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BEFORE THE   
PENNSYLVANIA PUBLIC UTILITY COMMISSION  

  
The Tax Cuts and Jobs Act of 2017         :  Docket No. M-2018-2641242    

_______________  
  

COMMENTS OF THE   
PENNSYLVANIA TELEPHONE ASSOCIATION  

_______________  
   

I.  Introduction  

The Pennsylvania Telephone Association (“PTA”),1 on behalf of its member companies,2 

submits these Comments in response to the Commission’s Secretarial Letter dated March 2, 2018, 

inviting comments addressing the impact of the federal Tax Cuts and Jobs Act of 2017 (“TCJA”) 

on Pennsylvania telecommunications carriers for 2018 and future years.3   In addition to the 

specific data requests directed to Pennsylvania’s incumbent local exchange carriers (“ILECs”), the 

Secretarial Letter also solicited input on:  

                                                 
1 The PTA is the state's oldest trade organization for the local exchange carrier industry serving largely in rural 
portions of the Commonwealth of Pennsylvania.  PTA represents nearly 30 telecommunications companies that 
provide a full array of services over wire line networks.  PTA members support the concept of universal service and 
are leaders in the deployment of advanced telecommunications capabilities.    

2 PTA is representing the following member companies (with their PUC utility codes in parentheses) which have not 
filed comments individually on this topic: Armstrong Telephone Company – North (312650); Armstrong Telephone 
Company – Pennsylvania (312350); Bentleyville Communications Company (310250); Citizens Telephone 
Company of Kecksburg (310650); Consolidated Communications of Pennsylvania Company, LLC (31550); 
Hancock Telephone Company (311500); Hickory Telephone Company (311550); Ironton Telephone Company 
(311650); Lackawaxen Telecommunications Services, Inc. (311700); Laurel Highland Telephone Company 
(311800); Marianna & Scenery Hill Telephone Company (312000); The North-Eastern Pennsylvania Telephone 
Company (312450); North Penn Telephone Company (312500); Palmerton Telephone Company (312700); 
Pennsylvania Telephone Company (312750); Pymatuning Independent Telephone Company (312800); South 
Canaan Telephone Company (3115916); TDS Telecom/Deposit Telephone Company (311100); TDS  
Telecom/Mahanoy & Mahantango Telephone Company (311950); TDS Telecom/Sugar Valley Telephone Company 
(313100); The United Telephone Company of Pennsylvania LLC d/b/a CenturyLink (313200); Venus Telephone 
Corporation (313400); West Side Telephone Company (313600); Windstream Buffalo Valley, Inc. (310369); 
Windstream Conestoga, Inc. (310850); Windstream D&E, Inc. (311050); Windstream Pennsylvania, LLC (312050); 
and Yukon-Waltz Telephone Company (313650) (collectively referred to herein as the “PTA Companies”).  

3 By Secretarial Letter dated March 26, 2018, the Commission granted an extension until May 25, 2018 for the PTA 
and its member companies to submit comments and responses to the data requests propounded by the Commission.  
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(1) all provisions, under either Chapter 30, the telecommunications carriers’ alternative 
regulation plans, or any other provision of the Public Utility Code and Commission 
regulations addressing the carriers’ or the Commission’s ability to adjust customer 
rates to account for the tax changes, including the rate reductions in the TCJA;  

  
(2) whether the Commission should adjust current retail and wholesale rates to reflect 

the effect of the tax rate reductions;  
  
(3) if so, the appropriate negative surcharge or other methodologies that would permit 

immediate modifications to consumer rates; and   
  
(4) whether the surcharge or other methodology should provide that any refunds to 

customers due to these tax rate reductions be effective as of January 1, 2018.  
    

As discussed in more detail below, the Commission must refrain from requiring the PTA 

Companies to reduce retail or wholesale rates in response to the change in federal corporate income 

tax rate due to the passage of the TCJA.  Unlike other Commission-regulated utilities, the PTA 

Companies are regulated under an alternative streamlined form of regulation found in Chapter 30 

of the Public Utility Code and approved by the Commission in the PTA Companies’ Chapter 30 

Plans.4  Chapter 30 and the Commission-approved Chapter 30 Plans are a complete substitution 

for traditional rate base/rate of return regulation and are the exclusive basis upon which the PTA 

Companies’ noncompetitive rates are regulated.  Nothing contained in Chapter 30 or these plans 

                                                 
4 Three PTA member companies – Hancock Telephone Company (“Hancock”), TDS Telecom/Deposit Telephone 
Company (“Deposit”), and West Side Telephone Company (“West Side”) – are multi-jurisdictional incumbent local 
exchange companies with the vast majority of their operations in jurisdictions other than Pennsylvania and, thus, 
have been granted waivers of their respective obligations to file an alternative regulation plan and network 
modernization plan pursuant to Chapter 30 of the Public Utility Code. See Petition of Hancock Telephone Company 
for Waiver of §§ 3003 and 3006 of Chapter 30 of the Public Utility Code (66 Pa. C.S. §§3003 and 3006), Docket 
No. P-00981445 (Order entered Nov. 8, 1999); Petition of West Side Telephone Company d/b/a West Side 
Telecommunications  for Waiver of §§ 3003 and 3006 of Chapter 30 of the Public Utility Code (66. §§3003 and  
3006), Docket No. P-00001809 (Order entered June 21, 2001); Petition of Deposit Telephone Company, Inc. for  
Waiver of Sections 3003 and 3006 of Chapter 30 of the Public Utility Code, Docket No. P-00032044 (Order entered 
Sept. 5, 2003).  These companies do not have any switching facilities in Pennsylvania and only have a combined 275 
access lines across the state.  In light of their extremely limited telecommunications operations in Pennsylvania, 
PTA submits that it would be administratively inefficient, unduly burdensome, and cost prohibitive to require 
Hancock, Deposit, or West Side to provide specific responses to the Commission’s data requests at Docket No. M-
2018-2641242.    
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requires the PTA Companies to adjust customer rates or authorizes the Commission to mandate 

retail and wholesale rate adjustments or impose negative surcharges or other methodologies, in 

order to account for presumed, potential tax savings which might result from the TCJA.   

Any attempt to revert to some form of rate base / rate of return regulation through retail 

and wholesale rate adjustments due to the TCJA would run completely afoul of Chapter 30, as 

amended by Act 183 in 2004.  Act 183 explicitly states that nothing in Chapter 30 shall “limit the 

requirement of section 1301…that rates shall be just and reasonable.” 66 Pa.C.S. § 1315(g).  

However, Act 183 does not authorize the Commission to recklessly misapply Section 1301 to 

eviscerate the General Assembly’s long-standing commitment to alternative regulation in the 

Commonwealth of Pennsylvania.   

For twenty-five years, Pennsylvania’s rural telecommunications carriers have been 

operating under some form of streamlined alternative regulation.  For the PTA Companies with 

price cap plans and models, those alternative regulation plans – and notably the exogenous events 

language in those plans – are the only lawfully recognized means by which to modify rates based 

upon qualifying events not included in the pricing model.  This exogenous events language also 

applies to the smaller PTA Companies who, while not subject to a price cap model form of 

alternative regulation, are not equivalent to the gas, electric, and water utilities which routinely file 

base rate cases, and thereby the effort required and likely negligible end result do not justify the 

use of Section 1301 of the Public Utility Code to mandate rate adjustments relative to the TCJA.  

Any proposition which would espouse that Section 1301 somehow permits Commission authority 

and discretion to reverse course and enter a self-inflicted morass of trying to quantify speculative 

and presumed impacts of the TCJA and then somehow applying whatever might result “as if” 

telecommunications carriers continue to have base rate cases will most certainly handicap 
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Pennsylvania’s rural telecommunications carriers in the marketplace and will needlessly encumber 

precious Commission resources.  These outcomes, PTA respectfully submits, are directly contrary 

to the alternative regulation scheme envisioned by the General Assembly. 

PTA appreciates the opportunity to submit written comments, but implores the 

Commission to recognize that the PTA Companies must be regulated in strict conformance with 

Chapter 30 and their Commission-approved plans.  PTA further stresses that any positions seeking 

to misapply Section 1301 in the context of the TCJA would be a costly, time-consuming, and ill-

placed effort to undermine the inroads made over the last twenty-five years by the General 

Assembly. Accordingly, consistent with the General Assembly’s move away from traditional rate 

base / rate of return regulation under Chapter 30 and then Act 183, the Commission should find as 

to the PTA Companies: (1) that requiring the PTA Companies to undertake an examination of the 

impact of the TCJA and then directing the PTA Companies to potentially adjust rates downward 

and/or impose negative surcharges or other mechanisms as a result of such tax changes constitutes 

an impermissible reversion to rate base / rate of return regulation in direct contravention of Chapter 

30 of the Public Utility Code and the PTA Companies’ Chapter 30 Plans; (2) that the TCJA does 

not in and of itself qualify as an exogenous event; and (3) that the TCJA does not warrant 

application of Section 1301 of the Public Utility Code.        

In addition, the TCJA impacts various aspects of federal tax calculations beyond the much-

publicized tax rate change.  State taxes also could be impacted by the TCJA.  The TCJA impacts, 

therefore, cannot be determined in advance, are not readily quantifiable as there are many facets 

that are yet-to-be distilled and then determined, and thus cannot be presumed to result in tax 

savings at this time.  The PTA Companies are not subject to regular base rate cases like the 

traditional gas, electric, water, and waste water utilities. 
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II.  Quantifying the Impact of TCJA is not a Simple Proposition  

  As a threshold matter, PTA observes that quantifying the impact of the TCJA, including 

any potential tax savings or benefits, remains a complex undertaking as the TCJA remains a 

relatively recent law that can have wide ranging impacts on companies.  There are many moving 

parts to consider when evaluating the impact of the TCJA.  Media sound bites have misled the 

public into believing that this is solely a simple 14% tax reduction for corporations.  This is the 

reduction in the corporate Federal Income Tax (“FIT”) rate from 35% to 21%.  This 35% tax rate, 

however, only applies to companies with Federal Taxable Income in excess of $18,333,333 

annually.  Prior to 2018, the FIT rate was calculated using a progressively higher tax rate as the 

amount of corporate taxable income increased.  For example, a corporation with taxable income 

of $75,000 paid only an 18.3% effective tax rate.  A corporation with $90,500 of taxable income 

paid 21.0% in 2017, the same rate it will pay in 2018.  The graph below illustrates the progressive 

nature of the pre-TCJA tax rates at various levels of federal taxable income in comparison to the 

TCJA’s flat tax rate.  This is especially important to the PTA’s smallest companies as further 

described in the Simplified Ratemaking section of these comments. 
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Moreover, the assumption that TCJA would result in decreased state corporate income taxes may 

not be accurate.  The Pennsylvania Department of Revenue (“DOR”) issued a policy change in 

their Bulletin 2017-02, reversing their prior administrative position on bonus depreciation.  Under 

current Pennsylvania law, any deduction for bonus depreciation taken under Section 168(k) of the 

Internal Revenue Code must be added back in the calculation of Pennsylvania Corporate taxable 

income.  The DOR’s prior administrative position allowed companies to fully depreciate the asset 

in the same year in which federal depreciation was completed.  This is especially important when 

considering 100% bonus depreciation where assets are expensed in year-one for federal income 

tax purposes.  Based on the prior DOR guidance, this asset would also be expensed in year one for 

state income tax purposes (since the federal depreciation was completed).  Under DOR Bulletin 

2017-02, state depreciation would not be completed until the asset is disposed of, increasing state 

taxable income until disposition.  This is a significant issue for capital intensive industries like 

telecommunications, and further illustrates the complexities involved in projecting the impact of 

TCJA.  Adding to the uncertainties surrounding the impact of the TCJA, legislation is pending 
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before the Pennsylvania General Assembly addressing the DOR policy regarding bonus 

depreciation. 

     
III.  Chapter 30 Alternative Regulation  

Twenty-five of the PTA Companies are subject to an alternative form of regulation under  

Chapter 30 of the Public Utility Code and their respective streamlined regulation plans (commonly 

referred to as the “Chapter 30 Plans”).5  All plans contain a price stability component which sets 

forth the principles and procedures applicable to changes in the companies’ rates which would 

otherwise be governed by the ratemaking methodology set forth in Chapter 13 of the Public Utility 

Code.  Chapter 30 and the Chapter 30 Plans expressly supersede traditional rate base/rate of return 

regulation under Chapter 13 and are the exclusive basis upon which the PTA Companies’ 

noncompetitive rates can be regulated.     

While the individual company Chapter 30 Plans may differ, there are two basic forms of 

alternative regulation available to each of the PTA Companies.  The first form is a Price Stability 

Mechanism, which is a type of price cap regulation.  The second is a Simplified Ratemaking Plan.  

Both forms of alternative regulation are a complete substitution for traditional rate base/rate of 

return regulation.  The Chapter 30 Plans govern the way in which the Companies make changes to 

prices for their non-competitive services.  Competitive services are not subject to rate regulation 

and are outside the scope of Chapter 30 Plans and this proceeding.   

All the PTA Companies’ Chapter 30 Plans were approved by orders of the Commission 

and include essentially the same terms and provisions for alternative regulation under Chapter 30 

                                                 
5 Hancock, Deposit, and West Side have received waivers of their respective obligations to file an alternative 
regulation plan and network modernization plan pursuant to Chapter 30 due to their nominal presence in 
Pennsylvania. See fn. 4 supra. 
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of the Public Utility Code, with some nuances not germane to the comments herein.  The following 

table provides a list of PTA Companies with Chapter 30 plans and pertinent details related thereto:    

  
Company Name  

Docket 
Number  

Most Recent 
Amendment / 
Approval Date 

PSM 
or  

SRP 

Armstrong Telephone Company – Pennsylvania P-00981425 6/3/2005  SRP

Armstrong Telephone Company – North P-00981426 6/3/2005  SRP

Bentleyville Communications Corporation  (formerly 
Bentleyville Telephone Company) P-00981427 

7/10/2015 (at P-
2015-2480769) PSM 

Citizens Telephone Company of Kecksburg P-00971229 11/24/2014 (at P-
2014-2407041) 

PSM

Consolidated Communications of Pennsylvania Company 
LLC (formerly North Pittsburgh Telephone Company) P-00981437 6/3/2005  PSM 

Hickory Telephone Company  P-00981431 
11/24/2014 (at P-
2014-2420088) PSM 

Ironton Telephone Company  P-00971182 
4/23/2014 (at P-
2014-2407033) PSM 

Lackawaxen Telecommunications Services Inc.  (formerly 
Lackawaxen Telephone Company) P-00981432 

11/24/2014 (at P-
2014-2420135) PSM 

Laurel Highland Telephone Company P-00981433 6/23/2005  SRP

Marianna & Scenery Hill Telephone Company  P-00981434 
7/10/2015 (at P-
2015-2480771) PSM 

North Penn Telephone Company  P-00981436 6/3/2005  SRP

North-Eastern Pennsylvania Telephone Company  P-00981435 
11/24/2014 (at P-
2014-2420108) PSM 

Palmerton Telephone Company  P-00981438 6/23/2005  SRP

Pennsylvania Telephone Company  P-00981439 6/23/2005  SRP

Pymatuning Independent Telephone Company P-00981440 6/3/2005  SRP

South Canaan Telephone Company Inc. P-00981441 6/3/2005  SRP

TDS Telecom/Mahanoy & Mahantango Telephone 
Company  P-00961115 6/3/2005  PSM 

TDS Telecom/Sugar Valley Telephone Company P-00961116 6/3/2005  PSM

The United Telephone Company of Pennsylvania LLC 
(d/b/a CenturyLink)  P-00981410 6/23/2005  PSM 

Venus Telephone Corporation  P-00981442 6/23/2005  SRP

Windstream Buffalo Valley, Inc.   
(formerly Buffalo Telephone Company) P-00981428 6/3/2005  PSM 
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Windstream Conestoga, Inc.   
(formerly Conestoga Telephone and Telegraph Company) P-00981429 6/3/2005  PSM 

Windstream D&E, Inc. (formerly   
Denver & Ephrata Telephone and Telegraph Company) P-00981430 6/3/2005  PSM 

Windstream Pennsylvania, LLC   
(formerly ALLTEL Pennsylvania Inc.)  P-00981423 6/23/2005  PSM 

Yukon-Waltz Telephone Company  P-00981443 6/23/2005  SRP

  
a. Price Stability Mechanism (“PSM”)  

Under the Company’s Chapter 30 Plans, the PSM6 replaces rate of return regulation.  

Instead of using expenses and return on investment to set rates, the PSM companies may change 

rates based on the rate of inflation.  Each year these companies calculate their allowable rate 

increase using the growth in the Gross Domestic Product Price Index (“GDP-PI”).  The Price 

Stability Index (“PSI”) measures the allowable rate changes on a cumulative basis and 

establishes the authorized (i.e. highest) rates a company can charge for noncompetitive rates.  At 

the time each company elected PSM regulation, its initial PSI was set to 100.00.  Each year the 

PSI is revised to reflect the change in GDP-PI and impact of any “exogenous event” (discussed 

later in these comments).    

The Company’s actual rate level is measured by the Service Price Index (“SPI”).  At the 

time each Company elected PSM regulation, the SPI was also set to 100.00.  So long as the actual 

rate index (SPI) remains less than or equal to the authorized maximum rate index (PSI), the 

                                                 
6 Some plans refer to the PSM as the Price Stability Plan.  The Price Stability Plan and Price Stability Mechanism 
are functionally equivalent when it comes to measuring authorized and actual rates.  To avoid confusion, PTA refers 
to these as the Price Stability Mechanism or PSM. 
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Company may initiate rate changes7 in non-competitive services.  The SPI only changes when a 

Company makes a filing to change its rates.  

 

b. Simplified Ratemaking Plan (SRP)  
  
Like the PSM mechanism, the Simplified Ratemaking Plan (SRP) governs changes in rates 

which would otherwise be governed by the traditional ratemaking methodology set forth in Chapter 

13 of the Public Utility Code.  Rate increases for noncompetitive services can be sought so long as 

the Company’s return on common equity capital does not exceed its cost of common equity 

capital. 8   To date, very few SRP rate filings have been initiated by the PTA Companies.  

Complaints or other challenges can only be brought forward “if the Company’s jurisdictional 

earnings … result in a return on jurisdictional common equity capital in excess of its cost of 

common equity capital….”9  As a result, a complaint against an SRP company cannot be filed 

solely because the company has not implemented any rate changes following the enactment of the 

TCJA.    

Many of the smallest PTA members are regulated under the SRP.  These SRP companies 

serve a total of 19,073 access lines out of the approximately 4.7 million lines10 in Pennsylvania, 

or, on average, approximately 1,900 lines per SRP company.    

                                                 
7 These rate changes remain subject to certain other consumer safeguards included in the Chapter 30 Alternative 
Regulation Plans such as limits on the number of filings per year and the amount of the rate increase on a per-line 
basis. 

8 See, e.g., Amended Streamlined Form of Regulation and Network Modernization Plan of Palmerton Telephone 
Company, Docket No. P00981438F1000 ( amended March 4, 2005) (“Palmerton Plan”).  The Palmerton Plan is 
used as an example for purposes of these Comments and provides a representative sampling of the language found in 
nearly all of the PTA Companies’ Chapter 30 Plans.  

9 Palmerton Plan at 22.  

10 Re: Recalculation of the Pennsylvania Telecommunications Relay Service Surcharge, Docket No. M-
20172582552; M-00900239.  
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c. The Exogenous Events Clause under the Chapter 30 Plans  
  
Exogenous events are positive or negative changes in the Company’s revenues or expenses 

as defined in the Chapter 30 Plans of the PTA Companies.11  This clause applies to both PSM and 

SRP companies.  The plans for the PTA Companies – as well as for Verizon North –include  

language similar to the following excerpt regarding the application of exogenous events:  

11.  Except as otherwise noted, any changes or events within the Company’s 
control are excluded as exogenous events.  Notwithstanding any other 
limitations specified herein, the Company, OTS, OCA, OSBA,, or other 
parties in interest may request the Commission to make special revenue 
adjustments beyond the scope of the PSI to recognize exogenous events 
(“Z”), including but not limited to the following:  

  
a. Jurisdictional shifts in cost recovery where interstate revenues 

actually change;  
b. Subsequent regulatory and legislative changes (state & federal) 

which affect revenue and/or costs, to the extent not captured in 
GDP-PI; and   

c. Unique changes in the telephone industry which are not reflected 
in the overall inflation factor as measured by GDP-PI and are 
outside the Company’s control.  

  
The institution of a universal service type fund in Pennsylvania and any 
requirement that the Company participate as a contributor and/or a 
recipient shall be a qualifying exogenous event to the extent the Company 
is either a net contributor to or a net recipient from such fund.  Conversion 
of the Company from average schedule settlements to a cost based or other 
format shall be qualifying exogenous events.  Any change to Generally 
Accepted Accounting Principles (“GAAP”) that are reflected as changes in 
regulatory accounting requirements for cost determination and ratemaking 
purposes that will result in cost changes are an exogenous event.  Other 
examples of exogenous events include the implementation of number 
portability and IntraLATA presubscription [footnote omitted].  Exogenous 
revenue changes shall be flowed through on a dollar for dollar basis, 
utilizing the most recent per book revenue levels, without any investigation 
or review of earnings.  Exogenous expense events shall be flowed through 
dollar for dollar on the basis of review of that single expense item for which 
an exogenous event is sought without any investigation or review of 

                                                 
11 See, e.g., Palmerton Plan at 11.     
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earnings, utilizing the most recent per book level of such expense.  Results 
shall be adjusted to recognize the impact of related taxes.  The "75 day 
procedure," as recited above in paragraph 10, shall apply to such 
exogenous events.12  

  
The Commission has already determined that corporate income tax rate changes - like the 

TCJA at issue herein – are not a qualifying exogenous event.13  Nothing in the TCJA warrants a 

departure from this determination.  For that reason alone, the tax changes from the TCJA are not 

exogenous events under the PTA Companies’ Chapter 30 Plans.   

Should the Commission decide to reconsider its determination (and PTA submits that it 

should not), it would have to consider whether the potential reduction in taxes from the TCJA 

would be a change that qualifies based upon the three exogenous events criteria set out in the 

excerpt above.  A plain reading of that text should demonstrate that the TCJA is not an exogenous 

event.  The TCJA clearly does not create a jurisdictional shift in cost recovery (criteria (a)), nor is 

it a change unique to the telephone industry (criteria (c)).  That leaves only criteria (b) – subsequent 

regulatory and legislative changes (state & federal) which affect revenue and/or costs, to the extent 

not captured in GDP-PI – as a possible basis for invoking the exogenous events clause in the 

Chapter 30 Plans.  

Three prongs must be met for the TCJA to satisfy (b) above.  First, the TCJA must meet 

the definition of a federal legislative change.  PTA does not dispute this is true.    

                                                 
12 Palmerton Plan at 14-15; see also id. at 25 (regarding recognition of exogenous events in the context of SRP 
filings).   

13 Re: Bell Atlantic – Pennsylvania, Inc.’s Petition and Plan for Alternative Form of Rate Regulation Under Chapter 
30, Docket No. P-00930715; P-00930715C001; and P-00930715C002 (Order entered June 28, 1994), slip op. at 
114-122 (“Bell PA Ch. 30 Proceeding”); see also Comments and Data Responses of Verizon Pennsylvania LLC and 
Verizon North LLC, Docket No. M-2018-2641242 (filed March 27, 2018) at 6-9 (discussing the Commission’s 
disposition of the issue in its June 28, 1994 Order in the Bell PA Ch. 30 Proceeding).  
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Second, although not quantified at this time, there would need to be an impact on a 

company’s revenues and/or costs.  And, for some companies, there is no near-term impact on 

revenues and/or expenses.14  For incorporated corporations (“C-Corp”), the impact of the TCJA on 

corporate income tax expense is uncertain due to the complex provisions of the TCJA as well as 

the corporate filing structures of those companies.  Certain C-Corp companies may file on a 

consolidated basis with its parent company and other affiliates.   Also, the TCJA has provisions 

impacting multi-national companies for which guidance has yet to be issued.  However, pass 

through entities like Partnerships, Subchapter S-Corporations, and Limited Liability Companies 

that elect to be treated as pass through entities would not experience any change in corporate taxes 

from the TCJA.  As such, the TCJA could not qualify as an exogenous event for those companies 

and could only be further considered as a possible exogenous event in the context of C-Corps.    

Third, the change impacting revenue and/or costs cannot be captured in GDP-PI.  It is the 

last prong where the TCJA fails to qualify as an exogenous event for any remaining PTA 

Companies.  Notwithstanding the fact that the Commission has already agreed that the cost impacts 

arising from one-time changes in corporate tax rates are captured in the GDP-PI inflation index,15 

changes in federal corporate tax rates are applicable to firms throughout the economy and thus are 

included in GDP-PI.    

GDP-PI measures the changes in prices of goods and services that are included in the U.S. 

Gross Domestic Product.  To create a relative measure of the growth in GDP-PI, current prices are 

compared to “base year” prices16 for the same goods and services.  GDP-PI is calculated as follows:     

                                                 
14 See Frontier Communications Comments (filed March 27, 2018).   

15 See Bell PA Ch. 30 Proceeding at 114 and 120-22. 

16See Bureau of Economic Analysis, U.S. Department of Commerce available at 
https://www.bea.gov/iTable/iTable.cfm?reqid=19&step=2#reqid=19&step=3&isuri=1&1921=survey&1903=4.  
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  Price Index in 2018  =  Price of Representative Market Basket x 2018 Prices  x 100 
 

  Price of Representative Market Basket x Base Year Prices  
  

Should expenses be reduced across the economy, prices are lowered in the national economy, 

which, in turn, leads to a lower GDP-PI.  Thus, treating the TCJA as an exogenous event would 

result in doubling the financial impact on the PTA Companies – once through a lower GDP-PI and 

a second time by implementing the change based on the Companies’ specific tax circumstances.  

Furthermore, as previously discussed, the SRP companies operate under a form of 

regulation which is a complete substitution for traditional rate base/rate of return regulation.   

Unlike other rate of return regulated industries (e.g., electric, gas, water), the Commission 

historically used residual ratemaking to set prices for regulated telephone service.  Residual pricing 

is a tariff pricing mechanism used by utility regulators in the monopoly environment in which 

access and toll rates, as well as vertical local services, are priced at rates well above their costs, but 

at prices that the market will bear, in order to keep basic local exchange telephone service rates 

affordable.  This has long been the practice in Pennsylvania, as the Commission recognized in its 

1999 Global Order17 at Docket Nos. P-009914648 and P-00991649.18  That same proceeding saw 

the PTA Companies increase their residential local rates to $10.83.  This increase in rate was not 

based on the Companies’ specific costs and rate bases, but instead was designed to mirror the Bell 

Atlantic-Pennsylvania rate of $10.83 per line.19  Further local rate increases were implemented 

within the parameters of revenue neutral rate rebalancing and the PUC’s local rate ceiling 

                                                 
17 Joint Petition of Nextlink Pennsylvania, Inc. et al., 93 Pa P.U.C. 172 (Opinion and Order entered Sept. 30, 1999), 
196 P.U.R.4th 172, aff’d sub nom. Bell Atlantic-Pennsylvania, Inc. v. Pa. PUC, 763 A.2d 440 (Pa. Cmwlth. 2000) 
vacated in part sub nom. MCI Worldcom Inc. v. Pa. PUC, 844 A.2d 1239 (Pa. 2004) (state court lacked jurisdiction 
to review unbundled network elements decision) (“Global Order”). 

18 Global Order, slip op. at 15. 

19 Id. at 145, 152, 199 n.191. 
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limitations. 20   Intrastate traffic sensitive switched access rates were changed in the Global 

proceeding to mirror the interstate rates.  For the SRP companies, this meant mirroring the NECA 

tariff which is developed using nationwide revenue requirements and demand. 21   Intrastate 

terminating switched access rates still mirror interstate terminating rates in compliance with FCC 

rules.  Local and switched access services represent a significant portion of the SRP companies’ 

tariffed services, yet they are not based on company-specific costs.   Consequently, requiring 

Pennsylvania’s smallest ILECs to revise rates as a result of a potential change in costs is wholly 

inappropriate when (1) that change is not an exogenous event and (2) the rates in question are not 

based on actual costs.  

  
IV.  Assuming Arguendo the TCJA Is Deemed an Exogenous Event, Implementing that 

Concept would be a Meaningless Exercise.  
   

For the reasons addressed above, the TCJA is not an exogenous event.  If the Commission 

were to somehow find that the TJCA is a qualifying exogenous event, immediate rate adjustments 

or customer refunds would not necessarily follow under the Chapter 30 Plans.  As previously 

addressed in Section III (a) above, the PSI measures the authorized rate level and is increased or 

decreased based upon the impact of an exogenous event.  The language may vary from plan to 

plan, but the PSI calculation generally follows the following basic formula:22  

New PSI = Current PSI (1 + % ∆ GDP-PI -X ± Z)  

Where:  

                                                 
20 Id. at 201. 

21 See id. at 48-55. 

22 See generally Palmerton Plan at 11. 
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New PSI  

The new allowed maximum change in price for the noncompetitive service 
category based on the cumulative price cap through the current twelve-month 
period.  

  
Current PSI  

The current allowed maximum change in price for the noncompetitive service 
category based on the cumulative price cap through the previous twelve-month 
period. [footnote omitted]  

  
% ∆ GDP-PI  

The percentage change in Gross Domestic Product Price Index based on the 
quarter ending six months prior to the effective date of the new annual tariff and 
the corresponding quarter of the previous year (September 30th).  

  
X  

Productivity Offset = Zero  

  
Z  

The effect of any exogenous changes.  Exogenous changes are positive or 
negative changes in the Company's revenues or expenses as defined in the Plan.  

  
If, following any negative adjustment for the TCJA, a company’s PSI is still higher than its 

SPI (measure of actual rates), the company would not be required to implement any rate reduction.  

For illustration purposes, consider a company with $1,000,000 of intrastate revenue, a PSI of 125, 

and an SPI of 100.  If this company experienced a $100,000 savings due to the TCJA and the 

Commission determined these savings to be an exogenous event, no rate change would be required.  

The ‘Z’ adjustment would be minus 10 (-10) based on a $100,000 reduction divided by $1,000,000 

in revenue and would be subtracted from the existing PSI to arrive at a new PSI of 115 (125 – 10).  

Because the company’s actual rate index is lower than the PSI (authorized rate level), no rate 

changes would be required under the company’s Chapter 30 plan.  Therefore, the concept of the 

TCJA constituting an exogenous event does not automatically translate to rate changes under the 

PTA Companies’ Chapter 30 plans. 

  
V. Assuming Arguendo the TCJA Is Deemed an Exogenous Event and Rate Changes Were 

Required, Rate Changes Should Be Prospective Only and Should Not Be Implemented 
Through the State Tax Adjustment Surcharge (“STAS”) Mechanism  
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The Simplified Ratemaking Plan methodology approved by the Commission already 

addresses whether those companies remaining on SRP regulation should implement any rate 

changes retroactively.  As noted in the SRP:  

Noncompetitive rates are only subject to an excess earnings complaint or 
other challenge if the Company’s jurisdictional earnings as calculated 
using the applicable procedure set forth in Schedule A or B result in a 
return on jurisdictional common equity capital in excess of its cost of 
common equity capital as calculated above.  Upon a successful complaint 
or other challenge, rates may change prospectively only.23 
  

Should the Commission conclude that there is a requirement to flow through savings from 

the TCJA to customers, the Chapter 30 Plans already have mechanisms in place to allow companies 

to reduce rates through tariff filings.  Tariff filings can be submitted based on the individual needs 

and unique circumstances of each company.  This flexibility must be maintained in lieu of more 

rigid measures like the STAS.  In fact, the STAS mechanism is not a valid vehicle to implement a 

change in federal tax rates.  

The PTA Companies reflect changes in certain, specific state tax rates, up or down, while 

operating under authority of their Chapter 30 Plans.  This is done in compliance with 52 Pa. Code  

§ 69.51, which defines the STAS as follows:  

The surcharge implemented under the State Tax Adjustment Procedure 
Order of the Commission dated March 10, 1970, as amended, which permits 
utilities under its jurisdiction to recover portions of the Capital Stock Tax, 
Corporate Net Income Tax and Gross Receipts Tax and the Public Utility 
Realty Tax through a surcharge on the rates charged to customers.     

  
By its very definition, the STAS cannot be applied to changes in federal taxes.  STAS is 

only available for changes to a very specific set of state tax rates.  Federal corporate income tax 

rate changes do not fall into this definition.  While changes in the Corporate Net Income Tax are 

                                                 
23 Palmerton Plan at 22 (Plan B, Section B.(A).4.c.) (emphasis added). 
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included in the definition, further investigation demonstrates that this refers only to state corporate 

income tax rates.  The state corporate net income tax rate remains unchanged, so the STAS cannot 

be used as a vehicle to pass TCJA tax savings through to consumers.   

  The obligations set forth in 52 Pa. Code § 69.51 date back to March 10, 1970.  The STAS 

mechanism is available exclusively for changes which would “increase or decrease rates.” See 52 

Pa. Code § 69.52.  As such, only rate changes for the four state taxes noted above are eligible to 

be included in the STAS rate.   This is codified under 1 Pa. Code § 3.1(a)(9) (relating to contents 

of Code) as documents which are found to be general and permanent in nature as follows:     

Exhibit A STATE TAX ADJUSTMENT 
PROCEDURE   

   BY THE COMMISSION, March 10, 1970:   

By enactments at the end of 1969 and during February of 1970, the Legislature 
has retroactively increased the rates of three types of taxes paid by public utilities, 
and has imposed a new tax upon real estate of public utilities, as follows:   

 
  Former Rates Present Rates Increase  
Capital Stock Tax …  6 Mills 7 Mills 1 Mill  
Corporate Net Income Tax … 7.5%  12% 4.5%  

Gross Receipts Tax … 20 Mills 45 Mills 25 Mills  

Realty Tax …  None 30 Mills 30 Mills  
  

In sum, the STAS mechanism is only appropriate for a change in rates for the specific taxes 

outlined above.  

  
VI.  Conclusion  
  

The competitive nature of the telephone industry already restricts the ability of the PTA 

Companies to increase local service rates.  Impermissibly requiring the PTA Companies to adjust 

rates downward and/or impose negative surcharges or other mechanisms as a result of tax changes 
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from the TCJA would be in direct contravention of Chapter 30 of the Public Utility Code and the 

PTA Companies’ Chapter 30 Plans.  Under the alternative regulation Chapter 30 Plans, which were 

approved by this Commission and serve as a complete substitution to traditional rate-of-return 

regulation, tax changes fall outside the definition of a qualifying exogenous event.  In fact, the 

Commission already considered this issue in conjunction with the very first alternative ratemaking 

plan proceeding.24  Nothing in the TCJA warrants a departure from this practice.  For the reasons 

set forth above, PTA respectfully submits that the Commission determine and find relative to the 

PTA Companies: (1) that requiring the PTA Companies to undertake an examination of the impact 

of the TCJA and then directing the PTA Companies to potentially adjust rates downward and/or 

impose negative surcharges or other mechanisms as a result of such tax changes constitutes an 

impermissible reversion to rate base / rate of return regulation in direct contravention of Chapter 

30 of the Public Utility Code and the PTA Companies’ Chapter 30 Plans; (2) that the TCJA does 

not in and of itself qualify as exogenous event; and (3) that the TCJA does not warrant application 

of Section 1301 of the Public Utility Code.   

                                                 
24 See Bell PA Ch. 30 Proceeding, supra. 




