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Q. Please state your name and business address. 1 

A. My name is Karen Y. Chang, and my business address is 527 East 2 

Capitol Avenue, Springfield, Illinois 62701. 3 

 4 

Q. By whom are you employed and in what capacity? 5 

A. I am employed by the Illinois Commerce Commission (“Commission”) as 6 

an Economic Analyst in the Rates Section of the Telecommunications 7 

Division. 8 

 9 

Q. Please describe your educational and occupational background. 10 

A. I received a Bachelor’s Degree in Accountancy in 1993 and a Master’s of 11 

Business Administration in 2001 from the University of Illinois in 12 

Springfield.  I am a Certified Public Accountant and a Certified Internal 13 

Auditor.  I held positions as a staff accountant and an Internal Auditor for 14 

eight years before I began working for the Commission as an Economic 15 

Analyst in the Rates Section of the Telecommunications Division in 2000. 16 

 17 

Q. Please briefly describe your duties with the Commission. 18 

A. My responsibilities include providing expert testimony in docketed 19 

proceedings that have cost of service and rate implications for 20 

telecommunications services.  I also review the wholesale and retail tariff 21 

filings of telecommunications carriers.  Further, I am responsible for 22 

reviewing the managerial, technical, and financial capabilities of 23 
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companies seeking approval to do business in Illinois as competitive local 24 

exchange carriers (“CLECs”).  25 

  26 

Q. Have you testified in prior Commission proceedings? 27 

A. Yes, I have testified in several proceedings regarding telecommunication 28 

long-run service incremental costs (LRSIC), imputation tests, Alternative 29 

Regulation, as well as reorganization matters.  The most recent 30 

reorganization proceedings I testified in are: Docket 07-0043, 31 

CenturyTel/Gallatin River; Docket 07-0191, Fairpoint/Verizon; and 08-32 

0645, CenturyTel/Embarq reorganization.    33 

 34 

Q. What is the purpose of your Direct Testimony in this proceeding? 35 

A. The purpose of this testimony is to determine whether the proposed 36 

reorganization will result in any adverse rate impacts on retail customers 37 

as required by Sections 7-204(b)(7) of the Public Utilities Act (“PUA”) and 38 

offer a recommendation to assure that the requirements will be met.  39 

 40 

Q. What is the requirement of Section 7-204(b)(7)? 41 

A. This section of the PUA provides that the Commission cannot approve a 42 

proposed reorganization unless it finds that: “the proposed reorganization 43 

is not likely to result in any adverse rate impacts on retail customers.” 44 

 45 
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Q. Did the Joint Applicants’ witness make any statements regarding the 46 

intent of the Joint Applicants with respect to Section 7-204(b)(7)? 47 

A. Yes.  Frontier witness Daniel McCarthy specifically acknowledged that the 48 

“very same … tariffs that currently apply to … retail customers” before the 49 

transaction will apply after the proposed reorganization is closed for all the 50 

Verizon North and South exchanges.1  Mr. McCarthy further stated that 51 

Frontier will offer the same regulated intrastate retail services as Verizon’s 52 

customers receive today and over time, Frontier intends to offer customers 53 

new service choices that are currently available to Frontier’s existing 54 

customers, as well as new products, promotions and services Frontier 55 

may make available in the future.2   56 

 57 

Q. Do Joint Applicants provide a specific time period for the same rates 58 

to apply after the closing of the transaction? 59 

A. No.  The Joint Applicants do not provide a specific time period in the 60 

Application, Mr. McCarthy’s Direct Testimony, or their response to Staff 61 

Data Request JZ 2.06A, although Frontier represents that it “has no plans 62 

to change any of those rates.” 63 

 64 

Q. What information does Staff Data Request JZ 2.06A seek and what 65 

was the Joint Applicants’ response? 66 

A. Data Request JZ 2.06A asked Frontier to state: 67 

                                            
1
  Joint Applicants’ Exhibit 1.0 at 41. 

2
  Id. 
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 whether Frontier intends to offer the regulated intrastate 68 
services that Verizon’s customers currently receive today at 69 
the same rates that Verizon’s customers currently receive 70 
today, and if so, for how long.  If not, please identify any 71 
planned changes in rates[.]  72 

 73 
Frontier’s Response was: 74 

 After the completion of the transaction, Frontier intends to 75 
offer the regulated intrastate services that Verizon’s 76 
customers currently receive today at the same rates that 77 
Verizon’s customers currently receive today.  Frontier has no 78 
plans to change any of those rates. 79 

  80 

Q. Does the response to Data Request JZ 2.06A concern you? 81 

A. Yes, it does. While Mr. McCarthy states that Frontier has no present 82 

intention to change rates at the completion of the transaction, he failed to 83 

give any indication how long the Commission might expect rates to stay 84 

the same. 85 

 86 

Q. Is there anything specific to this transaction that causes you to have 87 

misgivings about Joint Applicants’ failure to commit to keeping 88 

current rates in effect for a specified period?  89 

A. There are two underlying reasons that cause me concern regarding Joint 90 

Applicants’ failure to commit to keeping current rates in effect for a 91 

specified period.  First, Frontier has failed to conduct any analysis to 92 

determine whether it can continue to charge Verizon’s current rates, or 93 

more pointedly, whether any changes to operations resulting from the 94 

merger would cause Frontier to seek an increase in rates.  Second, at the 95 

closing of this merger transaction, Frontier will inherit the books, records 96 
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and rates of Verizon.  Verizon is a rate of return company regulated 97 

primarily under Article IX of the PUA, and its rates were set in its last rate 98 

filing in 1994.  I will explain more fully below that the rate structure may not 99 

be appropriate for Frontier after 15 years. 100 

  101 

Q. Why do you say that Frontier failed to conduct any analysis as to 102 

whether or not Verizon’s rates are appropriate?  103 

A. I base this opinion on data request responses.  Joint Applicants stated in 104 

their response to Data Request JZ 2.06B that Frontier did not calculate or 105 

quantify the existing return on regulated intrastate services in Illinois.  106 

Also, Frontier answered Data Request 3.01C.i that:  107 

 Frontier has no plans to change rates of regulated intrastate 108 
services. Many variables would be evaluated if it were to 109 
consider any future rate changes. These variables include, 110 
for example, market conditions; price elasticity of demand; 111 
changes in technology; and changes in operating costs and 112 
capital expenditures.3   113 

 114 

 Further, Staff Witness Samuel S. McClerren testified that the due diligence 115 

study performed by the purchaser lacked detail.4  116 

  117 

Q. Why does the existing Verizon rate structure cause you to have 118 

misgivings? 119 

A. My general understanding of the current Verizon rate structure and the 120 

changes in telecommunications technology, regulation and market 121 

                                            
3
  Applicant responses to DRs JZ 2.06 and 3.01. 

4
  ICC Staff Exhibit1.0, Direct Testimony of Samuel S. McClerren, pps 36-40 
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structure compel me to believe that the rate structure may well need to be 122 

updated. 123 

  124 

Q. Please describe the background of current Verizon rate structure.  125 

A. Verizon (then known as General Telephone, or GTE) last filed a rate case 126 

in 1993. Order at 1, In re GTE North, Inc., ICC Docket Nos. 93-0301 / 94-127 

0441 (consol.) (1994 Rate Order). Pursuant to this and related filings, the 128 

Commission approved rates for GTE North, based on a rate-base, rate-of-129 

return analysis, on October 11, 1994. 1994 Rate Order at 81-82. Verizon 130 

South has been operating under a rates structure inherited from its 131 

predecessor, GTE South, which in turn inherited its rate structure from its 132 

predecessor, Alltel Illinois. See Order, Joint Petition of Alltel Illinois, Inc. 133 

and GTE South, Incorporated, ICC Docket No. 93-0164 (August 4, 1993) 134 

(Commission approves of transfer of Alltel exchanges to GTE South 135 

approved, conditioned upon adoption by GTE of Alltel rates and tariffs).   136 

  These rates were in effect when Verizon sought to acquire GTE, 137 

including the GTE Illinois properties, in 1998. See Order, GTE Corporation 138 

and Bell Atlantic Corporation: Joint application for the approval of a 139 

corporate reorganization involving a merger of GTE Corporation and Bell 140 

Atlantic Corporation, ICC Docket No. 98-0866 (October 29, 1999)(Merger 141 

Order). In the Merger Order, the Commission approved Verizon’s 142 

acquisition of GTE, subject to certain conditions, including a condition 143 

requiring Verizon to reduce residential and business local usage rates by 144 
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$6.6 million, and other rates by $3.42 million. Merger Order, Condition 1. 145 

The Commission further ordered Verizon to file a general rate case “in no 146 

event later than the third year after the merger closes” as a condition of 147 

approval. Id., Condition 7.  The Commission further conditioned its 148 

approval of the merger upon Verizon not seeking any increase in local 149 

residential or business rates until such time as it filed a general rate case. 150 

Id., Condition 8. In addition, the Commission ordered that 50% of merger 151 

savings be allocated to Illinois consumers. Id. at 101(Lexis pagination). 152 

  On May 21, 2003, the Commission entered its Order on Reopening, 153 

GTE Corporation and Bell Atlantic Corporation: Joint application for the 154 

approval of a corporate reorganization involving a merger of GTE 155 

Corporation and Bell Atlantic Corporation, ICC Docket No. 98-0866 (May 156 

21, 2003)(Merger Order on Reopening). In the Merger Order on 157 

Reopening, the Commission approved a Memorandum of Understanding 158 

(MOU) between Verizon, the Attorney General, the Citizens Utility Board, 159 

and AT&T which: (a) reduced rates by $25.35 million, including reductions 160 

in residential and business local usage rates of $23.16 million; (b) deleted 161 

the sharing of merger savings; and (c) determined that Verizon need not 162 

file a general rate case. Merger Order on Reopening at 2, 3, 5 (Lexis 163 

pagination). The MOU expired by its terms at the end of five years. 164 

However, Verizon continues to operate under the rates established in the 165 

MOU. 166 

 167 
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Q. What are the differences in telecommunication regulation since 1994 168 

in regards to services regulated by this Commission? 169 

A. In 1994, carriers provided a relatively discrete set of noncompetitive 170 

services using their telephone infrastructure.  The issue of allocating costs 171 

between intrastate and interstate jurisdictions complicated intrastate 172 

ratemaking in 1994.  Since 1994, these complications have only 173 

increased.  In particular, jurisdictional separations have became 174 

increasingly more complex over time as federal accounting and 175 

informational reporting rules have changed.  Furthermore, Illinois statutes 176 

allow carriers to classify (or reclassify) services as competitive, thereby 177 

removing them from rate-of-return regulation.  As a result, incumbent 178 

carriers now provide a mix of both non-competitive and competitive 179 

services using common telephone plant.  In addition, incumbent carriers 180 

now provide services such as broadband DSL service using telephone 181 

plant.  These services either did not exist or were nascent technologies in 182 

1994.  Incumbents also have increasingly provided services using 183 

economic inputs that are shared with their competitive and/or unregulated 184 

affiliate entities.   Thus, incumbent carrier telephone company plant is 185 

used today to provide a complicated jurisdictional (i.e., interstate versus 186 

intrastate), regulatory (i.e., non-competitive versus competitive versus 187 

unregulated), and organizational (i.e., incumbent versus affiliate) mix of 188 

services.  Disentangling this mix for purposes of making appropriate rate 189 
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case determinations would certainly prove difficult and perhaps nearly 190 

impossible. 191 

 192 

Q. Are there any changes in technology and market structure since 193 

1994 that you believe affect any decision Frontier might make 194 

regarding rates after closing the transaction. 195 

A. There are several. Perhaps the most significant is the increasing tendency 196 

of telecommunications customers to substitute wireless service for wireline 197 

service. Similarly, competitive local exchange carriers (CLECs) are 198 

authorized by federal law to interconnect with Verizon and compete with 199 

Verizon for customers. Further, cable companies now provide 200 

telecommunications service to customers using some variant of Voice 201 

over Internet Protocol (VoIP).  This competitive pressure did not exist in 202 

1994.  203 

 As a result of competitive pressure, it is my understanding that the Verizon 204 

companies have lost a significant number of access lines in Illinois in the 205 

past several years. This is clearly a source of concern for a rate base rate-206 

of-return company because line loss will logically require it to recover 207 

more money per line to make up for lost lines.  208 

 209 

Q. Are there any other changes that you believe affect a decision 210 

Frontier might make regarding rates after closing the transaction? 211 
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A. Frontier will be assuming the current billing and operational systems that 212 

serve the merger territories.  There is little assurance that these systems 213 

will be able to operate at the same or less cost than they now incur.  It is 214 

reasonable to expect that Frontier may incur further expense as it 215 

attempts to merge these diverse billing and operational systems. 216 

 217 

Q. Do you think Frontier may seek rate increases after the merger? 218 

A.  As I explained the underlying reasons above, I believe it is likely that 219 

Frontier will seek retail rate increases sometime in the near future.  The 220 

only unanswered question is when it will do so.  221 

 222 

Q. What is the reason for the need of a commitment to a rate freeze for a 223 

specified period?  224 

A. Essentially, it is meaningless to have a retail rate freeze requirement 225 

without a minimum time limitation.  If such a requirement is not imposed, 226 

upon closing of the merger, Frontier could effectuate rate increases for 227 

competitive services rate immediately, upon one day’s notice, and for 228 

noncompetitive rates on 45 days’ notice. 229 

 230 

Q. Do you have a recommendation regarding the length of time the 231 

rates should remain frozen? 232 

A. Yes.  I recommend a freeze on all regulated retail rates (competitive and 233 

noncompetitive) to last no less than three years.  This would be a 234 
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minimum freeze period designed to give the company an opportunity to 235 

actually realize all net merger costs (which, of course, could be savings).  236 

No retail rate increases could be sought before three years expire.  No 237 

sooner, but anytime after three years, Frontier is free to propose 238 

noncompetitive and competitive retail rate increases.  However, in doing 239 

so, Frontier must present a rate case in order to make any noncompetitive 240 

rate increases.   241 

    242 

Q. Please state your recommendation. 243 

A. In my opinion the reorganization plan would satisfy the requirements in 244 

Sections 7-204(b)(7) of the PUA provisions only if the applicants are 245 

willing to freeze the rates for intrastate retail services for three years from 246 

the time of merger closing.  I also recommend the Commission to require 247 

Frontier to present a rate case in order to make any noncompetitive rate 248 

increases after the freeze period.    249 

 250 

Q. Does this conclude your Direct Testimony? 251 

A. Yes. 252 


