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I. INTRODUCTION1

Q. Please state your name, title and business address.2

A. My name is Stephen Edward Smith.  I am the Vice President of Business Development 3

for Verizon’s Telecom Group.  My office is located at One Verizon Way in Basking 4

Ridge, New Jersey, 07920.5

6

Q. Please describe your educational and professional background.7

A. I hold a Bachelor of Science degree in Business Administration from Georgetown 8

University in Washington D.C.  I have worked for Verizon or its predecessor companies 9

for my entire professional career.  This year I completed 32 years of service.  During that 10

time, I have filled roles in accounting, budget planning, financial analysis, strategic 11

planning and business development.12

13

Q. Please describe your current duties for Verizon.14

A. In my current position, I identify, evaluate, and – if appropriate – recommend and 15

execute business development for the group of companies that comprise Verizon’s 16

Telecom Group.  Business development can take many forms, including mergers, 17

acquisitions, dispositions, joint ventures, and strategic partnerships.  I have been in my 18

current role for Verizon since 2000.  I have direct experience with various transactions 19

involving access line transfers, including the mergers of Bell Atlantic with Nynex and 20

with GTE, and transactions between Verizon and Alltel, CenturyTel, FairPoint, and The 21

Carlyle Group.  22

23
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Q. Please describe your involvement with the transaction between Verizon and 24

Frontier for which they seek approval in this proceeding.25

A. I was Verizon’s business team leader for this transaction.  I led the Verizon team that 26

conducted Verizon’s diligence on Frontier and negotiated the Merger Agreement and the 27

rest of the transaction documents.  I subsequently have been coordinating Verizon’s 28

creation and operation of a standalone operating region within Verizon (the “North 29

Central Area”) which includes the operations of Verizon North and Verizon South.  The 30

personnel, operational support systems, and other assets of the North Central Area will 31

become Spinco assets and will transfer to Frontier when the transaction closes.32

33

Q. On whose behalf are you offering rebuttal testimony?34

A. My rebuttal testimony is offered on behalf of Verizon Communications Inc., Verizon 35

North Inc., Verizon South Inc. and New Communications of the Carolinas. (Verizon).36

37

Q. What is the purpose of your rebuttal testimony?38

A. The purpose of my testimony is to respond to the portions of the testimony submitted by 39

witnesses for the Staff of the Illinois Commerce Commission (“Staff”), The Attorney 40

General / Citizen’s Utility Board (AG-CUB), Comcast Phone of Illinois, LLC, d/b/a 41

Comcast Digital Phone (Comcast), The International Brotherhood of Electrical Workers, 42

Locals 21, 51 and 702 (IBEW), the Department of Defense and all other Federal 43

Executive Agencies in Illinois (DoD/FEA), and the Illinois Public Telecommunications 44

Association (IPTA) (collectively, “Intervenors”) that relate to Joint Applicants’ plans to 45

transfer replicated versions of Verizon’s existing operational support systems to Frontier.46
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47

Q. Please summarize your testimony.  48

A. There is no merit to the concerns some witnesses have about the Joint Applicants’ plans 49

for ensuring Frontier will be able to run the transferred operations using replicated 50

versions of Verizon’s existing operational support systems.  As Mr. Erhart described in 51

his direct testimony, Verizon will take full responsibility for replicating its existing 52

systems and transferring data to the replicated systems – and Verizon will use those 53

systems for its North Central Area (and will remedy any issues that may arise) prior to 54

transferring them to Frontier.  Some witnesses attempt to make the Joint Applicants’ 55

systems transition plans seem risky, but the reality is that systems transitions are common 56

in the telephone industry, and Verizon has never experienced problems with any systems 57

replication or transition effort for which Verizon has been responsible.  58

59

Also, several witnesses incorrectly assert or imply that the systems problems FairPoint 60

and Hawaiian Telcom have experienced since acquiring access lines from Verizon are 61

related to the transfers of data from Verizon’s systems.  In fact, the data cutovers from 62

Verizon’s systems were successful in both cases.  The acquiring companies’ subsequent 63

operational problems were related to deficiencies in the new systems they had developed 64

to replace Verizon’s systems – an issue not relevant to the present transaction because 65

Frontier will receive systems proven in the real world to work.  Indeed, with respect to 66

FairPoint, Verizon warned that its systems may not have been ready to go into 67

production, but Verizon’s advice was ignored by FairPoint and not pursued by a third 68
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party monitor hired by the commissions to oversee FairPoint’s transition to its newly 69

developed systems. 70

71

II. SYSTEMS REPLICATION AND TRANSITION ISSUES72

Q. IBEW witness Baldwin, AG-CUB witness Selwyn, and Staff witness McClerren 73

point out that Frontier’s prospectus mentions potential risks associated with systems 74

transition and systems integration issues.1 Should that form a basis for doubting the 75

ability of Frontier to operate Verizon North with the replicated systems that will 76

transfer to Frontier? 77

A. No.  It is common for firms to identify in SEC filings potential business risks to 78

shareholders that do not affect regulators’ assessments of the soundness of proposed 79

transactions.  For example, in an SEC filing Embarq made prior to its spinoff from Sprint 80

in 2006, Embarq disclosed the following potential systems replication and transition 81

risks: 82

Following the spin-off, Sprint Nextel will provide support to us with 83
respect to certain of these functions, including customer bill printing and 84
mailing services, information technology application and support services, 85
data center services and human resources helpdesk services, on a 86
transitional basis for up to two years. We will need to replicate certain 87
facilities, systems, infrastructure and personnel to which we will no 88
longer have access after our spin-off from Sprint Nextel. These 89
initiatives will be costly to implement. We estimate that capital 90
expenditures and other costs associated with developing and implementing 91
our own support functions, including information technology systems and 92
infrastructure, in these areas will be approximately $237 million. In 93
addition, there may be an adverse operational impact on our business as a 94
result of the significant time of our management and other employees and 95
internal resources that will need to be dedicated to building these 96
capabilities during the first few years following the spin-off that otherwise 97
would be available for other business initiatives and opportunities. When 98

  
1 See Baldwin Direct at 20-21; Selwyn Direct at 26-27, 54-59; McClerren Direct at 35-36. 
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we begin to operate these functions independently, if we do not have 99
in place adequate systems and business functions of our own, or 100
obtain them from other providers, we may not be able to operate our 101
company effectively and our profitability may decline.2102

103

Embarq’s description of its potential risks is similar to what Frontier disclosed in its 104

prospectus.  However, systems replication and transition risks are not uncommon in the 105

telephone industry, and they can be managed by qualified management. Moreover, there 106

is no indication that any of Embarq’s potential systems replication or transition risks ever 107

occurred. 108

109

Q. Several parties point out that Hawaiian Telcom and FairPoint Communications 110

experienced post-transaction systems troubles that apparently contributed to their 111

financial problems.3  Is it correct to analogize between those transactions and the 112

present one? 113

A. No.  Significantly, new systems are not being developed.  Instead, Frontier will be using 114

replicated versions of Verizon’s systems.  For the systems that will serve customers in115

Illinois, Verizon is taking the responsibility to complete the system replication and116

associated data transfer and correct any issues that might arise before the closing of the 117

transaction.  Verizon’s successful completion of the systems transition process (that is, 118

creating separate instances of existing systems and operating them in full production 119

mode for at least 60 days prior to close so Frontier receives at least the same level of 120

functionality that Verizon provides itself) is a condition precedent to the closing of the 121

  
2 See Embarq Corp. Form S-1 (Apr. 18, 2006) at pages 11-12 (emphasis added). 
3 See, e.g., McClerren Direct at 27-29, 31; Baldwin Direct at 16-17; Pelcovits Direct at 25-26, 30; King Direct at 3-
8; Selwyn Direct at 34-35; Solis Direct at 23-27. 
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transaction.  And, just as significantly, Verizon will manage the transition process from 122

end to end.  Then, Frontier will validate and confirm that Verizon’s systems transition is 123

successful.124

125

By contrast, Hawaiian Telcom and FairPoint hired outside vendors to create brand new 126

systems to operate the assets they were acquiring – and those new systems turned out to 127

be incapable of delivering the functionality needed to run the operations successfully 128

when they were first used.4  In other words, whereas Hawaiian Telcom and FairPoint 129

tried (unsuccessfully) to create new systems capable of operating the operations they 130

were acquiring, Frontier and Verizon will independently and collaboratively assure that 131

Verizon has successfully replicated its existing, fully functioning systems and that those 132

systems can in fact run the acquired operations.5133

134

  
4 Also, FairPoint – unlike Frontier – had experienced substantial systems-related problems prior to the transaction.  
In Maine in 2005, FairPoint had attempted unsuccessfully to convert its billing systems to a new vendor, and various 
billing-related problems ensued.  Based on those past problems, the staff witness for the Vermont commission 
concluded that “FairPoint’s past performance in the conversion of billing systems provides a basis for concern for 
the Department.” Surrebutal Testimony of Tamera Pariseau on Behalf of the Vermont Department of Public Service, 
Joint Petition of Verizon New England and FairPoint Communications, Inc. for Approval of an Asset Transfer, 
Acquisition of Control by Merger and Associated Transactions, Docket No. 7270 (Vt. Pub. Serv. Bd. Aug. 10, 
2007).
5 The Applicants’ testimony, their Application, and the transaction agreements themselves make clear that Verizon 
will take on all of the cost and responsibility for the systems replication.  Yet Dr. Pelcovits appears to fundamentally 
misunderstand that fact, stating that “Comcast has attempted to learn how Frontier will replicate the Verizon 
systems, what systems of its own Frontier intends to implement, and what steps will be taken to ensure that the 
problems that arose in New England will not occur in Illinois.”  Pelcovits Direct at 29 (emphasis added).  In 
addition, Verizon has provided all parties in this proceeding substantial information about its realignment efforts, 
and there have not been discovery disputes that the parties have been unable to resolve.  
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Q. Some parties imply or say that the systems problems experienced by Hawaiian 135

Telcom and FairPoint are related to the transfer of data from Verizon’s systems to 136

the new systems the acquiring parties had developed.6 Is that correct? 137

A. No.  That is a significant misunderstanding or misrepresentation that appears to form the 138

basis for much of the intervenors’ testimony.  The transition to Hawaiian Telcom’s 139

systems took place in 2005, and the transition to FairPoint’s systems took place in 140

January 2009.  Yet at least for FairPoint, some of their systems problems continue to this 141

day.  Those continuing problems are related to the functionality of their newly developed 142

systems, not to the cutover process, the transfer of data to be used in those systems or 143

anything else involving Verizon.7 In both cases, Verizon performed its role in the 144

cutover process successfully – just like it did in dozens of other access line transfers in 145

which Verizon has been involved.146

147

Q. What other access line transfers has Verizon undertaken? 148

  
6 McClerren Direct at 27-29; Baldwin Direct at 32; Pelcovits Direct at 25-26, 30; King Direct at 4-6, 7-8.  
7 For example, Hawaiian Telcom has made clear that its post-transaction problems involve the functionality of the 
new systems:

On April 1, 2006, we cut over from the legacy Verizon systems to our new back-office and IT 
infrastructure.  While the major network operational systems functioned without significant 
problems, critical systems related to back-office functions, such as customer care, order 
management, billing, supply chain, and other systems interfacing with our financial systems, 
lacked significant functionality.  This led to deficiencies in order accuracy, service provisioning, 
billings and collections, revenue assurance and overall customer service.  Despite efforts to 
improve the functionality of the related systems since 2006, we continued to experience many of 
these same issues, requiring us to incur significant incremental expenses to retain third-party 
service providers to provide call center and manual processing services in order to operate our 
business.

See Hawaiian Telcom Communications, Inc.’s 10-Q for period ending September 30, 2008 (emphasis added).  
FairPoint has similarly described the functionality problems associated with its new systems.  See, e.g., Prefiled 
Testimony of Peter G. Nixon, Petition of Department of Public Service for an investigation and for an Order 
Directing Telephone Operating Company of Vermont LLC d/b/a FairPoint Communications to Show Cause why its 
Certificate of Public Good Should not be Revoked, Docket No. 7540 (Vt. Pub. Serv. Bd. filed Sept. 17, 2009).
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A. Verizon has undertaken well over 50 access line transfers.  The acquiring companies have 149

ranged from small regional providers to well-established midsized companies, including 150

CenturyTel, Windstream, and Frontier.  Of those dozens of access line transfers, there 151

have been post-closing problems in only two instances – Hawaiian Telcom and FairPoint.  152

In all other cases, the systems transitions (including the data cutovers) went smoothly and 153

the acquiring company was able to successfully operate the acquired assets using 154

established, proven operating systems.  The fact that two companies attempted to create 155

brand-new systems and then attempted to cut over to those systems before they were 156

ready does not undercut the fact that line transfers, systems integrations, and data 157

cutovers happen successfully on a regular basis in the telephone industry.158

159

Q. If Verizon did its part in the transition portion of the Hawaiian Telcom and 160

FairPoint transactions, what went wrong with those companies’ systems?161

A. Verizon does not know everything that happened on the acquirer’s side of those 162

transactions.  But each of those transactions involved the creation of entirely new 163

operational and back-office systems by the acquirer and a third-party systems integrator.  164

In the case of FairPoint, it elected to replace over 500 Verizon systems with 60 newly 165

developed systems.  Before FairPoint cut over to those new systems from the Verizon 166

systems, the new systems had only been used in a test environment with some limited 167

live network testing.  When those systems encountered problems, a backlog of problems 168

mounted and despite manual handling, the companies were not able to address all of the 169

orders that were submitted.  It is now clear that these companies (and/or their software 170

consultants/vendors) underestimated the challenge of attempting both to acquire lines and 171
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develop new systems to run the business and chose to cut over to their new systems 172

before those systems were ready.173

174

The Hawaii and FairPoint outcomes cannot occur here because, as discussed above, after 175

closing Frontier will run the acquired operations in Illinois with fully-tested replicas of 176

Verizon’s existing systems.  Indeed, for all of the customer-facing systems that will 177

transfer to Frontier, Verizon will actually use the replicated systems in the real world to 178

run the operations of its North Central region for at least 60 days prior to the closing of179

the transaction.  Then Frontier will use those same proven systems – with the same 180

personnel operating them – to continue to run Verizon North and the rest of the former 181

GTE operating companies involved in the transaction.  Moreover, Verizon is required to 182

provide maintenance services to the replicated systems for at least a full year – and, if 183

Frontier wants, for at least up to five years.  There will be no urgency for Frontier to do 184

anything other than run the acquired operations using the fully functional systems that 185

will come with the operations.8186

187

Q. You mention above that Frontier will operate the replicated systems using the same 188

personnel that Verizon uses to operate the systems prior to closing.  Dr. Selwyn 189

raises doubts about the “extent of these individuals’ intimate knowledge of the OSS 190

  
8 Ms. Baldwin incorrectly asserts that “Verizon has the ability to stop providing support for all or a portion of the 
software after three years.”  Baldwin Direct at 20.  In fact, Verizon is contractually obligated to provide maintenance 
for at least four years, and could only terminate providing service after the fourth year if it has given Frontier twelve 
months notice of its intention to terminate the contract.  See Software License Agreement (Exhibit A to Distribution 
Agreement), Section 7.4.  Ms. Baldwin does not explain why she believes Verizon might choose to stop providing 
maintenance services, does not claim that Frontier would be unable to turn to a third party vendor for such services, 
and does not deny that a twelve month notice period would provide Frontier with sufficient lead time to make other 
arrangements for maintenance services. 
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that are to be replicated,”9 and Comcast witness Solis expresses concern that 191

Frontier will not have a sufficient level of trained staff to operate and support the 192

OSS.10 Please respond.193

A. Intervenors underestimate the training and knowledge of the personnel to be transferred.  194

As Mr. Erhart’s direct testimony explained, the Verizon employees operating the 195

replicated systems prior to the closing of the transaction will continue employment with 196

Frontier after the transaction closes.11 Their training, knowledge, and actual experience 197

with the systems demonstrate that Frontier can operate the systems after closing.  198

199

Q. Mr. Solis suggests that Mr. McCallion, a Verizon witness in a parallel proceeding 200

associated with this transaction before the Ohio Commission, acknowledged 201

difficulties arising from staffing shortages in Verizon’s recent relocation of a 202

National Market Center from Idaho to Virginia in June 2008.12 Can you respond to 203

Mr. Solis’s concerns?204

A. Mr. Solis’s concerns are baseless.  As an initial matter, Verizon’s establishment of a call 205

center in Durham, North Carolina to process wholesale orders in its North Central region 206

is an entirely internal restructuring that is already underway and that will be completed 207

regardless of whether or not the proposed transaction is consummated.  The Durham 208

center will be fully operational well before the transaction closes.  Verizon’s employees 209

in the Durham center began training in October to be the primary order center for the 210

  
9 Selwyn Direct at 45 n.41. 
10 Solis Direct at 19-20.
11 Naturally, normal attrition and related matters are applicable.
12 Solis Direct at 20-21.
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acquired properties in this transaction, and before the end of November the Durham 211

center will be operating on a transitional basis – with the full transition scheduled for late 212

March 2010.  In other words, all of the wholesale service ordering functions for Illinois 213

and the other affected states will be fully transitioned to Durham months before the 214

transaction closes.  Like other internal decisions Verizon makes about how to organize its 215

operations, this internal restructuring raises no regulatory issues (and has no nexus to the 216

Joint Application).217

218

Moreover, purported fears about problems with the relocations of wholesale call centers 219

are unwarranted.  Mr. Solis incorrectly analogizes between the prior relocation and the 220

present one.  First, the previous call center relocation occurred during the summer of 221

2008, more than a year ago, and this call center is operating very well.  Indeed, Verizon’s 222

overall service quality level for wholesale orders was in, and currently is in, the 223

***BEGIN CONFIDENTIAL***  ***END CONFIDENTIAL*** range.  224

225

Second, the 2008 relocation did cause some delays, but it was for a very limited period of 226

time, beginning in early summer 2008.  Third, the 2008 call center relocation involved 227

moving from a former GTE center to a former Bell Atlantic center.  Here, the wholesale 228

call center that will process Illinois orders – the Durham, North Carolina center – is a 229

former GTE call center with employees who are already familiar with the GTE systems 230

used to process wholesale orders. Thus, unlike the 2008 relocation to a former Bell 231

Atlantic center, there is no learning curve associated with a different system.  In fact, 232

many of the Durham employees today perform wholesale work for the former GTE 233
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states, including Illinois, and for the last year this center has operated as a “back-up” to 234

the current center.  The Durham center will include the equivalent number of employees 235

that today are sufficient to handle the calls for the acquired service area.  236

237

For all these reasons, Mr. Solis’s concern about problems with the relocation is 238

misplaced.239

240

Q. Dr. Selwyn suggests that there is something unique about the replication Verizon is 241

undertaking and that the Commission should be wary of whether it will work.13  242

Does Verizon have experience creating separate instances of existing systems, and 243

then operating those systems successfully?244

A. Yes, Verizon has substantial experience replicating and/or establishing new standalone 245

systems.  For example, Verizon was required to replicate systems for its own use as part 246

of the Hawaiian Telcom transaction.  During the year following the closing, during which 247

systems operated smoothly, Verizon continued to manage its legacy operating systems 248

for Hawaii, prior to The Carlyle Group’s transition to its new systems.  To do so, Verizon 249

replicated (i.e., created separate instances of) its Carrier Access Billing Systems and its 250

ARBOR billing systems (used for high-speed internet), and then Verizon transferred the 251

existing data to those replicated systems. These separate instances of Verizon’s systems 252

operated smoothly, and there were no difficulties until Hawaiian Telcom began operating 253

its new third-party systems following the one-year transition. 254

255

  
13 Selwyn Direct at 36-37. 
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Verizon has successfully completed substantially more complex data extractions and 256

systems replication in other circumstances. For example, starting in 2000, Verizon 257

established a separate data affiliate, Verizon Advanced Data Inc. (“VADI”) to handle the 258

provision of DSL services in the eastern portions of Verizon’s territories. This 259

involved extracting data from legacy systems and moving those data to more modern 260

systems, working to replicate the multiple systems, and then integrating the various cross-261

links between those systems.  The scale of this conversion was roughly five times larger 262

than what is contemplated in the system replication at issue in Frontier and yet Verizon 263

met each deadline and successfully operated the systems for many years, serving nearly 6 264

million customers with the replicated systems. 265

266

Q. Mr. McClerren expresses concern regarding the transition of operations support 267

systems functions from Verizon to Frontier, and particularly points to the FairPoint 268

experience and Verizon’s alleged “difficulty with integrating its operations support 269

systems and associated impact on Business Office Answer Time.”14 How do you 270

respond?  271

A. As I explained above and as Mr. Erhart addresses in his testimony, the FairPoint 272

transaction should not raise concerns about this transaction because the systems operation 273

problems that were the primary difficulty there will be absent here.  Verizon and Frontier 274

will not use the same cutover approach but instead Verizon will fully replicate and 275

transfer its systems.  In addition, as Mr. Erhart states in his rebuttal testimony, the missed 276

Business Answer Time metric in Illinois was driven by operational changes intended to 277

  
14 McClerren Direct at 32.
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improve service to customers.  Verizon extended the hours for customer calls in certain 278

business offices and it took some time to establish the right employee staffing levels to 279

adjust for the expanded hours of service.  This issue was not driven by a new system 280

implementation.281

282

Q. Dr. Selwyn also raises questions about Frontier’s ability to validate and confirm 283

that the replication is successful.15 Please respond.284

A. Those concerns are unwarranted because they overlook Frontier’s experience as an 285

acquirer, the extensive testing that will be undertaken, and the fact that Verizon will use 286

the replicated systems for its operations for 60 days or more prior to the closing of the 287

transaction.  During that 60-day period, Frontier will have the opportunity to observe how 288

the replicated systems are functioning in support of the operations, to validate that the 289

systems are working properly, and to confirm the success of the replication process.  290

291

Q. Please describe the systems testing and validation process to which the Applicants 292

have agreed. 293

A. First, Verizon will develop a plan for testing the replicated systems in a pre-production 294

environment.  That plan will involve sample data to be flowed through a test 295

environment, including large “production-level” batch testing of systems to perform 296

system stress-test and end-to-end flow testing.  The results will be checked against 297

production environment results.  Frontier will have the opportunity to provide feedback 298

on the test plan, to review the results of Verizon’s testing, and to request that other tests 299

  
15 Selwyn Direct at 36-40. 
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be run.  Once the pre-production testing results confirm the replication has been 300

successful, Verizon will put all customer-facing systems into full production. Verizon 301

will use the replicated systems in the real world to operate its North Central region 302

(which includes Illinois) for at least 60 days prior to the closing of the transaction.  303

During that period of time, wholesale and retail customers will receive the same services 304

from Verizon on the replicated systems that they receive today, and any issues will be 305

identified and remedied.  While the replicated systems are being used to provide service 306

to Verizon’s North Central region, the parties will again coordinate to review the 307

functionality and operation of the systems.  As with pre-production testing, Verizon will 308

share all test results with Frontier, and Frontier will have the opportunity to request 309

additional tests. Successful completion of the realignment is a condition precedent to 310

closing; thus, unless and until Frontier confirms and validates that the systems are 311

working, the transaction will not close.  312

313

Q. Mr. Solis testifies that Comcast purportedly has concerns about the replication of 314

wholesale systems.  Does the extensive testing and validation process you described 315

above apply to wholesale systems? 316

A. Yes.  The extensive testing and validation procedures in the pre- and post-production 317

environment described above apply to all replicated systems, including wholesale 318

systems.  Mr. Solis says Comcast’s “main concern” is that Comcast supposedly will not 319

know “if the replicated systems are capable of processing wholesale orders at required 320

volumes.”16 That concern is unfounded as the extensive testing to be conducted prior to 321

  
16 Solis Direct at 17.  
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putting the systems into production will include large “production-level” batch testing to 322

ensure that the replicated wholesale systems Verizon uses prior to closing will be capable 323

of handling production level volumes.17 And Verizon will actually use the replicated 324

wholesale systems to process CLEC orders and provision service to CLECs in its North 325

Central region for at least 60 days prior to closing. So CLECs will have ample 326

opportunity to see that there is no change in the wholesale systems’ functionality prior to 327

close.328

329

Mr. Solis also claims there are questions about whether Verizon can procure the 330

necessary hardware to run the replicated systems.18 In fact, Verizon will have the 331

hardware in place well in advance of close, and Mr. Solis offers no evidence to the 332

contrary.  Verizon has already installed significant hardware in the new Fort Wayne data 333

center and has ordered other hardware for delivery well in advance of the cutover.  334

Moreover, to the extent Verizon’s North Central region is not providing at least the same 335

level of systems functionality as Verizon currently provides to itself, the transaction will 336

not close.  Obviously, Verizon must install successfully the hardware on which the 337

replicated systems will run before Frontier can validate that the replicated systems are 338

functioning properly. 339

340

  
17 As Mr. Erhart discusses in his rebuttal testimony, Verizon’s use of the replicated systems for its own operations is 
part of an entirely internal Verizon restructuring that is conducted on a business-as-usual basis.
18 Solis Direct at 21-22.  
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Similarly, Mr. Solis’s argument that there are questions about how Verizon will handle 341

planned software upgrades for the replicated wholesale systems is a red herring.19 The 342

replicated wholesale systems used by Verizon’s North Central region prior to closing 343

(and by Frontier after closing) will receive the same patches and upgrades that Verizon 344

will apply to the former GTE systems in the Verizon territories that are not part of the 345

transaction.  To the extent CLECs need to be notified of software releases, and to the 346

extent any testing with CLECs of the software releases is necessary, Verizon expects that 347

Frontier will make such notifications and business-as-usual testing procedures will be 348

implemented – just as Verizon does today.  Further, Verizon expects that Frontier will 349

conduct such testing in the CLEC test center that Verizon is establishing for North 350

Central.  Mr. Solis is attempting to make simple, commonplace software upgrades seem 351

risky or complicated.20352

353

Q. Ms. Baldwin suggests that even if the replicated systems work well, there may be 354

systems problems in future years because Frontier may shift over to its own systems 355

to avoid paying Verizon the maintenance fee of $94 million that the parties 356

negotiated.21 Please respond. 357

A. That speculation is unfounded.  Ms. Baldwin acknowledges that Frontier waited seven 358

years before transitioning away from the systems it acquired along with Rochester 359

  
19 Solis Direct at 21. 
20 Mr. Solis also claims to be concerned about the fact that the replicated systems will only provide functionality 
“substantially” similar to what Verizon provides itself.  He readily acknowledges that Verizon is contractually 
obligated to provide Frontier with functionality that is no less favorable than what Verizon provides itself, but he 
argues that the Merger Agreement “provides no assurance that CLECs (and their customers) will not receive less 
favorable functionality.”  Solis Direct at 16.  That is frivolous.  The “functionality” from a CLEC point of view is a 
mirror image of the functionality for the ILEC, and no CLEC can be, or should be, a party to the Merger Agreement.  
21 Baldwin Direct at 24.
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Telephone, but she suggests that this transaction is different.  In fact, Frontier will have 360

no pressure to shift to its own systems because Frontier is receiving from Verizon a 361

royalty-free license to use the replicated systems and a fixed price for their maintenance.  362

If anything, Frontier may have an incentive to continue using the replicated systems for 363

an extended period of time rather than shifting to the systems it currently uses – just as 364

Verizon has done with the systems it received with the GTE transaction more than 10 365

years ago.22366

367

In any event, even if Frontier does decide to shift from some or all of the replicated GTE 368

systems to its own existing systems, there is no reason to expect the dire consequences 369

some intervenors predict.  There is no dispute about the fact that Frontier will have no 370

urgency to shift to its own systems, and as I discuss above, systems integrations and 371

associated data cutovers are extremely common in the telephone industry – and Frontier 372

has demonstrated the capability of shifting functionality to its own existing, proven 373

systems if it were to decide to do so in the future. 374

375

Q. Please describe the systems-related fees Frontier is to pay Verizon.  How do they 376

compare to fees paid by FairPoint and Hawaiian Telcom? 377

A. As part of the proposed transaction, Verizon will convey to Frontier fully functioning 378

operational systems, including the hardware and other equipment utilized to operate the 379

support systems, that will have been used in production to serve customers in Illinois 380

prior to the closing.  Frontier will not pay an upfront or an ongoing right-of-use fee for 381

  
22 Indeed, where Verizon has established national systems for all of its operations, the GTE systems (not the former 
Bell Atlantic or Nynex ones) have usually been the ones that have formed the basis for Verizon’s national systems.
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using the replicated systems, and Verizon is bearing the entire cost for the replication 382

process.  By contrast, FairPoint and Hawaiian Telcom paid tens of millions of dollars to 383

third party consultants and vendors for their brand new systems.  With respect to 384

Frontier’s $94 million annual fee for necessary ongoing maintenance of the replicated 385

systems, Frontier is free to test the market after the first year – it can choose to take 386

maintenance from a third-party vendor if it can negotiate a better price, or it can choose 387

to continue to take maintenance services from Verizon.23 As with the price for the 388

systems themselves, Frontier’s fee for maintenance services contrasts sharply with the 389

transition service fees paid by Hawaiian Telcom and FairPoint for the use of Verizon’s 390

systems until they were ready to cut over to their own new systems:  On a monthly basis 391

Frontier’s maintenance fee amounts to less than $2 per line, compared to the 392

approximately $9 per line paid by FairPoint and Hawaiian Telcom.393

394

In other words, while FairPoint’s and Hawaiian Telcom’s decisions to cut over from 395

Verizon’s systems were made when the companies were both incurring substantial costs 396

for developing their new systems and were paying ongoing monthly transition service 397

  
23 As illustrated by the Embarq/Sprint transaction, it is not uncommon for spun-off companies to depend on former 
affiliates for post-closing support services.  Indeed, Frontier’s “dependence” on Verizon for software maintenance is 
much narrower than Embarq’s dependence on Sprint for “customer bill printing and mailing services, information 
technology application and support services, data center services and human resources helpdesk services.”  See
Embarq Corp. Form S-1 (Apr. 18, 2006) at pages 11-12.  Similarly, subsequent to its spin-off from Alltel, Valor 
Telecom depended on a far-ranging outsourcing contract with its former affiliate for several years.  See, e.g., “Alltel, 
Valor Telecom Extend Outsourcing Contract,” Wireless News, Sept. 9, 2004 (reporting that Alltel agreed to provide 
its former wireline affiliate with outsourcing for “all production operations servicing Valor Telecom’s customer 
care, end-user billing, carrier access billing, operational support services and print/stuff/mail requirements”).
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fees, Frontier will face only a monthly maintenance fee of less than $2 per line for 398

ongoing use of the replicated systems.24399

400

Q. Mr. McClerren and Ms. Baldwin both acknowledge that there will be no cutover in 401

Illinois, but then they argue that the state of West Virginia – where there will be a 402

cutover to Frontier’s existing systems – should be a concern for the Illinois 403

Commission.25 Please respond.404

A. Both witnesses acknowledge that the West Virginia portion of the transaction is beyond 405

the jurisdiction of the Illinois Commission.  The Public Service Commission of West 406

Virginia is examining the proposed transaction, and Verizon will address all concerns 407

raised there about the specific cutover that will take place in that state.  In any event, the 408

intervenors’ predictions about possible problems associated with the cutover of data to 409

Frontier’s systems in West Virginia are based on faulty analysis.  First, as discussed 410

above, the systems problems FairPoint and Hawaiian Telcom have experienced are 411

unrelated to the cutover process, which was successful in both cases.  Indeed, Verizon is 412

not aware of any significant post-transaction systems problems that have occurred as a 413

result of the cutover process in any of the dozens of access line transfers it has performed.  414

Second, in West Virginia Frontier will mainly use the same proven, fully scalable 415

systems it already uses to successfully run its existing operations.26416

  
24 I am not arguing that Frontier’s maintenance fee is analogous to the transition services fees paid by FairPoint and 
Hawaiian Telcom (which involved more than IT services).  The point is that the maintenance fee will be the only
ongoing fee associated with the replicated systems, and it will not create financial pressure for Frontier to transition.
25 McClerren Direct at 36; Baldwin Direct at 85.
26 I will let Frontier’s witness respond to Ms. Baldwin’s skepticism about whether Frontier’s existing systems are 
sufficiently scalable (see Baldwin Direct at 28-29).  As I discussed at the outset, Frontier has the necessary IT 
sophistication to assess its own systems prior to undertaking such a transition to make sure the transition is 
successful.  
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417

Q. You testified before several New England commissions regarding the FairPoint 418

transaction.  Some Intervenors suggest that the Illinois Commission should be 419

skeptical of Verizon’s arguments in this proceeding because Verizon’s predictions of 420

a “smooth transition” with FairPoint were supposedly wrong.27 Please respond.421

A. Intervenors mischaracterize the facts and omit the central fact that Verizon warned 422

FairPoint and the Vermont commission that FairPoint’s newly developed systems may 423

not have been ready to be put into production.  However, Verizon’s advice was not 424

accepted by FairPoint and not pursued by a third-party monitor hired by the commissions 425

to oversee FairPoint’s transition to its newly developed systems.426

427

First, what I told the New England commissions about the FairPoint transaction in 428

prefiled testimony was accurate – for example, as Ms. Baldwin points out, I testified that 429

the cutover from Verizon’s systems to FairPoint’s systems would go smoothly because 430

Verizon and FairPoint were closely coordinating on the cutover process.  That was 431

accurate:  the transfer of Verizon’s data to FairPoint’s new systems did go smoothly and 432

Verizon performed its role in that task successfully.  Without any direct involvement in 433

the cutover, Ms. Baldwin appears to assume that FairPoint’s systems problems were 434

related to the cutover – an assumption that, as discussed in detail above, is wrong.  As 435

discussed above, FairPoint’s post-closing systems problems are related to its newly 436

developed systems and to FairPoint’s decision to cut over to those new systems before 437

they were ready.  438

  
27 Baldwin Direct at 63-64; see Selwyn Direct at 24-25, 45-46; McClerren at 26-27; King at 8.
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439

Importantly Verizon raised concerns that FairPoint’s systems may not have been ready 440

for full production mode and that key aspects of the wholesale systems were not working 441

properly.  In the FairPoint transaction (unlike for the replication in this transaction), 442

Verizon had no control over when the transition would take place, and Verizon had only 443

limited visibility into the new systems FairPoint was developing.  However, Verizon saw 444

enough to conclude that FairPoint’s new systems may not have been ready.  For example, 445

prior to FairPoint’s decision to transition to its new systems, I made the Vermont Public 446

Service Board aware that:447

448
We do believe that FairPoint has made terrific progress towards its 449
readiness and we believe that, you know, as best we can tell they are ready 450
except for a few areas.  We have concerns about billing, we have 451
concerns about their product catalog completeness, and the ability of 452
the business to flow through high volume transactions without the 453
potential need for manual intervention, and we have some concerns 454
about some of the TSA services, their ability to capture and take on 455
some of the TSA services that we are currently providing for them.  456
Those are very few, but potentially significant.28457

458
Likewise, I communicated in detail with FairPoint as to their system deficiencies.  The 459

concerns I articulated about problems with FairPoint’s systems turned out to accurately 460

describe some of their key deficiencies.  However, the shift to FairPoint’s newly 461

developed systems was entirely a FairPoint decision – supported by the conclusions of a 462

third-party monitor appointed to assess FairPoint’s readiness – and FairPoint made the 463

decision to go forward despite Verizon’s concerns. 464

465
  

28 See Tr. of Status Conference of Nov. 14, 2008, Joint Petition of Verizon New England Inc. d/b/a Verizon Vermont, 
Certain Affiliates Thereof, and FairPoint Communications, Inc. for Approval of an Asset Transfer, Acquisition of 
Control by Merger, and Associated Transactions, Docket No. 7270 (Vt. Pub. Serv. Bd. dated Nov. 14, 2008), at 85
(emphasis added).
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As discussed above, in this transaction Verizon will manage both the replication of the 466

systems and the transition to the replicated systems.  And Verizon has every incentive to 467

ensure that the replicated systems will work properly because that is a condition 468

precedent to the closing of the transaction. 469

470

III. PROPOSED SYSTEMS-RELATED CONDITIONS471

Q. Some witnesses propose that the Commission appoint a third-party auditor to 472

review Verizon’s systems prior to close of the transaction.  Do you agree?473

A. No, the proposals by some parties, including Mr. Solis, that the Commission appoint a 474

third party to monitor and test the transition of systems are unnecessary and would only 475

add to the cost of the transaction.29  The audit in the case of FairPoint was required in 476

response to the FairPoint development of new and unproven systems – and to the fact that 477

FairPoint had experienced problems with its own billing system in the past.  But here the 478

Verizon systems to be replicated and transferred to Frontier are not new and are proven to 479

be reliable.  In addition, the systems transition is an internal Verizon restructuring for 480

which Verizon is taking full responsibility and paying all costs, and will be done before 481

the closing of the merger.  When Verizon succeeds in standing up replicated versions of 482

its existing systems, then the closing can occur sixty days later (assuming satisfaction of 483

all other conditions). In the unlikely event that it does not, then the parties can defer 484

closing until the systems have operated successfully. Verizon fully expects to meet its 485

contractual obligation to provide a set of replicated systems with at least the same 486

functionality Verizon provides to itself – and no party has a greater interest in confirming 487

  
29 Solis Direct at 32-34; Baldwin Direct at 86.
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and validating Verizon’s success than does Frontier.  No third-party monitor would be 488

more capable, or better incented, than Verizon to complete the replication or Frontier to 489

fully validate and confirm whether Verizon has complied with its obligations.  490

491

Given that Frontier and Verizon have a very strong interest in correctly assessing the 492

systems issues, and that third party monitors are obviously capable of making mistakes, it 493

would be unhelpful to insert a third-party monitor into the process.  Frontier is best 494

positioned to ensure it obtains the benefit of its bargain, and its interests thus align with 495

any concerns the Commission may have about Verizon’s ability to complete its internal 496

realignment.  This paradigm is precisely the opposite of that presented in the FairPoint 497

transaction, in which, all things being equal, FairPoint’s incentive was to transition 498

sooner rather than later given that FairPoint was both paying an ongoing transition 499

services fee and paying to deploy and operate its new systems. 500

501

But again, the significant point is that these are not new systems.  They are proven and 502

battle-tested systems.30 As noted, in thirteen states, including Illinois, Verizon will put 503

these systems into use before closing and will operate the customer-facing systems in full 504

production mode for at least 60 days prior to closing, during which time Frontier will 505

validate and confirm the results before closing the transaction.  506

507

  
30 All these factors distinguish the current transaction from the FairPoint transaction, in which FairPoint, as part of a 
settlement, agreed to a form of third-party monitor.  Verizon New England, Inc., Bell Atlantic Communications, Inc., 
Nynex Long Distance Co., Verizon Select Services, Inc. and Fair-Point Communications, Inc., Petition for Authority 
to Transfer Assets and Franchise, Order Approving Settlement Agreement with Conditions, DT 07-011; Order No. 
24823, New Hampshire Public Utilities Commission (Feb. 25, 2008).  In any event, requiring perpetual use of a 
specific system or technology would substantially chill a firm’s ability to operate, compete and innovate.
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The parties have every incentive to get it right, and have the necessary experience to do 508

so.  As noted above, Verizon (including GTE) has undertaken numerous transactions in 509

which access lines were transferred successfully to Frontier or others with their own 510

existing OSS; none of these transactions involved a third-party monitor for systems 511

replication and transition issues. Frontier likewise has a highly successful track record of 512

acquiring, operating, and investing in telecommunications properties nationally, 513

including over 750,000 access lines purchased from Verizon/GTE between 1993 and 514

2000 in eleven different states, its acquisition of Commonwealth in 2007, which involved 515

some 450,000 access lines, and its cutover of approximately 400,000 lines from 516

Rochester without interference from third-party monitors. 517

518

And Comcast’s concerns that the systems transition, absent a monitor, will result in 519

deterioration of wholesale service quality or capabilities are unfounded.  The replicated 520

systems will include all OSS, APIs, and applications that are used by Verizon in Illinois 521

today to provide wholesale service.  Further, Verizon personnel engaged in wholesale 522

support who operate and use these systems today will continue employment with Frontier 523

at the close of the transaction.  Thus, wholesale customers in Illinois will continue to 524

have access to the same services and capabilities in connection with ordering, 525

provisioning, and billing for wholesale services.  526

527
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Q. Mr. Solis testifies that the Commission should require that the Applicants’ provide 528

notice to CLECs of any OSS changes “[a]t least two months prior to the scheduled 529

cut-over date for the replicated OSS.”31 Do you agree?530

A. No, because I believe Mr. Solis has fundamentally misunderstood the timing of events.  531

Verizon will be using the same systems prior to close that it uses today, and Frontier will 532

be using those same systems after close.  As discussed earlier, the only difference is that 533

Verizon is making separate instances of the same systems.  And Verizon will have those 534

replicated versions actually in production mode well prior to close.  To the extent that 535

there are any notices necessary to Verizon’s wholesale customers, they would occur in 536

the normal course of business, consistent with the parties’ ICAs, regulatory requirements, 537

and industry standards, as Verizon has done for many years, including during the course 538

of this transaction.  Those notice requirements exist independent of any transaction, and 539

there is no reason that a transaction occurring some months after the replicated OSS are 540

in production mode should trigger exceptional notice obligations.  Comcast and other 541

CLEC customers, to the extent that any communication changes are required as a result 542

of Verizon’s replication, will receive them just as they always have.  In any event, 543

Verizon will make the data transfer before the anticipated closing.544

545

Q. Mr. Solis also suggests that the Commission should condition approval of the 546

transaction on a requirement that CLECs are able to test the replicated OSS prior 547

to closing.32 Is that appropriate? 548

  
31 Solis Direct at 33-34.
32 Solis Direct at 33.



PUBLIC

Docket No. 09-0268 27 Verizon Ex. 7.0

A. No.  There is no more need for CLECs to test functionality than for retail customers to 549

test for functionality. As discussed in detail above, Verizon will perform extensive pre-550

production tests to ensure that the systems can handle production level volumes, and then 551

the systems will be in production for at least two months prior to closing and CLECs will 552

be able to see that the functionality has not changed. Because there is no change in 553

functionality, Mr. Solis’s demand for the Commission to condition approval on extensive 554

CLEC testing is unnecessary.  555

556

IV. CONCLUSION557

Q. Does this conclude your rebuttal testimony?558

A. Yes.  559


