Verizon to better serve its customers by 

providing the flexibility to execute its strategies of investment and innovation going forward. 

This stronger balance sheet will directly benefit Pennsylvania because the Verizon group of 

companies offers an array of services in the state, most of which are unregulated, and is making 

significant investments in wireline and wireless infrastructure.

In addition, Verizon has announced the following two specific initiatives relating to the 

tax savings:

• Verizon will share the savings with its employees, including those located in 
Pennsylvania. Eligible Verizon employees, excluding top management, will receive an 
award of restricted stock units. Because employees drive the innovation and success of 
the business, it is vital that they share in the success of not only tax reform, but the 
overall performance of Verizon.

• Verizon will share the savings with the community. Verizon will increase its 
contributions to the Verizon Foundation by $200 million to $300 million over the next 
two years with the additional funds being dedicated to efforts around applying our 
technology to making our customers’ lives better. Over the past five years the Verizon 
Foundation has invested more than $4 million in Pennsylvania through grants, matching 
gifts and other initiatives. Verizon expects Pennsylvania to benefit directly from 
increased spending by the foundation.

V. Conclusion

For the foregoing reasons, Chapter 30 and Verizon’s alternative regulation plans do not 

permit the Commission to require rate reductions, negative surcharges or other traditional 

regulatory mechanisms to provide “refunds” to Verizon PA and Verizon North customers related
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to tax savings from the TCJA, and any attempt to do so would be anti-competitive. The entire 

premise of alternative regulation is that Verizon bears both the risk and potential benefit of 

increases or decreases in taxes. Because Verizon operates in a highly competitive market, the 

benefits of any savings will be experienced by consumers in the manner that the market finds 

most efficient. It is neither necessary nor permitted for the Commission to take any action with 

respect to the rates of Verizon PA or Verizon North.

Respectfully submitted,

March 27, 2018
Suzan DeBusk Paiva (Atty ID 53853) 
Verizon
900 Race St., 6th Floor 

Philadelphia, PA 19107 
Telephone: 267-768-6184 
Suzan.d.paiva@verizon.com

Attorney for Verizon Pennsylvania LLC and 
Verizon North LLC
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RESPONSE OF VERIZON TO DATA REQUEST NO. 1 OF THE PA PUBLIC UTILITY
COMMISSION DATED MARCH 2, 2018, SUBMITTED IN DOCKET NO. M-2018-2641242.

REQUEST #1:

How does the reduction in the corporate Federal Income Tax rate from 35% to 21% due to the 
Tax Cuts and Jobs Act of 2017 (TCJA) affect the company’s federal tax obligations for calendar 
year 2018 and subsequent tax years? Please quantify your response as to the effect on both 
current and deferred tax obligations for 2018 and subsequent tax years.

RESPONSE:

These responses are being provided with respect to two Verizon companies, Verizon 
Pennsylvania LLC (“Verizon PA”) and Verizon North LLC (“Verizon North”).

Verizon PA and Verizon North are each part of the Verizon group of companies under the 
ultimate parent Verizon Communications Inc. (“VO”), which offers a diverse array of mostly 
unregulated services including wireless, internet, digital content, and the like, nationally and 
internationally. Verizon PA and Verizon North are limited liability companies that are each 
“disregarded” for federal income tax purposes, —meaning that they are not individually subject 
to federal income taxes and do not prepare or file their own federal income tax returns. As 
disregarded entities, both Verizon PA and Verizon North are treated as branch operations of their 
common parent entity, VCI, which itself files no stand-alone federal income tax returns. Thus, 
neither Verizon PA nor Verizon North has any federal income tax obligations.

Instead of filing a stand-alone return, VCI files a consolidated federal income tax return with 
respect to itself and all qualifying members of the affiliated group of corporations of which it is 
the ultimate parent (the “Verizon Group”). Thus, the effect of changes in federal income tax 
laws are determined on the basis of how such changes apply to the Verizon Group, and not to 
specific legal entities whose activities are reflected in the group. In particular, the effects of 
changes in federal income tax laws are not reasonably capable of being determined with respect 
to legal entities, such as Verizon PA and Verizon North, that are disregarded for federal income 
tax purposes. Moreover, the income, deductions, credits, and other inputs to the consolidated 
federal tax returns filed by VCI for the Verizon Group are substantially affected by data related 
to non-jurisdictional operations that are outside of Pennsylvania (or, indeed, the United States), 
or that (like wireless, digital content, internet and VoIP services) are not regulated by the 
Commission.

The exercise — which is being requested in this proceeding — of projecting estimated effects of 
the TCJA on a single-entity basis with respect to Verizon PA and Verizon North should not be 
confused with the exercise that is undertaken on an annual basis to provide the Commission with 
income tax information in the annual financial reports filed by these companies. This annual 
report information is computed and reported — in full conformity with GAAP — by allocating 
tax information that is determined at the Verizon Group level—that is, after determining the
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group’s overall federal income tax liability on a consolidated basis. The GAAP-compliant 
allocation process that is used to derive the Verizon PA and Verizon North annual report 
information depends on the extensive information that is compiled and determined in the course 
of preparing the consolidated federal income tax return of the Verizon Group. Although the tax 
information and compliance systems maintained by the Verizon Group generate information that 
is sufficient to permit the GAAP-compliant allocation process to be executed, these systems are 
not designed to readily permit projected estimated effects of law changes to be determined with 
respect to individual entities on a standalone basis.

Because they are disregarded for federal income tax purposes, Verizon PA and Verizon North 
are also disregarded for state corporate net income tax purposes.1 Thus, neither Verizon PA nor 
Verizon North has any state corporate net income tax obligations.2

Although Request # 1 and the Secretarial Letter refer only to federal and state net income taxes, 
Verizon PA and Verizon North note that they both report and pay state gross receipts taxes on an 
individual, separate company basis,3 and that these separate company obligations are unaffected 

by the TCJA.

1 See 72 P.S. § 7401(l)(iii) (defining “corporation” subject to corporate net income tax to include “limited liability 
company... which for Federal income tax purposes is classified as a corporation”).

2 Although Request #1 does not itself mention state net income tax obligations, the Secretarial Letter references the
possibility that these obligations may be reduced by the TCJA. See Verizon’s Response to Data Request # 15, \
discussing state tax issues.

3 See id. § 8101(a)(2) (gross receipts tax on landline telephone service).
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RESPONSE OF VERIZON TO DATA REQUEST NO. 2 OF THE PA PUBLIC UTILITY
COMMISSION DATED MARCH 2, 2018, SUBMITTED IN DOCKET NO. M-2018-2641242.

REQUEST #2:

Are there any implementation plans based on the TCJA that will impact the company at the 
holding company level and flow through to the Pennsylvania affiliate? If yes, please explain. If 
not, please explain why not.

RESPONSE:

The meaning of this question is unclear, both generally with respect to all subsidiary entities and 
specifically with respect to Verizon PA and Verizon North.

Generally, results flow up through a group of affiliated entities from the lower tier entities to 
higher tier entities. Thus, plans implemented at the holding company level, which is the highest 
tier of the affiliated entity structure, would not normally be considered to “flow through” to 
lower tier entities.

Specifically, with respect to Verizon PA and Verizon North, as explained in the response to 
Request #1, both Verizon PA and Verizon North are disregarded for federal income tax 
purposes, and therefore the effects of changes in federal income tax laws are not reasonably 
capable of being determined with respect to these entities, including effects, if any, that might be 
considered to “flow through” from “the holding company level.”
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RESPONSE OF VERIZON TO DATA REQUEST NO. 3 OF THE PA PUBLIC UTILITY
COMMISSION DATED MARCH 2, 2018, SUBMITTED IN DOCKET NO. M-2018-2641242.

REQUEST #3:

If the impact of the TCJA is a reduction in the company’s tax obligation, will it be flowed 
through to the company’s retail and wholesale telecommunications services customers, including 
those who purchase intrastate telecommunications services? If so, please explain how the 
company will flow through a reduction in its tax obligation to customers, including the 
methodology to be used to compute the reduction, the rate mechanism to accomplish the 
reduction, the rate reduction effect on your company’s regulated intrastate services for both retail 
and wholesale customers, and the method of computing the jurisdictional allocation of such 
reduction.

RESPONSE:

See Verizon’s Comments.
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RESPONSE OF VERIZON TO DATA REQUEST NO. 4 OF THE PA PUBLIC UTILITY
COMMISSION DATED MARCH 2, 2018, SUBMITTED IN DOCKET NO. M-2018-2641242.

REQUEST #4:

If the company intends to flow through to its customers a reduction in the company’s tax 
obligation under the TCJA and the company provides intrastate services that have received a 
competitive classification under Pennsylvania law, please explain how the company will allocate 
any TCJA tax cut benefits to these competitive services and whether such an allocation will be 
uniform in nature for all services that have been classified as competitive.

RESPONSE:

See Verizon’s Comments.
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RESPONSE OF VERIZON TO DATA REQUEST NO. 5 OF THE PA PUBLIC UTILITY
COMMISSION DATED MARCH 2, 2018, SUBMITTED IN DOCKET NO. M-2018-2641242.

REQUEST #5:

If the company intends to retain the benefit of any tax rate reductions associated with the TCJA, 
please specify how the company intends to use these funds. Please explain whether the potential 
retention of such tax reduction benefits will differ among the intrastate, interstate, and 
unregulated services of your company and please explain the reasons for such differences, 
including appropriate references to the system of accounts utilized by your company as 
applicable.

RESPONSE:

“Retaining” tax savings is a concept that only makes sense in a rate-of-retum regulatory regime 
where it is presumed that the company is only entitled to a defined rate of earnings. As 
discussed in Verizon’s Comments, this concept is not applicable for a company subject to 
Chapter 30 regulation operating in a highly competitive market. However, see Verizon’s 
Comments for an explanation of how Pennsylvanians will benefit both through the operation of 
the market and through some concrete steps the Verizon family of companies intends to take.

6



I
REQUEST #6:

1

If the company operates under a Chapter 30 Alternative Regulation Plan, does the plan contain 
any provisions, such as an “exogenous events” clause or change in law provision, that would 
recognize a substantial change in law such as the TCJA? If yes, please explain whether the 
“exogenous events” clause or change in law provision applies, to both positive and negative 
effects on the company, including any positive and negative effects from the TCJA. Provide the 
docket number and most recent approval date of your Chapter 30 plan and a copy of the relevant 
provisions from your company’s most recent Chapter 30 plan in effect.

RESPONSE OF VERIZON TO DATA REQUEST NO. 6 OF THE PA PUBLIC UTILITY
COMMISSION DATED MARCH 2, 2018, SUBMITTED IN DOCKET NO. M-2018-2641242.

RESPONSE:

A. The Exogenous Events Language in the Companies’ Plans

Both Verizon PA and Verizon North operate under Chapter 30 alternative regulation plans, the 
most recent versions of which were approved by the Commission on November 14, 2011 in 
Docket Nos. R-2011-2244373 and R-2011-2244375. The terms of each company’s plan are 
different with respect to exogenous events.

i. Verizon PA

Verizon PA’s alternative regulation plan was originally approved by orders entered June 28,
1994 and January 23, 1995 at Docket No. P-00930715. While that plan has been modified from 
time to time, the language regarding “exogenous events” has remained the same, as follows:

8. Notwithstanding any other limitation specified in the PSM, Verizon, the 
Commission Staff, the Office of the Consumer Advocate or the Small Business Advocate 
may request the Commission to make special revenue adjustments beyond the scope of 
the PSM that are limited to mechanical regulatory events bearing only on local exchange 
carriers and may include only changes resulting from: (1) jurisdictional shifts where 
costs are transferred to or from the interstate jurisdiction and where an equal and 
opposite exogenous adjustment was allowed by the Federal Communications 
Commission under its price cap system; and (2) limited regulatory accounting changes 
not initiated by Verizon.

1 The burden ofproof in requiring such a revenue adjustment is on the party 
proposing the change. Any adjustment to revenues must be determined by 
allocating the total company impact of the underlying event between interstate 
and intrastate jurisdictions and between competitive and noncompetitive 
services. An application to the Commission for such a change must be filed 
with sixty (60) days notice. Verizon will file tariffs to implement any approved 
revenue changes.
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There was fairly extensive discussion of the scope of Verizon PA’s exogenous events provision 
in the 1994 and 1995 orders adopting the original plan. In the 1994 order the Commission was 
faced with a range of proposals for exogenous events language.4 On one end, OCA proposed 
that “that no exogenous cost changes be passed through directly to ratepayers,” while on the 
other end Bell (now Verizon PA) proposed that the Commission consider special revenue 
adjustments on a case by case basis. The Commission rejected both of those proposals and 
instead adopted a middle position advocated by the Pennsylvania Cable Television Association 
(“PCTA”) and its expert witness, the economist Lee Selwyn.

The PCTA analysis ultimately adopted by the Commission criticized Bell’s proposal as too 
broad, for the following reasons:

Bell could seek "special rate adjustments" in response to various government actions such 
... in response to increases in corporate or other tax rates that apply to Bell. This is 
unreasonable given that very few conditions are not reflected in PCTA's recommended
price cap formula___ One-time changes in corporate tax rates, payroll tax rates, local
property taxes, or any like cost elements affect firms throughout the economy. Cost 
impacts arising from exogenous changes, therefore are captured in the GDP-PI inflation 
index. PCTA St. 1 (Selwyn) at 40. Costs unique to a competitive firm are often not 
directly recoverable through the prices of its product or service. Given that the PSM is 
intended, in part, to replicate the "competitive result," therefore, the exogenous costs 
identified by the Bell Plan should not be recoverable through a PSM.5

PCTA’s expert witness further explained why he believed very limited exogenous cost language 
was appropriate, as follows: “Bell’s argument that it requires the flexibility of the exogenous 
change provision to recover extraordinary cost changes not directly reflected in the basic revenue 
cap formula are irrelevant in this age of competitive information service. Non-regulated firms 
must deal with increases in taxes, changes in accounting treatments and rules, new government 
regulations, natural disasters and various other unanticipated events.” PCTA also opposed 
provisions that would allow rate reductions for tax decreases, contending that it was better to 
strictly limit exogenous changes in either direction.

The Commission considered these arguments and adopted PCTA’s proposed exogenous events 
language, explaining as follows:

Bell's ability to initiate revenue adjustments for events such as government actions, 
increases in utility rates, or increases in corporate or other tax rates applying to it, outside 
of the price cap mechanism, is unreasonable because very few conditions are not 
reflected in the revised price cap formula recommended by PCTA, which we adopt

When this plan was approved in 1994/95 the original Chapter 30 allowed the Commission to impose terms 
unilaterally. Following the changes in Chapter 30 from Act 183 in 2004, now “no change to any alternative 
form of regulation or network modernization plan may be made without the express agreement of both the 
commission and the local exchange telecommunications company.” 66 Pa. C.S. § 3013(b).

Re: Bell Atlantic - Pennsylvania, Inc. 's Petition and Plan for Alternative Form ofRegulation Under Chapter 
30, Docket No. P-00930715; P-00930715C001; P-00930715C002, 1994 Pa. PUC LEXIS 142 (Opinion and 
Order entered June 28, 1994) (“1994 Bell Order”) at 114.
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below. Also, as MCI points out, Bell's proposal is at odds with Bell's claim that under a 
price cap its earnings and cost of providing service are irrelevant. MCI MB at 45. Bell is 
in a superior position to initiate rate change requests under its Plan because it has first
hand knowledge of its cost changes. This favors its ability to seek and recover exogenous 
cost increases and puts at a distinct disadvantage those who would seek exogenous cost 
decreases. Bell’s proposal will create litigation over what is, or is not, beyond Bell's 
control and does or does not present "serious financial implications."

This should be avoided in order to avoid establishing onerous, burdensome requirements 
on Bell that fail to reduce regulatory delays and costs. Bell Exc. at 7-8. We believe 
PCTA's proposal achieves this purpose. It limits exogenous cost changes and designates 
them before the Plan goes into effect. Accordingly, we conclude that rate adjustments for 
exogenous changes be limited to mechanical regulatory events bearing only on Bell. 
These rate adjustments should be limited to changes resulting from 1) jurisdictional shifts 
where costs are transferred to or from the interstate jurisdiction and where an equal and 
opposite exogenous adjustment was allowed by the FCC under its price cap system, and 
2) limited regulatory accounting changes not initiated by Bell.6

In the 1995 order, the Commission emphasized the narrow nature of this provision, rejecting 
Bell’s attempt to take a broader interpretation, and recognized that the exogenous events 
language of the plan did not require Bell to reflect a decrease in state corporate income taxes.7

ii. Verizon North

Verizon North’s alternative regulation plan was originally approved by order entered July 26, 
2001 at Docket No. P-00001854. The plan addresses “exogenous” changes in two locations.

First, the Price Stability Index (“PSI”) calculation in Part 3, Section A includes a variable for 
exogenous changes:

2.

When:
Z

Annually the Company will calculate the Price Stability Index (“PSI”) as follows: 
PSI, = PSI,., x [1 + %oA GDP-PI- 0.5% ±Z]

= The effect of any exogenous changes. Exogenous changes are 
positive or negative changes in the Company's revenues or expenses 
as defined in the Plan. In the calculation of the PSI, exogenous 
changes are expressed as a percentage of the Company's revenue 
received from intrastate, noncompetitive services.

6 1994 Bell Order at 120-122.

7 Re: Bell Atlantic - Pennsylvania, Inc. 's Petition and Plan for Alternative Form of Regulation Under Chapter 
30, Docket No. P-00930715; P-00930715C001; P-00930715C002,1995 Pa. PUC LEXIS l (Opinion and Order 
entered January 23, 2995) (“1995 Bell Order”) at 17-18 (“Bell unlike other jurisdictional local exchange carrier 
("LEC”) telephone utility companies, has not sought to modify its existing rates and charges in order to reflect 
a negative STAS adjustment under the legislated reduction in Pennsylvania's Corporate Net Income Tax rates 
during the 1994-1997 period.”)
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Second, Verizon North’s plan also includes a provision, also in Part 3, Section A, that defines 
exogenous events as follows:

9. Notwithstanding any other limitations specified herein, the Company, or any other 
party, may request that the Commission make special revenue adjustments within the 
scope of the PSM to recognize significant exogenous events that are outside the 
Company’s control as follows:

(a) Jurisdictional shifts in cost recovery when interstate revenues actually 
change;

(b) Subsequent state or federal regulatory and legislative changes which 
affect revenues or expenses, to the extent they are not captured in GDP- 
PI; and

(c) Unique changes in the telephone industry that are not reflected in the 
overall inflation factor as measured by GDP-PI.

For example, future increases in the amount of the Company's required contribution to 
the Universal Service Fund in Pennsylvania shall be a qualifying exogenous event. 
Exogenous revenue changes shall be flowed through on a dollar-for-dollar basis, using 
the most recent per books revenue levels, without any investigation or review of earnings. 
Exogenous expense changes shall be flowed through, dollar-for-dollar, on the basis of 
review of that single expense item for which an exogenous change is sought, without any 
investigation or review of earnings, and using the most recent per books level of such 
expense. Results shall be adjusted to recognize the impact of gross receipts taxes. The 
Tariff Filing Process as described herein shall apply to any such exogenous changes.

The Commission approved this language, finding that it is “consistent with language contained in 
several Chapter 30 plans.”8

iii. Verizon’s Exogenous Events Language Does Not Allow Changes Based 
on the TCJA

It is clear from the 1994/95 discussion adopting Verizon PA’s exogenous events language that 
changes in taxes (either up or down) are not exogenous events and therefore not to be reflected in 
a special revenue adjustment. The Commission explained that it deliberately chose a very 
narrow exogenous event provision because it agreed with PCTA’s witness Lee Selwyn that tax 
changes that affect companies generally are already reflected in the GDP-PI inflation index 
and/or through the operations of the competitive market.

Petition of Verizon North, Inc. for Alternative Regulation Plan and Plan for Network Modernization, Docket 
No. P-00001854 (Opinion and Order entered July 26, 2001) at 63.
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For Verizon North, the issue of whether the tax changes from the TCJA are exogenous events 
turns on whether they are “captured in GDP-PI.” Based on its adoption of the reasoning of 
PCTA and Lee Selwyn in its 1994/95 orders on Verizon PA’s Chapter 30 plan, the Commission 
has already determined that “changes in corporate tax rates, payroll tax rates, local property 
taxes, or any like cost elements affect firms throughout the economy .. .[and] therefore are 
captured in the GDP-PI inflation index.”9

Accordingly the tax changes from the TCJA are not exogenous events under Verizon’s Chapter 
30 plans and there are no other applicable revenue adjustment provisions in the plans.10

;

8 1994 Bell Order at X

10 Verizon North has a “State Tax Adjustment Surcharge” or “STAS,” although Verizon PA does not. This issue 
is discussed in response to Data Request No. 7.
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RESPONSE OF VERIZON TO DATA REQUEST NO. 7 OF THE PA PUBLIC UTILITY
COMMISSION DATED MARCH 2, 2018, SUBMITTED IN DOCKET NO. M-2018-2641242.

REQUEST #7:

Does the company reflect changes in state taxes, up or down, while operating under authority of 
its Chapter 30 plan for its regulated intrastate services? If yes, could this also apply to changes 
in federal taxes, up or down? Please fully explain.

RESPONSE:

Verizon understands this question to refer to the “State Tax Adjustment Surcharge” or “STAS,” 
which was originally adopted by the Commission on March 10,1970, to allow utilities to include 
a surcharge on bills to recover the costs associated with new and increased state taxes enacted by 
the state legislature in 1969 and 1970, and was codified in the Commission’s Regulations 52 Pa. 
Code §69.51, etc. The purpose of the STAS was “to recover portions of the Capital Stock Tax, 
Corporate Net Income Tax and Gross Receipts Tax and the Public Utility Realty Tax through a 
surcharge on rates charged to customers.” 52 Pa. Code §69.51. “Unless necessitated by a change 
in the Pennsylvania Capital Stock Tax, Corporate Net Income Tax, Gross Receipts Tax or Public 
Utility Realty Tax which would increase or decrease rates in a manner governed by the 
Commission’s State Tax Adjustment Procedure, 44 Pa. P.U.C. 545 (1970), a utility which has a 
State tax adjustment surcharge or gross receipts tax rider shall maintain its surcharge and rider 
rates at 0%.” 52 Pa. Code §69.52. The STAS is expressed as a percentage (positive or negative) 
and is applied as a separate line item on amounts billed for End User and Access Service.

Verizon PA

By order entered September 21, 1987, the Commission approved regulations to eliminate STAS 
and to require utilities to roll into base rates the previously collected STAS revenues. Verizon 
PA complied with the Commission’s order and eliminated its STAS in 1993.

Verizon North

Verizon North still has a STAS. Verizon North files its two proposed STAS rates for End User 
and Access Service in August of each year that become effective September 1st. For the past 
several years, the STAS surcharge rates have been negative, meaning that affected customers 
receive a monthly STAS bill credit.
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RESPONSE OF VERIZON TO DATA REQUEST NO. 8 OF THE PA PUBLIC UTILITY
COMMISSION DATED MARCH 2, 2018, SUBMITTED IN DOCKET NO. M-2018-2641242.

REQUEST #8:

If the company operates under a Simplified Rate Making Plan, please specify whether the 
company will be making a simplified ratemaking filing to incorporate the effect of the tax 
changes from the TCJA for its regulated intrastate services.

/

RESPONSE:

Verizon PA and Verizon North do not operate under a Simplified Rate Making Plan.

13



RESPONSE OF VERIZON TO DATA REQUEST NO. 9 OF THE PA PUBLIC UTILITY
COMMISSION DATED MARCH 2, 2018, SUBMITTED IN DOCKET NO. M-2018-2641242.

REQUEST #9:

Does the company provide wholesale services pursuant to Interconnection Agreements (ICAs) 
and/or tariffs? Are these ICAs or tariffs cost-based (using TELRIC or other cost models)? If 
yes, do the ICAs or tariffs for these wholesale interconnection services provide for rate 
adjustments to account for subsequent positive or negative effects on costs, including the effects 
of the TCJA? How, if at all, will the recurring and non-recurring rates, e.g., for unbundled 
network elements (UNEs), be affected by these tax changes from the TCJA?

RESPONSE:

Verizon’s rates for wholesale services governed by the Federal Communications Act that are 
offered pursuant to interconnection agreements were established in a rate proceeding pursuant to 
the FCC-mandated TELRIC cost model for unbundled network elements. These TELRIC rates 
also appear in Verizon PA’s Tariff 216. Those ICAs and tariffs do not provide for upward or 
downward adjustment of the rates, once the rates are established, based on subsequent increases 
or decreases to the inputs that were used in those cost models. For the wholesale discount for 
resold services under section 251(c)(4) of the federal Communications Act, the wholesale rates 
are determined by subtracting a fixed discount percentage from the retail rate of the Verizon 
service being resold; thus, a change in the rate of a particular tax paid by Verizon does not 
directly affect the rate that wholesale customers pay for resold services.
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RESPONSE OF VERIZON TO DATA REQUEST NO. 10 OF THE PA PUBLIC UTILITY
COMMISSION DATED MARCH 2, 2018, SUBMITTED IN DOCKET NO. M-2018-2641242.

REQUEST #10:

Are there any other rate elements in the company’s operations that remain cost-based? If yes, 
please identify the rate elements and the impact of the TCJA on those elements.

RESPONSE:

Verizon’s retail rates for jurisdictional services are not cost-based. See Verizon’s Comments for 
more detail. Regarding wholesale rates, please see response to Request #9.
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RESPONSE OF VERIZON TO DATA REQUEST NO. 11 OF THE PA PUBLIC UTILITY
COMMISSION DATED MARCH 2, 2018, SUBMITTED IN DOCKET NO. M-2018-2641242.

REQUEST #11:

Will the TCJA tax cut affect wholesale interconnection rates that are applicable between your 
company and other entities under “commercial interconnection agreements” that may not have 
been filed with the Commission under applicable law? If yes, please explain in what manner.

RESPONSE:

Verizon interprets the phrase “commercial interconnection agreements” to mean agreements for 
wholesale services that are outside the Commission’s jurisdiction (e.g. agreements for the 
provision of switched Ethernet service, which is subject to exclusive federal jurisdiction, but 
from which the FCC has forborne from applying most regulations). As such, these services and 
agreements are not properly the subject of inquiry by the Commission. Notwithstanding this, as 
stated elsewhere in these responses, Verizon expects that to the extent that tax cuts may reduce 
the costs of Verizon or of its competitors, this will place additional downward pressure on the 
market for commercial services that are offered by Verizon and its competitors, and that this 
market pressure may result in reduced prices.
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RESPONSE OF VERIZON TO DATA REQUEST NO. 12 OF THE PA PUBLIC UTILITY
COMMISSION DATED MARCH 2, 2018, SUBMITTED IN DOCKET NO. M-2018-2641242.

REQUEST #12:

Will the TCJA tax cut modify rates that are applicable between your company and any affiliated 
entities, e.g., wholesale interconnection rates between your company and a wireless affiliate? If 
yes, please explain in what manner.

RESPONSE:

Verizon does not expect any near-term modification of rates between Verizon and any affiliated 
entities.
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RESPONSE OF VERIZON TO DATA REQUEST NO. 13 OF THE PA PUBLIC UTILITY
COMMISSION DATED MARCH 2, 2018, SUBMITTED IN DOCKET NO. M-2018-2641242.

REQUEST #13:

Does the company have any Net Operating Losses (NOL) as of December 31,2017? If yes, 
please quantify the impact of the TCJA for your company’s intrastate regulated services and 
operations and please explain how this impact has been or is jurisdictionally allocated with 
respect to your company’s interstate and unregulated services and operations.

RESPONSE:

Verizon’s net operating income (or losses, as the case may be) are included in its Annual 
Financial Reports, filed on April 30th of the next year. Verizon’s reports for the calendar year 

2017 will be provided on or about April 30, 2018.
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RESPONSE OF VERIZON TO DATA REQUEST NO. 14 OF THE PA PUBLIC UTILITY
COMMISSION DATED MARCH 2, 2018, SUBMITTED IN DOCKET NO. M-2018-2641242.

REQUEST #14:

Does the company have any Deferred Tax Liabilities as of December 31, 2017? If yes, please 
quantify the impact of the TCJA for your company’s intrastate regulated services and operations 
and please explain how this impact has been or is jurisdictionally allocated with respect to your 
company’s interstate and unregulated services and operations.

RESPONSE:

See response to Request #13.

(

19



REQUEST #15:

Are there any other changes made in the TCJA that will impact the company? If yes, please 
explain.

RESPONSE OF VERIZON TO DATA REQUEST NO. 15 OF THE PA PUBLIC UTILITY
COMMISSION DATED MARCH 2, 2018, SUBMITTED IN DOCKET NO. M-2018-2641242.

RESPONSE:

One issue that is not addressed in the other Requests is the impact of the TCJA on state taxes. 
The Secretarial Letter presumes that the TCJA will result in reduced state taxes, but this is 
almost certainly wrong - especially for an investment intensive company like Verizon. For 
example, according to a January 29,2018 “Mid-Year Revenue Update” by the Commonwealth’s 
Independent Fiscal Office,11 12 a TCJA-related policy change announced by the Pennsylvania 

Department of Revenue on December 22, 2017, in Bulletin 2017-02, will bring in an additional 
$50 million of tax revenue in FY’17-18 and $160 million in FY’18-19. This policy change, 
which eliminates current depreciation deductions for capital assets, will most seriously affect the 
state tax liability attributable to the activity of businesses, such as the Verizon entities that do 
business in Pennsylvania, which make substantial capital investments in their businesses. This 
Mid-Year Revenue Update also projects additional state income tax revenue of $60 million for 
FY’17-18 and $160 million for FY’18-191Z as a direct effect of the TCJA elimination of the 

I.R.C. § 199 deduction and the I.R.C. § 163(j) interest expense limitation, which will carry over 
into the state income tax base.

In a similar vein, a study conducted by Ernst &Young for the Council on State Taxation 
(“COST”) estimates that, assuming Pennsylvania conforms to the Internal Revenue Code as of 
January 1,2018, the expansion of the state’s corporate tax base will be approximately 14%.13 

Notably, this estimate did not take into account the effect of Bulletin 2017-02, which is likely to 
further increase the state’s tax base. While the precise effects on state income taxes of the TCJA 
are not yet known, it is clear that the Secretarial Letter’s assumption of state income tax 
reductions is unwarranted.

11 Independent Fiscal Office, Mid-Year Revenue Update. January 29.2018 page 12 (available at 
http://www.ifo.state.pa.us/download.cfm?file:=/Resources/Documents/2018 Mid-Year Update.pdfl (“Mid- 
Year ReviewUpdate”)

12 Mid-Year ReviewUpdate,page 12.

13 Andrew Phillips and Steve Wlodychak, The Impact of Federal Tax Reform on State Corporate Income Taxes. 

Prepared for the State Tax Research Institute (STRI), March 2018, page 12 (available at - 
http://www.ev.com/Publication/vwLUAssets/ev-the-impact-of-federal-tax-reform-on-state- 
corporate-income-taxes/SFile/ev-the-impact-of-federal-tax-reform-on-state-corporate-income- 
taxes.pdf) (“STRI Study”)
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RESPONSE OF VERIZON TO DATA REQUEST NO. 16 OF THE PA PUBLIC UTILITY
COMMISSION DATED MARCH 2, 2018, SUBMITTED IN DOCKET NO. M-2018-2641242.

REQUEST #16:

Does the company have any affiliates subject to state public utility/service commission 
regulation that are operating in other jurisdiction(s), including the interstate jurisdiction, where 
rates are designed using a methodology other than rate base/rate of return? If yes, please identify 
the following:

(1) the jurisdiction;

(2) the ratemaking methodology used or rate/pricing standard(s) that apply; and

(3) any action taken in the jurisdiction(s) by either the company or a regulatory agency 
in exploration of or response to the impact of the TCJA.

RESPONSE:

Verizon understands this question to be asking about the operations of affiliates in other states 
that are outside this Commission’s jurisdiction. Therefore, Verizon declines to provide the detail 
requested. However, Verizon’s local exchange carrier affiliates in other states are generally 
subject to market-based types of regulation and not a rate of return ratemaking methodology.
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VERIFICATION

I, Philip J. Wood, Jr., state that I am Director of State Government Relations for 

Verizon, and that as such I am authorized to make this verification on behalf of Verizon 

Pennsylvania LLC and Verizon North LLC. I have reviewed the Comments and Data 

Responses submitted by Verizon in this matter and verify that the facts contained therein 

are true to the best of my knowledge, information and belief I understand that the 

statements herein are made subject to the penalties of 18 Pa. G S. § 4904, relating to 

unsworn falsification to authorities.

Director - State Government Relations
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