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Q. Please state your name and business address. 1 

A. My name is Rochelle Phipps.  I am employed by the Illinois Commerce 2 

Commission (“Commission”), 527 East Capitol Avenue, Springfield, Illinois 3 

62701. 4 

Q. Are you the same Rochelle Phipps that previously submitted direct 5 

testimony in this proceeding? 6 

A. Yes, I am. 7 

Q. What is the purpose of your rebuttal testimony? 8 

A. I will respond to the rebuttal testimony of Frontier Communications 9 

Corporation (“Frontier” or the “Company”) witness Daniel McCarthy 10 

(Frontier Ex. 5.0) regarding his proposed modifications to the conditions 11 

and reporting requirements that I recommend for the New Frontier ILECs.1 12 

Q. Frontier asserts that Condition 1 should expire three years from the 13 

closing date of the proposed reorganization.  Do you agree? 14 

A. No.  Condition 1, which limits dividend and cash payments by the New 15 

Frontier ILECs to any affiliates if the New Frontier Illinois ILECs2 fail to 16 

                                                           
1  Following the proposed reorganization, the New Frontier ILECs will be Frontier North, Inc. 
(formerly Verizon North, Inc.) and Frontier Communications of the Carolinas, Inc. (which will 
include the ILEC operations of Verizon South, Inc.). 
2  “New Frontier Illinois ILECs” refers to the Illinois operations of the New Frontier ILECs. 
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meet or exceed certain service quality standards, should remain in effect 17 

until Frontier’s issuer credit rating is BBB from Standard & Poor’s (“S&P”), 18 

Baa2 from Moody’s Investors Service (“Moody’s”) and BBB from Fitch 19 

Ratings. 20 

Frontier argues that a fixed duration of up to three years for this condition 21 

would be more appropriate than tying the duration of the condition to 22 

achieving investment grade credit ratings.3  Frontier’s argument implies 23 

that immediately following the merger the Company’s credit ratings will 24 

stabilize or improve.  Frontier acknowledges, however, that: “there are 25 

uncertainties in the financial marketplace and economy that may delay or 26 

make this objective [Frontier achieving investment grade rating status] 27 

difficult to immediately obtain.”4 28 

According to Condition 1 as I propose it in my direct testimony, the New 29 

Frontier Illinois ILECs will not distribute any internally generated funds to 30 

affiliates if their service quality diminishes following the proposed 31 

reorganization.  The purpose of Condition 1 is to reduce or eliminate the 32 

New Frontier Illinois ILECs’ need for external capital.  Accordingly, the 33 

achievement of investment grade credit ratings is the appropriate 34 

milestone for this condition because investment grade ratings signify that 35 

Frontier will have access to the capital markets under reasonable terms 36 

under most market conditions.  Moreover, Condition 1 provides Frontier an 37 

                                                           
3  Frontier Ex. 5.0, p. 35. 
4  Id. 
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incentive to take actions that will improve its credit ratings.  This additional 38 

incentive would not exist if Condition 1 expires after three years and 39 

regardless of whether Frontier achieves investment grade credit ratings. 40 

Q. Frontier claims it has effectively operated its nine existing ILECs in 41 

Illinois without an investment grade credit rating.5  Does this 42 

convince you that Condition 1 should expire after three years rather 43 

than when Frontier obtains investment grade credit ratings? 44 

A. No.  Frontier’s argument misses the point for two reasons.  First, Condition 45 

1 does not relate to Frontier’s nine existing ILECs in Illinois; rather, it 46 

applies only to the Illinois operations it acquires from Verizon (the New 47 

Frontier Illinois ILECs).  Second, Condition 1 only prohibits cash transfers 48 

from the New Frontier ILECs to Frontier in those instances where Frontier 49 

fails to operate the New Frontier Illinois ILECs effectively.  That is, 50 

Condition 1 would not affect the New Frontier Illinois ILECs unless Frontier 51 

fails meets the minimum service requirements established by the 52 

Commission.  Finally, the proposed acquisition presents a major challenge 53 

to Frontier in integrating a system that is much larger than its current 54 

system.  Consequently, whether Frontier’s past operations in Illinois are a 55 

predictor of its ability to integrate the Verizon Illinois systems is uncertain. 56 

Q. In Docket No. 08-0645, the reorganization of CenturyTel, Inc. and 57 

Embarq Corporation, the Commission approved a similar condition 58 

                                                           
5  Frontier Ex. 5.0, p. 35. 
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that expired one year after the closing date of that transaction.6  Is 59 

the CenturyTel/Embarq merger distinguishable from the Joint 60 

Applicants’ proposed reorganization? 61 

A. Yes.  Notably, both Century Tel and Embarq had investment grade credit 62 

ratings and there was no incremental debt in connection with that 63 

reorganization.  Moreover, that reorganization did not involve the 64 

acquisition, sale or transfer of ownership of any local exchange operations 65 

in Illinois subject to the jurisdiction and regulation of the Commission.7 66 

In contrast, Frontier does not have investment grade credit ratings and it 67 

will incur $3.3 billion incremental debt in the proposed transaction.  68 

Furthermore, the Illinois properties that Frontier will acquire from Verizon 69 

comprise 573,321 access lines, or 15% of the total access lines Frontier 70 

will acquire from Verizon.  Following the proposed reorganization,8 Illinois 71 

will be Frontier’s fourth largest property, comprising 9.5% of Frontier’s total 72 

post-merger property.9 73 

Q. Do you have any other recommendations to the Commission 74 

regarding Frontier’s proposed modifications for Condition 1? 75 

A. Yes.  If Condition 1 is modified such that Frontier submits service quality 76 

performance data to the Commission for a measurement period other than 77 

                                                           
6  Frontier Ex. 5.0, pp. 34-35. 
7 Order, Docket No. 08-0645, March 25, 2009, pp. 3, 6 and 9. 
8  Frontier Ex. 5.1, p. 27. 
9  Frontier Ex. 5.1, p. 9. 
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the twelve months ended December 31, then Frontier should be required 78 

to submit a free cash flow calculation for the twelve months ending the 79 

same date as the final month of such service quality performance data. 80 

Q. Do you have any alternative recommendation regarding the duration 81 

of Condition 1? 82 

A. Yes.  If the Commission adopts Frontier’s proposal for Condition 1 to 83 

expire three years after the closing date instead of tying it to Frontier’s 84 

investment grade credit ratings, then the Commission should also 85 

condition approval of the proposed reorganization on an interest rate cap 86 

for the new debt incurred by Frontier (and its affiliates) in connection with 87 

the reorganization. 88 

Q. Why would an interest rate cap be necessary if the Commission 89 

accepts Frontier’s proposal to limit the duration of Condition 1 to 90 

three years? 91 

A. Frontier will incur new indebtedness totaling $3.3 billion in the proposed 92 

reorganization.  The terms of the new indebtedness are unlikely to 93 

significantly impair the New Frontier ILECs’ ability to raise necessary 94 

capital on reasonable terms, provided they generate and retain sufficient 95 

cash to fund their operations.  Nevertheless, after the arbitrary three-year 96 

time limit expires, Frontier would be able to divert funds from the New 97 

Frontier Illinois ILECs in order to fund its debt obligations, if necessary.  98 
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Such action becomes increasingly likely if Frontier’s financial condition 99 

weakens following the proposed reorganization.  Consequently, 100 

terminating Condition 1 without requiring Frontier to meet a minimum level 101 

of financial strength warrants a Commission-imposed limit on one of the 102 

more significant risk factors affecting Frontier’s future financial condition, 103 

i.e. the new indebtedness. 104 

Q. If the Commission adopts your alternative recommendation to 105 

impose an interest rate cap in connection with a three-year time limit 106 

on Condition 1, then what interest rate cap do you recommend? 107 

A. Section 7.18 of the Merger Agreement limits the weighted-average annual 108 

cash interest rate of the Special Payment Financing, the Spinco Securities 109 

and the Distribution Date Spinco Indebtedness to 9.5%, unless Frontier 110 

determines a higher rate would not be unduly burdensome.  However, 111 

Frontier’s pro forma analysis, which it provided Staff and presented to the 112 

rating agencies, assumes an 8.5% cost of debt on new financing.10  That 113 

is, Frontier has not tested the sensitivity of Frontier’s financial strength to 114 

the interest rate on new debt.  Therefore, in the event the Commission 115 

permits Condition 1 to expire three years after the closing date of the 116 

proposed reorganization, I recommend that the Commission limit the 117 

permissible weighted-average annual cash interest rate of the Special 118 

Payment Financing, the Spinco Securities and the Distribution Date 119 

                                                           
10  Frontier Communications Corp. Form S-4/A (filed 9/14/2009); Joint Applicants’ responses 
to ICC Staff data requests RP1.02, 1.05, 1.06, 1.10, 1.12 and 3.01. 
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Spinco Indebtedness to 8.5%.  This would protect the financial condition of 120 

the New Frontier ILECs by limiting the downside risk that new 121 

indebtedness incurred by Frontier in connection with the proposed 122 

reorganization will negatively affect Frontier’s cash flows and, ultimately, 123 

its credit ratings. 124 

Q. Would your alternative recommendation provide the same degree of 125 

protection for the New Frontier Illinois ILECs’ cash flows as your 126 

primary recommendation that Condition 1 remain in effect until 127 

Frontier achieves BBB/Baa2/BBB credit ratings from Moody’s, S&P 128 

and Fitch Ratings? 129 

A. No.  Therefore, I recommend the Commission adopt my primary proposal. 130 

I offer an alternative recommendation only if the Commission adopts 131 

Frontier’s proposal to place a three-year time limit on Condition 1 132 

regardless of Frontier’s credit ratings. 133 

Q. Should Frontier be permitted to satisfy Condition 2 with lines of 134 

credit that are available for other purposes, provided the credit 135 

availability exceeds the required financial threshold? 136 

A. I have no objection to Frontier’s proposal, provided there is always 137 

aggregate backup liquidity available to the New Frontier Illinois ILECs in 138 

an aggregate amount that equals the higher of $50 million or the currently 139 

approved capital expenditure budget.  140 
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Q. Do you object to Frontier filing a notice with the Commission by 141 

January 15 of each year instead of December 1 in connection with 142 

Condition 2? 143 

A. No.  I do not oppose modifying Condition 2 as follows: 144 

Condition 2: 145 

Through a combination of available cash and availability under credit 146 
agreements with external financial institutions, Frontier Communications 147 
Corporation shall keep available exclusively for Illinois operations of 148 
Frontier North, Inc. and Frontier Communications of the Carolinas, Inc. 149 
(the “New Frontier ILECs”), an aggregate amount equal to the higher of 150 
$50 million or the currently approved capital expenditure budget for the 151 
Illinois operations of the New Frontier ILECs.  Frontier Communications 152 
Corporation shall certify annually to the Commission that the required 153 
amount is available for Illinois operations of the New Frontier ILECs for the 154 
ensuing year. Therefore, on December 1 January 15 of each year, 155 
Frontier Communications Corporation shall file a notice with the 156 
Commission certifying that such amount is currently available and the 157 
amount of dollar commitment for the New Frontier ILECs’ Illinois 158 
operations for the followingthat year, based on their capital expenditures 159 
budget for the followingthat year, but in no event less than $50 million. 160 

Q. Do you propose any changes to Reporting Requirement 1, which 161 

relates to special payment financing documentation? 162 

A. Yes.  I recommend correcting Reporting Requirement 1 as follows: 163 

Reporting Requirement 1: 164 

Frontier North, Inc. and Frontier Communications of the Carolinas, Inc. 165 
shall file with the Chief Clerk of the Commission copies of all documents 166 
relating to the Special Payment Financing and any Spinco Securities 167 
issued pursuant to the Distribution Agreement and the Merger Agreement 168 
within 10 days of the merger agreement’s execution after the closing of 169 
the proposed transaction.  The documents shall be posted in this docket. 170 
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Frontier agrees to file the identified information within ten days after 171 

closing of the proposed transaction.11 172 

Q. Frontier argues that the credit rating reporting requirement 173 

(“Reporting Requirement 2”) should expire either when Frontier 174 

achieves investment grade credit ratings or three years from the 175 

closing date of the transaction, whichever occurs first.12  Do you 176 

agree? 177 

A. No.  Currently, Reporting Requirement 2 does not include an expiration 178 

date or milestone.  I oppose tying the duration of the reporting requirement 179 

to a three-year time limit because it wrongly implies that Frontier’s credit 180 

ratings will remain stable or improve three years or more after the 181 

proposed reorganization when, in fact, the effect of the proposed 182 

reorganization on Frontier’s credit ratings is unknown. 183 

Nevertheless, I do not object to modifying Reporting Requirement 2 so 184 

that it will expire when Frontier achieves investment grade credit ratings, 185 

as follows: 186 

Reporting Requirement 2: 187 

Following the proposed reorganization, Frontier North, Inc. and Frontier 188 
Communications of the Carolinas, Inc. shall file with the Chief Clerk of the 189 
Commission and the manager of the Finance Department all credit rating 190 
reports published by Moody’s Investors Service, Standard & Poor’s and 191 
Fitch Ratings relating to changes in Frontier Communications 192 

                                                           
11  Frontier Ex. 5.0, p. 31. 
12  Frontier Ex. 5.0, pp. 27-28. 
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Corporation’s (and any of its affiliates’ and subsidiaries’) ratings outlooks 193 
or credit ratings within 10 days of their publication.  Such reports shall be 194 
posted in this docket.  This condition shall remain in effect until Frontier 195 
Communications Corporation’s issuer credit rating is BBB from Standard & 196 
Poor’s, Baa2 from Moody’s Investors Service and BBB from Fitch Ratings. 197 

Q. Does this conclude your rebuttal testimony? 198 

A. Yes, it does. 199 


