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I. INTRODUCTION

Frontier is the ideal company to acquire Verizon’s Illinois ILEC operations.  Frontier 

currently is the third-largest ILEC in Illinois, and it has the proven financial strength, technical 

capability, and strategic imperative to serve Verizon Illinois’s service territory.  Also, Verizon 

has made clear that it intends to focus on its wireless business and its larger, more urban markets.  

In sharp contrast, Frontier has a laser-like focus on bringing quality telecommunications services 

and broadband services to lower-density areas such as the current Verizon exchanges in Illinois.  

Indeed, Frontier has committed, inter alia, to specific financial conditions, to maintain or 

improve the quality of service provided and to deploy broadband service to at least 85% of the 

households in Verizon’s Illinois territory.  

The International Brotherhood of Electrical Workers (“IBEW”)1 now stands alone in 

opposing approval of the Transaction.  But IBEW raises no legitimate issues that have not been 

fully addressed to the satisfaction of the Commission’s Staff (“Staff”), the Attorney General’s 

Office of the State of Illinois (“AG”), the Citizens Utility Board (“CUB”), the United States 

Department of Defense and Federal Executive Agencies (“DoD-FEA”), Level 3 

Communications, Inc. (“Level 3”), Comcast Phone of Illinois (“Comcast”), and the Illinois 

Public Telecommunications Association (“IPTA”).2 In light of the evidence presented by the 

Joint Applicants and the agreed-to conditions addressing the concerns of every other party, three 

of which—Staff, the AG and CUB—consistently represent the public interest, IBEW’s continued 

opposition should be taken for what it is—IBEW’s pursuit of its own self interests which are 

unrelated to the required statutory findings.

  
1 Defined terms will have the same meaning attributed to them in Joint Applicants’ Initial Brief.
2 Moreover, no party to this docket objects to the additional relief that Joint Applicants sought to substitute New 
Communications of the Carolinas Inc. for Verizon South.
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Far from being unfit to operate the New Frontier ILECs, as IBEW alleges, Frontier is the

ideal corporate parent for the New Frontier ILECs.  It is among a very small number of telephone 

companies with the financial strength, technical capability, and strategic intention to invest 

capital to serve lower-density areas like the acquired service territories.  Contrary to IBEW’s 

unsupported assertions, the evidence is clear that there is relatively little risk with this 

transaction.  Moreover, there is no evidence of harm that will result from the proposed 

transaction, and there is considerable evidence that the proposed transaction will produce public 

benefits for Illinois customers. 

Specifically, with respect to Frontier’s financial condition, the primary target of IBEW’s 

baseless attacks, Frontier operates more than two million access lines in 24 states, including 

Illinois, and the ability of its professional management to successfully run telephone operations 

has not been disputed here or anywhere else.  Also, Frontier is among the financially strongest 

companies in its peer group, and it will become even stronger after the transaction.  As it does for 

Frontier today, cash flow in the combined Frontier-Verizon properties will provide ample 

funding for operating expenses, capital expenditures, and service of debt.  The facts show that 

Frontier has the financial strength and resources, combined with the strategic intention to 

maintain regulated rates, to meet service quality standards, to access and support debt and equity 

funding requirements, and to dedicate levels of capital investment that will benefit a large 

number of customers in the Verizon Illinois service areas
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II. DISCUSSION

A. IBEW’s Continued Opposition is not Based on a Bona Fide Concern for the 
Public Interest

The Commission should reject IBEW’s claim that IBEW alone has identified major 

problems with Frontier’s financial model and ability to provide adequate telephone service.  The 

evidence and analysis presented by all other parties—as well as by the financial analyst

community and the credit rating agencies—conclusively refutes IBEW’s rhetoric.  IBEW’s 

unreasonable stance in this proceeding is consistent with its modus operandi nationwide:  IBEW 

has a track record of intervening in commission proceedings to raise baseless assertions in the 

hopes of leveraging its objections to advance an agenda unrelated to the public interest or to any 

other issue within the scope of commission review.

For example, two years ago the IBEW intervened in Washington state to oppose the 

proposed merger of CenturyTel and Embarq, but the Washington commission dismissed IBEW 

as a party after IBEW attempted to use the regulatory process to extract concessions unrelated to 

the subject matter of the approval proceeding.3 IBEW has similarly overstepped boundaries with 

its advocacy opposing this transaction between Verizon and Frontier.  For example, in Oregon 

the IBEW intervened to oppose this transaction, but the Oregon Public Utility Commission 

removed IBEW as a party because, inter alia, it found that IBEW “attempted to use the 

regulatory process to gain information on matters outside the scope of this proceeding.”4

  
3 Final Order, In the Matter of the Joint Application of Embarq Corporation and CenturyTel, Inc. For Approval of 
Transfer of Control of United Telephone Company of the Northwest d/b/a Embarq and Embarq Communications, 
Inc., Docket UT-082119, 2009 Wash LEXIS 439, 275 P.U.R. 4th 10, 45-49 (issued May 28, 2009) (dismissing 
IBEW as a party because it inappropriately used its intervention to advance its labor agenda).  
4 See Order, In the Matter of Verizon Communications Inc. and Frontier Communications Corporation, Joint 
Application for an Order Declining to Assert Jurisdiction, or, in the alternative, to Approve the Indirect Transfer of 
Control of Verizon Northwest Inc., Docket No. UM 1431 (Or. Pub. Util. Comm’n issued Oct. 10, 2009).  
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IBEW’s litigation posture in other states where the transaction has been reviewed, such as 

Ohio, has been almost identical to its posture here.  In Ohio, every party except IBEW—

including the Ohio commission’s staff, the Ohio Consumer Counsel, and several CLECs—

supported approval of the transaction in light of conditions very similar to those Joint Applicants 

have agreed to here.  Just last week on February 11th, the Public Utilities Commission of Ohio 

approved the transaction over the same objections IBEW raised here, concluding that the Joint 

Applicants have “allayed the financial concerns initially raised by the application.”5  The Ohio 

Commission explained:

Upon reviewing the application, the evidence, and the stipulations, 
the Commission concludes that the proposed transaction, as 
modified by the stipulations, will promote public convenience and 
result in the provision of adequate service at reasonable rates,
rentals, tolls, or charges, as defined by Section 4905.402, Revised 
Code. Further, we believe that the transaction will promote the 
state’s telecommunications policy of competition, diversity, and 
customer choice. In reaching this decision, the Commission
thoroughly considered all of the issues identified in its August 19, 
2009, entry: (1) transactional synergies and financial 
considerations, (2) in-state presence, (3) quality of service, and (4) 
competition and wholesale operations. We also took into account
Frontier’s commitment to deploying broadband in rural 
communities.

With respect to transactional synergies and financial 
considerations, we appreciate the concern that the Unions have for 
the financial underpinnings of the proposed transaction. We are, 
however, given assurance by favorable reviews of the transaction
given in credit rating agency reports. Moreover, to complete the 
transaction, the applicants must secure financial backing from a 
lender. From the necessity of a lender with a stake in the financial 
outcome of the transaction, we draw additional assurance that this 
matter will be given prudent review.

  
5  See Opinion and Order, In the Matter of the Joint Application of Frontier Communications Corporation, New 
Communications Holdings, Inc., and Verizon Communications Inc. for Consent and Approval of a Change in 
Control, Case No. 09-454-TP-ACO (Ohio Pub. Util. Comm’n issued Feb. 11, 2010) (“Ohio Approval Order”), at 27.  
Three other state commissions in South Carolina, Nevada and California have also previously approved the 
Frontier/Verizon transaction.
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Frontier has projected that it will experience, on a consolidated 
basis in 2013, $500 million in pre-tax synergies (Joint Ex. 6, 22). 
In response to the Unions’ criticism that Frontier’s projected $500 
million in savings through synergies is not achievable, Frontier 
responds that its projection has been independently reviewed by 
independent research analysts at Stifel Nicolaus and USB 
Investment Research. Their reports concluded that Frontier’s 
synergy savings are reasonable, achievable, and are within the 
range of industry experience (Id. at 25-26). In further refutation of 
the Union’s criticism, Frontier claims that the success of the 
transaction is not contingent upon the projected synergies. Even 
without the projected synergies, Frontier claims that its 
significantly greater cash flow and a significantly lower leverage 
ratio will ensure success (Id. at 27).

As with most mergers and changes in ownership, we find that the 
proposed transaction involves a level of risk. We do not find, 
however, that the risk level of this transaction is so great that it 
warrants rejection. For additional assurance, we have considered 
that the financial aspects of this transaction have received the 
scrutinized review of the Commission’s own Staff and the OCC. 
For these reasons we conclude that the applicants have allayed the 
financial concerns initially raised by the application.

In light of IBEW’s track record and lack of support for IBEW’s positions, this Commission 

should similarly approve the Transaction over IBEW’s meritless objections.  

B. IBEW Takes Exception to Only Two Out of Seven Relevant Statutory 
Criteria

In their respective initial briefs, Joint Applicants and Staff explained in detail why the 

transaction meets the applicable statutory criteria.6 IBEW raises issues related to only two 

statutory criteria:  whether the financial aspects of the Transaction comply with Section 

7-204(b)(4),7 and whether Frontier is capable of providing “adequate, reliable, efficient, safe and 

  
6 See Revised Verizon Initial Brief of Joint Applicants (“Joint Applicant’s Initial Brief”), Section V.B; Initial Brief 
of the Staff of the Illinois Commerce Commission (“Staff Initial Brief”), Section IV. 
7 See Main Brief of The International Brotherhood of Electrical Workers, Locals 21, 51, and 702 (“IBEW Main 
Brief”), Section III. 
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least-cost” service under Section 7-204(b)(1).8 IBEW does not take issue with the evidence and 

argument presented by Joint Applicants and Staff with respect to compliance with subparts (2), 

(3), (5), (6), and (7) of Section 7-204(b), or with Section 7-204(c). IBEW also does not contest 

the other relief Joint Applicants seek.

C. Frontier is Financially Strong and Section 7-204(b)(4) Is Met

Joint Applicants have demonstrated that Frontier is financially strong and more than 

capable of continuing to operate the Illinois operations.9  In fact, Frontier is one of the financially 

strongest and most sophisticated telephone companies in the country, and its already strong 

financial position will improve after the Transaction.10 Frontier’s fitness has never been 

questioned during the nearly ten years it has been successfully operating approximately 93,000 

access lines in Illinois.  Commission Staff has acknowledged that it is familiar with Frontier and 

that Frontier is “generally able to provide telecommunications services and [has] done so in 

Illinois for many years.11 Yet the IBEW asserts that the Transaction fails to comply with Section 

7-204(b)(4) because Frontier supposedly “will not be a financially sound entity.”  IBEW’s 

argument is not grounded in sound analysis or reliable evidence.

As Frontier has explained, the Transaction will strengthen Frontier, bolstering its balance 

sheet through a substantial decrease in its ratio of debt to EBITDA, increased cash flow and a 

reduced dividend payout ratio.  Confirming this view, credit rating agencies and analysts have 

gone on record to affirm that the financial characteristics of the combined company are positive 

  
8 Id., Section IV. 
9 See Joint Applicant’s Initial Brief, Section V.B.4.
10 Id., Section V.B.4.b.
11 McClerren Direct at 14-15.
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as a result of this combination.12 Moody’s Investors Service highlighted that the proposed 

transaction is actually beneficial when it put Frontier’s credit ratings on review for possible 

upgrade: “The transaction is expected to result in significant deleveraging at Frontier, leading to 

a potentially improved credit profile.”13 Fitch Ratings concurred in its press release, indicating 

that it was placing Frontier’s debt on Ratings Watch Positive, stating that, “The company to be 

merged into Frontier will be moderately levered, and post-merger Frontier is expected to be less 

levered than currently.”14 These positive ratings actions affirm the fact that the proposed 

transaction was structured in a way that specifically serves to enhance the balance sheet and 

credit quality of Frontier.  In addition, Morgan Stanley’s senior telecommunications equity 

analyst, wrote in a report dated August 14, 2009:  “[T]he resulting entity should have investment 

grade-like credit metrics.”15 Finally, Frontier has stated publicly that the proposed transaction 

marks a shift in its perspective regarding the company’s credit rating and its intention to seek an 

investment grade credit rating. The result of that financial strength will be improved services for 

Frontier’s customers in Illinois, who will benefit from new products and services, from a service 

provider strategically focused on serving their needs, and from the financial stability of the post-

merger company.

The improved financial position of the combined company is based, first, on the 

deleveraging and strengthening of post-transaction Frontier’s balance sheet.  The deleveraging 

will assist the company in moving toward an investment grade rating, which is expected to 

incrementally lower the company’s capital costs.  Second, Frontier will be able to generate 

  
12 McCarthy Rebuttal at 24.
13 Frontier Exhibit 2.3, Moody’s Investors Service, Global Research Rating Action: Frontier Communications 
Corporation, May 13, 2009.
14 Frontier Exhibit 2.5, Fitch Ratings, Fitch Places Frontier Communications on Rating Watch Positive, May 13, 
2009.
15 McCarthy Rebuttal at 24.
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relatively higher and more predictable cash flows through the combined business in order to fund 

operations, required investment, and payments to capital providers.  Third, Frontier expects to 

have better access to the capital markets and more cost-effective pricing for financial resources 

in the wake of this transaction, in addition to being able to secure the financing necessary to 

complete this transaction.

1. The Transaction Improves Frontier’s Ratio of Debt to Income

The Transaction deleverages Frontier and results in a post-merger company with an even 

stronger balance sheet.  The Joint Applicants agreed that the leverage ratio (net debt divided by 

Earnings before Interest Expense, Taxes, Depreciation and Amortization or “EBITDA”) to be 

placed on the divested Verizon operations would be only 1.7 times the EBITDA, using year-end 

2008 financial data.  The pro forma Frontier, therefore, will have a conservative capitalization.  

Specifically, Mr. McCarthy explained in his Rebuttal Testimony that Frontier’s leverage ratio is 

estimated to decrease from a pre-transaction 3.8 times (based on year-end 2008 financial 

results)16 to 2.6 times after the combination, before including the benefit of expected cost 

savings.17 Including expected synergies, the 2008 pro forma leverage ratio is estimated to 

improve further to approximately 2.2 times.  Frontier’s pro forma leverage ratio after synergies is 

expected to be close to that of Verizon and consistent with that of an investment grade-rated 

telecommunications company.18 Again, the transaction is expected to strengthen Frontier’s 

balance sheet materially.

  
16 Although the legacy Frontier leverage ratio has increased slightly to approximately 3.9 times as of June 30, 2009, 
that does not materially change the deleveraging effect of the proposed transaction. McCarthy Rebuttal at 25.
17 Id.
18 Id.
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Although Frontier is adding just over $3.3 billion in net debt, the relevant fact is that the 

company’s capacity to service its debt is improved by the Transaction.  Specifically, annual 

revenues, based on VSTO 2008 figures, increase from $2.37 billion to over $6.5 billion, and 

EBITDA (revenues less cash operating costs) correspondingly increases from $1.2 billion to over 

$3.1 billion, without including any anticipated synergies.19 With synergies, the combined 

EBITDA increases to $3.6 billion, based on the 2008 results.20 The effect is that the company’s 

leverage ratio falls because cash flows rise to a proportionately greater degree than does debt.  

Indeed, based on the calculation used frequently by industry analysts—net debt to 

EBITDA—Frontier’s leverage ratio compares favorably with other major ILECs.21  As 

Mr. McCarthy explained, post-merger Frontier is expected to have an exceptional leverage ratio 

compared with the ratios of other rural local exchange carriers (“RLECs”) which are the 

appropriate comparison group of companies because they are nearly pure ILECs (as opposed to 

entities which derive a significant portion of their revenues and income from cellular/wireless 

services).22 Post-transaction, Frontier will have relatively low leverage compared with the ILEC 

group and is expected to be approaching an investment grade rating.  With synergies, Frontier 

expects to have a leverage ratio that is in line with the best ratio in the group of comparable 

companies.  Thus, the proposed transaction positions Frontier from a financial perspective to 

provide best-in-class service to rural or lower-density communities, in addition to providing 

quality services to higher-density communities with facilities obtained from Verizon to provide 

advanced services.  

  
19 McCarthy Rebuttal at 59  
20 Id.
21 See McCarthy Rebuttal at 26, Table 2.
22 McCarthy Rebuttal at 26-27.
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2. The Transaction Increases Frontier’s Cash Flows

The post-transaction Frontier will substantially increase its cash flows, which will begin 

immediately upon closing of the transaction. In its testimony, Frontier summarized Frontier’s 

historical free cash flow generation, as well as pro forma free cash flow expectations for the new 

Frontier.  Free cash flow is cash generated after funding all cash operating expenses to run the 

business—cash taxes, cash interest expense on the company’s debt, and all capital expenditures, 

including the network investments that have expanded Frontier’s broadband service availability 

to over 92% of the households in its national service territory.23 Free cash flow does not include 

funds derived from financing activities, such as loan proceeds or other borrowings.  Historically, 

from 2005 through 2008, Frontier generated free cash flows that ranged from approximately 

$493 million to $562 million annually.  Notably, Frontier achieved these levels of free cash flow 

while simultaneously investing over $1.1 billion cumulatively over the four-year period (2008-

2009) in its operations and network, including broadband facilities.  The proposed transaction is 

expected to increase Frontier’s annual free cash flow, based on pro forma 2008 results, to over 

$1.4 billion, without synergies, and over $1.7 billion after estimated synergies are included.24  

Importantly, the company’s higher free cash flow post-transaction will be used for capital 

investment and for supporting the company’s access to debt and equity financing.  In recent 

years, Frontier consistently generated free cash flow after dividends at annual levels ranging 

from $175 million to $238 million. 

Upon closing of the Transaction, Frontier will reduce its dividend by 25%, which will 

reduce Frontier’s dividend payout of its free cash flow.25 Post-transaction, even excluding 

  
23 McCarthy Rebuttal at 62-63.
24  Id.
25 McCarthy Rebuttal at 63.
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synergies, dividends will represent a significantly smaller percentage of Frontier’s free cash 

flow, with the result that Frontier in the post-transaction period will generate significantly greater 

annual free cash flow after dividends—$681 million without synergies, and $991 million with 

synergies based on the 2008 pro forma figures.  Frontier’s historical data demonstrate a 

financially sound business approach that strikes a prudent balance among funding operations, 

investing in the network, and providing required returns to capital providers—all while 

continuing to generate sufficient amounts of cash flow to provide the board and management 

with the financial flexibility to respond to market forces and opportunities.26  

3. Access to Capital

As explained in testimony, Frontier will seek financing closer to the consummation of the

transaction.  This timing is due in part to the fact that lenders will want to assess the risks arising 

from the regulatory processes, and will want to assess the condition of the financial markets at 

that time.  In terms of understanding Frontier’s ability to secure the financing on reasonable 

terms, the most direct approach is to look to the financial markets to assess their current opinion 

of the attractiveness of providing financing to Frontier.27  

One indicator of the financial markets’ assessment of Frontier’s creditworthiness came on 

September 17, 2009, when Frontier was able to arrange new debt financing to raise net proceeds 

of $577.6 million (gross proceeds of $600 million), through 8.125% (8.375% yield to maturity) 

Senior Notes due in 2018.  Frontier announced that the proceeds would be used, together with 

  
26 As Mr. McCarthy explained in his Rebuttal Testimony (at 63), Frontier’s historical dividend payout ratio—
dividends paid divided by free cash flows—for the 2005-2008 period has ranged from 58%-65%.  In addition, over 
this period, the company generated approximately $795 million in free cash flow after dividends.  The pro forma 
data included in Mr. McCarthy’s testimony demonstrate unequivocally that Frontier will generate sufficient cash 
flows to fund operating expenses, capital investment, interest payments and dividends—with dividend payout ratios 
based on 2008 data in the 43% to 52% range, depending on synergies achieved.  
27 McCarthy Rebuttal at 28-29.
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cash balances, to fund the proposed repurchase (“Tender”) of certain of its outstanding earlier-

maturity debt.28 On October 1, 2009, Frontier announced the completion of the debt offering.29  

Furthermore, on October 16, 2009, Frontier announced that it had successfully completed the 

Tender and had applied the full “Maximum Payment Amount” of $700 million toward the 

repurchase of its outstanding 9.250% Senior Notes due 2011 (the “2011 Notes”) and 6.250% 

Senior Notes due 2013 (the “2013 Notes”).30 As a result, Frontier’s maturities through 2013 now 

consist of approximately $7 million, maturing in 2010, $280 million maturing in 2011, $180 

million maturing in 2012, and $746 million maturing in 2013.  Therefore, Frontier has reduced 

its aggregate principal amount of debt maturing in the one year period following the closing of 

the proposed transaction (through 2011) to an amount that could be refinanced primarily through 

surplus cash on hand or through its existing $250 million undrawn credit facility, if necessary.31  

The recent financing activities are significant for two additional reasons.  First, the 

successful debt offering in which Frontier was assigned effective rates of 8.375%, was executed 

on the basis of the company’s current credit quality even before the consummation of the 

Verizon transaction.  With Frontier’s improved credit and financial profile at the completion of 

the combination, the rates and terms the combined company will attract at the time of the 

transaction closing will likely be at least as, if not more, favorable than the terms (rate of 

8.375%) that Frontier achieved in its recent financing or that it could attract at that time if the 

merger were not completed.  Second, the recent financing was completed at a rate well below 

9.5%; and the merger agreement provides a protective trigger if the transaction financing were 

for some reason to require an annual interest rate above 9.5%, so Frontier does not have to accept 
  

28 Frontier Exhibit 2.7 (to McCarthy’s Rebuttal Testimony).
29 Frontier Exhibit 2.8 (to McCarthy’s Rebuttal Testimony).
30 Frontier Exhibit 2.9 (to McCarthy’s Rebuttal Testimony).
31 Id.
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terms that would be unduly burdensome.32 Therefore, information based on actual debt issuance 

by Frontier in the market provides a reliable indication that the company will be able to attract 

financing at interest rates that could be lower than the most recent financing. As Frontier’s Chief 

Operating Officer McCarthy explained, these market-based data should serve to allay concerns 

regarding financing costs and issues as every indication is that the cost will be reasonable and 

within the range of Frontier’s expectations. 

In addition, Frontier expects that its ratings and its credit metrics will improve from very 

good relative comparisons at present to a level that is near the best in the independent ILEC 

industry.33 Frontier will have access to capital as it does today, and its credit rating is not 

indicative of the probability of default or any similar harm. As Frontier testified, post-

transaction Frontier expects to have credit statistics that are improved and are close to investment 

grade. While Frontier believes it will achieve an investment grade credit rating post-transaction, 

such a rating is not required to maintain access to capital and Illinois customers certainly will not 

suffer any harm based on Frontier’s access to capital.  Thus, there is no evidence or likelihood of 

“harm” that flows from Frontier’s current or expected credit rating. 

Further, the Commission’s assessment of consumer-benefit should not be solely or 

fundamentally driven by credit ratings, but by an assessment of which carrier is likely to use its 

capital prudently and primarily to serve Illinois customers. The relative credit ratings mean little 

for the public interest if the companies in question are not dedicated to devoting capital to 

serving the relevant customer base.  Importantly, it should not be viewed as harmful to customers 

if a lower credit-rated, but still financially strong company, chooses to invest levels of capital 

  
32 Frontier Exhibit 2.10, Frontier Proxy.
33 McCarthy Rebuttal at 24.
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that are expected to be higher on average than the investment of a company with higher credit 

ratings.  The record is clear that Verizon intends to use its capital primarily to meet its growth 

initiatives in wireless and high density urban markets, but to not expand investment in lower-

density service areas such as those in Illinois.  By contrast, Frontier intends to direct its capital to 

serving precisely those relatively lower-density markets found in Illinois.  Figure 2 included on 

page 69 of McCarthy’s rebuttal testimony shows that Frontier’s consolidated spending per line 

and Frontier’s Illinois spending per line over the last two years has been sharply higher than 

Verizon’s annual capex per line in Illinois.  Of those carriers that focus on lower-density 

markets, Frontier will be exceptionally fit and strong financially post-transaction, enabling the 

company to provide service to customers in Illinois.

IBEW argues in Section III.A that the Commission’s order approving the Ameren/Illinois 

Power transaction militates toward rejecting this transaction.  To the contrary, the Commission 

there confirmed that the appropriate inquiry is into whether the acquired entity’s “ability to raise 

necessary capital” will be impacted.34  Here, Staff has correctly identified the primary focus of 

7-204 as the local exchange carrier, not its corporate parent.  Consistent with that approach, 

Commission Staff has recognized that the New Frontier ILECs “internally generate sufficient 

cash to fund the expenditures necessary to meet service quality standards”35 and that they will 

have no need to issue debt.36  About this important issue, Staff witness Phipps37 concluded as 

follows: 

In Summary, the proposed reorganization will not significantly 
impair New Frontier Illinois ILEC’s ability to raise necessary 

  
34 IBEW Main Brief at 4 (quoting from Illinois Power/Ameren Corporation order).
35 Phipps Direct at 2.
36 See Joint Applicant’s Initial Brief at 27 (quoting Rebuttal Testimony of Staff Witness McClerren). 
37 Phipps Direct 19-20.
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capital on reasonable terms or to maintain a reasonable capital 
structure, if the New Frontier ILECs comply with the conditions 
and reporting requirements set forth herring.

Moreover, IBEW is wrong in asserting that Ameren/Illinois Power decision establishes 

that the Commission must compare the relative financial strength of the current parent to that of 

the acquiring company.  There is no basis for that assertion in either the language of Section 7-

204(b)(4) or in the Ameren/Illinois Power decision, which both focus on the acquired entity’s

capital structure and ability to raise necessary capital.38 In any event, Frontier’s financial fitness 

to operate local exchange carriers cannot seriously be questioned given that Frontier is one of the 

financially strongest telephone companies in the country and will become stronger after the 

Transaction. 

IBEW argues in Section III.B that Frontier has a “high risk” business model that is “not 

sustainable.” As Joint Applicants explained in detail, that argument is based on unsound 

evidence and analysis, including incorrectly comparing Frontier’s dividends to net income.39  

The appropriate dividend analysis—and the analysis required by financial markets—evaluates 

dividend payments in relation to cash flow.40 Under that analysis, Frontier’s dividend policy—

with an average payout ratio of 62% over the past four years that will fall to less than 52% after 

the Transaction—is prudent.41 The Montana case IBEW cites, Joint Application of Northwestern 

Corp. and Babcock & Brown Infrastructure, Ltd, 2007 Mont. PUC LEXIS 54 (Mont. Pub. Serv. 

  
38 Not only is IBEW’s proposed interpretation of Section 7-204(b)(4) ungrounded in the language of the statute, but 
adopting it would be bad public policy.  By precluding the transfer of a utility from one financially fit parent to 
another financially fit parent that may be slightly less strong financially, such a policy would require the current 
parent to continue operating the utility perpetually—even if another parent may operate the company in a way that is 
better for the public.  Indeed, IBEW’s proposed interpretation would create a disincentive for financially strong 
companies to own utilities in Illinois because they would be unable to ever transfer control. 
39 Joint Applicants’ Initial Brief at 27-29.  
40  See McCarthy Rebuttal at 61-66. 
41  See McCarthy Rebuttal at 63.  
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Comm’n issued July 31, 2007), does not support IBEW’s argument.42 There, the Montana 

commission determined that the acquirer intended to pay out 100% of the utility’s cash flow as 

dividends (or management fees), which is not comparable to Frontier’s payout ratio.43  

Indeed, far from “extract[ing] equity” from the acquired utilities, which was the Montana 

commission’s concern, Frontier has committed to invest tens of millions in the New Frontier 

ILECs.44 The very language IBEW cites—the Montana commission’s concern that the acquired 

company might become “unacceptably leveraged” 45—highlights the major factual differences in 

the cases:  this Transaction will be substantially deleveraging for Frontier.46 Moreover, unlike 

Frontier, which has made express commitments to ensure backup liquidity for the New Frontier 

ILECs and to insulate cash flows in the event of a deterioration in service quality, the acquiring 

entity in Northwestern Corp. did “not intend to reserve funds at the utility level.”47

IBEW devotes Section III.C to speculating (without suggesting that it is relevant to any 

statutory criteria for approval) that Verizon is a “better” corporate parent than Frontier because 

Verizon can be expected to invest more in its wireline business.  Remarkably, IBEW even goes 

so far as to speculate that Verizon may choose to expand broadband deployment in Illinois, and 

that “there is no reason to believe” Verizon will not deploy its fiber-to-the premises FiOS 

product in Illinois.  But IBEW has no basis to disbelieve Verizon’s evidentiary representation 

  
42 IBEW Main Brief at 6-7.  
43 See Northwestern Corp., ¶¶ 67, 151.  
44 Id., ¶ 148.
45 See IBEW Main Brief at 7-8 (quoting Northwestern Corp., ¶ 156).  
46 See McCarthy Rebuttal Testimony at 24 (citing Frontier Exhibit 2.5). 
47  Id., ¶ 152.  
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that it has no plans to deploy additional broadband in Illinois.  As Staff witness McClerren 

observed:48

[W]hile Verizon is also professionally operated, Verizon appears 
to have less interest in serving smaller, primarily rural markets. 
This statement is supported by the observation that more than 50% 
of Verizon’s revenue is now derived from its wireless operations, 
and that, as Mr. Erhart said in his Direct Testimony, “the proposed 
Transaction with Frontier will allow Verizon to focus on its ILEC, 
global IP, and wireless operations in its remaining states, which 
consist primarily of high-density urban and suburban service 
areas.”

The properties that are subject to this reorganization are primarily 
rural, which is a non-tangible reason to support this reorganization. 
If a company wishes to focus on its operations in high-density 
urban and suburban areas, it is less likely to expend either effort or 
capital to properly support its rural operation, resulting in less than 
optimal investment, service and growth in the rural operation. 
Conversely, if a company’s management considers the rural 
operation to be both important to the company’s long term 
business plan and potentially lucrative, it will likely expend both 
effort and capital to properly support that area. Simply put, 
Frontier’s acquisition of the Illinois telephone properties that are 
subject to this reorganization appears to be consistent with its long-
term plan while Verizon’s long-term plan appears to be focused on 
high-density areas.

The hard facts disprove IBEW’s speculation:  Frontier’s business model of targeting less 

dense properties such as the New Frontier ILECs for investment produces per-line investment 

and broadband deployment levels substantially higher than Verizon’s historical levels in the New 

Frontier ILECs.49  

  
48 McClerren Direct at 15-16 (footnotes omitted).
49 As Joint Applicants explained, Frontier has deployed broadband to 92% of its existing properties, whereas 
Verizon has deployed broadband to 62.5% of the properties it is transferring to Frontier.  See Joint Applicants’ 
Initial Brief at 29.  Also, Frontier’s per-line investment levels are higher than Verizon’s when one removes 
Verizon’s FiOS expenditures (which is appropriate given that Verizon has not and will not deploy FiOS in its 
Illinois ILECs’ service territories).  Id.
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In Section III.D, IBEW claims to be concerned about the fact that Frontier has not yet 

obtained financing for the Transaction.  Frontier explained its timing and its prospects for 

seeking financing above. But, as a starting point, IBEW does not even attempt to tie this 

argument to any statutory standard for approval of the Transaction, or to otherwise explain why 

Frontier’s need to obtain financing is a bad thing.  As the Ohio Commission recently found, 

Frontier’s need to obtain financing to complete the Transaction militates in favor of approval 

because it provides an “additional assurance” that Frontier’s financial condition “will be given 

prudent review.”50  In any event, based on the “robust interest” Frontier has seen in the credit 

markets, Frontier expects to obtain financing—possibly including a major tranche in the first 

quarter of 2010—at a reasonable interest rate.51

Finally, IBEW asserts in Section III.E that Frontier’s financial health may deteriorate 

because “Frontier’s financial projections are not credible.”52 There is no basis to conclude that 

IBEW’s professional witnesses somehow have stumbled on fundamental errors and inaccuracies 

in Frontier’s financial modeling that no one else has identified.  Frontier, as the acquiring 

company, understands the future revenues per subscriber, the costs associated with maintaining 

plant, the models for expanding broadband, and the costs of capital, among other key variables.53  

Not only does every other party agree that the statutory criteria for approval are met, but the 

financial analyst community, the credit rating agencies, and Frontier’s own shareholders have all 

concluded that Frontier’s business and financial model is prudent and that this merger will 

  
50 Ohio Approval Order at 26.  The Ohio Commission also found comfort “by favorable reviews of the transaction 
given in credit rating agency reports.”  Id.
51 See McCarthy Rebuttal at 28-30; Tr. at 438-39.  
52 IBEW Main Brief, Sections III-E & III-F. 
53 See McCarthy Rebuttal at 52-55; 71-73. 
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strengthen Frontier.54  As Staff witness McClerren concluded at the hearings on this matter, “I 

will agree that this document [Frontier Exhibit 8.4.A.] as corrected would bring Staff to the point 

of agreeing with 7-204 acceptability.”55  

The Commission should not be swayed by IBEW’s second-guessing of those sound 

business judgments, particularly when the second-guessing is based on speculative hypotheses 

and projections by professional witnesses reciting a list of pre-formulated “concerns” about 

ILEC transactions generally.56

D. Section 7-204(b)(1) Is Met Because Frontier’s Management Will Continue to 
Provide “Adequate, Reliable, Safe, and Least-Cost Utility Service”

IBEW’s next unfounded allegation is that there is a “substantial risk” the New Frontier 

ILECs will not be capable of providing “adequate, reliable, safe, and least-cost utility service” as 

required by Section 7-204(b)(1).  As Joint Applicants have explained in detail, Frontier has a 

long and successful track record as a telephone company in Illinois and in 23 other states, and its 

professional management clearly has the capability to successfully operate the New Frontier 

ILECs.57 Moreover, the Joint Applicants have developed a transition plan that avoids the 

problems experienced in other transactions because Frontier will receive a suite of proven, fully 

functioning operational support systems that have actually been used by Verizon to operate the 

New Frontier ILECs for at least sixty days prior to close.58

  
54 See, e.g., McCarthy Rebuttal at 23-24.  
55 Transcript at 575.
56 As discussed above, IBEW also opposed the proposed merger of CenturyTel with Embarq.  The CenturyTel-
Embarq merger was approved over IBEW’s objections, and IBEW’s purported concerns regarding the negative 
impact of that merger turned out to be wrong. 
57 See Joint Applicants’ Initial Brief, Section IV.B.1.a & IV.B.1.b. 
58 Id., Section IV.B.1.c. 
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IBEW’s lead argument is that the “risk factor” section of Frontier’s SEC filings for this 

Transaction identifies some potential risks that Frontier may experience transition-related 

problems.59 But such recitations of risk are common in SEC filings associated with ILEC 

transactions and do not mean that the potential risks are unacceptably high or likely to occur.60  

Indeed, IBEW’s effective position on these risk factors, since they are attendant to virtually 

every transaction, is that no such transaction should ever be approved.  IBEW does not even 

attempt to provide any actual evidence, beyond the quotation from Frontier’s S-4 filing, to back 

up its assertion that the risk of transition problems is unacceptably high.61 Instead, IBEW argues 

this Commission should reject the Transaction because supposedly the systems transition risks in 

West Virginia are unacceptable.62 That argument is frivolous because the transfer of Verizon’s 

ILEC in West Virginia is beyond the scope of the present proceeding, because the systems in 

West Virginia are not the same as those replicated for use in Illinois, and because the West 

Virginia Public Service Commission—which is reviewing the transaction—is fully capable of 

assessing the systems transition issue and protecting the public as appropriate.  

IBEW also suggests that service quality problems could emerge because Frontier agreed 

to purchase the New Frontier ILECs “site unseen,” without having physically inspected the plant 

to be acquired.63 But IBEW does not—and cannot—establish a nexus between Frontier’s 

decision to not conduct site visits prior to entering into the Transaction and any potential effects 

on service quality. In fact, IBEW does not even suggest that there may be deficiencies in the 

  
59 IBEW Main Brief at 16-17. 
60 See, e.g., Smith Rebuttal at 4-5.  Frontier’s shareholders – mostly sophisticated institutional investors – have 
overwhelmingly approved the Transaction, an indication that sophisticated observes do not consider the disclosed 
risks to be unacceptable.  See McCarthy Rebuttal at 24. 
61 See IBEW Main Brief at 16-17.  
62  Id. at 17.  
63  Id. at 17-18.
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physical plant.  That is because the plant is not deficient.64 Nor does IBEW present any evidence 

that it is necessary or customary for an acquirer to physically inspect the physical plant when 

undertaking a multi-billion dollar transaction.  IBEW ignores the testimony of Frontier’s Chief 

Operating Officer that such physical inspections would not result in much useful information and 

that the extensive due diligence conducted on the properties “unfolded in a way that was 

consistent with industry practice and in a way that relied on exceptionally informed 

professionals.”65  

Similarly, the facts refute IBEW’s assertion (Section IV.C) that Frontier’s track record 

with other mergers is cause for concern.  IBEW asserts that the service quality of a California 

and a New York telephone company fell after they were acquired by Frontier.66 However, the 

data relied on by IBEW’s witness do not support that conclusion, and the state regulators with 

direct responsibility for those ILECs have reached contrary conclusions.67 In fact, the New York 

Public Service Commission has issued Frontier operating companies in New York service 

quality commendations several times.68  Similarly, IBEW now raises a question of missed 

service appointments after Frontier’s acquisition of Commonwealth Telephone Company in 

Pennsylvania.  First no witness raised this issue in testimony; rather, IBEW initiated this 

discussion in the cross examination of Billy Jack Gregg.  Second, there is no evidence that the 

Pennsylvania PUC has ever raised Commonwealth’s missed appointments as a service quality 

issue. And third, IBEW presents incomplete data, showing only three months of missed 

appointment data prior to Frontier’s acquisition of Commonwealth, hardly a reliable benchmark. 

  
64 As Staff testified, “reported service quality indicates that Verizon Illinois’ plant is operating in a manner 
indicative of acceptable service levels.” McClerren Rebuttal at 10. 
65 McCarthy Rebuttal at 15-16.  
66  See IBEW Main Brief at 18-21.
67  See Gregg Rebuttal Testimony at 8-18.  
68 See Frontier Exhibit 9.3.  
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Even IBEW’s chart on pages 20 and 21 of its Main Brief omits data for 2009 which was 

contained in IBEW Exhibit 8.0 presented at hearing.  Exhibit 8.0 shows a reduced level of 

missed appointments during 2009.

The bottom line is that IBEW does not refute the extensive evidence that Frontier’s 

professional management, who have successfully provided telephone service to Frontier’s 

existing Illinois service territories since acquiring them early in the decade, are committed and 

capable of continuing the successful operation of the New Frontier ILECs.

Finally, IBEW asserts in Section IV.D that Frontier “has not demonstrated that it will be 

able to provide service at the same cost or level of efficiency as Verizon.” First, there is no basis 

at all for IBEW’s speculation that Verizon may be a more efficient corporate parent than 

Frontier.69 The fact is that Frontier specializes in serving less densely populated areas, and it has 

developed a managerial and administrative model appropriate for such areas.70 In any event, at 

closing, the assets, operations, systems, and obligations of the New Frontier ILECs will transfer 

to Frontier in toto.71 Because there will be no change in either utility’s operations, capital 

structure, or services, the Transaction will not diminish their ability to provide “adequate, 

reliable, efficient, safe and least-cost service” under Section 7-204(b)(1).

E. The Commission Should Reject the Additional Conditions IBEW Proposes

IBEW devotes Section V of its Main Brief to arguing that no conditions can cure the 

fundamental problems with the transaction.  That section merely rehashes the tired argument that 

Frontier is a financially unfit corporate parent, which Joint Applicants have refuted here and in 

  
69 IBEW Main Brief at 22-23.  
70 See, e.g., McCarthy Direct at 22-23.  Also, IBEW’s assertion that Frontier’ “debt costs” will be higher than 
Verizon’s (see IBEW Main Brief at 23) makes no sense given that the acquired ILECs will have no need to issue 
debt.  See McCarthy Rebuttal at 32; McClerren Rebuttal at 11.
71  See Joint Applicants’ Initial Brief at 20.  
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their initial brief.  IBEW then argues (in Section VI) that the conditions agreed to with Staff do 

not go far enough.  Although Joint Applicants contend that the statutory criteria for approval are 

met without the imposition of any conditions, it is clear that any residual concerns are fully 

addressed by the conditions included to meet Staff’s concerns and the settlements with the AG, 

CUB, DoD-FEA, Level 3, Comcast, and the IPTA.

IBEW first suggests that “[t]he proposed conditions do not contain meaningful, 

enforceable provisions to address Frontier’s financial condition.”72 Even if there were a basis to 

be concerned about Frontier’s “financial condition” (and there is not), the agreed-to conditions 

directly address concerns raised about compliance with Section 7-204(b)(4).  For example, as 

Staff explained in its initial brief, Frontier agreed to conditions to ensure that the New Frontier 

ILECs’ ability to raise capital on reasonable terms will not be impaired:  a restriction on paying 

dividends or otherwise taking cash out of the New Frontier ILECs if certain service quality 

metrics are not met, and a requirement that Frontier reserve funds exclusively for the Illinois 

operations of the New Frontier ILECs.73 In addition, Frontier and Verizon have entered into a 

Stipulation with the Attorney General’s Office and the CUB which provide additional financial 

reporting and monitoring requirements that will provide further assurance that the requirements 

of Section 7-204(b)(4) are fulfilled.

IBEW also suggests that the agreed-to conditions do not contain meaningful broadband 

or capital expenditure requirements.74 IBEW cites no statutory basis for its argument, but in any 

  
72 IBEW Main Brief, Section IV.B. 
73 See Staff Initial Brief at 32-33.  
74 IBEW Main Brief, Section IV.C and VI.D.
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event IBEW misstates Frontier’s prior record and IBEW is wrong to suggest that Frontier’s 

commitments are not substantial.75

In this docket, Frontier has specifically agreed to spend at least $40 million on broadband 

deployment  and regardless of the costs Frontier has agreed to deploy broadband to 85% of the 

New Frontier ILEC households.76 Given the topography and the current level of broadband 

deployment in the New Frontier ILECs, an 85% deployment commitment is substantial and will 

provide immediate and measurable benefits to consumers in Illinois. Indeed, the Ohio 

commission indicated that it was “very pleased” by Frontier’s commitment in that state to deploy 

broadband to 85% of households in the acquired service territory.77 In response to Frontier’s 

additional broadband commitment presented orally by Mr. McCarthy, Staff witness 

Mr. McClerren stated:78

I would suggest that Mr. McCarthy’s commitments this morning 
[regarding expanded broadband deployment], and I appreciate 
them, from a procedural review, monitoring and follow-up basis, if 
it were attached or brought into Condition 6 in this corrected 
exhibit, a year, two to three years from now, everyone would 
appreciate it, I guarantee you

  
75 For example, IBEW claims that Frontier (then, Citizens) made a more significant capital commitment to the State 
of Arizona almost ten years ago in seeking a transaction approval with Qwest.  IBEW omits to note that the 
transaction never closed.  Similarly, IBEW points to an infrastructure commitment Citizens made in acquiring 
access lines from GTE in Minnesota at about that same time.  IBEW ignores the fact that Frontier was not required 
to complete most of the required build out (related to SS7 networking).  In the Matter of the Joint Petition of 
Citizens Utilities Company and GTE Corporation for Approval of Citizens’ Acquisition of GTE Telephone 
Properties, Docket No. P-5316,407/PA-99-1239, Order Approving Sale (July 24, 2000) at p. 3 n.2.  In either event, 
economics surrounding proposed acquisitions almost a decade ago are in no way a probative benchmark of what 
Frontier proposes here
76 See Joint Applicants’ Initial Brief at 17 (describing the settlement between Frontier and the AG).
77 Ohio Approval Order at 28.
78 Id. at 576.
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F. Failure to Approve the Transaction Would Deny Concrete Economic 
Benefits to Customers

Failure to approve the Transaction—or effective denial by imposing IBEW’s proposed 

“poison pill” conditions79—would deny Illinois and its consumers the benefits of a sophisticated, 

financially strong service provider eager to go about the business of substantially increasing 

investment in the state and deploying new products and services to the more rural portions of the 

New Frontier ILEC’s service territories.  Such a denial would be tantamount to determining that 

Verizon is the only parent that can be trusted to operate the New Frontier ILECs—a 

demonstrably false proposition that would adversely affect Illinois and Illinois consumers.

G. The Commission’s Order Must Address All of The Relief that Joint 
Applicants’ Request

Joint Applicants have no objection to the form of draft order filed by the Commission 

Staff as it regards Section 7-204 and 6-103.80 Joint Applicants, however, seek relief beyond 

those sections.  No party to this docket has contested Joint Applicants’ entitlement to this other 

relief (subject to Staff’s conditions related to 9-1-1).  Therefore, Joint Applicants request that, if 

the Administrative Law Judge employs Staff’s form of the draft order, she incorporate and the 

Commission include the substance of Joint Applicants’ findings and ordering paragraphs related 

to all other relief.

  
79 Joint Applicants’ Initial Brief explained why the conditions proposed by IBEW’s witnesses are unreasonable and 
should not be ordered.  See Joint Applicants’ Initial Brief, Section V.D.  However, in IBEW does not specifically 
raise any of those proposals in its Main Brief. 
80 Staff contends that Joint Applicants require approval under Section 6-103 of the Act.  That section, by its terms, 
relates only to a public utility which results from the merger of two companies.  Joint Applicants respectfully 
disagree with Staff because the merging entities in this docket are not utilities.  Rather, they are holding companies.  
Moreover, Section 7-204(e) states that “No other Commission approvals shall be required for mergers that are 
subject to this Section.”  Nonetheless, Joint Applicants do not object to the Reporting Requirements proposed by 
Staff witness Phipps to address this statutory section or to a Commission finding that the transaction complies with 
Section 6-103 of the Act.
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In addition, Joint Applicants are submitting with this reply brief and Revised Draft Order, 

which includes a statement Staff’s position (drawn from Staff’s draft order), a statement of 

position of the settling intervenors (draw from the terms of their stipulations or settlement 

agreements), and a statement of IBEW’s position (drawn from its proposed order).  The draft 

order also substitutes Staff’s proposed Commission Analysis and Conclusions related to 

Section 7-204 for the section originally submitted by Joint Applicants, subject to some changes 

suggested by Joint Applicants. Joint Applicants have circulated this form of order to the Staff. 

AG, CUB, IPTA and DoD-FEA and have incorporated all comments received from these parties.

III. CONCLUSION

For the foregoing reasons as well as those stated in its Initial Brief, Joint Applicants 

respectfully request that the Commission approve the Transaction and grant the related relief 

requested in Joint Applicants’ Initial Brief. 

Dated:  February 18, 2010
Respectfully submitted,

VERIZON COMMUNICATIONS INC.,
VERIZON NORTH INC., VERIZON SOUTH INC.
AND NEW COMMUNICATIONS OF THE
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By:   /s/  John E. Rooney
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