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I. Introduction

The International Brotherhood of Electrical Workers, Locals 21, 51, and 702 (“IBEW”)

represent more than 1,000 employees of Verizon North Inc., Verizon South Inc. (collectively

“Verizon Illinois”) and Frontier Communications Corp. (“Frontier”) in Illinois. IBEW Exh. 1.0,

1:11-12. IBEW opposes the proposed transaction between Verizon Communications Inc.

(“Verizon”) and Frontier that would transfer Verizon Illinois (along with Verizon’s landline

operations in 13 other states)1 to Frontier – a transaction that would more than triple the size of

Frontier.

The Public Utilities Act requires the Illinois Commerce Commission (“Commission”) to

make seven specific findings. IBEW discusses these statutory criteria in Section II, below. As

IBEW will explain, Frontier fails to meet at least two of these criteria: the effect of the proposed

transaction on the financial condition of Verizon Illinois and the ability of Verizon Illinois to

provide adequate, safe, reliable, efficient, least-cost service.

IBEW’s opposition is based on one over-arching concern: Frontier is not financially fit

to own and operate Verizon’s landline operations, including Verizon Illinois. As IBEW explains

in Section III, below, Frontier’s lack of financial fitness requires the Commission to deny the

Application and reject the proposed transaction. A lack of financial fitness cannot be cured or

subject to a compromise – it simply renders the applicant unfit to assume the responsibility for

serving more than half a million citizens of Illinois with an essential public service. In theory, of

course, it is possible to restructure a transaction to better enable an applicant to be financially

viable, but both Frontier and Verizon have emphatically testified that they will not restructure the

1 The entire group of Verizon service areas proposed to be transferred to Frontier are collectively referred to as
Verizon Separate Telephone Operations, or VSTO. Tr. 406:13-20. Some of the evidence also refers to these areas
as Spinco.
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transaction. Thus, the Commission must rule on the transaction that is in front of it – and that

transaction would not create a financially viable utility holding company.

In addition, there are strong indications that the quality of service would be harmed if

Frontier were permitted to acquire Verizon Illinois. IBEW explains in Section IV that Frontier’s

record of service quality performance in other jurisdictions is questionable. There are reasons to

believe that Frontier will not be able to maintain Verizon’s current level of service quality, let

alone improve on that level of performance.

Thus, the proposed transaction fails two of the statutory criteria for approval of this

transaction. The Commission, therefore, must deny the Application.

In the event that the Commission disagrees and believes that the transaction should not be

rejected outright, IBEW will discuss in Section V approaches to restructuring the transaction that

would help protect the public. Those changes, however, are not sufficient to fully protect the

public and ensure that the transaction is in the public interest. While such an action would

provide some measure of protection, it still would remain insufficient to meet the statutory

requirement that the transaction result in no harm to the public.

In Section VI, IBEW explains why the proposed conditions agreed to by Frontier and the

Staff do not cure the problems with the proposed transaction. IBEW will show that the proposed

conditions do not address Frontier’s lack of financial fitness, do not change the fundamental

structure of the transaction, will not result in the provision of adequate broadband service in

Illinois, and will not provide meaningful incentives to ensure that Frontier provides safe and

reliable service to the public.

As a consequence, IBEW respectfully submits that the Commission must deny the

application, reject the proposed conditions as being inadequate to protect the public from the
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substantial harms that are likely to arise from the proposed transaction, and reject the proposed

transaction because it is not in the public interest.

II. Legal Standards

Illinois law requires the Commission to deny a proposed transfer of a telecommunications

utility unless the Commission finds that the transaction meets seven criteria. Specifically,

Section 7-204(b) of the Public Utilities Act, 220 ILCS 5/7-204(b), states:

[T]he Commission must find that:

(1) the proposed reorganization will not diminish the utility's ability to provide
adequate, reliable, efficient, safe and least-cost public utility service;

(2) the proposed reorganization will not result in the unjustified subsidization of
non-utility activities by the utility or its customers;

(3) costs and facilities are fairly and reasonably allocated between utility and non-
utility activities in such a manner that the Commission may identify those costs
and facilities which are properly included by the utility for ratemaking purposes;

(4) the proposed reorganization will not significantly impair the utility's ability to
raise necessary capital on reasonable terms or to maintain a reasonable capital
structure;

(5) the utility will remain subject to all applicable laws, regulations, rules,
decisions and policies governing the regulation of Illinois public utilities;

(6) the proposed reorganization is not likely to have a significant adverse effect on
competition in those markets over which the Commission has jurisdiction;

(7) the proposed reorganization is not likely to result in any adverse rate impacts
on retail customers.

Importantly, each of these standards applies to “the utility” which is Verizon Illinois.

That is, the Commission must determine whether the proposed transaction would adversely

affect the ability of Verizon Illinois to provide reliable service to its customers, raise capital,

operate efficiently, and so on.
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As IBEW explains below, the proposed transaction fails to meet two of these critically

important criteria: criterion 4 (significantly impairing Verizon Illinois’s ability to “raise

necessary capital on reasonable terms or to maintain a reasonable capital structure”) and criterion

1 (diminishing Verizon Illinois’s ability to provide “adequate, reliable, efficient, safe and least-

cost public utility service”).

III. Frontier Will Not Be A Financially Sound Entity

A. In Assessing Frontier’s Financial Soundness, The Commission Needs
To Evaluate Frontier’s Financial Condition And Compare It To
Verizon’s Financial Condition.

In prior cases, the Commission has evaluated financial soundness based on a comparison

of the proposed new owner with the current owner, with a particular focus on the financial

impact on the Illinois operating utility. For example, in approving the acquisition of Illinois

Power (“IP”) by Ameren Corporation (“Ameren”), the Commission held:

[The transaction] will not significantly impair IP's ability to raise necessary
capital on reasonable terms or to maintain a reasonable capital structure. In fact,
the record shows that Ameren plans to redeem approximately $ 750 million of
higher-cost debt currently outstanding at IP by December 31, 2006. The record
also shows that Ameren anticipates that at least one of the major rating agencies
will raise IP's bond rating to an investment grade level at or shortly after the
closing of the Reorganization. … Accordingly, the Commission finds that the
Reorganization will satisfy the criteria of Section 7-204(b)(4) of the PUA.

Illinois Power Company and Ameren Corporation, Docket No. 04-0294, 2004 Ill. PUC LEXIS

547 (ICC, Sept. 22, 2004), slip op. at 13 (emphasis added).2

That is, in assessing the financial strength of the proposed new owner, there are two

relevant questions. First, will the new owner be financially fit by objective criteria. For

example, will it have an investment-grade bond rating or will it help the Illinois utility achieve an

2 The Commission’s order is available at: < http://www.icc.illinois.gov/downloads/public/edocket/126284.pdf >.
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investment-grade bond rating. Second, how does the proposed new owner’s financial condition

compare to the present owner, again with an emphasis on how it will affect the Illinois utility.

As discussed in detail in the following sections, Frontier fails both tests. Objectively,

Verizon Illinois’s current owner (Verizon) has an investment-grade bond rating while Frontier

does not have an investment-grade bond rating. Rather than bringing lower-cost debt to the

Illinois operations, Frontier’s cost of debt is higher than Verizon’s, and Frontier will be taking on

billions of dollars of additional debt in order to finance the proposed transaction. Frontier’s

revenues and net income have been in a steady state of decline. Frontier’s business model calls

for using its operating utilities as cash machines to generate extraordinarily high dividend

payments (and stock buybacks) for shareholders, rather than reinvesting in the communications

network.

Second, Frontier’s financial condition – both before and after the proposed transaction –

is significantly weaker than Verizon’s financial condition. Verizon is one of the largest

telecommunications companies in the world with a solid investment-grade bond rating, a

reasonable dividend policy, and a strong history of reinvesting its earnings in its networks.

There is no question that Frontier is a much weaker company and that Frontier is far less able to

raise capital on reasonable terms than is Verizon.

B. Frontier Has A High-Risk Business Model That Is Not Sustainable

Frontier has a business model that is based on generating cash flows from landline

telephone utility operations and paying most of that cash to its investors. Incredibly, from 2004

through 2008 Frontier paid $2,984,000,000 to its stockholders, but it earned net income of only

$1,017,000,000 during that same time. IBEW Exh. 1.0, Sch. 4. That is, Frontier paid out almost

three times as much to its stockholders as it earned from its operations. Almost $2 billion left the
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company – money that was paid to stockholders over and above what the company earned by

using stockholders’ assets.

This trend continued – and actually worsened – in the first half of 2009 when Frontier

paid its stockholders $156 million but earned only $65 million in net income. IBEW Exh. 1.0,

19:353-354. This represents a payout of 240% of net income. Id.

Moreover, Frontier also pays out far more to stockholders than it reinvests in its

infrastructure. Frontier’s Chief Operating Officer, Mr. McCarthy, acknowledged that during a

four-year period from 2005 through 2008 Frontier made capital investments of $1.1 billion, but it

paid stockholders more than $2.1 billion during that same time. Tr. 457:15 to 459:9.3

As a consequence of these practices – which IBEW’s financial expert, Randy Barber4,

rightly calls “cannibalizing” the company – Frontier’s shareholders’ equity has fallen by more

than 75% since 2001. Specifically, Frontier’s shareholders’ equity was more than $2.1 billion at

year-end 2001, but stood at less than $450 million as of June 30, 2009. IBEW Exh. 1.0, 19:354-

356. Just three months later, at September 30, 2009, Frontier’s equity had fallen still further to

less than $420 million. IBEW Exh. 10.0, p. 2. Frontier is quite literally devouring itself –

returning far more to shareholders than Frontier is able to earn using shareholders’ equity

investment in the company.

In 2007, the Montana Public Service Commission explained why it is critically important

for a public utility not to pay out more in dividends than the business can earn. In NorthWestern

3 The payments to stockholders consisted of $1.316 billion in dividends and $0.835 billion in stock repurchases.
Tr. 459:1-9.
4 Mr. Barber has more than 25 years of experience as a financial analyst and occasional expert witness. His clients
tend to be labor unions, and public and private pension funds. He has analyzed numerous transactions in several
industries, including airlines, telecommunications, education, among others. Mr. Barber knows what it means for a
company to be in financial distress, having worked on several bankruptcy proceedings, including the regulatory and
bankruptcy proceedings involving FairPoint Communications. IBEW Exh. 1.0, 2-4:32-68. Mr. Barber’s analysis of
Frontier can be found in his direct and rebuttal testimonies which appearsin the record as IBEW Exhibits 1.0 and
3.0, respectively.
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Corp., 2007 Mont. PUC LEXIS 54 (Mont. PSC July 31, 2007)5, that commission rejected a

proposed merger and acquisition because, in its words: “The overriding issue in the docket is

whether the proposed transaction poses a threat to NorthWestern's financial health and, therefore,

harm or risk of harm to Montana customers. The Commission finds that it does and explains its

reasons below.” Id. ¶ 143.

The Montana commission’s analysis is directly applicable to this case. Indeed, the

Montana commission found that its primary financial concern was that the acquiring company

(BBIL) was projecting that it would require the utility (NorthWestern) to pay out more in

dividends than the utility earned in net income. As the commission stated: “First and foremost,

BBIL assumes NorthWestern will consistently pay out dividends to its new owner in excess of

NorthWestern’s net earnings. While U.S. utilities typically pay out 60 to 70 percent of net

earnings in dividends, BBIL’s acquisition model calls for in excess of 100 percent of net

earnings to be paid out annually by NorthWestern through the year 2023.” Id. ¶ 148.

The commission then explained as follows why this was so problematic for a public

utility: “In normal utility operations, retained earnings provide a vital source of financial

strength for capital investment and as reserves that are available during unexpected financial

strains. Regularly paying out dividends in excess of net earnings by a utility is inappropriate and

risky because having insufficient reserves on hand could adversely affect the utility's ability to

provide adequate service.” Id. ¶ 149.

Based on the acquiring company’s financial projections, as well as its history of

operations elsewhere, the commission concluded: “Given BBIL’s dividend expectations and

5 The order also is available on the Montana commission’s web site at:
< http://www.psc.state.mt.us/eDocs/eDocuments/pdfFiles/D2006-6-82_6754e.pdf >. Citations are to the numbered
paragraphs in the order, which are the same in either the Lexis or web site versions of the order.



8

practices and the highly leveraged capital structures that BBIL has implemented at its existing

operating subsidiaries, as well as the financial projections in the acquisition model, it is evident

that BBIL’s proposed ownership of NorthWestern presents the likelihood that NorthWestern’s

capital structure will deteriorate and become unacceptably leveraged.” Id. ¶ 156 (emphasis

added).

The Montana commission concluded, therefore, that the proposed purchaser was not

financially viable and that the transaction was too risky for consumers. The commission decided

that the existing utility’s ownership was preferable to a new owner that was not financially

viable. This was particularly true where that lack of viability would lead to the deterioration of

the utility’s capital structure. Thus, the commission concluded: “The Commission prefers the

model of a stand-alone NorthWestern continuing to improve its financial outlook to the prospect

of a BBIL-owned NorthWestern that is making excessive equity distributions to its owner,

retaining insufficient earnings at the utility level, and experiencing a deteriorating capital

structure – all to the detriment of the utility and Montana customers.” Id. ¶ 180.

Each of the Montana commission’s findings applies equally to Frontier. IBEW submits

that this Commission should follow the reasoning of the Montana commission and reject this

transaction. The proposed transaction is inconsistent with the public interest and would expose

the Illinois utility and the public to extraordinarily high financial risk, which is likely to lead to

the deterioration of service.

Frontier’s use of its operating companies as cash machines for shareholders cannot go on

indefinitely. Frontier is a Delaware corporation6 and, as such, its corporate practices are

governed by the provisions of Delaware law. Section 170 of Delaware corporation law prohibits

6 Joint Applicants’ Exh. 1.0, 3:50.
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corporations from paying dividends that exceed the greater of the value of retained earnings or

the net profit earned in the current year or the previous year. 8 Del. C. § 170. Similarly,

Sections 301 and 316 of the Internal Revenue Code limit the favorable income tax treatment for

dividends to payments that are made from a corporation’s accumulated net income. Payments in

excess of that amount are treated as returns of capital which are taxed as capital gains. 26 U.S.C.

§§ 301 and 316. Simply, once Frontier’s retained earnings go negative Frontier legally would

not be able to pay dividends in excess of its current year’s net income.7

Based on its performance in the first half of 2009, Frontier only has two or three more

years before it will have paid out all of its retained earnings to stockholders. Indeed, two Wall

Street financial analysts have independently found that Frontier’s shareholders’ equity is likely to

become negative in 2012 or 2013. IBEW Exh. 1.0, 22:410 and Sch. 6. After that, Frontier’s

dividend would have to be reduced to no more than its net income – a likely dividend cut of 60%

or more. Simply, without this transaction, Frontier’s business model fails within two or three

years – it will no longer be able to support the extravagant payments to stockholders that have

pumped up its stock price.

Moreover, Verizon itself recognized the frailty of Frontier’s current financial condition

and business model. In an internal message to Verizon’s negotiating team, Verizon’s Vice

President of Business Development, Mr. Smith, recognized that Frontier would have to reduce its

dividend, as well as suffer other financial problems, without this deal. See IBEW Exh. 1.0,

24:450-454 for the text of the allegedly confidential e-mail message.

7 Frontier’s Chief Operating Officer, Mr. McCarthy, could not identify any public company that had negative equity
but paid dividends exceeding net income. Tr. 459:9-14. The telecommunications companies he identified with
negative equity (Qwest and Embarq) paid out significantly less in dividends than their earnings. Tr. 447:1-16 and
448:21 to 449:7.



10

It appears that the very purpose of this transaction is to increase the shareholders’ equity

on Frontier’s books so that it can continue its high-risk cannibalization of its business for a few

more years. As Mr. Barber testified:

In order for Frontier to sustain its business model, it needs to acquire more
customers and continue to invest far less in the business than it earns. Thus, the
proposed acquisition of VSTO would allow Frontier to keep following its high-
dividend, low-investment scheme for a few more years. At some point, though,
Frontier’s model will fail. The company will run out of retained earnings and will
not generate enough cash flow from depreciation to keep paying exorbitant
dividends. Because of the number of shares of stock Frontier would issue to
Verizon stockholders in this deal, Frontier’s next acquisition would have to be
huge – in the tens of millions of access lines – in order to further pursue its failed
business model.

Q. Are you saying that Frontier’s business model is not sustainable?

A. Yes, that is exactly right. Frontier’s business model is based on high
dividend pay-outs, financed by reducing the value of its assets. A company can
support this business model over the short-term by adding assets through new
acquisitions. But such a model is not sustainable over the long-term, particularly
if the company takes on large debt to finance the purchase. This is precisely what
Frontier proposes to do in this transaction.

IBEW Exh. 1.0, 20-21:376-390.

Frontier does not plan to change its approach to business; it still plans to pay out more to

shareholders than it earns in net income. See IBEW Exh. 1.0, Sch. HSC-4 for the allegedly

confidential projections under various scenarios. Importantly, there is no scenario where

Frontier pays out less in dividends than it earns in net income during the 2010 to 2014 period

examined.

C. Verizon’s Approach To Business Is Very Different From Frontier’s

In contrast to Frontier’s high-risk cannibalization of its operating companies, Verizon has

pursued a strategy of reinvesting in its landline business by upgrading to state-of-the-art fiber

optic facilities directly to the home. This service, known as FiOS, has not yet reached Illinois,
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but there is no reason to believe that urban / suburban areas of Verizon Illinois would not be in

line to have these new facilities deployed.

While Frontier spends most of its cash on shareholders, Verizon has been spending its

cash on new technology and facilities that serve customers. Specifically, VSTO has been

reinvesting between 77% and 96% of the cash it receives from depreciation. IBEW Exh. 1.0,

Sch. 13. This contrasts with Frontier’s reinvestment of just 51% to 58% of its depreciation-

based cash flows into new capital equipment and facilities. Id.

Similarly, while Frontier has been paying dividends greatly in excess of its net income,

Verizon and VSTO conservatively have dividends that range between 76% and 86% of their net

income. IBEW Exh. 1.0, Sch. 12.

There is no doubt, therefore, that Verizon is a financially stronger company than Frontier.

In the words of Frontier’s COO: Verizon is “certainly much larger” than Frontier and has “a

better credit metric” than Frontier. Tr. 407:11-12. He continued: “I would agree that they

[Verizon] are financially stronger.” Tr. 407:15-16. Further, Verizon maintains a solid

investment-grade bond rating, while Frontier’s bond rating has been consistently below

investment grade since the company wrote off $1 billion and restructured its operations several

years ago. Tr. 408:7 to 410:13; see also IBEW Exh. 1.0, 18-19:338-356.

D. Frontier Has Not Obtained The More Than $3 Billion In Financing
Needed For This Transaction

Compounding the problems of Frontier’s dividend policy, general approach to business,

and financial weakness is the tremendous uncertainty associated with Frontier’s financing of the

proposed transaction. Frontier is required to issue approximately $3.1 billion to $3.3 billion in

new debt in order to provide a cash payment (or debt exchange) to Verizon. But Frontier has not

yet obtained this debt, or even a commitment from a lender to provide the necessary financing.
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IBEW Exh. 1.0, 28-29:531-547; Tr. 437:7-13. Simply, at this juncture, there is no way of

knowing the interest rate, debt service requirements, security requirements, restrictions on

business operations, or any of the other terms and conditions that Wall Street bankers will

require to provide this financing to Frontier. It is rather incredible – and unprecedented in

IBEW’s experience – for a transaction of this size to be proposed without knowing how the

transaction would be financed.

Moreover, in addition to having to obtain the funds to pay Verizon, Frontier also has to

find a way to provide working capital to operate Verizon’s business in Illinois and elsewhere.

The Distribution Agreement between Verizon and Frontier provides that Frontier will receive no

working capital from Verizon at closing. Distribution Agreement, p. 21 (“target working

capital” is zero).8

E. Frontier’s Financial Projections Are Not Credible

Frontier has asserted that its financial projections demonstrate that the proposed

transaction would improve Frontier’s financial condition. See, e.g., Frontier Exh. 5.0, pp. 62-76.

There at least four significant problems with these projections.

First, none of the projections show Frontier’s financial condition improving to the point

that the company would achieve even a minimal investment-grade bond rating, let alone a

financial condition on par with Verizon’s.

Second, Frontier’s financial projections are not credible. Frontier’s projections are based

on overly optimistic assumptions about both revenues and expenses. Specifically, Frontier

projects an annual decline in VSTO’s revenues of 2.5 percent. Frontier Exh. 5.0, 71:1767. But

for the past two years, VSTO has actually had declines in revenues of 3.1 percent and 3.9 percent

8 The Distribution Agreement was attached to the Application as Exhibit 2. It also can be found in Frontier’s
prospectus, which is Frontier Exh. 5.10, beginning on page 410.
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(2007 vs. 2006 and 2008 vs. 2007, respectively). Frontier Exh. 5.10, pp. 148-149. Moreover,

the most recent information available – the change in revenues from the year ending June 30,

2009 as compared to the year ending June 30, 2008, shows that VSTO’s revenues declined by

5.8 percent. Id., p. 146. Frontier has not explained why it is reasonable for it to assume that

VSTO’s revenue losses will be so much less than the company has experienced in recent years –

including during the period of a robust national economy in 2007.

Similarly, Frontier’s projections of revenues from the legacy Frontier service areas (that

is, the areas that Frontier owns today) also are overly optimistic. Frontier projects that revenues

in those areas will decline by just 1.1 to 1.3 percent. Frontier Exh. 5.0, 71:1766-1767. Yet

Frontier experienced an actual revenue decline of 2.2 percent during 2008. Frontier Exh. 5.10,

p. 16.9 Indeed, comparing the first nine months of 2009 with the same period in 2008 shows that

Frontier’s revenues declined by another 5.5 percent. IBEW Exh. 10.0, p. 4.10 Once again,

Frontier has not explained the basis for its overly optimistic projections of revenue declines that

are only one-fifth to one-half as much (on a percentage basis) as the company has experienced

recently.

A similar problem exists with Frontier’s expense projections. Frontier has projected that

it will be able to run Verizon’s VSTO service areas for $500 million less than Verizon spends to

do so. Frontier Exh. 5.1, pp. 16 and 18. This represents more than a 20 percent reduction in

VSTO’s expenses – a level that is unprecedented for a transaction of this magnitude. IBEW Exh.

1.0, 33-37:612-670. Frontier has never explained how such savings are possible without

severely affecting the safety, quality, and reliability of service.

9 The exhibit shows Frontier’s revenues declined from $2.288 billion in 2007 to $2.237 billion in 2008, a decline of
2.22%.
10 The exhibit shows Frontier’s revenues for the first nine months of 2008 were $1.690 billion. For the first nine
months of 2009, revenues fell to $1.597 billion, a decline of 5.50%.
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Third, the financial projections Frontier provided in its rebuttal testimony (Frontier Exh.

5.0) are meaningless. Frontier prepared those projections using 2008 actual results for VSTO

and legacy Frontier. It then bootstrapped onto those 2008 results the synergy savings Frontier

hopes to achieve by 2013 – five years later. See, e.g., Frontier Exh. 5.0, 25-26:634-663. But in

its allegedly confidential financial projections – which Frontier did not provide as part of its

testimony – Frontier projects that its revenues, expenses, cash flows, earnings, and other

important financial measures will be very different in 2013 than they were in 2008. For

example, between June 30, 2008 and June 30, 2009, VSTO lost more than 11 percent of its

access lines, Frontier’s net income declined by 37% and VSTO’s net income declined by 29%.

IBEW Exh. 1.0, 32-33:588-611. There is absolutely no basis for assuming that 2008’s actual

results will be representative of the conditions Frontier will face immediately after closing, let

alone in 2013.

Fourth, it must be noted that Frontier has a spotty track record for projecting the financial

effects of a merger. Frontier’s last major acquisition was of Commonwealth Telephone Co. in

Pennsylvania in 2007. Tr. 411:18-21. At the time that transaction was announced, Frontier

projected its leverage ratio11 would temporarily increase from 3.1x to 3.6x, but then decline to

3.2x within a short time after the transaction closed. IBEW Exh. 1.0, 23:420-426. In fact,

Frontier’s leverage ratio rose and has not fallen. At year-end 2008, it stood at 3.8x and by June

30, 2009, the ratio had climbed to 4.1x. Id.

That is, Frontier does not have a good track record when it comes to projecting the

financial impact of a merger or acquisition on the company. When this is coupled with the

11 Net debt divided by EBITDA (earnings before interest, taxes, depreciation, and amortization).
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company’s incredibly optimistic revenue and expense projections, IBEW submits that the

Commission should give no weight to Frontier’s financial projections.

F. Conclusion: Frontier Is Not, And Will Not Be, A Financially Sound
Entity

IBEW respectfully submits that the Commission must conclude that Frontier is not now,

and will not be, a financially sound entity. Frontier’s financial condition is weak. It is a

company built on an unsustainable business model of consistently paying out far more to

shareholders than it earns. If this transaction occurs, Frontier’s management will not change; its

high-risk, unsustainable approach to business will not change; and its desire to enrich

shareholders rather than invest in new technologies and services will not change.

Further, there is no question that Frontier is significantly weaker than Verizon. Verizon

is a strong, financially viable company with a solid investment-grade bond rating. It is difficult

to see how the public will be better served by a company that will have difficulty raising capital

at a reasonable cost.

In summary, Frontier is not financially fit to own and operate Verizon Illinois. Frontier

does not have the financial wherewithal to acquire operations that would triple its size. Frontier

cannot safely absorb the additional debt burden that would come with the proposed transaction.

The Commission should reject Frontier’s business model of milking its utility operations so

excessive cash payments can be made to stockholders. The Commission should deny the

application because Frontier is not now, and will not be, financially sound.
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IV. Frontier’s Acquisition of Verizon Illinois Has A Significant Risk
Of Diminishing Verizon Illinois’s “Ability To Provide Adequate,
Reliable, Efficient, Safe And Least-Cost Public Utility Service”

A. The Proposed Transaction Poses Substantial Service-Quality Risks

The Public Utilities Act wisely recognizes the importance of ensuring that a change in

ownership would not adversely affect an Illinois utility’s ability to provide safe and reliable

service, efficiently, and at the lowest reasonable cost. Thus, section 7-204(b)(1) states: “the

proposed reorganization will not diminish the utility's ability to provide adequate, reliable,

efficient, safe and least-cost public utility service.”

As the statute recognizes, there is a substantial risk that a change in ownership could

result in a change in priorities and practices that may harm service quality. This risk is

particularly prevalent when the proposed new owner, as here, faces financial pressures to be able

to make payments on billions of dollars of new debt and to achieve hundreds of millions of

dollars in operating expense savings.

In fact, in the information it provided to stockholders about the proposed transaction,

Frontier itself summarized these concerns as follows:

The acquisition of the Spinco business is the largest and most significant
acquisition Frontier has undertaken. Frontier management will be required to
devote a significant amount of time and attention to the process of integrating the
operations of Frontier’s business and the Spinco business, which may decrease the
time they will have to serve existing customers, attract new customers and
develop new services or strategies. … the size and complexity of the Spinco
business and the process of using Frontier’s existing common support functions
and systems to manage the Spinco business after the merger, if not managed
successfully by Frontier management, may result in interruptions of the business
activities of the combined company that could have a material adverse effect on
the combined company’s business, financial condition and results of operations.
In addition, Frontier management will be required to devote a significant amount
of time and attention before completion of the merger to the process of migrating
the systems and processes supporting the operations of the Spinco business in
West Virginia from systems owned and operated by Verizon to those owned and
operated by Frontier. The size, complexity and timing of this migration, if not
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managed successfully by Frontier management, may result in interruptions of
Frontier’s business activities.

Frontier Exh. 5.10, pp. 24-25 (emphasis added).

One of the factors discussed by Frontier – the integration of approximately 600,000

Verizon lines in West Virginia onto Frontier’s operating systems at closing – is particularly

important. Specifically, IBEW’s expert witness on service quality issues, Susan Baldwin12,

explained as follows how the West Virginia transition could pose serious risks to Illinois:

Although the cutover of approximately 600,000 lines in West Virginia would
occur beyond Illinois’s boundaries, the process nonetheless could have
repercussions for Illinois if it does not go well. Ensuring a proper transition in
West Virginia (which will be Frontier’s largest state) could become the focus of
company management and investments, and potentially jeopardize the viability of
the entire transaction. If Frontier faces unexpected expenses associated with the
integration of West Virginia assets, customers in Illinois and other states could be
adversely affected. These results might include fewer technicians being available
in Illinois if extra technicians are required in West Virginia, fewer repairs made to
aging infrastructure, and slower broadband deployment.

IBEW Exh. 2.0, 29-30:605-613.

Compounding these risks is the fact that Frontier has not conducted a thorough review

and inspection of Verizon’s operations. Ms. Baldwin concluded:

Frontier’s due diligence process was rushed (approximately three months passed
between the initial exploration and the announced transaction); substantial
resources will be required to complete the planned integration; and uncertainties
about significant aspects of the transaction, which would affect customer support,
remain.

IBEW Exh. 2.0, 26:540-543. In fact, Frontier “did not conduct a field visit in Illinois” and has

not conducted an audit of Verizon’s physical plant and other facilities in Illinois (and it has no

12 Ms. Baldwin is the former director for telecommunications of the Massachusetts Department of Public Utilities.
She holds Masters’ degrees in economics and public policy. Ms. Baldwin has testified as an expert witness on
telephone service quality and related issues before twenty regulatory commissions, including this Commission and
the Federal Communications Commission, and has authored numerous papers on regulatory issues. Her extensive
analysis is found in her direct and rebuttal testimonies and schedules that appear in the record as IBEW Exhibits 2.0
and 4.0, respectively.



18

plans to do so). Id., 65:1225-1230. As Ms. Baldwin concluded: “Frontier seems to have

decided to purchase Verizon’s Illinois operations ‘sight unseen.’” Id.

In short, the Commission must be concerned about Frontier’s ability to provide safe and

reliable service to the Verizon Illinois service area.

B. The Major Risk To Service Quality Is Frontier’s Lack Of Financial
Soundness

There is one more, over-riding threat to service quality: Frontier’s precarious financial

condition. As discussed above, there are serious questions about Frontier’s financial condition,

and those concerns have not been addressed by the applicants.

IBEW witness Baldwin explain why these financial risks have a direct impact on the

provision of reliable service to the public. Specifically, she testified:

The serious financial risks that Mr. Barber describes in detail jeopardize the
quality of service that Frontier would offer consumers for several reasons. The
post-transaction financial constraints on Frontier would limit its ability to follow
through on its promise to expend more on capital investment than Verizon has.
Instead, in its pursuit of synergies, Frontier would face strong economic
incentives to cut costs, particularly where the anticipated cost of such investment
is not offset by the anticipated increase in revenue (or decrease in expenses). As a
result, for example, consumers may experience long delays for the restoration of
out-of-service troubles.

IBEW Exh. 2.0, 62-63:1165-1172.

C. Frontier’s Track Record With Other Mergers Raises Serious Concerns
About Service Quality

Moreover, Frontier’s track record with other mergers does not provide Illinois’s

consumers and regulators with any comfort about the potential effects of the proposed

transaction on service quality. Ms. Baldwin analyzed service quality data and determined that

serious questions about service quality were raised in at least two utilities that Frontier has

acquired.



19

In November 2007, Frontier acquired Global Valley Networks in California with about

13,000 access lines. IBEW Exh. 2.0, 30:619-620. In 2008, Frontier’s performance in that

service area was substandard by several measures. As Ms. Baldwin testified: “Global Valley

reported an average installation interval of 6.3 days, initial out of service intervals of 30.7 hours,

and repeat out of service intervals of 32.1 hours.” IBEW Exh. 2.0, 31:626-628. In other words,

Global Valley customers have to wait nearly a week to have service installed, and the average

outage is not restored for more than a full day. In contrast, under this Commission’s regulations

require 90% of service installations to be made within five days and 95% of outages to be

cleared within 24 hours. 83 Ill. Adm. Code § 730.540 (installation) and 83 Ill. Adm. Code

§ 730.535 (outage). Frontier does not even meet these goals on average in its California service

area; let alone for 90-95 percent of customers.

Even more disturbing is the way in which Frontier has allowed the performance of its

Rochester Telephone service area to deteriorate since its acquisition in 2001. Ms. Baldwin’s

analysis of data for Rochester Telephone shows that the first few years under Frontier’s

ownership did not show serious problems. But in 2007, “Rochester customers started reporting

increasing numbers of service problems.” IBEW Exh. 2.0, 31:632-634. In particular, the

number of trouble reports per 100 lines increased from 24.9 in 2006 to 29.8 in 2007 and then to

33.8 in 2008. Id., 31:634-636. Outages also increased during this time, from fewer than 18 per

100 lines in 2006 to more than 24 per 100 lines in 2008 – an increase of more than 30 percent.

Id., 31:636-640.

Frontier apparently was not staffed or otherwise able to deal with the increased number of

problems. From 2005 through 2007, Frontier repaired outages in an average of 18.8 hours, but in

2008 the average response time increased more than 40 percent to 26.8 hours. Id., 32:649-651.



20

Another disturbing trend appeared in the data soon after Frontier acquired approximately

320,000 lines from Commonwealth Telephone in Pennsylvania in early 2007. In the first

summer that Frontier owned that company, the number of trouble reports increased dramatically.

IBEW Exh. 8.0, p. 1. Of even greater concern, however, is that Frontier missed more than 5,000

repair appointments over a three-month period (June through August). Id. Frontier’s outside

service quality witness, Mr. Gregg, did not ask the company what happened (Tr. 314:2-12), but it

seems obvious that something in the transition process was not working properly.

Frontier’s inability to keep repair appointments after it acquired Commonwealth

Telephone continued in 2008. Even though the number of trouble reports declined, it continued

to miss hundreds – in some months thousands – of repair appointments each month in 2008.

IBEW Exh. 8.0, p. 2. Indeed, as shown in the following table (based on Commonwealth having

320,000 access lines), that company missed a significantly greater percentage of repair

appointments in 2008 than were missed before Frontier acquired the company. Indeed, there

were several months, beginning in the fall of 2007, when Frontier missed more than 30 repair

appointments for each 100 trouble reports - a remarkably poor level of providing service to

customers.

Commonwealth Telephone Company:
Trouble Reports and Missed Repair Appointments – 2007 and 2008

Source: IBEW Exh. 8.0, pp. 1-2

Month
Trouble

report rate
per 100 lines

Trouble
reports*

Missed repair
appointments

Missed
appointment per

100 troubles

Jan-07 1.60 5,120 508 9.92

Feb-07 1.19 3,808 302 7.93

Mar-07 1.48 4,736 477 10.07

Apr-07 1.72 5,504 483 8.78

May-07 1.64 5,248 489 9.32

Jun-07 2.54 8,128 1,324 16.29
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Month
Trouble

report rate
per 100 lines

Trouble
reports*

Missed repair
appointments

Missed
appointment per

100 troubles

Jul-07 2.49 7,968 1,566 19.65

Aug-07 2.91 9,312 2,234 23.99

Sep-07 0.26 832 285 34.25

Oct-07 0.72 2,304 868 37.67

Nov-07 0.63 2,016 806 39.98

Dec-07 0.63 2,016 680 33.73

Jan-08 0.72 2,304 621 26.95

Feb-08 0.78 2,496 569 22.80

Mar-08 0.65 2,080 537 25.82

Apr-08 0.75 2,400 454 18.92

May-08 0.82 2,624 499 19.02

Jun-08 1.02 3,264 1,053 32.26

Jul-08 1.02 3,264 1,183 36.24

Aug-08 0.80 2,560 693 27.07

Sep-08 0.88 2,816 389 13.81

Oct-08 0.86 2,752 314 11.41

Nov-08 0.61 1,952 246 12.60

Dec-08 0.74 2,368 430 18.16
* Trouble reports = Trouble report rate per 100 lines x 320,000

This indicates either that Frontier changed operational priorities or that something in the

transition process did not work properly. In either event, it raises serious concerns about

Frontier’s ability and commitment to the provision of reliable service to customers.

D. Frontier Has Not Demonstrated That It Will Be Able To Provide
Service At The Same Cost Or Level Of Efficiency As Verizon

The Public Utilities Act requires Frontier to demonstrate that its acquisition of Verizon

Illinois will not affect Verizon Illinois’s ability to provide least-cost service to the public.

Frontier has not shown that it will be able to provide service at the same cost or level of

efficiency as Verizon.

Initially, Verizon witness McCallion testified – and no party disputed – that Verizon

currently provides service at a reasonable price to its customers; that its per-customer expenses
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for administrative services are reasonable; and that Verizon’s size enables it to capture

substantial economies of scale in purchasing for its landline business. Tr. 158-159. All of these

benefits flow through to Verizon Illinois.

Understandably, Mr. McCallion did not have any information about Frontier’s ability to

achieve these same economies of scale. Tr. 159-160. But incredibly neither did Frontier’s Chief

Operating Office, Mr. McCarthy. While Frontier touts this transaction as enabling Frontier to

achieve “increased purchasing power with vendors” (Frontier Exh. 5.1, p. 18), that simply refers

to Frontier becoming larger than it is today; it does not mean that Frontier will have greater

purchasing power than Verizon does today, or that Frontier will be able to obtain better – or even

the same – prices for Verizon Illinois’s purchasing. The following colloquy with Mr. McCarthy

demonstrates that he simply does not know what Verizon Illinois pays today or if Frontier will be

able to obtain the same (let alone better) prices as Verizon does today:

Q. The last line under Synergies says "increase purchasing power with vendors."
Can you tell us what that refers to?

A. It referred to the fact that as we grow larger and as we are executing on our
commitments to expand broadband, that we would increase our purchasing power
with vendors that supply us with everything from network element components to
long distance transit services.

Q. All right. Are you talking about increasing Frontier's purchasing power
compared to Frontier's purchasing power today or are you talking about
increasing Frontier's purchasing power compared with VSTO today?

A. It is referring to increased purchasing power from Frontier.

Q. Okay. So that does not necessarily mean that the VSTO areas will have
greater purchasing power as part of Frontier than they have today as part of
Verizon, is that correct?

A. I can't answer that. I don't know.

Tr. 461-462.
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In short, there is no evidence that Frontier’s operations will be as efficient as Verizon’s

operations are today. We know that Frontier’s debt cost will be substantially higher than

Verizon’s debt cost – we just don’t know how much higher. As for the other costs incurred by

Verizon Illinois – all of the benefits of central administration, purchasing, and numerous other

services that Verizon provides efficiently and cost-effectively to Illinois – there is no evidence

that Frontier will be able to provide any of those at an equivalent price. The Commission,

therefore, cannot find that transferring Verizon Illinois to Frontier “will not diminish” Verizon

Illinois’s ability to provide efficient, least-cost service to the public.

E. Conclusion

Any change in ownership brings with it a change in management, priorities, operational

practices, technologies, and many other factors that can affect a utility’s ability or willingness to

provide safe and reliable service. The Public Utilities Act requires, therefore, that the utility

demonstrate that the change in ownership “will not diminish the utility's ability to provide

adequate, reliable, efficient, safe and least-cost public utility service.” Frontier and Verizon have

not met this requirement.

Frontier’s lack of financial soundness will place the company under tremendous pressure

to try to meet the expectations of Wall Street lenders, so that Frontier can service the more than

$3 billion in debt it will issue. Moreover, Frontier has promised Wall Street that it will be able to

cut Verizon’s costs by $500 million in less than three years – an unprecedented level of cost

reductions that would require Frontier to drastically reduce the size of its workforce. The

combination of financial pressures and drastic cuts in employment are likely to adversely affect

the timeliness and quality of Frontier’s installation, maintenance, and repair activities.

In addition, Frontier’s track record in previous acquisitions raises further concerns.

Frontier’s performance in its largest operation, Rochester Telephone, showed a significant
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deterioration in service quality in 2007 and 2008. Frontier’s two most recent acquisitions –

Global Valley and Commonwealth in 2007 – exhibited serious service quality concerns after

Frontier assumed control.

Frontier’s cost of debt is presently unknown, which by itself is sufficient for the

Commission to reject the transaction. How can the Commission make a finding that the

transaction will not affect diminish Verizon Illinois’s ability to provide “least cost service” if the

new owner has not even obtained the financing for the transaction?

Moreover, according to Verizon witness McCallion, Verizon is currently an efficient

provider of services to Verizon Illinois, using its size (more than 30 million access lines) and

purchasing power for the benefit of its Illinois operations. Frontier is a dramatically smaller

company that makes no claim to having equivalent economies of scale or efficiencies.

Given Frontier’s unknown (but undoubtedly higher) cost of debt and its likely inability to

achieve economies of scale equivalent to Verizon, Frontier has not met its burden of proving that

its acquisition of Verizon Illinois will not diminish Verizon Illinois’s ability to provide efficient,

least-cost service to the public.

Furthermore, there are substantial risks of post-acquisition service quality problems

which provide a further reason for the Commission to reject the proposed transaction. As the

Commission knows, the law requires it to find that “the proposed reorganization will not

diminish the utility's ability to provide adequate, reliable, efficient, safe and least-cost public

utility service.” 220 ILCS 5/7-204(b)(1). The Commission cannot make such a finding about

the proposed transaction.
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V. Conditions Cannot Protect The Public And Are Insufficient To
Ensure A Financially Viable Entity Committed To The Provision
Of High-Quality Service

As discussed above, the fundamental financial problems with Frontier cannot be cured

without restructuring the transaction. Verizon and Frontier have rejected any attempt to do so.

Mr. Barber suggested creating a joint venture between Verizon and Frontier – similar to the very

successful joint venture between Verizon and Vodafone that we know as Verizon Wireless.

IBEW Exh. 1.0, 58:1072-1087. Alternatively, he proposed that Verizon could take several

actions to guarantee the quality of the facilities being transferred to Frontier, as well as Frontier’s

financial viability for at least the first few years after closing. Id., 59-62:1089-1159. These

options, while not providing perfect protection for the public are designed, in Mr. Barber’s

words, “to ensure that Verizon’s long-term interests are aligned with success of the proposed

transaction.” Id., 58:1070-1071.

This is vitally important, not only because of Frontier’s precarious financial condition,

but also because of Verizon’s track record with this type of transaction. Mr. Barber explained

that “the last three Verizon asset divestitures resulted in the financial failure of the new firm

(Hawaiian Telcom, Idearc, and FairPoint).” Id., 57:1059-1060. Consequently, Mr. Barber

correctly concluded that, in order to protect the public, “Verizon must remain responsible until it

has been demonstrated that the new Frontier is truly financially viable.” Id., 57:1060-1061.

But Verizon and Frontier flatly rejected any attempt to modify the transaction to better

protect the public. For example, Verizon witness McCallion testified: “there is no basis for the

Commission to alter the arms-length arrangement that the parties reached.” Verizon Exh. 6.0,

15:326-327.
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If Verizon and Frontier will not agree to modify their deal to protect the public, then the

Commission must reject the deal. The Commission must judge the merits of the transaction that

is before it; not of some hypothetical transaction that could exist if Verizon and Frontier were

willing to listen to other parties’ concerns.

And, unfortunately, the transaction before the Commission is not in the public interest.

The transaction would replace a strong, financially solid, investment-grade owner with one that

shows troubling signs of financial weakness. As discussed above, Frontier uses its operating

utilities as cash machines – conduits to move money from customers to stockholders. Far more

is paid to stockholders than is reinvested in the business. Incredibly Frontier has consistently

paid more to stockholders than the business has even earned. The result is that Frontier is quite

literally eating itself alive – reducing its retained earnings by more than $2 billion (a 75%

reduction) in just a few short years; and steadily reducing the value of the property, plant, and

equipment that provides service to the public.13

On top of this, Frontier would take on more than $3 billion in new debt for the proposed

transaction. But we don’t know anything about that debt. Frontier has adopted a “wait and see”

approach with Wall Street. We are now nearly nine months after the deal with Verizon was

signed and Frontier still has not obtained a commitment for financing. We do not know what the

interest rate will be. We do not know what the length of the financing will be. We do not know

the terms, conditions, or security requirements that investment banks will impose on Frontier and

its operating companies.

However, we do know one thing about the transaction that is before the Commission.

We know that Frontier plans to cut $500 million from Verizon’s annual operating costs – an

13 In 2001, Frontier had net property, plant, and equipment of $4.5 billion. Today its property is valued at just $3.1
billion, and it is projected to continuing declining each and every year. IBEW Exh. 1.0, Schs. 3 and 7.
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unprecedented reduction of more than 20 percent – within less than three years after closing.

This huge reduction will include draconian cuts in the workforce – cuts so steep that Frontier

claims the number of jobs to be lost is “confidential” and refuses to release it to the public.14

This is the transaction that was presented to the Commission and it is not in the public

interest. The risks and uncertainties are enormous. Whatever benefits may exist from Frontier’s

promises or intentions to increase broadband penetration are meaningless if Frontier cannot

afford to spend the money or if Frontier does not have enough people to do the work.

The Commission, therefore, must reject the transaction as presented to it.

IBEW would note that when faced with a similar problem – a proposed Verizon

divestiture to a much smaller, financially suspect company – the Vermont Public Service Board

rejected the transaction as presented to it. Joint Petition of Verizon New England Inc., d/b/a

Verizon Vermont and FairPoint Communications, Inc., Docket No. 7270 (Vt. PSB, Dec. 21,

2007).15 In so doing, the Vermont board concluded:

While there are many appealing aspects to allowing FairPoint to replace
Verizon, the evidence raises significant questions about FairPoint's financial
soundness if this transaction were to close. Under reasonably foreseeable
circumstances, FairPoint may face a difficult choice between maintaining a
dividend to its shareholders and spending the money on operating expenses.
Under one foreseeable scenario, FairPoint may even be unable to generate
sufficient money to meet its large debt obligations. We have been unable to
develop conditions that would ensure sufficient operating and capital funds to
FairPoint's operating unit in Vermont, including its needs for capital to deploy
broadband and achieve service quality standards. Therefore we disapprove the
petition, in its current form.

But for these financial risks, we would approve the merger. Therefore, we
will leave this docket open for a period of time to allow FairPoint and Verizon to
modify their proposal.

Id., pp. 227-228.

14 The number appears in the confidential portion of Mr. Barber’s testimony at IBEW Exh. 1.0, 37:673-674.
15 < http://psb.vermont.gov/sites/psb/files/orders/7270finalorder.pdf >
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The Vermont board ultimately approved a substantially modified transaction – one that

contained a substantial cash infusion from Verizon, FairPoint’s elimination of its common stock

dividend, as well as other financial and operational conditions. Joint Petition of Verizon New

England Inc., d/b/a Verizon Vermont and FairPoint Communications, Inc., Docket No. 7270 (Vt.

PSB, Feb. 15, 2008).16

As discussed above, the Montana Public Service Commission reached a similar result

when faced with a proposed acquirer whose business model was built around the payment of

dividends greatly in excess of earnings. That commission rejected the transaction that would

have siphoned cash from the utility into the pockets of stockholders. NorthWestern Corp., 2007

Mont. PUC LEXIS 54 (Mont. PSC July 31, 2007). That commission properly refused to

authorize the owner of a public utility to base its business on the payment of excessive dividends

to stockholders – precisely the same business model that Frontier utilizes.

A different approach was recently taken by the Maryland Public Service Commission

when it had concerns about the financial effects of a proposed acquisition. That commission

imposed a condition that prohibited the utility from paying any common stock dividend if its

bond rating was below investment grade. In the Matter of the Current and Future Financial

Condition of Baltimore Gas and Electric Co., Order No. 82986, 2009 Md. PSC LEXIS 59 (Oct.

30, 2009).17 While this is not a perfect remedy, it recognizes the importance of a major public

utility having an investment-grade bond rating to ensure that it can raise capital on reasonable

terms, consistent with a utility’s obligation to provide least-cost service to the public.

IBEW submits that the position taken in this case by Verizon and Frontier must lead this

Commission to the same result reached by the Vermont Public Service Board and the Montana

16 < http://psb.vermont.gov/sites/psb/files/orders/2008/7270%20final%20re%20modified%20plans_APR.pdf >
17 < http://webapp.psc.state.md.us/Intranet/Casenum/NewIndex3_VOpenFile.cfm?ServerFilePath=
C:\CaseNum\9100-9199\9173\218.pdf >
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Public Service Commission: the transaction as submitted does not result in a financially viable

owner and must be rejected. It would then be up to the applicants to decide whether they want to

modify the transaction to address these serious financial concerns.

VI. The Proposed Staff Conditions Fail To Cure The Problems With
The Proposed Transaction

A. Introduction

During the hearings, Frontier and Staff agreed to a set of conditions. Frontier Corrected

Exh. 8.4. The proposed conditions contain provisions addressing Frontier’s deployment of

broadband services, its investment in Illinois infrastructure, retail service quality, among others.

As explained below, the proposed conditions are wholly inadequate in that they fail to

meaningfully address the fundamental problems with the proposed transaction.

As discussed above, the Public Utilities Act requires the Commission to find that the

proposed transaction will not significantly impair Verizon Illinois’s ability to raise capital or to

provide reliable service efficiently and in a least-cost manner. The proposed conditions do not

rectify the problems with Frontier’s financial condition and do not ensure that Frontier will be

able to reliably serve Illinois efficiently.

B. The Proposed Conditions Contain Inadequate Financial Protections

The proposed conditions do not contain meaningful, enforceable provisions to address

Frontier’s financial condition. While Frontier has promised to spend money in Illinois, the

proposed conditions do not contain any sanctions if Frontier fails to do so. Further, the proposed

conditions do not address what would happen if Frontier finds itself unable to make the

investments it has promised to make.
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Proposed condition 2 requires Frontier to have a line of credit available that is at least

equal to the greater of $50 million or the Verizon Illinois annual capital budget. There are three

major problems with this proposed condition. First, it does not address the cost of providing this

capital to the Illinois operations. Second, it does not contain any sanction if Frontier fails to (or

is unable to) abide by this condition. Finally, it does not require Frontier to actually make any

capital expenditures in Illinois (other than the proposed broadband condition that is discussed

below).

Thus, the proposed financial condition does not resolve the serious financial concerns

raised by IBEW in this case.

C. The Broadband Targets In The Proposed Stipulation Are Woefully
Inadequate

Proposed condition 6 would require Frontier to deploy DSL within Verizon Illinois’s

service area such that by December 31, 2013, 85% of the households will have access to

broadband service at a download speed of at least 1.5 megabit per second (mbps).

This provision is woefully inadequate for at least two reasons. First, it gives Frontier 3.5

years after closing to achieve a level of broadband deployment that is less than what Frontier

already has achieved in several other states. Second, it defines broadband service in a manner

that fails to reflect the current state of technology, let alone the technology that will be available

(and demanded by consumers) more than three years from now.

Frontier’s COO, Mr. McCarthy, testified that throughout the country Frontier makes DSL

available to over 90 percent of its customers today. Joint Applicants’ Exh. 1.0, 12:291-292. He

further stated that in Pennsylvania, Frontier is providing 100 percent of its customers with access

to broadband. Tr. 418:16-20. Moreover, in Pennsylvania Frontier’s Commonwealth service area

had achieved 90 percent broadband availability before Frontier acquired it in early 2007. Joint
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Application of Commonwealth Telephone Company, CTSI, LLC, and CTETelecom, LLC d/b/a

Commonwealth Long Distance Company for All Approvals Under the Public Utility Code for

the Acquisition By Citizens Communications Company, Docket No. A-310800F0010,

Recommended Decision (Pa. PUC Jan. 30, 2007), p. 7.18

Simply, Frontier’s broadband commitment to Illinois – to go from where Verizon is today

(less than 60 percent broadband availability19) to 85 percent availability in 3.5 years is woefully

inadequate. Frontier already has achieved greater availability in other parts of the country.

In contrast, IBEW witness Baldwin had recommended the following broadband targets as

being reasonable goals for Illinois given the current state of technology (that is, without regard to

any improvements in technology that might be made over the next few years):

I suggest a sequence of annual milestones aimed at guaranteeing broadband
availability to 100% of the transaction territory within three years. Intermediate
milestones should be:

(1) within one year of the Transaction Closing Date, 75% of the lines in the
transaction territory should be capable of carrying DSL service at 3 Mbps
download speed;

(2) within two years of the Transaction Closing date, 90% of the lines in the
transaction territory should be capable of 3 Mbps DSL service, and 75% of lines
should be capable of 5 Mbps service;

(3) within three years of the Transaction Closing date, 100% of the lines in the
transaction territory should be capable of 5 Mbps DSL service, and 85% of lines
should be capable of 7 Mbps DSL service.

IBEW Exh. 2.0, 97-98:1738-1748. Ms. Baldwin’s targets are consistent with the current state of

technology, including Verizon’s current provision of 7 mbps DSL service in some areas.

Tr. 318:11-12. The broadband provisions in the proposed conditions obviously fall far short of

18 <http://www.puc.state.pa.us//PcDocs/651245.doc>. The Recommended Decision was adopted as the final order of
the Pennsylvania commission by order entered March 1, 2007, < http://www.puc.state.pa.us//PcDocs/655136.doc >.
19 Tr. 521-522.
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the reasonable targets that Ms. Baldwin recommended, and far short of what Frontier already

provides around the country.

Finally, there are no penalties if Frontier fails to meet this so-called commitment.

The proposed broadband provision, therefore, is woefully inadequate. The target is less

than Frontier already has achieved in other states, and significantly less than what would be

reasonably achievable three years from now if Frontier were willing and able to make a

significant commitment to Illinois.

D. The Proposed Conditions Do Not Contain Meaningful Capital
Expenditure Requirements

It is noteworthy that the proposed conditions do not require Frontier to spend any money

on capital expenditures in Illinois, other than the broadband build-out, which Frontier estimates

to cost $50 million over 3.5 years. Tr. 494:10-15. With more than 500,000 access lines in

Illinois, that amounts to a capital expenditure commitment of less than $30 per access line per

year.

In contrast, in 2008 Frontier made capital expenditures that averaged $128 per access line

nationwide.20 Thus, the only “commitment” that Frontier has made to Illinois is to invest about

25% as much here as Frontier already spends, on average, everywhere else in the country.

Moreover, in earlier transactions Frontier (then known as Citizens Utilities) made

substantially greater capital expenditure commitments than it is willing to make in Illinois. For

example, in 2000 Citizens acquired 154,000 access lines from Qwest in Arizona. According to

the order approving that transaction, Citizens agreed to invest $109 million over four years in

that state’s infrastructure – an average annual investment of $177 per access line. Joint

20 Frontier Exh. 5.10, p. 16, shows capital expenditures of $288,264,000 in 2008. Page 17 shows 2,254,333 access
lines in 2008. So for 2008: $288,264,000 / 2,254,333 lines = $128 per line.
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Application of Qwest Corporation and Citizens Utilities Rural Company, Inc., 2000 Ariz. PUC

LEXIS 3 (Ariz. Corp. Comm’n, Aug. 24, 2000).

Similarly, in that same year, Citizens acquired 127,000 access lines from GTE in

Minnesota. According to the Minnesota commission’s final order in that case, Citizens agreed to

invest $24 million per year for three years in that state’s infrastructure – an average annual

investment of $189 per access line. Joint Petition of Citizens Utilities Company and GTE

Corporation, 2000 Minn. PUC LEXIS 54 (Minn. Pub. Utils. Comm’n, July 24, 2000).

The proposed conditions, however, fall far short of any reasonable standard for capital

investment in Illinois’s infrastructure. Frontier is committing to spend far less in Illinois than it

agreed to spend in other acquisitions less than ten years ago. Incredibly, it even is committing to

less capital spending in Illinois than Frontier already spends on average throughout the country

(and those are states that already have the infrastructure to provide 90 percent or more of

customers with broadband service).

E. Conclusion

In summary, the proposed conditions fail to address in any meaningful way the central

issue in this case: Frontier’s financial condition. On those issues that they do address, the

proposed conditions are extremely weak. They would require Frontier to meet a broadband

deployment standard in Illinois four years from now that is far less than what Frontier already

has achieved in Pennsylvania and other states.

IBEW respectfully submits, therefore, that the Commission must reject the proposed

conditions. The proposal does not address the central issue in this case and does not protect the

public interest. With or without the proposed conditions, the transaction fails to meet the

statutory standards that are required for the Commission to approve the proposed transaction.




