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REPLY COMMENTS OF VERIZON1

I. Introduction and Summary.

No amount ofmental gymnastics on the part of the interexchange carriers can provide a

basis for the Commission to give retroactive treatment to its 1997 rule change concerning the rate

base treatment of other postretirement employee benefit ("OPEB") liabilities. As the D.C. Circuit

emphasized in Southwestern Bell,2 the Commission must follow its own rules until it changes

1 The Verizon telephone companies ("Verizon") are the affiliated local telephone companies of
Verizon Communications Inc. These companies are listed in Attachment A. They include the
former Bell Atlantic, NYNEX, and GTE local telephone companies in the above-referenced
investigations.

2See Southwestern Bell Telephone Company v. FCC, 28 F.3d 165, 169 (D.C. Cir. 1994).



them, and then on a prospective basis only. The Commission decided on two separate occasions

that its rate base rules prior to 1997 simply did not allow the carriers to deduct OPEB liabilities

from their rate bases. The Commission's 1997 order amending its rules to require the carriers to

deduct unfunded OPEB liabilities from the rate base necessarily had only prospective effect. The

Commission's order reversing the Common Carrier Bureau's RAO 203 letter was not a procedural

nicety - the Commission reversed those instructions to the carriers because they contradicted the

rate base rules and no amount of "interpretation" by the Bureau justified telling the catTiers to

ignore those rules.

The Commission should reject the interexchange carriers' arguments that the 1996 access

tariff proceeding provided an opportunity to do an end-run against the rule against retroactive

rulemaking. They urge the Commission to find that Verizon should have excluded OPEB

liabilities from the rate base for years prior to 1997 as a matter of "reasonableness" of the tariff.

This would violate the Administrative Procedure Act. Ratemaking proceedings are rulemakings,

which are inherently forward-looking, and the Commission cannot revise its accounting rules for

prior years under the guise of prescribing rates for future periods.

When the Commission reversed RAO 20, the carriers were required to correct their rate of

return reports to reverse the previous deduction of OPEB liabilities, because that deduction was

not authorized by the Commission's rules. AT&T's effort to characterize this as an unauthorized

exogenous adjustment fails for the simple reason that the price cap rules clearly required

exogenous cost adjustments for sharing and lower formula adjustments. The change in the

3 Responsible Accounting Officer Letter 20, Uniform Accounting For Postretirement Benefits
Other Than Pensions In Part 32,7 FCC Rcd 2872 (1992) ("RAO 20").
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underlyjng facts by which these exogenous adjustments are calculated (i.e., the past period rate

base and rate of return calculations) are not in themselves new exogenous adjustments.

Moreover, the Commission's rules require the carriers to make necessary corrections to their rate

of return reports, whether those corrections are in response to out of period changes, errors by

the carriers, or errors by the Bureau, and to revise the exogenous cost adjustments accordingly in

the next annual access tariff filing.

Finally, the interexchange carriers submit no data to show that Verizon failed to document

or explain its exogenous cost adjustments for OPEB costs in the 1993, 1994, 1995, and 1996

access tariff investigations. In fact, they have abandoned their previous attacks on Verizon's

calculations, and they have not raised any other issues warranting investigation 0 f Verizon's

OPEB filings. The Commission should terminate all of the remaining investigations with respect

to Verizon. 4

II. Prior To 1997, The Commission's Rules Did Not Permit OPEB
Liabilities To Be Excluded From The Regulated Interstate Rate Base.

The interexchange carriers cannot evade a simple fact; the Commission's rules prior to

1997 did not permit OPEB liabilities to be excluded from the regulated interstate rate base,

regardless of whether the interexchange carriers believe that it would have been in the public

interest for the local exchange carriers to have done so. Their argument that, as a matter of

4 As noted in Verizon's Comments and in its Petition for Reconsideration, the Commission has
already terminated all of these OPEB investigations, and the Bureau's order reversing that
termination order was unlawful. Regardless of the outcome of the Commission's consideration of
this issue, it is clear that the interexchange carriers have abandoned their claims regarding OPEB
issues other than the RAG 20 rescission issue and the issue that the Commission required Verizon
to address in its Direct Case.
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principle, all "zero cost" sources of funds should not be included in the rate base, is beside the

point. See, e.g., AT&T, 18-19; WorldCom, 2. Even today, this "principle" is not stated in the

rate base rule. See 47 C.F.R. § 65.830. Rather, the rule lists specific accounts and portions of

accounts that must be deducted, and OPEB liabilities simply were not on the list prior to 1997.

Contraty to WorldCom's claim (at 2), the rules prior to the 1997 rule change did in fact address

the rate base treatment of OPEB-re1ated costs - Section 65.820 listed all of the assets that were

included in the rate base, and a liability could be deducted only if listed in Section 65.830, which

OPEB liabilities were not. See 47 C.F.R. §§ 65.820, 65.830 (1996). The Commission found on

two separate occasions that the rule is too specific to be "interpreted" to encompass liabilities that

are not listed in that rule. 5

The interexchange carriers cannot point to anything that leaves this issue open to

interpretation. They argue that, in the 1996 Suspension Order,6 the Bureau raised the issue of

whether the rate base rule could be interpreted to deduct OPEB liabilities prior to 1996 (see, e.g.,

AT&T, 21), but they ignore the fact that the Commission subsequently ruled out that possibility in

the 1997 OPEB Rate Base Order. In that proceeding, MCl had sought reconsideration of the

RAO 20 Rescission Order, claiming that the Commission "has broad discretion in interpreting [its]

rules and that a rule change is not needed to determine the rate base treatment of OPEB." OPEB

Rate Base Order, ,-r 25. MCI had argued that "because the rate base treatment of pensions was

5 See Responsible Accounting Officer Letter 20, Uniform Accounting For Postretirement
Benefits Other Than Pensions In Part 32, 11 FCC Rcd 2957, ,-r 25 (1996) CRAO 20 Rescission
Order"); Responsible Accounting Officer Letter 20, Uniform Accounting For Postretirement
Benefits Other Than Pensions In Part 32, 12 FCC Rcd 2321, ,-r 28 (1997) ("OPEB Rate Base
Order").

6 1996 Annual Access Tariff Filings, 11 FCC Rcd 7564 (1996) ("1996 Suspension Order").
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already established, and because pensions are similar to OPEB, [the Commission] can apply the

pension rate base rules to OPEB through an interpretation." Id. This is exactly the issue that the

interexchange carriers raise again here in their comments. See WorldCom, 2-3; AT&T, 17-20.

The Commission flatly rejected these arguments, finding that "[g]iving rate base recognition to

OPEB in Part 65 would constitute a rule change for which proper notice and comment must be

given." OPEB Rate Base Order, ~ 28. This issue has been decided and the time for appellate

review of that decision expired long ago. The interexchange carriers are not entitled to a second

bite 0 f the apple.

For this reason, AT&T's argument (at 21) that the Commission can use the pending 1996

access tariff proceeding to clear up an "uncertainty" about the rate base treatment of OPEB

liabilities prior to 1997 must fail. There was no uncertainty or ambiguity that would leave the

prior rule open to later clarification or interpretation so as to require deduction of OPEB liabilities

from the rate base. The deduction could only be authorized through the rule change in the OPEB

Rate Base Order, and then only on a prospective basis.

AT&T argues (at 12) that the local exchange carriers treated the RAO 20 Rescission

Order as leaving the rate base rules in "limbo" with regard to unfunded OPEB liabilities and that

the local exchange carriers took advantage of this alleged uncertainty to restore OPEB liabilities

to their rate base. To the contrary, Verizon and other carriers did not consider the rules to be

unclear in any way. The RAO 20 Rescission Order made it perfectly clear that the rules prior to

1997 did not allow OPEB liabilities to be deducted from the rate base. It was precisely the lack of

any uncertainty, or room for interpretation, that doomed RAO 20. See RAO 20 Rescission Order,

~ 25. After the RAO 20 Rescission Order was issued, the local exchange carriers were required
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to comply with it by reversing the incorrect deduction of OPEB liabilities from the rate base for

the prior years and going forward until the rule was changed.

The interexchange carriers nonetheless press their argument that the rate base rules can be

"interpreted" to require deduction of OPEB liabilities by citing an order in which the Commission

rejected Ameritech's practice of including an equity component in its calculation of cash working

capital for inclusion in the rate base under Section 65.820(d). See AT&T, 22, citing Ameritech

Operating Companies, Order to Show Cause, 10 FCC Rcd 5606, Appendix A, ,-r 6 (1995). They

argue that the Commission disapproved ofAmeritech's practice even though the rule does not

explicitly mention equity components or exclude them from the calculation. However, the cash

working capital rule is quite clear that only "revenue and expense items" may be included in the

lead-lag study that a carrier uses to add a cash working capital allowance to the rate base. The

Commission pointed out that the term "expense" always excluded noncash items, and that equity

clearly is not a cash expense. See id. In contrast, there is no way that Section 65.830(a)(3),

which included only "unfunded accrued pension costs (Account 4310)" among the items to be

deducted from the rate base prior to 1996, could be interpreted to include "unfunded accrued

OPEB costs." If anything, the Ameritech order demonstrates the difference between interpreting

a rule (which the Commission was able to do for cash working capital) and modifyjng it (which is

the only way that the Commission could include OPEB liabilities in the accounts that are deducted

from the rate base). The former can be applied retroactively, because it does not in fact change

the rule; the latter can only be done prospectively. The Commission clearly held that the issue of

the rate base treatment of OPEB liabilities falls into the latter category of prospective rule

changes.
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AT&T takes another tack, arguing (at 20) that this tariff investigation is itself a

rulemaking proceeding in which the Commission can modify or change its rule. But this argument

fails by its own terms. As a rulemaking, a tariffproceeding can only be applied prospectively to

determine the reasonableness of the filed rates. It cannot be used retroactively to change the rules

defining the regulated rate base in prior years any more than the Commission could use a formal

rulemaking proceeding to change the rate base rules retroactively. A ratemaking proceeding can

only determine the reasonableness of future rates - it cannot change antecedent facts upon which

those rates are based, such as the costs that are recognized as "regulated" by the Commission's

accounting rules in prior years.

AT&T cites (at 20) the Commission's statement in paragraph 28 of the OPEB Rate Base

Order to argue that the Commission could deduct OPEB liabilities from the rate base if it gave the

affected parties notice and an opportunity for comment, but it misses the Commission's point

entirely that this could not be done in a way that would change the rate base rules prior to the

date of the nIle change~ See OPEB Rate Base Order, ,-r 28 ("the Bureau did not have the

delegated authority to amend the Part 65 rules ... We also are not persuaded by MCl's argument

that the Commission can amend Part 65 through an interpretation without providing affected

parties with any notice of or chance to comment on the amendment").7 It could not have been

more clear that it would take an amendment of the rule to deduct unfunded OPEB costs from the

7This statement cannot be read to mean that the Commission could have changed the rule by
"interpretation" if it had conducted a pleading cycle on the issue. MCl's petition for
reconsideration had ah'eady provided that pleading cycle. Nonetheless, the Commission clearly
found that it could not modify the rate base rule for OPEB liabilities retroactively.
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rate base. It is remarkable that AT&T cites the very paragraph of the order that demolishes its

own arguments.

III. The 1996 Tariffs Did Not Propose New OPEB-Related Exogenous Cost
Adjustments.

AT&T completely mischaracterizes the exogenous cost adjustments that Verizon included

in its 1996 tariffs, claiming that they violated the Commission's 1995 ruling that exogenous cost

adjustments for accounting rule changes should be limited to those that have a cash flow impact,

and claiming the exogenous adjustments were not authorized by rule, waiver, or declaratory

ruling. See AT&T, 26-29. As AT&T well knows, Verizon did not include any exogenous cost

adjustments for OPEB costs in its 1996 tariff filings; the Commission's 1995 Price Cap

Peiformance Order required Verizon to remove the OPEB exogenous cost adjustments from its

price cap indexes in the 1995 annual access tariff filings, which it did. See Price Cap

Peifonnance Review For Local Exchange Carriers, 10 FCC Rcd 8961, ~ 309 (1995) (directing

the ca..rriers to remove OPEB cost changes from their price cap indexes in the next annual filing).

If AT&T were correct in claiming (at 28-29) that the 1996 tariffs included exogenous cost

changes for OPEB costs, the Bureau would have simply rejected the tariffs based on the 1995

order. It did not. This was because Verizon only filed the exogenous cost change mandated by

Section 61.45(d)(2) of the Commission's price cap rules, which required "sharing" of the portion

of earnings in excess of the authorized rate of return in prior years. See 47 C.P.R. § 61.45(d)(2)

(1995). This exogenous cost change was not only permitted, it was mandated. That should be

the end af the matter.
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What AT&T is really attacking is howVerizon calculated the exogenous cost adjustment

for sharing in its 1996 tariffs. See AT&T, 27-29; sea also WorldCom, 3-4. In particular, AT&T

claims that Verizon should have ignored the Commission's Part 65 rate base rules, defied the

RAO 20 Rescission Order, and continued deducting OPEB liabilities from the regulated rate base

that is used to calculate its sharing obligations. Verizon has already explained why the

Commission's rules gave it no discretion to deduct these liabilities from the rate base prior to the

1997 rule change. Further, the RAO 20 Rescission Order clearly stated that the previous

deductions that the calTiers had calTied out pursuant to RAO 20 were contrary to the rules.

Consequently, the price cap caITiers had an obligation to conform their books for the period

covered by the RAO 20 letter to the Commission's view of its own rate base rules. It is the

impact of the caITiers' conformance with the RAO 20 Rescission Order on their sharing

obligations under price caps that is at issue here. The caITiers' right, in fact their obligation, to

include exogenous cost adjustments for sharing in their 1996 annual access tal"iff filings is without

question.

IV. Verizon Properly Included The Impact Of The RAO 20 Rescission Order
On Its Exogenous Cost Adjustments For Sharing In Its 1996 Annual
Access Tariff Filings.

Prior to the RAO 20 Rescission Order, the price cap carriers had deducted OPEB

liabilities from their regulated rate bases in response to the Bureau's directions in RAO 20. The

Commission's finding that RAO 20 was unlawful required the price cap carriers to reverse the

previous deductions of OPEB liabilities and to discontinue deducting these liabilities from their

regulated rate bases until the rule was amended to require them to do so on a going forward basis.

The reversals of the previous OPEB liability deductions increased the caITiers' regulated rate
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bases for the prior years and therefore reduced the carriers' rates of return. The lower rates of

return reduced the amounts of sharing in the 1996 tariffs. The impact on the exogenous

adjustments for sharing in the 1996 tariffs was the result of a straightforward application of the

Commission's rules.

As even the interexchange carriers admit, the exogenous adjustment for sharing was based

on earnings calculations for the "base period," which is the prior calendar year (in this case,

1995). See AT&T, 27; WorldCom, 4. The RAG 20 Rescission Order was released on March 7,

1996. Consequently, when Verizon filed its Form 492A report on April 1, 1996, in which it

submitted its first rate of return for calendar year 1995, it was required to follow that order and to

calculate its 1995 rate of return without deducting OPEB liabilities from the rate base. Verizon

did not "reverse" anything in this filing - it had never deducted OPEB liabilities from its 1995 rate

base in the first place, because April 1, 1996 was the first time that it submitted its rate of return

repoli for 1995.

\VorldCom argues (at 4) that the rules did not pennit the ca..~iers to change their sharing

obligations for calendar year 1994 to reflect reversal of the OPEB deductions, because the

exogenous cost adjustment for sharing in 1996 was based solely on the rate of return for calendar

year 1995. This is incorrect. As the interexchange carriers recognize, the rules required the price

cap carriers to file a final, amended rate of return report 15 months after the end of each calendar

year incorporating all changes and corrections since the first rate of return report, which is filed

three months after the close of the calendar year. See AT&T, 30; WorldCom, 4; 47 C.F.R. §

65.600(d)(2) (cani.ers shall file a report within 15 months "reflecting any corrections or

modifications" to the first report). In this case, the first rate of return report for calendar year

10



1994 was filed on March 31, 1995, and the final amended repoli for 1994 was filed on March 29,

1996. As the Bureau noted in its 1996 Tariff Review Plan order, the Commission's rules required

the exogenous adjustment for sharing in the 1996 annual access tariff filings to include not only

the sharing adjustment based on the first 1995 rate of return repoli filed March 29, 1996, but also

an amended sharing amount due to the difference between the first 1994 rate of return report that

was used for sharing in the 1995 tariff and the second 1994 rate of return repoli. See Support

Material to be Filed with 1996 Annual Access Tariffs, 11 FCC Rcd 10255, ~ 24 (1996) (carriers

were required to show exogenous cost changes in the 1996 annual access tariff filings for "5) the

sharing or low-end adjustment that was reported in the 1995 annual filing and is now being

removed from the PCls; 6) revisions, if any, to that sharing or low-end adjustment; 7) the new

sharing or low-end adjustment for the upcoming tariffyear"). Therefore, when Verizon filed its

amended 1994 Form 492A rate ofreturn report on March 29, 1996, it was required to conect the

previous 1994 rate of return report to reverse the deduction of OPEB liabilities as required by the

RAO 20 Rescission Order. In turn, it was required to file an adjustment in the 1996 tariffs to the

sharing amount that it had included in the 1995 annual access tariff filing. Even AT&T does not

dispute that this is the way the price cap sharing rules worked.

The main focus of the interexchange can-iers' attack is on the local exchange can-ies'

revisions to their rate of return reports for years prior to 1994. See AT&T, 30-31; WorldCom, 3­

4. For that period, Verizon only revised its rate of retulTI report for 1993 for the former Bell

Atlantic companies. See Attachment B, Form 492A, submitted March 29, 1996. The

interexchange can-iers argue that the Commission's rules did not allow the can-iers to file revisions

to their rate of return reports after 15 months from the close of the calendar year. However, the

RAO 20 Rescission Order made it clear that the RAO 20 instructions were unlawful and that the
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rate of return reports that the carriers had filed in the first quarters of 1994 and 1995 for the 1993

reporting year in reliance on those instructions were incorrect. The carriers had an obligation to

file corrected reports for 1993 and the former Bell Atlantic companies did so at the first available

opportunity, the March 29, 1996 filing date for the Form 492A reports. In turn, this required a

revision to the sharing adjustment that Bell Atlantic had included in its 1994 annual access tariff

filing, which was based on the incorrect 1993 rate of return report.

The Commission's rules do not limit a carrier's ability to correct erroneous data that it has

submitted to the Commission. In fact, the Commission's rules require applicants to correct

erroneous data in their submissions until the date that a proceeding is no longer subject to

Commission reconsideration or judicial review. See 47 C.F.R. § 1.65(a). Here, the 1994 annual

access tariff filing, which was adversely affected by the erroneous 1993 rate of return report, was

still under investigation and an accounting order. See 1994 Annual Access Tariff Filings, 9 FCC

Rcd 3705, ,-r 71 (1994). Verizon had an obligation to correct both the rate of return report and

the sharing adjustment for that filing after the Commission decided that Verizon should not have

followed RAG 20.

Iv1oreover, the courts have held that an agency has both the authority and the obligation to

correct the effects of a decision that is found unlawful and reversed on appeal. See, e.g., United

Gas Improvement Co. v. Callery, 382 U.S. 223, 229 (1965) ("An agency, like a court, can undo

what is wrongfully done by virtue of its order" that is overturned on appeal); National Gas

Clearinghouse v. FERC, 965 F.2d 1066, 1074 (D.C. Cir. 1992) ("this court has already

recognized that the FERC's predecessor agency had authority to order retroactive rate

adjustments when its earlier order reversed on appeal improperly disallowed a higher rate");
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accord, Public Utilities Commission of the State ofCalifornia v. FERC, 988 F.2d 154, 162 (D.C.

Cir. 1993). Similarly, the Commission cannot denyVerizon the opportunity to correct the

amount of its excess sharing adjustment for 1993 that occun'ed because Verizon followed an

unlawful Bureau order.

v. Verizon Has Fully Supported And Documented The Impact of The RAO
20 Rescission Order.

AT&T argues (at 31-39) that local exchange carriers have failed to support their

calculations of the exogenous cost adjustments for sharing in their 1996 tariffs as a result of the

revisions to the rate base required by the RAO 20 Rescission Order. AT&T points to no specific

defects in Verizon's tariff filings, nor can it. In fact, AT&T has quietly dropped the specific

criticism ofVerizon's tariffs that it made in the 1996 tariff comment cycle, no doubt because

Verizon demonstrated at that time that AT&T had made a simple error in its exhibits. Verizon's

tariff filings and pleadings fully document the effects of the RAO 20 Rescission Order and no

further investigation is warranted.

AT&T argues (at 32-33) that the local exchange carriers have not provided enough detail

to allow review of the impact of the RAG 20 Rescission Order on their sharing obligations. 8

However, AT&T points to no specific shortcomings in Verizon's filings. For instance, AT&T

8 AT&T also argues (at 31 & fn. 74) that the local exchange carriers bear the burden of proof
as well as the burden of submitting adequate documentation to support their annual access tariff
filings. This is incorrect. The Commission's January 11, 2002 order terminating the
investigations ofOPEB issues in the 1993, 1994, 1995, and 1996 tariff investigations tUlued this,
at best, into a Section 205 proceeding, in which the Commission has the burden of supporting its
determination of the 'just and reasonable charge" "to be thereafter followed." 47 U.S.C. § 205(a).
In addition, the termination of the tariff investigation also terminated the local exchange carriers'
obligation to retain evidence to support their tariff filings. Therefore, any deficiencies in the
record cannot be used as a basis for finding that the local exchange carriers' tariffs were unlawful.
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claims (at 34-35) that the Commission cannot determine if the local exchange carriers added back

to their rate base the same amount of OPEB liabilities that they had previously deducted. This is

incorrect with respect to Verizon. In its Opposition, filed on May 13, 1996, Verizon already

responded to AT&T's previous criticisms on this score, providing detailed accounts of the

amounts of OPEB liabilities Verizon had deducted previously from its 1993 and 1994 rate of

return reports and reconciling those amounts to the liabilities that Verizon restored to the rate

base for those years in its Form 492A repolis filed March 29, 1996.9 The record is complete on

this issue and AT&T presents no evidence to refute it. 10

Further examination of the record shows that AT&T abandoned its original criticism of

Verizon on this issue. In its original petition to suspend the 1996 tariffs, AT&T had criticized

Bell Atlantic in particular, claiming that Bell Atlantic had incorrectly calculated the revision to its

1993 sharing amount for the revision ofRAO 20. See 1996 Annual Access TariffFilings, AT&T

Petition to Suspend and Investigate, 8 & fn. 15, Appendix B-3 (filed April 29, 1996). In its

opposition to AT&T's petition, Verizon demonstrated that AT&T had incorrectly compared Bell

Atlantic's 1991 OPEB liabilities to the amount of 1993 OPEB liabilities that Bell Atlantic added

back to its 1993 rate base in the 1996 rate of return report. See Attachment C, p. 7 & Exhibit 1.

Verizon also demonstrated that the amounts of OPEB liabilities that it added back into the rate

9 See Attachment C. There is no need to reconcile 1995, since the first rate ofretum report for
1995, which was filed on J\1arch 29, 1996, already complied with the RAO 20 Rescission Order,
and no amount of OPEB liabilities was ever deducted from the rate base for that year.

10 AT&T offers (at 37-38 & Appendix C) its own calculations of the effects of the RAO 20
reversal on the carriers' sharing adjustments, but this analysis is seriously flawed and it incorrectly
overstates the amount of revenues at issue. Attachment E hereto provides an explanation and
illustration of the inaccuracies in AT&T's exhibit.
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base for 1993 and 1994 exactly matched the amounts that it had previously deducted. 11 It is

noteworthy that AT&T's exhibit in its April 8 comments criticizes Ameritech, as it had in April

1996, but it drops its criticisms of Bell Atlantic. We can only conclude that AT&T concedes that

its previous attacks on Bell Atlantic were not valid.

AT&T also argues (at 33-34) that the local exchange carriers should have removed from

their 1993 and 1994 rate bases the prepaid OPEB benefits in account 1410 that they had included

previously in compliance with RAG 20. AT&T states that only BellSouth and Nevada Bell claim

to have deducted account 1410 prepaid OPEB benefits. The short answer to this is that Verizon

did not remove any prepaid OPEB benefits because it never included them in the rate base in the

first place. 12 From 1993 through 1995, Verizon did not include any prepaid OPEB benefits in

account 1410 in its interstate rate base. Therefore, there were no benefits to be deducted when

RAG 20 was reversed.

Finally, AT&T argues (at 35-37) that the local exchange carriers should have made

offsetting increases to their subscriber 1111e charges a.lld decreases to their carrier common line

charges as a result of the rescission ofRAG 20. Using former Bell Atlantic as one if its examples,

AT&T claims that the rate base increase resulting from reversal of the deductions of OPEB

liabilities in 1993 through 1994 would have increased the base factor portion forecasts for the

1996-97 tariff period that were used to develop subscriber line charges. See AT&T, Appendixes

11 See id., Exhibit 1, reproduced in Attachment C hereto. AT&T also argues (at 32-33) that
the local exchange carriers did not demonstrate that they were adding to their rate bases only
OPEB-re1ated expenses from account 4310. Actually, what Verizon and the other carriers did is
reverse the previous deduction of OPEB liabilities (not expenses) from their rate bases, and
Attachment C hereto demonstrates that Verizon reversed exactly what it had previously deducted.

12 See Attachment D, Declaration of Gary W. Delson.
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B-2 and B-3. This analysis is incorrect. Bell Atlantic's forecasts of the base factor portion for the

1996-97 tariff period were based on 1995 base period costs, which reflected the full effect of the

RAO 20 Rescission Order, since OPEB liabilities were never deducted from the 1995 rate base in

the first place. See, e.g., Bell Atlantic Telephone Companies Tariff FCC No.1, Transmittal No.

867 (filed Apr. 2,1996) Description and Justification, Sections 3.1 through 3.26. Specifically, the

1996 tariffs relied on the 1995 ARMIS reports, which fully incorporated the requirements of the

RAO 20 Rescission Order. See, e.g., Bell Atlantic Companies' ARMIS 43-01 Reports, Foulih

Quarter, 1995 Submission 1, rows 1880 and 1885 (filed Mar. 29, 1996). When Bell Atlantic

applied the 1994-1995 growth rate in base factor portion costs to the 1995 base period costs, it

ensured that the 1996 forecast did not include the deduction of OPEB liabilities from the rate

base. Therefore, Bell Atlantic's 1996 subscriber line charge calculations reflected the impact of

the RAO 20 Rescission Order. For the prior tariff periods, no changes in subscriber line charge

rates would have been appropriate in the 1996 annual filing, because that would have been

retroactive ratemaking. 13

VI. No Other Issues Concerning OPEB Costs Warrant Investigation.

The investigation in Docket 94-157 consolidated numerous OPEB issues raised in several

related investigations, including the investigations of the 1993, 1994, 1995, and 1996 annual

access tariff filings and investigations of other tariff transmittals incorporating OPEB cost

adjustments. 14 In the OPEB Reinstatement Order, the Bureau directed interested parties to

13 AT&T claims (at fn.84) that rate based adjustments in prior years would affect the PCI as
well. This is incorrect. The total revenues in the common line basket are not affected by changes
in the rate base.

14 See 1993 Annual Access TariffFilings, CC Docket No. 93-193, 8 FCC Rcd 4960, ~ 105
(1993) (investigating OPEB exogenous cost adjustments in 1993 annual access tariffs); 1994
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include with their April 8, 2003 comments any issues that remain open. See Stale or Moot

Docketed Proceedings, Order, Notice, and Erratum, DA 03-488, ,-r 25 (reI. Feb. 25,2003)

("OPEB Reinstatement Order"). The Bureau stated that if timely comments were not filed raising

such issues, any further action in this docket would be limited to the two issues raised in the

OPEB Reinstatement Order (see ,-r,-r 23, 24), and the Bureau would terminate the investigation

after resolving those two issues.

Only AT&T and WorldCom filed comments raising OPEB issues affecting Verizon, and

their comments were limited to the two issues raised in the Bureau's order. Accordingly, the

Commission should limit the investigation ofVerizon's tariffs to those two issues and it should

terminate the remainder of the Verizon tariff proceedings encompassed by the OPEB

Reinstatement Order without further action.

Annual Access TariffFilings, 9 FCC Rcd 3705, ,-r 71 (1994) (investigating OPEB exogenous cost
adjustments in 1994 annual access tariffs and incorporating this investigation into Docket No.93­
193); Bell Atlantic Telephone Companies TariffFCC No.1, Transmittal No. 690, NYNEX
Telephone Companies TariffFCC No.1, Transmittal No. 328, CC Docket No. 94-157,10 FCC
Rcd 1594, ,-r 31 (1994) (investigating additional adjustments to price cap indexes for exogenous
adjustments for OPEB costs); Bell Atlantic Telephone Companies TariffFCC No.1, Transmittal
No. 747, 10 FCC Rcd 5027, ,-r 8 (1995) (investigating revised OPEB exogenous adjustments and
incorporating this investigation into CC Docket 94-157); Bell Atlantic FCC Tariff No.1,
Transmittal No. 704, CC Docket No. 94-139,10 FCC Rcd 2942 (1995); NYNEX Telephone
Companies Tariff FCC No.1, Transmittal No. 374, 10 FCC Rcd 8689, ,-r 9 (1995) (investigating
rate increases due to headroom created by OPEB exogenous cost changes and incorporating this
investigation into CC Docket 94-157); Combined OPEB Investigations Order, CC Docket No.
94-157, 10 FCC Rcd 11804, ,-r 38 (1995) (designating OPEB issues for investigation and
incorporating into CC Docket 94-157 OPEB cost issues in CC Dockets 93-193,94-65 and in
various tariff transmittals); 1996 Annual Access Tariffs, 11 FCC Rcd 7564, ,-r 110 (1996)
(investigating impact of reversal of deduction of OPEB liabilities £i'om the rate base and
incorporating the investigation into CC Docket 93-193).
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With regard to the pending investigations ofAT&T's tariffs that have been consolidated in

this proceeding,15 as Verizon pointed out in its comments, any reductions in the local exchange

carriers' rates that are ordered in this investigation would trigger offsetting refunds ofAT&T's

1993-94 rates, insofar as AT&T incorporated the local exchange carriers' OPEB-related rate

increases in its own rates that were put under investigation. See Verizon Comments, 13.

Accordingly, if the Commission orders the local exchange carriers to provide refunds to AT&T as

a result of this investigation (which it should not), it should determine the refunds that AT&T

would owe in tum to its own customers.

15 See, e.g., AT&T Communications TariffFCC Nos. 1 and 2, Transmittal Nos. 5460, 5461,
5462, and 5464, 8 FCC Rcd 6227 (1993).

18



Conclusion

For the foregoing reasons, the Commission's rules make it clear that OPEB liabilities

could not be deducted from the interstate rate base for the years at issue. The Commission should

terminate this investigation for a second and final time.

Respectfully submitted,

Of Counsel
Michael E. Glover
Edward Shakin

Dated: April 22, 2003

ByM:~
1515 North Court House Road
Suite 500
Arlington, VA 22201-2909
(703) 351-3037
joseph.dibella@verizon.com

Attorney for the Verizon
telephone companies
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ATTACHMENT A

THE VERIZON TELEPHONE COMPANIES

The Verizon telephone companies are the local exchange carriers affiliated with
Verizon Communications Inc. These are:

Contel of the South, Inc. d/b/a Verizon Mid-States
GTE Midwest Incorporated d/b/a Verizon Midwest
GTE Southwest Incorporated d/b/a Vernon Southwest
The Micronesian Telecommunications Corporation
Verizon California Inc.
Verizon Delaware Inc.
Verizon Florida Inc.
Verizon Hawaii Inc.
Verizon Maryland Inc.
Verizon New England Inc.
Verizon New Jersey Inc.
Verizon New York Inc.
Verizon North Inc.
Verizon Northwest Inc.
Verizon Pennsylvania Inc.
Verizon South Inc.
Verizon Virginia Inc.
Verizon Washington, DC Inc.
Verizon West Coast Inc.
Verizon West Virginia Inc.
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2. Reporting Calendar Period
(A) From: Jan 1993 To: Dec 1993

·'/ashing-ron. D.C. 20554
Name and Address of Reponing Company

BELL ATLANTIC
1310 NORTH COURTHOUSE ROAD
ARLINGTON, VA 22201

(B) First Report Filed:
(C) Final Report Filed:

3/31/95
3/29/96

FCC 492A

Items

PRICE CAP REGULATION
RATE OF RETURN MONITORn-lG REPORT

(Read Instructions on the Reverse Bifore Completing)
Dollar AmountS ShO\Tl1 in Thousands

TotallnIerstate Subiecr to Price Cap Regulation
First Report Final Report Difference

Col A Col B Col C = (B-A)

1 Total Revenues 2.724,181 2,724,181 0

2 Total Expenses and Ta..xes 2,165,853 2,165,853 0

3 Operating Income (Net Rerum) (LI11-Ln2) 558,328 558,328 0

4 Rate Base (Avg Net Invest) 3,986)06 4.024,247 38,041

5 Rate of Rerum (Ln3iLn4) 14.01% 13.87% -0.13%

I
~ SharingfLow End Adjustment (12,101) (12,101 0

/ FCC Ordered Refund
Amortized for Currem Period N/.AJ N/A N/A

4. CERTIFICATION: I cenify that I am the chief fmancia1 officer or [he duly assigned accounting officer; that I have
examined the foregoing report; that to the best of my knowledge, information, and belief, all statements of fact
comained in this report are true and this report is a correct statement of the business and affairs of the above·named
res ondent in res ect to each and eve matter set forth therein durin the cified eriod.
Date Type Name o(Pe"on Signing Title ofPerson Signing S~//.

3129/96 Edward D. Young 111 Vice President ~

PERSONS MAKING WILLFUL FALSE 5TATEMENTS IN THIS REPORT FORM CAN ~

OR IMPRISONMENT UNDER THE PROVISIONS OF THE U.S. CODE TITLE I

~------~

FCC 492A



Ceoer:4IInstruclions
A. This report is prc::cri~ undc::: tlu: 3.uthoriry orsc::u:m .i(i). ~(j) ar.d 2.05 of the Communic.:Jr:Om; Ac~ or 19:;..1 ~ U':1~ndcd, FCC ~9'2A sh.111 b".:

tiled in duplic:!~c: .....1:."lI."le Fcde::ll Communi~ticM C~mmis:~ion. W~hjngtOn. D.C. 20554 by loc..:U C(ch.!nsc ClITiC;j; (LECs) sUbject co Price
C.:1p incc:nttVe r::gul~(Jon (iJint :lCCt:$.S o.ritTs b<::fore the Commission. A firSt rcpol1 Sh3.l1 be filed no latC'r 1h:m three (3) months :!ftc:" the end of

;l c:llcnc.lr ye.:1i, A (iMl report sh:lll b::: filed no l~t~r thm fi~Ct:n (IS) mOnL~ aftcr the end of ~ CJ.kndJr 'jc:J.f 5~wing adjWl'TT:CH (0 rilt:d re:sul~

sine: the firSt re;:.crt.
B The:: d~tJ ~h.J.lllx: agg.-':g'.:llcd 2C the:: same:: j\lri~dictiorul level as the cariffs.
C All insrruC!LOnS sh.1t1 Ix followed. All quc;rions and SCllem.ent$ must be: completed. [f proper :l.nS'ktr is -nonc· or -nol appliob!c. in.scr1 that

:J.!lSWcr.

D. Ally d3t:1 thac rcqui~ cLmfiCalion should be fool11ored and fully o=pl.lined in the Rcm.'l...x.s sccMn. lfth~ ~P3C1: providc::::l is in$ufficienc (or thc
rc:quird data Or ic IS o:hc:rwisc oecc:suy or dcsir.tblc: to insert ~ilion.3.l st&.o:mcm:s 0( schcdufG. tilt: ios.c.rt pages shC\lld inehJde ~ rumc of the
n:-sp<mdenc 3.nd the:: l:m(: p:riod cove~d.. in .:1 style confonning :IS narty ~ pnctiob/e:: to t:h2c a.ppctring CX1 U'le ~/.U page.

E...:oJ! J.mounts of money shall be 3hoWTI in the: tho~nds of dollm. w...scs or other ncg:J!iYe il~ ~( be shown in ~nthd~, ?rice op shJJ.ring
amounts ~h.211 ~ ~ho\lo'Tl in ~thcsis as ne~3[ive revenue :adjustments. Lower fOl"milL13d.jUScrncnr:s sMlllx shown :lS positi't'<: n:vcnu.: ~jU3t ..
ments. lUtes or rc:um shalllx sho'-'r11 to U'lC nCl.l1::St hundredr.'.

r. Revenues should include:' only revenues C2.."TIc:d during the report period, COS!S should also rd'~ on 1)' those Costs incurred in the C'C'?Ort period.
G. Revcnues and cOStS .t5SocLucd with ac:!ude:-d scrvices under Price: Cap incc:ntive ~ion s.h.:111 be o:duded from fC?Ol'tC'd cl.J,ta III this n:port

and sh:t./l be fooCitot.:d and apb.ined in the Rcmuio:s section bdo\l(.
H. T0t:11 intmtate ~crvice:s $ubjec: to Price CJ.p ince::ntive !"C3ul.3.cion stull b::: defined as in~Ute~ CDmbind wic:h inCcrr::(ch~ge s.c:rvic.::s in

:lccorci.ulee with FCC Dod:c:'t S7-3 13 2nd the Commission's Price C3.p Ordet ~tei Sqtc::mbe:' 19, 1990 wd its Order on Rce:onsider:ltion
d.lfed April 17. [991.

I. Interst<lle ~djuslTiler.cs to nIl:~. c.''Cpensc:s wd Wo'cnucs shall b<:~ upon FCC Dxk:.ct ~97 3.nd othcr rcllled Commission orders. if
appli~blc to che: rep.ortmg enriry.

Specific In.strUcllOn~

3. Items
Lint: I-Total Rev~nue: (e:lmed du.ri:'1g the report period) s~1l indude scrvic::: rt"Ve::lUd. int.eT'CSl during construCtion.. i{a.ppliCJ.bl~ mi.sccll3.ncous
opc::r.1tinS rcvcnuc.s [dS uncollc;<;;tibl~.

Line 2·Toul Expenses 1lld T:LX.cs shall include o~i3[ing o:pcnscs., dc:pro:iarion.~on. odlcr c:xp:n5CS, intcr>l;llC 1l1o....-ance::s and di.$:11low­
itI'Ices. if lppliobJ.c:. a.s W'l:ll ~ :..l.I C,;(cs. The: method of c:;Ucubcing tOW expenses and ~-.;c:s ~~[ be: in w:.o~ \ll"ith the ARMIS ·n-a t Ord.c:r.
CC Docket 86-182. relc:lSCd luI':' 10. 1m.
Line 4-R..3!C Sase (Aver.1g(: Net 11'I'V~tme.,c) shall Include U'COunt:s 2001. 2002. 2003. 2004, 200S. 1220. 1<102. 1<!IO, 10138. 1439, Cash ilIld
WorKing C::IpitJl ~ develQ~d PWSlJ.:l.nt f'O CC Dod:et 36-197, kss !CCOwtts lIOO. 3200, 3410.3500.3600. 01.100. ~}:.O. -1310. illJd ~360.

It sh~ll ~l:lo include intc:rsucl:~ ~c ~IIQwUlccs:z.nd dis.a1lowa..'1c~. ~ ~ppli~bl~. The mc=hod o£Cl.lC'JLJ.ting F...!!e B~ (Avera.ge Net
11'1 VdOTlC:lt) sh.J.11 b<: in accot"lbnce with the AR.,\1!S ·0..0 I Order. CC Dod:ct 86-182. rdc::<lSe11 Jury 10. 1990.
Line 6-5luring Low End AdjuslJ'T1cnt sh~l b-= alculatC'd to re:le:t the ShuinglI.ow E.rtd AdjustmcTl( amount dwin~ me reporring period. which is
dut: co ShuingILo..... End Adjusonc:nt m3de:: pUr'Su.1Ji1 to Section 61.45(dX lXvli) or 61.~$(dX2) for o.rnings from the: prior n:porcing period.
Comput:1cion of <.his unount shall be explained in lhe RemJ.:'ks section.
Line 7-U~ the:: follo""';ng table co calculAte the ;'tEtc. c.., cffect of an fCC orden:d refunds.

I. FCC 0rrle:ret1 Refund 'Toul NJA
2. Refund for Period (Amortized) N/A

3. Tu F...'1~e 'N/A
4. Re:fiJnd Adjusted for Taxcs N/A

l. D:n:l shown in Column A h.ts~ u1jus!C'd (or the removal of SJ6.2 million in rcvCDUC:::S and ;us.or:i.3ted com for cxcludo:J services nQt subject
10 Pnce Cap incentive regulation in lcconia.nce with th~ CommLssion's Price Cap Plan ;md j~ TRP Order, ciltcd fcbruuy 11, 199~.

2. Oat!. sho"'ll in Column 8 h2S been adjusted for ","e r-emov.U 0[S36.1 million in rcvClll.ld UId woci.1~ COStS for cx.cludc:d SCrvlCd not subjt:'Ct
to Price C:xp incenrive: regulation in accorcUice with the Commission'S Price C:lP PL1n .tOO il3 TRP Orcic:r. d:Lled FebEU:!!)' 29. 1996.
Also. in compliance WiC.1 the Commi~jons Mcmor:JJ1dum Opin~n & Order and Notic:: o[P'ltlpo:Y'..ed Rulemlking.. re!a.scd M:ut:h 7, 1996. d.I.ta.
shown in Column B h.a.s been :Ldjusccd ror~ n:versal of ce:tain r:lt.c::maJ:irtg n:quiremc!:ll.$ Lm~ by Responsible Accounting Offic.::r Lcner 20.

3. Reponed 1993 inlC:l"$Ure r:1ce ofrcrom l't:Sults include !he effecr ofan cscinutcd S12.1 mulion n:duerion in the Prier: Cap indices for Price Cap
sharing rdlc:cled iQ Bell AC/U1ric's 1<Xi3 and 19911 Price Cap AnmJ;l1 Tuiff Filin~. The S12.1 million w:l.S C3JcUl&to:I b:lso:! OIl a 12 month c:stinucc or
Bell AtlMric's 1992193 uriff period suring of appro:dnute:!y S2:!.2M divided by 2. plus the 1993194 Cliff period. ::luring of :ppro,'r;~lety52.0M
divided by 2.
(Sourc:s: Bell Nlanne's 1993 Annual Price CliP Tariff Filing Workp.apct t.S3. Column E. Line S divido:1 by 2; Bdl AU:tnltc'S 1994 AMu.:tl mec:
C~p TuiffFiling. Won:p3~r8·$4. Column E. Line: 5 divided b~ 2.)
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&fore the
FEDERAL COMMtlNICATIONS COMMISSION

Washington, D,C. 20554

In the Marter of

1996 Annual Access TariffFilings

Bell Atlantic Telephone Companies
Tariff F.C.C. No, 1

)
)
)
)
)
)

Transtnittal No. 867

opposmON OF BELL ATLANTIC1

Bell Atlantic's tarifffiling is consistent with the price cap rules, the 1996 TariffReview

Plan: Order and other relevant Commission orders. Acting in perfect symmetry, AT&T, Mer and

Sprint argue against the plain meaning ofCommission rutes and orders in order to drive thejr

O'\:Vn costs further doWD.. These self-interested argwnents should be rejected. The Commission

should allow Bell Atlantic?g tarifffiling to take effect without modification. The Com.mission

should also close its investigations and approve Bell Atlantic's 1993~ 1994 and 1995 annual

access filings, currently under review.

A- Ml Atlantic's OPEB Rate Base Calculations Are Corrett.

The incuto.bent int¢texchang~ carriers object to Bell Atlantic and other carriers' rate base

calculations, and in particular the treatment of Postemployme.nt Benefits Other 1'h.an Pensions

The Bcll Atlantic telephone companies ("BeIl Atlantic'') are Bell Atla:atic~Dela;ware,Inc_;
Bell Atlanue-Marylan<L Inc.; Bell Atlantic..New Jergey, Inc.; Bell Atlantie-Pennsylyani~ In~.;

Bell Atlantic..Virginia, lnc.; Bell Atlantic-WashingtOn, D,C' j Inc.; and Bell Atlantic-West
Virginia, r~c. ~



C'Ot>EB") costs. All of these complaints boil dQvro a general dissatismction with a Cornrnission

ruling c.oncerlring rate base treatment of OPEB costs.1 While the mterexchange carriers are fr~

to argue that the Commission should act in the pending rulemaking to prospectively amend its

rules conce.ntin.g rate base treatment of OPESs, they offer no legitimate arguments here

concerning Bell Atlantic's compliance ~th existing Connnission rules.

1. ProCedural Background

In 1992t the COmttlon Carrier Bureau issued RAO 20, an. accounting letter that, among

other things;, interpreted the existing Com.nrission rules as requiring a rate base deduction for

OPEB costs.3 After reviewing objections by Bell Atlantic and others, the Conunission found this

interpretation to be inconsistent with Commission rules. 4 Because the Co:mtnon Carrier Bureau~s

delegated authority to issue accounting letters did not allow it to make interpretations

inconsistent with Commission rules, the Commission rescinded that portion ofRAO 20.5 The

Commission rules g-ovem1ng rate base deductions could not have been modified by RAo 20.

The RAO 20 Rescission Order made clear that th~ rules never a11ow~ much less lI1al1dated~ a

rate base deduction for OPEH costs_

As a result of that clarification, as required by Commission rules, Ben Atlantic adjusted

its form 492 results to inclUde OPES-amounts in its rate base for use in ca1culatin.g retUtns. Bell

ResponsibleAccounting Off~erLetter 20, Uniform ACC(iU11ting!Qr Postrt!t:i1'ement
Benefits other ThIDt Pensions in Part32? CC Docket No. 96-22i Memorandum Opinion and
Order and Notice ofProposed Rulemaking (reI. Mar 7, 1996) C°R.AO 20 Rescission Ordef').

3 llttifonnAccountingfbl" Postl'etUement Benefds Ollie' Than Pensions in Part 32, 1
FCC Red 2872 (Corn. Car, Bur. 1992) C~RAO 20t j.

~ RAO Rescission Order, 1f 25,

5 ItL

2



7

6

Atlantic's sharing amounts, which are based on Form 492 results. were therefore impacted by the

a.djustment. NoUvithstanding self-interested complaints by the predominate interexchange

carriers, Bell Atlantic's adjustments we:rc: appropriate and necessary under Commission roles.

2. The adjustments Were not retl"o~ctive ratemaking.

AT&T cfaitns tht the impacts of the RAO 20 Rescission Order constitute retroactive

ratemaking.6 AT&T is wrong for at least three reasons.

First, the RAO 20 Rescission Order reaffinned that the roles had not changed. The

Co:t.nmission's staffcould not have made a rule change through RAO 20, b:cause it lacked the

authority to do so. 7 The actual rules governing rate base deductions predate any of the periods

covered in Bel! Atlantic's earnings adjustments,S It cannot be retroactive ratemaking fur Bell

Atlantic to follow those preexisting :roles.9

Second. the rules goveming sh.a.ring calculations specifically provide for adj~l1ts to

the 492 Forms. Indeed for the prior year _.. in this case 1994 •• such an adjustment is ret1utred.10

Petition ofAT&t Carp. at 4, n. 8(filed Apr. 29, 1996).

The rule which delegates the Conuoon Carrier Bureau with the authority to issue RAO
letters speciticaUyprohl'bi~delegation ofmlemaking authority. 47 C,F.R. § .291{h).

8 See Amendment ofPart6S to Prescribe Compontnts ofthe Rate Base and Net Income
OfDominant Cafriu;$; 3 FCC Red 269 (1987).

9 Because .Bell Atlantic bad filed a timely Application for Reviewt AT&T cannot argue that
it was not put on noti~ th.at the RAO 20 interpretation~ subject to fullCo~on review.
Se2 Responsible Accountiltg OffICers Letter 20, DA 92..520, Bell Atlantic Application for
Review (filed June 3, 1992).

l(j See 47 C.F.R. § 65.600(3)(2),

3



No party objected to Bell Atlanti¢'s filing a4justing its prior years" Form 492. H As a result, Bell

Atlantic was obliged to make sharing adjustments consistent with its revised 492 Forms.!2

Third, even ifRAO 20 had constituted a change in the rules, which it could not

retroactive ratemaking prohibitions do not bar the Commission from making rate adjusttn~ts to

correct for its oWn errol'S. As the D.C. Circuit has explained in art analogous situatio~ ifan

agency H were prohibited from ordering recoupment of losses caused by irs error," then the

ability ofa regulated company to collect a justified rate "would be drastically curtaile<L"i3

IndeecL in opposing requests to stay implementation ofa change in the price cap rules. AT&T

itselfhas acknowledged that the Commission retains this authority.i4

3. The rate base ~orrectiol1Swere not exogenous cost adjustmenfii.

AT&T complains that Ben Atlantic and other local exchange carriers ("LEes'; failed to

apply for exogenous cost treatment based on the RAG 20 Rescission Order. I:5 But th.ere is no

application requirement here because the adjustments required by the RAO 20 Rescissioti Order

were not exogenous cost adjustments. Under the price cap roles, approved cxogenot:1S cOsts

adjustments have a direct impact on the price cap fOI!l1wa and are translated dire¢tly mto

Bell Atlantic FCC Form 492A Re~rts for the 1993~ 1994 and 1995 Enforcement Periods
(filed Apr. I! 1996) ("Revised Form 492A!~).

12 See SUPJHlrl Material to be. Filed with 1996AnnualAcctSS Tari,f.h DA 96--263:t 125
(Com. Car. Bur. reI. Feb. 9~ 1996) C~1996 TariffReview Plans").

]3 Natural Gas Clearinghouse v. Federal Energy RegtdaUJry CommisskJn; 965 F.2d 1066,
1074 (D.C. Cir. 1992).

14 BelJAl/antic Telephone Company v. FCC, No. 95..1217> Opposition ofAT&T Corp. to

th~ Joint Motion for A Partial Stay (D.C. Cit., filed July 18, 1995).

\5 AT&T Petirloil at 5. .

4
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16

r3

adjustments to the level of the price cap index ("pCr,).16 In contrast, the adjllSnnents here were

to the calculation of the rate base~ which is one component in calculating carrier retmn.s~ which in

turn impact sharing levels. This clmi.n ultimat~ly impacted the PCl, only because Bell Atlantic

had a prior sharing obligation. Absent the sharing obligation, the rate base adj1.tstmen!S would

have had no impact on price cap indices, Carriers make any number ofadjustments that have the

potential to impact price cap indices indirectly, but like this one~ such adjustments are routine

and do not require the documentation or pre"'approva! of an exogenous cost adjustment.

Indeed, the rules contemplate routine adjUStments to tho Form 492 return calculations. It

is for this teaso~ carriers are required to .fil,e an adjusted return calculation well after the original

Fonn 492 is filed. 11 The intere.xchange carriers' real complaint is not that Ben Atlantic and other

LEes did not follow the prescribed procedures, but rather that as a result ofthe Commission

order. the LEes are removing excess sharing that was included because of me requ:irerneots of

the faulty RAO letter, 18

47 C.F.R.. § 61.44,

47 C.F.R. § 65.600(d)(2).

IndeetL Mel has taken the opportunity to seek reconsideration ofthe RAO 20 Rescission
Ol'der. k..espolt$ibk Acc(}u1Uing OjflCf!1' Lette, 20, Unifoi'1n AccountingftJTPostTetiremml
Benefits Other t/uut.Pensions in PI111 32, A.A.D 92-65, Mel Petition for Reconsideration (filed
Apr. 8, 1996). \llhile Mel is wrong on the merits, procedurally it is only in that proceeding that
the interexchange carriers can properly challenge the mandate oftbat order. In the annual tariff
filings1 the LEes have only tbllowcd Commission requirements. Indeed, LEes would have to
seek a. waiver, as NYNEX has, in order to avoid iemoving the rate base adjustnlents. See
Amendm2nts to Part 65, Inl.erst4te RaJe ofReturn P,escriprion Procedures and
Methodologies, Suhpart 0., Rate Baser CC Dooket No. 96-22, NYNBX Comments at 4 (filed
Apr. 12~ 1996). :
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All three caniers complain that the adjusnnent did nor meet the documentation

requirements'for an exogenous cost change application. 19 Of course there was no reaso;n to

include su~h inform.ation, be¢ause the adjustment here was not an exogenous cost change, but

merely an adjustment to the rate base as reflected in Form 492. -This adjustment was

appropriately c!QOum.entcd by Bell Atlantic, and no party raised objections to Bell Atlantic"s

filing ofthe adjusted Fonn 492.2c

Separate from the question of appropriate rate base aceounting for OPEB costsI' is the

issue of whether the costs themselves are eligible for exogenous treatment, Under current rules7

they are not,21 and Bell Atlantic has not sought exogeno1,.l$ recovery here. Under prior rules, such

reoovery was allowe~ and Bell Atlantic flIed for exogenous tream'lent with appropriate

documentation..2.2 Exogenous cost treatment for those past years is still under Commission

inv~.)igaticn. However, contrary to the arguments of Spri.tlt and lvfCI, the dispositioIi of that

investigation can have no impact on the rate base adjustment. Regardless ofhow the past

exogenous cost filings 3.l"'e decid~ the Commission may only modity its required rate base

treatment for these costs through a prospective rule change.23 Thus, Sprint's suggestion that the

Commission should disallow the rate base adjustments to ''minitnize rate Chum'1 is rhetorical

AT&T Petition at 7; Mel Petition to Reject in Part or, in the Alternative) to Susp<:nd and
Investigate at 5 (:tiled Apr. 29 t 1996); Sprint Petition to Reject or Alternatively Suspend and
!nvestigate at 4 (moo Apr- 29~ 1996).

20 See Revised Form 492A. In addition, attached as Exhibit l is a reconciliation ofOPES..
related rate base changes made in that filing.

~l Price Cap Perjo11nance Revkwfor Lo(:al Exchange Ctll"fiers, 10 FCC Red 8961, 9090
(1995).

22 See 1993 AnnualA.ccess TariffFilings, CC Docket No. 93... 1937 Phase r~ et aJ.~ Bell
-Atlantic Direct Case (filed Aug. 14, 1995).

2J See RAO 20 Rescission Order, 'iI 28.
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21

nonsense.Z4 The only impact sought by the interexchaage caniers here is lower access rates,

regardless ofthe Commission's rules and procedures.

4. The adjustments were appropriately caleuJated.

AT&T and Mel argue that adjustments to the subscribet line charge ('iSLe") and carrier

common line charge ("CeL') were required as a result of the RAO Rescission Order.2S They are

wrong. As explained above, sharing is based on historical Form 492 results. Revisions and

updates are not only expected, they are required. In contrast~ the SLC aod eeL are based on

projected revenue requirements, and there is no basis to adj~ for subsequent ¢ha.uges.26

Regardless,. in the projections moo in this filing to calculate the SLC and CCL7 Bell Atlantic

relied on 1995 t\R.MlS reports, which reflect the full impact of the RAO 20 R.escission Order.27

AT&T also complains that the Bell Atlantic adjustrnent to 1993 sharing is overstated.28

Atlantic's zate base adjustmOllt appropriately added back its 1993 costs. The amount added back

exactly matches the amount deducted in 19931'Ufsuant to the requirements ofR..A..O 20.29

Bell Atlantic 7 s adjustm.ent was mandated by Commission oraer and appropriately

calculated. There is IiO basis for suspension or investigation.

Set! Sprint Petition at 5.

AT&T Petitioll at 9; Mel Petition at 6..

See 47 C.F.R. § 69.104{c}.

See Bell At.l.a11tic Companies' ARMIS 43-01 Reports, Fourth Quarter> 1995 Submission
1, rows 1880 and 18&5 (filed March 291 1996).

28 AT&T Petition at 8, n. 15.

29 See Exhibit L

1



B, Bell Atlantie'! Sharing Cal~nhtion8Are Appropriat~

1. Bell Atlantic calculation of add·back was correct..

fn what is expected to be Bell Atlantic J s fmal annual filing that includes rate of remm

based sharing calculations,]O the interexchange carriers attempt to maximize the sharing impact

by arguing for adjustments that benefit them. Their arguments are inconsistent with Co~ion

ruLes lWd should. be rejected.

AT&T and Mer challenge the add-back ponion ofBell Atlantic7s sharing calculation.3~

In particular they seek to ben~fit from the calendar impac~ of the delay in last year~s annual

flling. Although the relationship betw~n calendar years and tariffyears can be complex" the

interexchange carriers' argument is an attempt to profit from a confusion ofthe facts.

Under Commission rules; Bell Atlanti¢'$ sharing for cal¢ndar yeat 1995 must bo

calc'fJiated as if the amounts shared in. 1995 were actually received as revenues.3Z Because of the

Cornm.ission's price cap review) the 1995 annual filing was delayed one mon~ and did not go

into effect until August f.J,4."'St. This means that Ben Atlantic sharing was based on the 1994

annual filing for the first seven months ofthe Year, and was based on the 1995 annual filing for

the last five months. Bell Atlantic appropriately made its add-back adjustment in just this

33manner.

30 See Prke Cap Perfol'1tl41tce. Reviewlor LocalExclta1Zge C4rriers~ Fourth Notice of
Proposed Ruletaaking7 10 FCC Red 13659, 13677 (1995) (tentatively concludes that a proper
moving average could provide a mechanism to support "eliminating the sb.aring m~sm)').

~ I AT&T Petition at 11; Mer Petition at 7-8.

:Jz See Pric~ Ctlp Regulation ofUJcal Exchange CtJl'ri.fIrs., Rate-c.fRetum Sh4ring and
LQwer FonrndaAdj~tlM1U, 10 FCC Red 5656,5657 (1995) (~Add-Back Order).

3] Bell Atlantic TransmittBfNo. 867, Workpaper 8-53-6 (filed Apr. 2, 19%).
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34

AT&T and Mel argue that BeU Atlantic and other LEes were required to ignore the

change in tariffeffective date, and pretend that the sharing amounts were adjusted on July 1t

rather than August 1. Their justification for this pretense is lansuage in last ye:ar~s tariff review

p-lan order, where the Commission required a one-time adjustment that ~'spreac1s out the

difference between the pcr in effect during July 1995 and what it would have~n WIder a full

1995 taliffyear7 over the next 11 months."J4 \Vhlle this adjustment spreads the impact of the

shortened period within the tariff year, it did not purport to make any adjustments between

different tariffyears. Because add-back m.USt be based on actual sharing amounts/5 such

calculation m.ust take into account the variance in the length ofllie last two t:ariffyears.

2. Bell Atlantic aUocatioa ofsharing was proper..

AT&T lUld Sprint recycle old complaints that Bell Atlantic is not properly allocating

sharing.36 They do not question the total sharing eu-nount here. Rather they seek to increase the

allocation to the cOmnlon line basket in order to increase their relative portion of the sharing

dollars. Their arguments jgnore CO.!D!I"Jssion rules and should be rejeeted.

Speci£icallY3 AT&T and Sprint object to the ~xclusion of the SLC from the comm.on line

basket 'h"l maki.ng sharing allocation calculations. SLC reVenues are bas¢d on a forecasted

CanSupportMaterial to be Filed With 1995Annual Ac~t!SS Tanffs, 10 FCC Red 5720,
5723 (Co~ Car. Bur, 1995),

3S 1996 TaritfReview Plans, 114 C1the addb~k adjustment adds a dollar aw.ount equal to
the shared revenue to the carrier·s rate of return before calculating its next sharing obligatioQ").
In contrast to the add-back requirement, the Commission specifically required thal, for c~ers
that selected the 5.3% productivity offset,. sharing calculations for the fu:st halfof 1995 must be
based on halfoftota11995 earnings. Id. at 1 25. Because Form 492 ~t'Jm. ~culatioos are
based OD results over the course ofan entire year,. it is misleading to attribute partial-year results
to any SpeCific period..

36 AT&T Petition at 24; SPrint Petition at 6.
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37

revenue requirement, not on price cap indices or productivity adjustments,J7 Sharing~ however,

must be allocated on a "cost causative basis.'733 Because the SLC is.a return targeted amoun4 it

does not "cause" changes in sharing amountS, As a result, using the SLC in calculating the

sharing distribution would ovor·allocate sharing dollars to the common line basket. The

Commission should take this opportunity, not only to reject the arguments here) but to uphold

Bell Atlantic's consisrent,POsition in the investigation of this same issue in its 1993 through 1995

annual access tariff filings.

3. Bell Atlantic reversal of sharing calculation was COl?ecL

Spri.ot also argues that based on Sprint's calcu1~tionofchanges in reven{,W7 Bell Atlantic

overstated its reversal ofsharing calculation.39 In fact, it is Sprint that has rn.2!l~ the errors. Fi.i'St

Sprint understates Bell Atlantic's actual 1995 :sh.aclng amount by over $4 million.40 Secon~

SprJ.11t again iucludes SLC revenues which do not contribute to sharing amounts. Correcting for

Sprint's errors results in exactly tM amount Bell Atlantic calculated in its sharing reversal.

C. Other Challengs to Bell Atlantic;s CaI~latiOll$ Should Be Rejected.

1. Ben Atlantie!s TRS and regulatory f~ c:a~ts are accu:rate.

Sprint argues that Ben Atlanti¢ overstated its exoge.tlOus cost adjustment for

Te1ecormnunications Relay SelViet C'TRS~) and regulatory fees by a. total ofapproximately

S~t! 47 CaF.R. § 61,38.

38 Policy amiRuk Concerning Rates/or Dominant Carriers, 6 FCC Red 2637,2689
(1991).

39 Sprint Petition at 5.

40 Compare Sprint Petitio~ Appendix 1 with Bell Atlantic Transmittal No.. 867~ Workpaper
8-54, Line 4. .;
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42

$124 thousand.41 Sprint acknowl~dges that the exogenous cost must be calculated from 1995

revenues, but then bases its own calculation on 1996 TRP data.42 Bell Atlantic correctly used its

actU.a11995 revenues as required by Commission rules. 'n

2.. Bell Atlauti¢'s calculation oftha "g~; factor compU~with Commbsion rules.

AT&T and Mer resurrect their complaint that Bell Atlantic improperly calculated the "g"

fuctor.44 The ~'gn factor represents the growth ofminutes per access line.4s BeU Atlantic has

consistently used end-of-ycar access lines to calculate this growth.. Thus, under the rules, the

'~b~e period" for Bell Atlantic is the pr~wi.ous end-of-year levels.44 AT&T and Mel were silent

in 1991 and 1992 when Bell Atlantic's use of this methodology was to the interexchange

carriers' advantage by producing a. higher Hg" than a calculation based on yearly averages. It ~Q.$

only in 1993, when the calculation using average lines produced a sligb.tly higher "g~ fum the

calcula.tion using,BeH Atlantic)s end~f=year line method~ that the interexchange carriers began

their complaints.47 Because the calculation IS based on growth rather than absolute levels, either

methiJd applied ¢o!l..sistentJy provides a fair rep~sentation. 48 In fact~ over the price cap period;

both methods produced the saIne results..19 Because Bell Atlantic has consistently applied the

Sprint Petition at 7_

Id.

43 See Bell Atlantic Trans. No. g61, Workpapers 849-1, 8-S2-l.

+1 AT&T Petition at 26-7; Mel Petition at 9..10.

4~ 47 C.F.R. § 61.45(0).

46 See 47 C.F.R §§ 61.45(c)~ 6L46(c).

47 Attached as Exhibit 2 is a workpaper that compares the results under the,rw'o methods.

4$ It would be impropert however, to require Bell Atlantic to switch methodOlogies without
allowing a restatement ofpast years to achieve consistency.

49 See Exhibit 2~ I
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same measure) it appropriately measures growth from the base period, as r~uired by

Commission Rules. The Commission should reject the arguments here, and close the

investigation of earlier tariff years without any required mOOification ofBell Atlantic's

methodology.

CONCLusrON

B~l Atlan.ti~'s tariff filing is consist~t with Com.rn.ission requirements. The

Commission should deny the petitions and allow Bell Atlantic's tariff to take effect without

suspensio~ investigation ormodification.

Edward D. Young~ III
Jantes G. Pachulski

OfCounsel

May 13} 1996

t320 North Court House Road
Eighth Floor
Arlington, VA 22201
(703) 974-4864

Attomcy foz; the
Bell Atlantic Telephone Companies
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RECONCILIATION OF RATE BASE CHANGES REPORTED
.ON BELL ATLANTIC'S FCC FORM 492A REPORTS

FilED ON APRIL 1,1996

Exhibit 1

(A)

Year

1.1993

2. 1993

3. 1894

4. 1994

(B)

FiHng Date
of FCC

Form 492A

3/31/95

4/1/96

3i31i95

4/1/96

(C)

Rate Sase
Change
Note 1

Note 3

117,635

(0)
OPES

Costs Addedl
(Deducted)

From Rate Sase

(E)
Non-OPES
Amounts in
Column C

Note 2

o

Note 3

17,299

Note 1: As reported on Form 492A, line 4, column C.

Note 2: Amounts reported in Column E reflect rate base changes that are
unrelated to OPEes.

Note 3: On March 31 , 1995, Bell Atlantic filed its first FCC Form 492 Report
for calendar year 1994. As such, the Company did not report any
rate baSe changes. HowQver, the rate base reflected on line 4 of
that report is net of dedueted OPES costs.



SELL ATLANTIC

CALCULAnON or: ltg'
COMPARISON OF AVERAGE LINES TO END-OF-YEAR LINES

5.XHIBfT2
Page' of 2

AYeRAGEEND
END Of peRIOD OF PERIOD oveR

OVER SEGmNING 81:GlNNfNG OF
OF PERIOD PERIOD
1991 .. 199$ 1SSi - 1996

LINE

1. BASE PERIOD MOU 61,622,814,5$2 61.622.814.592

2. BAse PERiOD ACCESS LINes 19.132.685 18,851.786

3. SASE PERJOO - 1 MOU 41.978,61$.000 41.978.618,000

4. eASE PERtOO .. 1ACCESS liNES 1S.42S.320 ~6,222,O10

5. ttg" {(L1Il2)1{UIU)) .1 0.2605 O.26~

FILED AveRAGE
1991 19S1

LINE

~. BASe PijRfOD MOV 45. 70S,nS,SS9 45,705.716.959

2. SASE pe~fOD ACCESS liNES 16.785,641 18,659,437

3, BASE PERIOD .. 1 MOU 41.978.618,000 41 197S,S1S.000

4. BASE PERIOD .. 1 ACCESS UNt:::s 16.4213.320 16.222,010

s. "g" e(l1J~Y(l..3/L4)}.. 1 O.065e 0.0602

AltD AVERAGE
1992 1992

LINE

1, BAsE PEFUOO MOU 4S,SOS,232,S42 4S,60513~2.a4;Z

2. BASE PERIOD ACCESS LINes 17,07515$4 '6,954.1 i8

3. SAStt PERIOD .. 1 MOU 4$,705,ne.959 45,705,776.sse

4, BASE PERIOD. 1 ACCESS LINES 16,812.040 16,659.437

5. "gH {(l1/l2)/(L3IL4)} - 1 0.0470 0.0450





CERillICAlE OF swyrcE

I hereby certifj that 00 this 13th day ofMay~ 1996 a coPy of the foregoing '~Opposition of

Bell Atlantic" was sent via first class mail, p¢stage prepaid., to the parties on the attached list.

• Via hand delivery.
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ATTACHMENT D

DECLARATION OF GARY W. DELSON

1. My name is Gary W. Delson. I am Executive Director, Corporate Books

for Verizon. In this position, I am responsible for maintaining the books of account for

the Verizon Telephone Companies. I submit this declaration for the purpose of

addressing the accounting treatment of prepaid OPEB benefits that Verizon followed in

1996 as a result of the Commission's RAO 20 Rescission Order. l

2. Among other things, the RAO 20 Rescission Order reversed the Common

Carrier Bureau's previous instructions to the local exchange carriers to add to their

interstate regulated rate base the amount of prepaid OPEB benefits recorded in Account

demonstrate in their 1996 tariff filings that they removed any prepaid OPEB benefits in

Account 1410 that they had included in the interstate rate base in their earlier rate of

return reports in reliance on the Bureau's instructions. Within the limitations posed by

the passage of over eight years since the reports were issued and the termination of this

investigation in January 2002, I have examined the available records and have

determined that Verizon did not include any prepaid OPEB benefits in Account 1410 in

its interstate rate base calculations for the years in question. On March 29, 1996, vvhen

Verizon filed its first Form 492A rate of return report for 1995 and its revised rate of

return reports for 1993 and 1994, Verizon did not need to remove any prepaid OPEB

1 Responsible Accounting Officer Letter 20, Uniform Accounting For Postretirement
Benefits Other Than Pensions In Part 32, 11 FCC Rcd 2957 (1996) ("RAO 20 Rescission
Order").



benefits from the rate base for any of those years because none had been incorporated in

the previous reports.

I declare under penalty of perjury that the foregoing is true and correct to the

best of my knowledge, information and belief.

Executed on April 21, 2003

~1«9-~
Gary W. Delson
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AITACHMENT E

REBUTTAL TO AT&T ANALYSIS OF
THE IMPACT OF RAG 20 REVERSAL

In Appendix C of its comments, AT&T attempts to analyze the impact ofRAO 20

reversal on the carriers' 1994 through 1995 sharing obligations. This analysis is seriously

flawed and cannot be used to determine the amounts at issue in this investigation.

For example, in Appendix C-2, where AT&T provides its analysis of the impact

on the 1994 rate base adjustments for RAG 20, AT&T states that columns B through F

contain data from the carriers' preliminary Form 492A reports filed in the frrst quarter of

1995. In fact, the data in columns B, C, and D are from the fmal, amended reports filed

in the frrst quarter of 1996, and columns E and F are calculations, not the filed rate base

number or rate of return. Also, in the [mal column, AT&T claims to have applied one

year of interest at 11.25 percent, but the difference is over twice that amount. In

Appendix C-3, AT&T makes additional errors. AT&T arbitrarily assumes a 25 percent

increase in OPEB liabilities from 1994. AT&T also incorrectly assumes that the carriers

were subject to sharing obligations for the entire year of 1995. However, if cmTiers

elected the 5.3 percent X factor in the 1995 annual access tariff filing, they were not

subject to sharing for the last half of 1995. Bell Atlantic, for example, chose the 5.3

percent X factor in the annual filing. AT&T irrconectly-assymed that Bell Al1antic Vias

~ubjeGt to sha:ring for ths entire year. These errors result in an inaccurate calculation of

the impact on the rate of return due to reversal ofRAG 20.

1



AITACHMENT E

The following attachments show how AT&T's exhibit is flawed, using former

Bell Atlantic as an example. Attachment E-1 contains the data for 1994. In columns B

through D, Verizon includes the revenues, expenses, operating income, and rate base

(without RAO 20 deduction ofOPEB liabilities) from Verizon's fmal Form 492A report

filed on March 29, 1996. Column F shows the rate ofretum (14.00 percent) as filed, and

column G shows the sharing amount. The sharing amount includes gross-up for state and

federal taxes as shown in Attachment E-2. Column H shows the amount ofOPEB

liabilities that would have been deducted if RAO 20 had been in effect (approximately

$100.5 million). Column I deducts this amount from the rate base shown in column E.

Column J recalculates the rate ofretum using the rate base shown in column I and the

operating income in column D (14.35 percent). Column K shows the resulting sharing

obligation. Column L shows the difference in sharing obligations between columns G

and K. Column M shows the impact with interest.

These data show that AT&T's claim that the reversal ofRAG 20 reduced Bell

Atlantic's sharing obligation for 1994 by $13.1 million is incorrect. The correct amount

is $11.3 million.

Attachments E-3 and E-4 provide a similar comparison of AT&T's estimates of

the effect ofRAG 20 reversal on Bell Atlantic's sharing obligation for 1995. In addition

to the corrections noted above, Verizon has used the actual amount of OPEB liabilities

subject to RAG 20 using Verizon's accounting records rather than AT&T's arbitrary

assumption of a 25 percent increase from 1994. In addition, Verizon has applied sharing

only for the frrst half of 1995, since Bell Atlantic avoided a sharing obligation for the last

half of 1995 by selecting the 5.3 percent X factor in the 1995 annual access tariff filing.

2



AITACHMENT E

The result is that reversing RAG 20 reduced Verizon's sharing obligation for 1995 by

$7.6 million rather than by the $12 million shown in AT&T's flawed exhibit.

3



IMPACT OF RAO 20 REVERSAL ON BELL ATLANTIC FOR 1994 ATTACHMENT E-1

B C D E F G H I J K L M
Rate of Rate Base Rate of Sharing/LFA

Expenses & Operating Rate Base wi Return wi Sharingl LFA Increase Due Rate Base wlo Return w/o Sharing/ LFA Sharing/ LFA Diff w/tax &
Revenues Taxes Income RAO-20 RAO-20 wi RAO-20 to RAO-20 RAO-20 RAO-20 wlo RAO-20 Difference wlinterest

AT&T's calculation of BATR* 2,858,488 2,281,818 576,670 4,102,769 14.06% (62,090) 100,536 4,002,233 14.41% (72,281) (10,191) (13,055)
Verizon's calculation of BATR** 2,858,488 2,281,818 576,670 4,120,069 14.00% (59,184) 100,536 4,019,533 14.35% (69,314) (10,130) (11,270)

* Appendix C-2, Comments of AT&T Corp., CC Docket Nos. 93-193, 94-65, and 94-157 (filed Apr. 8, 2003). AT&T states incorrectly that B, C, D, E, and F are from the preliminary 492 for 1994.
B, C, D and F are from the final 492, E is a calculation.

** Sources and calculations for Verizon's amounts are as follows:

B
C
D
E
F
G
H
I
J
K
L
M

Revenue
Expenses & Taxes
Operating Income
Rate Base w/RAO-20
Rate of Return W RAO-20
Sharing/LFA w RAO-20
Rate Base Increase due to RAO-20
Rate base wlo RAO-20
Rate of Return wlo RAO-20
Sharing/LFA wlo RAO-20
Sharing/LFA Difference
Sharing/LFA Difference wi interest adj

Final 492 filed 3/29/96
Final 492 filed 3/29/96
Final 492 filed 3/29/96
Final 492 filed 3/29/96
DIE
E-2 Ln 6 Col A
Exhibit 1 of Opposition of Bell Atlantic, Transmittal No. 867, filed May 13,1996
E-H
DII
E-2 Ln 6 Col B
K-G
E-2 Ln 8 Col C



Verizon's Calculation of Sharing Impact with Taxes and Interest for Bell Atlantic's 1994 Results ATTACHMENT E-2

Line Item
1 Rate Base Average net Investment
2 Rate of Return
3 50% Price Cap Sharing
4 State Income Tax
5 Federal Income Tax
6 Subtotal 1995 Bell Atlantic Sharing
7 Interest at 11 .25%
8 Total Bell Atlantic Sharing

SIT Rate
Fit Rate

Col A =E-1 Col E of Verizon's calculation, Col B =E-1 Call of Verizon's calculation
Col A =E-1 Col F of Verizon's calculation, Col B =E-1 Col J of Verizon's calculation
(In 1 * (Ln 2 - 12.25%) * 50%) *-1
[ Ln 3 + (Ln 3*FIT Rate/1-FIT Rate))*SIT Rate/(1-SIT Rate)]
Ln 3 * FIT Rate/(1-FIT Rate)
Ln 3 + Ln 4 + Ln 5
(Ln 6 Col B - Ln 6 Col A) * 11 .25%
Ln 6 + Ln 7

Transmittal No. 777, WP 8-57-2, Ln 5, Col H

w RAG 20
ColA

4,120,069
13.99661%

(35,981)
(3,829)

(19,374)
(59,184)

NA
(59,184)

6.47%
35%

w/o RAG 20
Col B

4,019,533
14.35%

(42,139)
(4,485)

(22,690)
(69,314)

(1,140)
(70,454)

Col C =Col B - Col A
(100,536)

o
(6,158)

(656)
(3,316)

(10,130)
(1,140)

(11,270)



IMPACT OF RAO 20 REVERSAL ON BELL ATLANTIC FOR 1995 ATTACHMENT E-3

B C D E F G H I J K L M
Rate of Sharingl Rate Base Rate of Sharingl Sharingl Sharing/LFA

Expenses & Operating Rate Base Return wi LFAwl Increase Due Rate Base Return wlo LFAw/o LFA Diff wltax &
Revenues Taxes Income wi RAO-20 RAO-20 RAO-20 to RAO-20 wlo RAO-20 RAO-20 RAO-20 Difference w/interest

AT&T's calculation of BATR* 2,978,629 2,371,665 606,964 4,420,570 13.73% (32,722) 125,670 4,294,900 14.13% (40,419) (7,697) (12,034)
Verizon's calculation of BATR** 2,978,629 2,371,665 606,964 4,420,570 13.73% (26,568) 138,168 4,282,402 14.17% (33,441 ) (6,873) (7,646)

* Appendix C-3, Comments of AT&T Corp., CC Docket Nos 93-193,94-65, and 94-157 (filed Apr. 8, 2003).

** Sources and calculations for Verizon's amounts are as follows:

B
C
D
E
F
G
H
I
J
K
L
M

Revenue
Expenses & Taxes
Operating Income
Rate Base w/RAO-20
Rate of Return W RAO-20
Sharing/LFA w RAO-20
Rate Base Increase due to RAO-20
Rate base wlo RAO-20
Rate of Return wlo RAO-20
Sharing/LFA wlo RAO-20
Sharing/LFA Difference
Sharing/LFA Difference wi interest adj

Preliminary 492 filed 3/29/96
Preliminary 492 filed 3/29/96
Preliminary 492 filed 3/29/96
Preliminary 492 filed 3/29/96
DIE
E-4 Ln 7 Col A
Accounting Records
E-H
DII
E-4 Ln 7 Col B
K-G
E-4 Ln 9 Col C



Verizon's Calculation of Sharing Impact with Taxes and Interest for Bell Atlantic's 1995 Results ATTACHMENT E-4

Line Item
1 Rate Base Average net Investment
2 Rate of Return
3 50% Price Cap Sharing
4 Impact of Sharing for 6 Months*
5 State Income Tax
6 Federal Income Tax
7 Subtotal 1995 Bell Atlantic Sharing
8 Interest at 11.25%
9 Total Bell Atlantic Sharing

SIT Rate
Fit Rate

Col A =E-3 Col E of Verizon's calculation, Col B =E-3 Call of Verizon's calculation
Col A =E-3 Col F of Verizon's calculation, Col B =E-3 Col J of Verizon's calculation
(In 1 * (Ln 2 - 12.25%) * 50%) *-1
Ln 3/2
[Ln 4 + (Ln 4*FIT Rate/1-FIT Rate))*SIT Rate/(1-SIT Rate)]
Ln 4 * FIT Rate/(1-FIT Rate)
Ln 4 + Ln 5 + Ln 6
(Ln 7 Col B - Ln 7 Col A) * 11 .25%
Ln 7 + Ln 8

Transmittal No. 867, WP 8-53-2 Ln 5, Col H

w RA020
ColA

4,420,570
13.73045%

(32,722)
(16,361)

(1,397)
(8,810)

(26,568)
NA

(26,568)

5.26%
35%

wlo RAO 20
Col B

4,282,402
14.17%

(41,185)
(20,593)

(1,759)
(11,089)
(33,441)

(773)
(34,214)

Col C =Col B - Col A
(138,168)

-0.44%
(8,463)
(4,232)

(362)
(2,279)
(6,873)

(773)
(7,646)

* In the 1995 Annual Access Tariff Filing, Bell Atlantic selected the 5.3% productivity offset. Therefore, Bell Atlantic was not subject to sharing from 7/1/95 to 12/31/95




