STATE OF NEW YORK
PUBLI C SERVI CE COWMM SSI ON

At a session of the Public Service
Comm ssion held in the Gty of
New York on Septenber 27, 2001

COMM SSI ONER PRESENT:

Thomas J. Dunl eavy

CASE 94- C- 0095 - Proceeding on Mdtion of the Conm ssion to
Exam ne |Issues Related to the Conti nuing
Provi sion of Universal Service and to Devel op a
Regul atory Framework for the Transition to
Competition in the Local Exchange Market.

CASE 87-C-8425 - Proceeding on Motion of the Comm ssion as to the
| npact of the Modification of Final Judgnent and
t he Federal Conmuni cations Comm ssion's Docket
78-72 on Provision of Toll Service in New York
St at e.

ORDER APPROVI NG OFFSETS TO EXTENDED
AREA SERVI CE SETTLEMENT REDUCTI ONS

(I'ssued and Effective Septenber 27, 2001)

SUVMMARY

The Order issued in these proceedi ngs on
Decenber 4, 1998,! pernmits qualifying i ndependent tel ephone
conpanies to increase |ocal service rates to recover the
reductions in Extended Area Service (EAS) settlenments received
from Verizon New York Inc. (Verizon) as a result of a three year
phase-down of such settlenents. In the first of these phase-
downs that occurred on Cctober 1, 1999, twenty four conpanies
| ost approximately six mllion dollars in EAS paynents from

! Cases 94-C- 0095 and 28425, Order Resolving Issues Related to
| ndependent Tel ephone Conpani es’ Access Charges, the 1998 Ice
Stormand Qther Matters (issued Decenber 4, 1998) (the
Decenber 4, 1998 Order).
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Verizon, and fourteen conpanies filed proposals to recover the

| osses in settlenent paynents. |In the second phase-down, twenty
conpani es | ost approximately $3.9 mllion, and ei ght conpanies
filed proposals to recover the losses in EAS settlenents. 1In the

third phase-down, twelve conpanies |ost approximtely $1.5
mllion and five conpanies have filed proposals to recover the
| osses in settlenent paynents.? After analyzing the pro fornmm
earni ngs of these conpanies, this order provides as foll ows:

(1) Pattersonville Tel ephone will be permtted to
recover the third year EAS reduction by ceasing
deferral of Tax Reform Act of 1986 (TRA-86) and
FASB 109 benefits and begi nning anortization of
the accrued benefits over a 10-year peri od;

(2) Port Byron Tel ephone Conpany will be allowed to
offset its third year EAS reduction with offsets in
the | ocal Access Line Credit allowed to custoners;

(3) Vernon Tel ephone Conpany will be permtted to
recover the third year EAS reductions and to
elimnate four-party service with an increase to
| ocal access line rates; and,

(4) Ontario Tel ephone Conpany will be permtted to
recover the third year EAS reductions through an
increase to | ocal access line rates.

Ei ght conmpanies will continue to receive EAS paynents
totaling approximately $1.2 mllion begi nning October 1, 2001.
No provision was nmade for EAS phase-downs or recovery beyond the
three-year period set forth in the Decenber 4, 1998 O der.

Consi stent with the purposes of that Order, we will consider
extendi ng the phase-down period to elimnate all EAS subsidies
after noticing this issue for comrent.

2 Berkshire Tel ephone filed and later withdrew its petition.
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BACKGROUND

As a long-standing practice, tel ephone conpanies in New
York provide their custonmers the option of entering into EAS
arrangenents. Under an EAS arrangenent, certain highly used tol
routes are billed as local calls rather than toll. Because in
many cases such a billing change results in a higher local rate,
custoner approval is obtained before any change is nmade. For
certain EAS routes between Verizon and the i ndependent
conpani es®, Verizon nmakes annual paynents or settlenents to
af fected i ndependent conpanies as a way to reconpense those
i ndependent conpanies for the additional costs and/or |ost
revenue associated wth the change fromtoll to local traffic.
Wiile this practice ceased for routes inplenmented after 1985,
Verizon will pay various independent conpani es approxi mtely $2.7
mllion during the year ending Septenber 30, 2001, for routes
i npl enented prior to 1985.

The Decenber 4, 1998 Order approved a three-year annual
phase- down of EAS settlenment paynments from Verizon to the
i ndependents commenci ng on Cctober 1, 1999, with the third
reduction taking place on Cctober 1, 2001. This reduction could
equal as much as 2.5%of the recipient's regulated intrastate
revenues during the previous cal endar year, subject to certain
constraints designed to mtigate the rate inpact on custoners.
The order allowed the conpani es experiencing a reduced paynent
from Verizon to seek |local service rate increases to offset those
reductions, subject to an abbreviated earnings test. The order
l[imted any rate increases to no nore than $1 per nonth, per
line, per year.

3 The term “i ndependent conpanies” is a comnmonly under st ood
i ndustry expression for the traditional, wreline incunbent
t el ephone conpani es, other than New York Tel ephone Conpany, now
Verizon New York Inc. The term*“independent” refers to their
i ndependence fromthe now defunct Bell System
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The ultimate elimnation of EAS paynents by Verizon to
t he i ndependent tel ephone conpanies may require, for sone
conpani es, snmall increases to basic service rates as di scussed
herein. Oher rate structure changes al so put pressure on basic
rates. The Comm ssion previously concluded that it is desirable
to elimnate party-line service where feasible,* and subsequently
determ ned that basic service includes a single party access
line®>. Proposals for elimnating party-line services are
consi dered on a case-by-case basis, and take into account such
matters as the Comm ssion's goal of elimnating touch-tone and
locality charges.® In order to acconplish these goals, the
Comm ssion has allowed nonthly basic rate increases of up to
$1.50 for residential custoners to recoup lost locality mleage

charges.’

4 Cases 95-C-0983 and 95-C- 1057, Odinary Tariff Filings of
Margaretvill e Tel ephone Conpany, Inc. and Frontier
Communi cations of Seneca-Gorham Inc., Order Al ow ng
Eli m nati on of Party-Line Service in Phases (issued January 29,
1996) .

® Case 94-C 0095, Opinion No. 96-13, Opinion and Order Adopting
Regul atory Framework (issued May 22, 1996). Cases 94- C- 0095
and 28425, Opinion No. 98-10, Opinion and Order Establishing
Access Charges for New York Tel ephone Conpany and Instituting a
Targeted Accessibility Fund (issued June 2, 1998).

® Locality nmileage charges nmust be elininated before party-1ine
service is withdrawn so that the same basic service rates are
avai | abl e throughout an exchange to all custoners at the sane
rate, in accordance with the Conm ssion’s m ni num grade of
servi ce qgui delines.

" The $1.50 constraint (on increases to reduce touch-tone and
locality charges) and $1 constraint (on increases related to
EAS phase-outs) are not additive. Under some conditions, a
conpany may propose changes to rates of up to $1.50 to address
as many of these rate structure objectives as possible, thereby
provi ding the conpany a fair opportunity for recovery. 1In
ot her cases, sufficient earnings nmay exi st to address the | oss
in EAS revenues, locality charge and touch-tone rate
elimnation without raising local rates, or by changes wel
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In a letter dated May 29, 2001, Departnent staff
i nformed those conpani es receiving EAS paynents of the
procedure required to increase |ocal service rates effective
Cctober 1, 2001, to recover the third reduction in EAS paynents.

The letter included:

1) guidelines and worksheets to assist the
conmpani es in determ ning whet her they passed
t he abbrevi at ed earnings test;

2) a chart to determne the allowed return on
equi ty;® and,

3) a partial listing of the types of services
where rate increases could and could not be
applied to the conpanies’ tariffs.

The letter also invited any conpany that was conti nuing
to defer tax savings attributable to the Tax Reform Act of 1986
(TRA-86)° to reflect available TRA-86 benefits in the abbreviated
earnings test. Specifically, a conpany could reflect one or both
of the follow ng adjustnents:

1) stopping the ongoing deferral for the
reduction in the tax rate from46%to 34%
(now 35% for sone conpanies); and/or

2) anortizing TRA-86 benefits deferred over
a period to be proposed by the conpany.

bel ow t he maxi mum Each independent conpany is eval uated on a
case- by-case basis.

8 The chart, attached to this order as Appendi x A, provides the
all owed return on conmon equity based on each conmpany’s equity
ratio.

® Case 29465, Statenent of Policy on Accounting and Ratenaki ng

Procedures to I nplenent the Tax Reform Act of 1986 (i ssued

July 7, 1987).
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In response, five independent conpanies submtted

proposal s. 1°

The filings and recommendati ons are di scussed
below. A summary of the proposed residential rates is provided
in Appendi x B, and the Adm nistrative Details of such revisions

are set forth in Appendi x C.

DI SCUSSI ON
Pattersonvill e Tel ephone Conpany (Pattersonville)

Pattersonville will be losing $23,019 in EAS paynents
on Cctober 1, 2001. In its filing, the Conpany states, “W are
not seeking a rate increase at this time, rather Pattersonville
woul d i ke to begin anortizing the TRA-86 deferral and the FASB
109 deferral over a 10 year period.” The deferred TRA-86
benefits bal ance on Septenber 30, 2001 will be $31,365 and its
FASB 109 bal ance on that date will be $7,096. In addition,
Pattersonville has not accrued annual carrying charges on its
TRA- 86 benefit bal ances during the eight-year period, 1986 to
1993, although required to do so. The carrying charges anount to
$7,360. * The addition of the carrying charge bal ance to the
previ ously nmentioned deferred TRA-86 benefit bal ance gives
Pattersonville a total deferral of $38,725 to be anorti zed.
Pattersonville nust recognize the accrual of its TRA-86 carrying
charges for the eight-year period by debiting Account 4550.8 -
Adj ustnents to Retained Earnings and crediting Account 4360 —

O her Deferred Liabilities. The conmbined TRA-86 bal ance

10 Berkshire Tel ephone filed for EAS recovery but subsequently

withdrew its petition. A review of Berkshire' s earnings for
the year 2000 disclosed a one-tine nerger rel ated | egal
expense whi ch, when nornmalized, increased the conpany’s net
earnings making it ineligible for EAS recovery.

" The applicable TRA-86 benefit bal ance carrying charges are
cal cul ated pursuant to instructions set forth in Case 29465,

supra.
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i ncluding carrying charges and FASB 109 bal ance i s $45, 821.

Al t hough only $4,582 will be anortized annually, this partial
of fset of the $23,019 | oss of EAS paynents is appropriate,

i nasnmuch as Pattersonville s rates are higher than the nati onal
average, the fourth highest statewi de. Pattersonville will be
allowed to anortize the TRA-86 and FASB 109 deferred benefits
over 10 years.

Port Byron Tel ephone Conpany (Port Byron)

Port Byron's EAS settlenents will be reduced by
$55, 029, but it does not seek a rate increase to recover the EAS
|l oss. Instead, it proposes to reduce its Local Access Line
Credit to custoners from $2.40 to $1.20 for one party access
lines and from $1.20 to $0.60 for two party access |lines. The
Local Access Line Credit, established to refund over-earnings to
Port Byron custoners, is not to exceed the anount of EAS
settlement paynments.!®. A pro forma return on equity analysis
for Port Byron found that, primarily due to | arge Universal
Service Fund (USF) |osses, Port Byron is no longer in an over-
earnings position. The rate design worksheet submtted with the
tariff is acceptable, and its proposal will be approved.

Ver non Tel ephone Conpany, Inc. (Vernon)

Vernon filed tariff revisions to increase annual | ocal
servi ce revenues by $37,576, the approxi mate amount of its third
schedul ed EAS settlenment reduction. Vernon qualifies for ful
recovery of the loss in EAS settlenents through the abbreviated
earnings test. The proposed tariff revisions include increases
in flat rate basic service charges for residential and business
custoners, and trunk rate increases for business custoners. Flat

12 Case 99-C- 0356, Tariff Filing by Port Byron Tel ephone Conpany
to elimnate locality mleage charges, increase its vacation
di scount and provide a nonthly | ocal access line credit
(Untitled order effective April 14, 1999).
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rate basic service will increase by $0.86 per nonth and $0.73 per
month for residential and business custoners, respectively. Four
party flat rate service will be elimnated. Trunk rates for

busi ness custoners will also increase by $0.68 and $0. 71 per
month in the Vernon and Knoxboro exchanges, respectively.

Finally, the advanced calling services, Repeat Dial and Cal
Return, will increase by $0.50 per nonth. These increases are
within the guidelines set forth in the Decenber 4, 1998 Order and
wi |l be approved.

Ontari o Tel ephone Conpany, Inc. (Ontario)

Ontario filed tariff revisions to increase its annual
revenues by $49, 158 or $0. 75 per access line, per nonth to
recover its reduction in EAS settlenent paynents. The conpany
qualifies for recovery of the loss in EAS settlenents under the
abbrevi ated earnings test. Ontario’ s request is less than the
maxi mum i ncrease of 2.5% of intrastate revenues. The tariff
revisions are reasonable and will be approved.

CONCLUSI ON

Anal yses of petitioners’ financial reports and recovery
proposal s, together with the application of the terns of the
Decenber 4, 1998 Order, establish reasonable bases for the relief
to be granted to the conpanies. All conpanies have requested
wai vers of the newspaper publication requirenents of Section
92(2) of the Public Service Law, as all custoners will be
notified through the use of bill inserts. These requests are
reasonable and will be granted. The tariff revisions listed in
Appendix Cwill be effective on the dates shown.
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Finally it should be noted that, pursuant to the
Decenber 4, 1998 Order, Verizon's settlenent reductions will be
treated as exogenous cost savings and netted agai nst ot her
exogenous changes.

It is ordered:

1. The proposals of Pattersonville Tel ephone Conpany,
Port Byron Tel ephone Conpany, Vernon Tel ephone Conpany, Inc., and
Ontario Tel ephone Conpany, Inc. to offset their respective |osses
of EAS settlenent paynents from Verizon New York Inc. are
approved as di scussed herein.

2. The tariff revisions listed in Appendix C wll be
effective on the dates shown.

3. The Public Service Law §92(2) requirenent for
newspaper publication is waived.

4. Thi s proceeding is continued.

( S| GNED)

Conmi ssi oner
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ALLOWED RETURN ON COMMON EQUITY

The allowed return on equity (ROE) for the independent telephone companies will be
determined based on each company's equity ratio. The maximum allowed ROE will be 11.35% for
any company with an equity ratio that rounds to 50% or less. The allowed ROE at other equity
ratios will be determined accordina the chart below:

For An Equity Ratio The Equity Return For An Equity Ratio The Equity Return

That Rounds To: Threshhold Is: That Rounds To: Threshhold Is:
100% 8.30% 75% 9.35%
99% 8.30% 74% 9.43%
98% 8.35% 73% 9.51%
97% 8.35% 72% 9.59%
96% 8.40% 71% 9.67%
95% 8.40% 70% 9.75%
94% 8.45% 69% 9.83%
93% 8.50% 68% 9.91%
92% 8.50% 67% 9.99%
91% 8.55% 66% 10.07%
90% 8.55% 65% 10.15%
89% 8.60% 64% 10.23%
88% 8.65% 63% 10.31%
87% 8.70% 62% 10.39%
86% 8.75% 61% 10.47%
85% 8.80% 60% 10.55%
84% 8.85% 59% 10.63%
83% 8.90% 58% 10.71%
82% 8.95% 57% 10.79%
81% 9.00% 56% 10.87%
80% 9.05% 55% 10.95%
79% 9.10% 54% 11.03%
78% 9.15% 53% 11.11%
77% 9.21% 52% 11.19%
76% 9.28% 51% 11.27%

50% or less 11.35%
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PROPCSED TARI FF CHANGES
(Summary of residence rates only)

Port Byron Tel ephone Conpany

Service Current Pr oposed $ %
Rat e Rat e I nc. I nc.
Local Access Line Credit
One Party Access Line $ 2.40 $1.20 (%$1.20) (50.0)
Two Party Access Line $ 1.20 $ 0.60 (%$0.60) (50.0)

Ver non Tel ephone Conpany, |nc.

Service Current Pr oposed $ %
Rat e Rat e I nc. I nc.

Resi dence-Flat Rate-1 party

Ver non, Vernon Cr. & Knoxboro $12. 44 $13. 30 $0. 86 6.9
Resi dence-Fl at Rate-4 party

Ver non, Vernon Ctr. & Knoxboro $10. 89 N A

Ontario Tel ephone Conpany, |nc.

Service Current Pr oposed $ %
Rat e Rat e I nc. I nc.
Resi dence-Fl at Rate-1 party
Clifton Springs & Phelps $ 6.18 $ 6.93 $0.75 12.1
Resi dence-Fl at Rate-2 party
Clifton Springs & Phelps $ 5.56 $ 6.31 $0.75 13.5
Resi dence-Fl at Rate-4 party
Clifton Springs & Phelps $ 4.91 $ 5.66 $0.75 15.3
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Page 1 of 2
1) Filing by: Port Byron Tel ephone Conpany
Revisions to: P.S.C. No. 16 - Tel ephone
Section 3
Second Revi sed Page 14A
| ssued: July 3, 2001 Ef fective: Cctober 7, 2001

CASE: 01-C- 0994
PUBLI C NOTI CE: Newspaper publication waived;
customers notified via bill insert.
XXX XX XXX XXX XXX XXX XXX XX XXX XXX XXX XXX XXX XXX XXX XXX XXX XXX XX XXX XXX XXX X
2) Filing by: Vernon Tel ephone Conpany, Inc.
Revisions to: P.S.C. No. 18 - Tel ephone
Section 3
11™ Revi sed Page No. 6
11™ Revi sed Page No. 9
| ssued: July 2, 2001 Ef fective: Cctober 7, 2001
CASE: 01- C- 0996
PUBLI C NOTI CE: Newspaper publication waived;
customers notified via bill insert.
XXX XX XXX XXX XXX XXX XXX XXX XX XXX XXX XXX XXX XXXXKX XXX XXX X XXX XX XXX XXX XXX X
3) Filing by: Berkshire Tel ephone Corporation
Revisions to: P.S.C. No. 7 - Tel ephone
Section 3
4™ Revi sed Page No. 6
| ssued: July 2, 2001 Ef fective: Cctober 1, 2001
Revisions to: P.S.C. No. 7 - Tel ephone
Section 3
5™ Revi sed Page No. 6
| ssued: August 13, 2001 Ef fective: Cctober 1, 2001
CASE: 01-C 0943

PUBLI C NOTI CE: Newspaper publication waived;
custoners notified via bill insert.
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Page 2 of 2
4) Filing by: Ontario Tel ephone Conpany, |nc.
Revisions to: P.S.C. No. 10 - Tel ephone
Section 3
7'" Revi sed Page No. 6
4™ Revi sed Page No. 18
| ssued: July 2, 2001 Ef fective: Cctober 1, 2001

CASE: 01-C 0941

PUBLI C NOTI CE: Newspaper publication waived;
custoners notified via bill insert.



