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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. Are you the same Karen Y. Chang who filed Direct Testimony in this 5 

docket as ICC Staff Exhibit 5.0? 6 

A. Yes, I am.  7 

 8 

Q. What is the purpose of your testimony? 9 

A. The purpose of my testimony is to respond to the retail rates condition 10 

addressed in Frontier witness Daniel McCarthy’s Rebuttal Testimony.   11 

 12 

Q. What does Mr. McCarthy propose in his Rebuttal Testimony 13 

concerning retail rates?  14 

A. Mr. McCarthy is concerned about the three year duration for the rate 15 

freeze proposed by Staff.  As an alternative to Staff’s proposal, Mr. 16 

McCarthy proposes a cap on regulated non-competitive retail rates for one 17 

year after the closing of the proposed transaction.  Frontier does not 18 

believe it would be in the best interest of its customers to “freeze” rates 19 

where continued competition from both CLECs (including cable telephone 20 

providers) and wireless companies places downward pressure on all 21 

pricing. Frontier also requests that the Commission Order acknowledge 22 

that Frontier can seek relief from this condition if the FCC or Congress 23 
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takes any action that significantly impacts carrier rate design, for example, 24 

through significant changes to intercarrier compensation1

  26 

.  25 

Q. What is your understanding of the arguments that Frontier presents 27 

supporting a freeze rather than a cap? 28 

A. Frontier states:  29 

 Frontier does not believe it would be in the best interest of its 30 
customers to “Freeze” rates where continued competition 31 
from both CLECs (including cable telephone providers) and 32 
wireless companies places downward pressure on all 33 
pricing.” This indicates that the competition drives the prices 34 
down and the freeze would not allow Frontier’s customers to 35 
benefit from the lower prices2

 37 
.  36 

Q. Do you agree that a cap rather than a freeze is the appropriate 38 

constraint? 39 

A. Yes, I agree a freeze would hinder both Frontier and its consumers when 40 

the competitive market behaves in the manner that Frontier suggests that 41 

it might. 42 

 43 

Q. Do you agree that only non-competitive rates should be capped? 44 

A. No. I do not agree that only the non-competitive rates should be capped.  I 45 

believe all regulated service rates, including rates for both competitive and 46 

non-competitive services, should be capped.   47 

 48 

Q. Please explain why you disagree? 49 
                                            
1 Frontier Exhibit 2.0, p. 41.  
2 Frontier Exhibit 2.0, p. 41. 
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A. First, noncompetitive services, through reclassification, can become 50 

competitive services, rendering a rate cap on noncompetitive services 51 

meaningless.  Secondly, some of Verizon’s current competitive rates have 52 

been increased repeatedly in the last five years and are already higher 53 

than the same services offered by Frontier.   For example, Verizon’s rate 54 

for Business Message Toll Telephone Service has been increased four 55 

different times since 2004, from $0.04 per minute up to $0.18 per minute 56 

effective July 8, 2009.3

 62 

  At Frontier Citizens Communications of Illinois, the 57 

Business Message Toll Telephone Service rate ranges from $.025 to 58 

$0.1030 depending on the distance band and time of day. Based upon 59 

these increases to competitive rates, I consider adverse rate impacts likely 60 

in the absence of a three-year freeze.  61 

Q. Do you agree that a one-year is an adequate period to cap rates? 63 

A. No, I do not.   64 

 65 

Q. Please state the reason for the three-year period for the rates to 66 

remain capped? 67 

A. Three years is an appropriate period for the rate cap for 3 reasons.  First, 68 

this would assure that there is no adverse impact on ratepayers as a result 69 

of the reorganization.  Second, it will take 3 years for the merger savings 70 

to be reflected in Frontier’s books.  Third, in my opinion, it will take Frontier 71 

                                            
3 Ill. C. C. No. 11, Section 14, Ninth Revised Sheet No. 9. 
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every bit of three years to prepare a rate case for the new, larger company 72 

to be presented to the Commission. 73 

In addition, Frontier accepts4 the conditions proposed by Staff to satisfy 7-74 

204(c), stating: “(1) the allocation of any savings from the proposed 75 

reorganization would flow through to the costs associated with the 76 

regulated intrastate operations for consideration in setting rates by the 77 

Commission; and (2) the Joint Applicants will not be allowed to recover 78 

any costs incurred in accomplishing the proposed reorganization in future 79 

rate proceedings.”5

 83 

   In order for these conditions to work, the time line for 80 

reviewing Frontier’s costs and rates should be one that allows for any 81 

merger costs or savings to be reflected in Frontier’s cost measurements. 82 

Q. Frontier proposes that it should be allowed to seek relief from rate 84 

caps if the FCC or Congress takes any action that significantly 85 

impacts rate design.  What is your understanding of the arguments 86 

that Frontier presents for this exception? 87 

 88 

A. As I understand Mr. McCarthy’s testimony, Frontier is concerned that 89 

either the Congress or Federal Communications Commission (FCC) might 90 

take action in the near term that affects intercarrier compensation 91 

mechanisms. Simply put, intercarrier compensation refers to sums of 92 

money paid by carriers to each other for originating and terminating traffic. 93 

                                            
4 Frontier Ex. 2.0, p. 37. 
5 Staff Ex. 2.0, p. 10. 



 Docket 09-0268 
 ICC Staff Exhibit 11.0 

5 
 

In addition, reform of intercarrier compensation mechanisms at the federal 94 

level is likely to affect federal high cost support mechanisms, which are 95 

mechanisms that support service to customers in high cost-to-serve areas, 96 

most typically rural areas. .   97 

 98 

 While I agree generally that such reform is likely, if and when it is when 99 

finally undertaken, to affect the rate design of many carriers, including 100 

perhaps Frontier and the Verizon properties it proposes to purchase, this 101 

is certainly not an issue unique to Frontier or Verizon. I believe every party 102 

in the telecommunication industry has an interest in the outcome of 103 

intercarrier compensation reform. Moreover, I note that various intercarrier 104 

compensation reform initiatives have been pending before the FCC for as 105 

long as five years without a decision. Nonetheless, if and when the FCC 106 

issues a decision on this subject, or Congress changes the underlying law 107 

it is my opinion that the Commission should allow Frontier seek a change 108 

to its rate design consistent with the federal decision.    109 

    110 

Q. Please state any changes to your recommendations as set forth in 111 

your direct testimony. 112 

A. I have no objection to changing my recommendation from a requirement 113 

for a rate freeze to a requirement for a rate cap, as requested by Frontier.  114 

I believe that a rate increase in Frontier’s intrastate retail services within 115 

three years from the time of merger closing would be an adverse rate 116 
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impact under Sections 7-204(b)(7) of the PUA provisions.  I also 117 

recommend that the Commission allow the removal of such a rate cap 118 

only upon a rate case presented by Frontier and only after the proposed 119 

merger costs or savings are accurately measured, following the merger 120 

closing.  In addition, Frontier should be allowed to seek relief from this 121 

condition if the FCC or Congress takes any action that significantly 122 

impacts carrier rate design.   123 

 124 

Q. Does this conclude your Rebuttal Testimony? 125 

A. Yes. 126 
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