	
	PENNSYLVANIA
PUBLIC UTILITY COMMISSION
Harrisburg, PA  17105-3265
	

	
	
	

	
	Public Meeting held December 20, 2018

	Commissioners Present:

	

		Gladys M. Brown, Chairman
	Andrew G. Place, Vice Chairman
	Norman J. Kennard 
           David W. Sweet
    John F. Coleman, Jr.



	Verizon North LLC
2019 Price Change Opportunity Filing
	R-2018-3005793

	
Verizon North LLC Amended Alternative Regulation and Network Modernization Plan
	
P-00001854F1000

	
	

	Office of Consumer Advocate v.          Verizon North LLC
	C-2018-3005977

	
	

	Office of Small Business Advocate v. Verizon North LLC
	C-2018-3006040


ORDER
BY THE COMMISSION:
I.	BACKGROUND
Before us for disposition is Verizon North LLC’s (Verizon North or Company) annual 2019 Price Change Opportunity (PCO) filing and associated revenue increases.  The Company’s filing was made under the provisions of Act 183 of 2004, P.L. 1398 (66 Pa. C.S. §§ 3011-3019) (Chapter 30) and pursuant to the Company’s Amended Alternative Regulation and Network Modernization Plan (Chapter 30 Plan) that this Commission approved at Docket No. P‑00001854F1000.[footnoteRef:1] [1:  Final Alternative Regulation and Network Modernization Plan of Verizon North LLC, Docket Nos. P-00981449, P‑00001854F1000 and R-00051227, finalized in compliance with the Commission’s Orders entered July 26, 2001, and April 11, 2002, and revised on October 10, 2002.  Further revised in compliance with the Commission’s Orders entered May 20, 2005, April 25, 2007, April 14, 2008, and May 27, 2008.] 

As a result of the passage of Act 183 of 2004, 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 2.5% 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 Mechanism (PSM), the PCO 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 PSM also contains special provisions for protected services and addresses revenue neutral adjustments to the rates of noncompetitive services.  The PSM 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.  Further, the Company’s Chapter 30 Plan acknowledges that nothing in its Plan shall be construed to limit the requirement under 66 Pa. C.S. § 1301 that rates shall be just and reasonable.  
II.	COMPANY’S FILING
On November 1, 2018, Verizon North made its annual PCO filing using the change in 2017 and 2018 first quarter GDP-PI of 2.08%.  After deducting the inflation offset of 0.5%, this equates to a preliminary 2019 PCO of $225,000 based on noncompetitive revenues of $14,230,000.  
Verizon North states that, consistent with its 2016, 2017 and 2018 PCO filings, the Residential Exchange, Business Exchange and Billing Services revenues included in its 2019 PCO base have been adjusted to reflect this Commission’s Order entered March 4, 2015, In re 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 of Regulations for Competitive Services at Docket Nos. P-2014-2446303 and P-2014-2446304 (Reclassification Order).  The Reclassification Order, inter alia, granted competitive classification of basic local exchange service in 153 of the 194 wire centers included in the Petition.  Verizon North avers that it was able to isolate the revenues associated with the wire centers affected by the Reclassification Order and that the Exchange and Billing revenues included in the PCO base calculation reflect only those from noncompetitive wire centers.[footnoteRef:2] [2:  Verizon North indicated that this revenue separation was effectuated through the use of the NPA-NXX numbering codes for the competitively classified wire centers, the development of appropriate data base queries including “an indicator designating each wire center as competitive or noncompetitive,” and the performance of various data tests.  Docket No. R-2015-2510233, Verizon North 2016 PCO Filing, Executive Summary, October 22, 2015, at 1.] 

Part 3.A.12 of the Company’s Amended Chapter 30 Plan states as follows:
 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 [North] will include in its next [PCO] filing . . . 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 actual lines  . . . on the mid‑point of the first year of [PCO] implementation.  Any changes to rates resulting from this true-up will be reflected in the next [PCO] filing. 
For its 2019 PCO filing, the Company’s true-up adjustment shows a revenue shortfall from its 2018 PCO of $21,000.  When added to the preliminary PCO, this true-up adjustment produces a 2019 PCO of $246,000. 
Consistent with the Commission-approved Protective Order entered December 15, 2011, at Docket Nos. P-2011-2275803, P-2011-2270788, P‑2011‑2275730 and P‑2011‑2270786, and pursuant to 52 Pa. Code § 5.365, the Company has marked specific information in its filing as proprietary. 
In its 2019 PCO filing, Verizon North proposes to increase Residential Dial Tone Line rates by $0.20 per month.  In addition, the Company submits two alternative proposals for increases to Business Dial Tone Line rates, noting its preference for the first alternative.  
Under the first alternative, Business Dial Tone Line rates would be increased by $0.50 per month.  Combined with the increase to Residential Dial Tone Line rates, this would result in an aggregate rate increase of $159,900.  Verizon North would then combine the $86,100 remainder of its 2019 PCO with its prior banked amount of $235,800 for a total remaining banked amount of $321,900.  This $321,900 would then be transferred from Verizon North to its sister company, Verizon Pennsylvania LLC (Verizon PA), to be netted against the remaining liability from Verizon PA’s negative 2003 PCO.  
Under the second alternative, Business Dial Tone Line rates would be increased by $2.75 per month.  Combined with the increase to Residential Dial Tone Line rates, the aggregate rate increase would total $438,300.  This would result in a new banked amount of $43,500.  
As noted above, Verizon North states that it would prefer the first alternative.  Under the first alternative, the proposed $0.50 monthly rate increase to Business Dial Tone Lines would maintain parity between Verizon North’s and Verizon PA’s Business Dial Tone Line rates.  Maintaining this parity, however, would result in Verizon North having a significant banked revenue amount which Verizon North anticipates may be difficult to utilize for future rate increases.                 
On November 8, 2018, the Office of Consumer Advocate (OCA) filed a Formal Complaint at Docket No. C‑2018‑3005977.  The OCA contends, inter alia, that the federal Tax Cuts and Jobs Act of 2017 (TCJA)[footnoteRef:3] may qualify as an exogenous event under the Company’s Chapter 30 Plan requiring an adjustment to the Company’s Price Stability Mechanism formula.  The OCA alleges that the omission of said adjustment may result in an overstated maximum allowed noncompetitive revenue increase amount, an overstated cumulative banked revenue amount, the cross-subsidization of competitive services and the Company’s rates for noncompetitive services being unjust and unreasonable.[footnoteRef:4] [3:  Tax Cuts and Jobs Act of 2017, Pub. L. No. 115-97, 131 Stat. 2054.  ]  [4:  Docket Nos. C-2018-3001913 and R-2018-3005793, Complaint of the Office of Consumer Advocate, at 2-3. ] 

In addition, the OCA contends that Verizon North’s proposal to transfer its banked PCO revenues to Verizon PA is unreasonable, lacks affirmative support in Verizon North’s Chapter 30 Plan, and may constitute unreasonable discrimination in rates.[footnoteRef:5] [5:  Id. at 4-5.] 

On November 14, 2018, the Office of Small Business Advocate (OSBA) filed a Formal Complaint at Docket No. C-2018-3006040.  The OSBA contends that the materials Verizon North provided in support of its 2019 PCO are insufficient to justify the rate adjustments and that Verizon North’s proposed rates, rules and conditions of service may be unjust, unreasonable, unduly discriminatory and otherwise contrary to law, particularly as they pertain to Verizon North’s small business customers The OSBA contends that the proposed rate adjustments for Verizon North’s business customers are unjust, unreasonable, discriminatory and in violation of 66 Pa. C.S. §§ 1301 and 3015(g).[footnoteRef:6] [6:  Docket No. C-2018-3006040 and R-2018-3005793, Complaint of the Office of Small Business Advocate, ¶¶ 6-7, at 2.] 

On December 3, 2018, Verizon North submitted an Answer to the OCA’s Formal Complaint.  On December 4, 2018, Verizon North also filed an Answer to the OSBA Formal Complaint.  Verizon North denied the substantive allegations contained in the respective OCA and OSBA Formal Complaints.                                                                                                                    
Upon consideration, we reject the first alternative and the proposal to transfer Verizon North’s banked PCO monies to Verizon PA to reduce the remaining value of Verizon PA’s negative 2003 PCO.  Verizon PA’s negative 2003 PCO revenues are and continue to constitute a credit for Verizon PA’s noncompetitive service ratepayers.  Conversely, Verizon North’s banked PCO monetary amounts represent a liability for Verizon North’s noncompetitive service ratepayers in the form of prospective revenue and rate increases.  It would be wholly unjust and unreasonable to benefit Verizon North’s noncompetitive service ratepayers by reducing their exposure to prospective rate increases to the detriment of Verizon PA’s noncompetitive service ratepayers who would lose the benefit of the credit.  
In proposing this cross-transfer of the Verizon North banked PCO revenue amount, Verizon North has indicated that the “Commission has previously approved the application of PCO revenue on a combined two-company basis.”[footnoteRef:7]  We do not agree that this is a controlling precedent.  The July 28, 2004 Order in the Verizon Access Charge Investigation proceeding was simultaneously and in an integrated fashion dealing not only with the 2003 and 2004 PCO submissions from Verizon PA and Verizon North, but also. with certain intrastate carrier switched access charge reductions, and corresponding movements in rates for basic local exchange services for both of these companies.[footnoteRef:8]  This situation is not present here.  Therefore, we do not believe the case cited by the companies serves as a reasonable basis to change the regulatory treatment that has routinely been accorded to Verizon PA’s negative 2003 PCO balance. [7:  Verizon North, Answer to the Complaint of the Office of Consumer Advocate, Docket Nos. C-2018-3005977 and R‑2018-3005793, December 3, 2018, at 3 ¶ J (emphasis added), citing AT&T Communications of Pennsylvania, LLC v. Verizon North Inc. and Verizon Pennsylvania Inc., et al., Docket Nos. C-20027195 et al., (Order entered July 28, 2004) (Verizon Access Charge Investigation).]  [8:  These matters were also influenced in part by the Commission’s landmark Global Order.  See Joint Petition of Nextlink Pennsylvania, Inc., et al., Docket Nos. P-00991648, P-00991649, (Order entered September 30, 1999), 196 PUR4th 172, aff’d Bell Atlantic-Pennsylvania, Inc. v. Pa. PUC, 763 A.2d 440 (Pa. Cmwlth 2000), vacated in part sub nom. MCI Worldcom Inc. v. Pa. PUC, 844 A.2d 1239 (Pa. 2004).  ] 

Furthermore, in managing the regulatory treatment of banked revenues from the Chapter 30 price stability mechanisms of affiliated incumbent local exchange carriers, the Commission has customarily directed that such banked amounts cannot be “shared” among such companies.[footnoteRef:9]  We do not see a reason to deviate from this sound practice in this proceeding and direct Verizon North to proceed with the second alternative proposed in its 2019 PCO.   [9:  See, e.g., Petition for Streamlined Form of Regulation and Network Modernization Plan of Frontier Communications of Breezewood, LLC; Frontier Communications of Canton, LLC; Frontier Communications of Lakewood, LLC; Frontier Communications of Oswayo River, LLC; and Frontier Communications of Pennsylvania, LLC; Price Stability Index/Service Price Index and Banking Report Filing for 2010, Docket No. P-2010-2153326, (Order entered February 25, 2010), at 4 (“each individual Company’s banked amounts may not be shared among the Companies”); see also 2018 Joint Price Stability Index/Service Price Index Report Filing of Frontier Communications of Breezewood, LLC; Canton LLC; Lakewood, LLC; Oswayo River, LLC; and Pennsylvania, LLC, et al., Docket Nos. R-2018-2642779 and P-00951005F1000, (Order entered February 27, 2018, at 3 (“[i]t should be noted that each individual Company’s annual noncompetitive revenues and maximum allowed revenue increase amount may not be shared among the Companies”).] 

We note that the proposed tariff revisions filed by Verizon North include the Business Dial Tone Line rate increases contemplated under the first alternative.  Because we have rejected that proposal in favor of the second alternative, Verizon North must file revised pages to its Tariffs Telephone Pa. P.U.C. Nos. 1, 3, 5 and 6 to incorporate the Business Dial Tone Line rate increases contemplated under the second alternative.  
Verizon North’s 2019 PCO rate increases carry a proposed effective date of March 1, 2019.  The Company states it will notify its customers of the proposed rate changes via bill message in January 2019.  The table below shows a summary of the current and proposed rates.  
	RESIDENTIAL
	Old Rate
(monthly)
	New Rate
(monthly)
	Increase
(monthly)

	Dial Tone Line
	
	
	 

	    All Density Cells
	$9.20
	$9.40
	$0.20 

	BUSINESS
	
	

	Dial Tone Line
	
	
	

	    All Density Cells
	$22.25
	$25.00
	$2.75


	III.	DISCUSSION
1.	Plan Provisions
Part 3.A.6-8 of Verizon North’s Approved Amended Chapter 30 Plan states the following: “Each . . . annual filing may be accompanied by tariffs to implement any [rate changes].  Such tariffs will contain an effective date one hundred and five (105) days from the date of the filing . . . A Commission Order must be entered within one hundred five (105) days of the filing; otherwise, the tariff(s) shall become effective as filed, and shall be deemed to be approved.”
2.	Calculations and Rate Increases
The annual Verizon North PCO submissions under Chapter 30 must conform to its Commission-approved Amended Chapter 30 Plan.  Our review of the calculations submitted by Verizon North indicates that they appear to be procedurally consistent with the terms of the Company’s Price Stability Mechanism/Price Change Opportunity formula approved in its Chapter 30 Plan at Docket Nos. P-00981449, P-00001854F1000 and R-00051227.  Therefore, we shall allow the proposed rate increases contemplated under the second alternative to go into effect as filed subject to refund pending final resolution of the complaints filed by OCA and OSBA.
3.	Banked Revenues
Part 3.E of the Company’s Chapter 30 Plan outlines the following banking methodology:
1. After 2001, annual price decreases calculated under the [PCO] filed may be banked for application in future years, not to exceed four (4) consecutive years.[footnoteRef:10]  Such banking of decreases will be with interest at a rate set forth in 66 Pa. C.S. § 1308. [10:  For annual price increases, the Company may apply them in future years, without limitation as to time.] 

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.
Prior to its 2019 PCO filing, Verizon North had a banked amount of $235,800.  For its 2019 PCO, the Company had a total of $246,000 available to it for increases.  As noted above, the Company is implementing a total of $438,300 in actual increases.  Therefore, the Company will carry $43,500 in banked revenues forward for future use. We find that this banking method is procedurally consistent with the Company’s Chapter 30 Plan.
4.	Settlement Petition
On September 25, 2008, the Commission approved the June 6, 2008, Joint Settlement Petition filed by Verizon PA, Verizon North, the OSBA the OCA and the Commission’s Office of Trial Staff (now known as the Bureau of Investigation and Enforcement), which resolved certain issues raised in the Verizon companies’ 2008 PCO filings.[footnoteRef:11]  Paragraphs 20-23 of the Settlement Petition outlined the Verizon companies’ agreement to be consistent in the rounding of inputs to the nearest penny in all future PCO filings.  Paragraphs 44-50 of the Settlement Petition outlined the agreement that the Verizon companies would phase out the inclusion of Inter-Company (ITC) Settlement Revenues[footnoteRef:12] in their PCO Calculations in the following manner:  [11:  See Joint Settlement Petition for Complete Settlement of Verizon North LLC’s 2008 PCO Filing, Docket Nos. P‑00930715F1000, C-20078513, P-00001854F1000 and C-20078514 (Order entered September 25, 2008).]  [12:  ITC Settlement Revenues are those payments made under agreements among Incumbent Local Exchange Carriers to account for services provided between the companies.  In each of their previous PCO filings, the Verizon Companies had included these as part of their noncompetitive revenues.  The Settlement Petition contains provisions for phasing these revenues out of future PCO calculations.] 

2008 PCO - 100% of ITC revenue was included
2009 PCO - 50% of ITC revenue will be included
2010 PCO - 25% of ITC revenue will be included
2011 and future PCOs - No ITC revenue will be included
Verizon North’s 2019 PCO supporting data indicates the Company has consistently rounded inputs to the nearest penny and notes that no ITC Settlement Revenue is included in its noncompetitive revenue calculations.  Based on the data provided, we are of the opinion that Verizon North’s 2019 PCO calculations are consistent with the Joint Settlement Petition approved by the Commission on September 25, 2008.  Furthermore, consistent with past practice, we will permit the requested revenue and individual service rate element increases to go into effect subject to refund pending the results of the OCA and OSBA Formal Complaint adjudications before our Office of the Administrative Law Judge and further disposition by the Commission;[footnoteRef:13] THEREFORE, [13:  See generally Verizon Pennsylvania Inc. 2006 Price Change Opportunity Filing, et al., Docket Nos. R-00051228, R-00051228C0001, R-00051228C0002, et al. (Order entered March 22, 2006) at 7, Ordering ¶ No. 2.] 

IT IS ORDERED:
1.	That the second alternative proposal included with Verizon North LLC’s 2019 PCO, filed on November 1, 2018, is accepted as being procedurally consistent with its Commission-approved Amended Chapter 30 Plan.
2.	That the cases be assigned to the Office of Administrative Law Judge for adjudication of the Formal Complaints of the Office of Consumer Advocate and the Office of Small Business Advocate, the issuance of a corresponding recommended decision or decisions and for the consideration of any potential rate effects and accounting adjustments that may be or are subject to appropriate rate refunds.
3.	That within 10 days of the entry of this Order, Verizon North LLC shall submit revised tariff pages to incorporate the Business Dial Tone Line rate increases as contemplated by the second alternative proposal.  The tariff revisions implementing the $438,300 annual revenue increase shall be permitted to go into effect on March 1, 2019 and remain in effect during the pendency of the Office of Consumer Advocate and the Office of Small Business Advocate Formal Complaint adjudications and be subject to refund pending the findings of the Office of Administrative Law Judge and further Orders of the Commission as necessary.
4.	That a copy of this Order be served on the Office of Consumer Advocate, the Office of Small Business Advocate, the Bureau of Investigation and Enforcement and the Office of Administrative Law Judge.  
[image: ]						BY THE COMMISSION,



						Rosemary Chiavetta
						Secretary

(SEAL)

ORDER ADOPTED:  December 20, 2018
[bookmark: _GoBack]ORDER ENTERED:  December 20, 2018



6

image1.png




