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BRIEF ON EXCEPTIONS OF THE STAFF 
OF THE ILLINOIS COMMERCE COMMISSION 

 
Now come the Staff witnesses of the Illinois Commerce Commission (“Staff”), by 

and through its undersigned counsel, pursuant to Section 200.830 of the Illinois 

Commerce Commission’s (“Commission” or “ICC”) Rules of Practice (83 Ill. Adm. Code 

200.830), respectfully submits its Brief On Exceptions to the Proposed Order (hereafter 

Proposed Order or PO) issued on March 9, 2010 in the instant proceeding. 
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I. INTRODUCTION 

On June 4, 2009, Frontier Communications Corporation (“Frontier”), Verizon 

Communications, Inc. (“Verizon”), Verizon North, Inc., Verizon South, Inc., and New 

Communications of the Carolinas (collectively referred to as “Joint Applicants”) filed a 

Joint Application for approval of a reorganization pursuant to Section 7-204 of the Public 

Utilities Act (“Act”) and other relief.  See, generally, Joint Application. While the 

Proposed Order is well-written, clear, and concise, and reflects the issues raised by the 

Company, Staff, and the other parties who have intervened, it reaches incorrect 

conclusions on several important issues.  Staff, therefore, has exceptions to those 

conclusions in the Proposed Order.   

II. STAFF EXCEPTIONS 

 

Exception No. 1: Application of Section 7-204 generally 

As an initial and fundamental matter, the Proposed Order finds that the proposed 

transaction will adversely affect Frontier, the parent or holding company, in a manner 

that requires rejection of the transaction for failure to satisfy Sections 7-204(b)(1) and 

(b)(4). See Proposed Order at 13-15, 29-33. This finding misapprehends the scope of 

Commission review in this proceeding, resulting in findings that are improper. 

It is well established that Section 7-204 applies to the regulated companies, 

rather than to the unregulated holding company parent, either current or prospective. 

See Peoples Energy Corp. v. Commerce Comm’n, 142 Ill. App. 3d 917; 492 N.E.2d 

551; 1986 Ill. App. Lexis 2133; 97 Ill. Dec. 115 (1st Dist. 1986).  Accordingly, the 

Commission’s Final Order should focus solely on the Illinois regulated utilities, and 

reject the Proposed Orders findings regarding Sections 7-204(b)(1) and (b)(4). 
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The Peoples Energy case, cited above, is highly instructive. In Peoples Energy, 

the Illinois Appellate Court for the First District found that the Act was not intended to 

regulate non-operating holding companies, but rather entities which actually operate 

and manage public utility property. Peoples Energy, 142 Ill. App. 3d at 924; 492 N.E.2d 

at 558; 1986 Ill. App. Lexis 2133 at 10. The Peoples Energy court next determined that: 

The dominant characteristic of a holding company is the ownership of 
securities by which it is possible to control or substantially influence the 
policies and management of one or more operating companies in a 
particular enterprise.  [citations omitted] The general rule, however, is that 
holding companies and their subsidiaries are separate legal entities.  
[citations omitted]  This separate corporate identity is not destroyed by the 
fact that the company, through it stock ownership, has power to control the 
subsidiary. 

 
Id. at 925; 492 N.E.2d at 558; 1986 Ill. App. Lexis 2133 at 11-12 

 
 Next, the court ruled that: “[t]he Illinois Supreme Court…has concluded that 

majority stock ownership does not constitute control of public utility property as that term 

is used in [the definition of ‘public utility’].”  Id. at 925; 492 N.E.2d at 558; 1986 Ill. App. 

Lexis 2133 at 12. Thus a holding company does not fall within the Commission’s 

jurisdiction or the regulatory structure of the PUA.  The Peoples Energy court focused 

on the question of whether the operating subsidiaries or the parent company exercised 

control over the day-to-day operation of the utility property.   Id. at 925-26; 492 N.E.2d 

at 558-59; 1986 Ill. App. Lexis 2133 at 13.  This is distinct from business control 

functions such as establishment of administrative practices, approval of capital 

expenditures, review of operating reports and budgets, and like activities. Id. at 925; 492 

N.E.2d at 558; 1986 Ill. App. Lexis 2133 at 11-12.  The court found that the former – 

control of utility property – was what brought an entity within the aegis of the Public 

Utilities Act.  Id.     
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The case here is on all fours with Peoples Energy.  The Proposed Order errs in 

that it ignores the distinction between the Illinois regulated utilities or incumbent local 

exchange companies (“ILECs”), currently known as Verizon North, Inc. and Verizon 

South, Inc, and the unregulated holding company, Frontier.  Under the proposed 

transaction, it is clear that, while Frontier will exercise day-to-day business control, the 

ILECs – the operating companies - will continue to be operated by the same 

management.  Joint Applicants’ Ex. 1 (McCarthy) at 9 and 21. Further, while a new 

corporate entity will operate the current Verizon South exchanges, such operation will 

be accomplished by the same employees. Id.  Accordingly, the Commission’s inquiry 

with respect to Section 7-204 must be limited to the Illinois jurisdictional companies – 

the current Verizon North and Verizon South.  The Frontier parent cannot be 

considered.  The Proposed Order does not focus on either the ILECs or the Illinois 

requirements, but makes its findings based upon concerns about the parent company, 

Frontier.  As seen above, this exceeds the ambit of Section 7-204 as established by the 

Illinois courts. 

 

Exception No. 2: Conclusion Regarding Section 7-204(b)(1)  

First, Staff requests that the Position of Joint Applicants be clarified on one point.  

Whenever Frontier’s credit rating falls below its current rating, Staff’s proposed 

Conditions 1 and 2 will be re-instated.  As such, reporting requirement 2 requires 

Frontier to submit to the Commission all credit rating reports relating to changes in the 

outlooks or ratings of Frontier and its’ affiliates within 10 days of publication.  However, 

there is no connection between reporting requirement 3, which requires Frontier to file 

post-reorganization cost of capital summaries for Frontier and its New Frontier ILECs, 
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and Conditions 1 and 2.  Therefore, Staff respectfully requests the following clarifying 

revisions to the Proposed Order, at pages 10-11: 

 

1. Position of Joint Applicants 

* * * * 

The Joint Applicants stated that any residual question regarding 
this criterion is addressed by Staff Conditions 1 and 2 which were 
proposed by Staff witnesses Mr. McClerren and Ms. Rochelle Phipps.  
Condition 1 requires Frontier to meet or exceed Verizon’s current average 
service metrics or have the dividends related to those services restricted 
until service meets the specified metrics.  Condition 2 requires Frontier to 
keep no less than $50 million available for the capital expenditures by the 
New Frontier Illinois ILECs.  Both of these conditions will remain in effect 
for five years or until Frontier achieves investment grade credit ratings with 
at least two of the reporting services, whichever occurs first, but canwill be 
re-implemented ifwhenever Frontier’s credit rating falls below its current 
level.  Staff Reporting Requirements 2 and 3 will allow the Commission to 
monitor changes in Frontier’s credit ratingsprogress. 

 
 * * * * 

 

With respect to the issue of whether the transaction satisfies Section 7-204(b)(1) 

of the Public Utilities Act, the Proposed Order finds that the evidence “demonstrates that 

he proposed reorganization will adversely impact Frontier’s ability to provide adequate, 

reliable, efficient, safe and least-cost utility service.”  PO at 13.    The Staff respectfully 

takes exception to this conclusion.  The Proposed Order fails to recognize the strong 

incentive Staff’s proposed conditions will provide Frontier, the holding company, to 

ascertain that the Illinois regulated utilities (ILECs) provide service quality performance 

at levels that are in fact more stringent than the 83 Ill. Adm. Code Part 730 standards.   
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Although, as the Proposed Order notes, Frontier has had problems in the past 

meeting key Part 730 standards,1 the proposed conditions will provide a strong 

incentive to make sure that the ILECS meet the service quality standards.  The dividend 

restriction will be new; it was not in place when the ILECs failed to meet the Part 730 

standards in the past.  Several reorganized companies have had the same dividend 

restriction-type condition without ever actuating the dividend restriction condition.  Staff 

believes it is a very powerful incentive for a corporate family to ascertain that service 

quality levels are maintained.  Even assuming that the Frontier ILECs’ service quality 

levels are not maintained, the monies necessary to improve the Illinois properties will be 

available to them due to the dividend restriction condition.  In short, Staff believes the 

Proposed Order underestimates the potential impact of Staff’s proposed conditions.  

Consistent with this, Staff recommends the following revisions to the Proposed Order: 

 

 

4. Commission Analysis and Conclusion 

*  * *  

 The Commission finds the evidence presented by Joint Applicants, 
Staff, and IBEW demonstrates that the proposed reorganization will not 
adversely impact the Illinois ILECs’ Frontier's ability to provide adequate, 
reliable, efficient, safe and least-cost utility service. 
 
 The Joint Applicants argued that the replication process of the 
operation support systems will not diminish service quality nor will it 
adversely impact Frontier's ability to provide adequate, reliable, efficient, 

                                            
1  Code Part 730, entitled “standards of Service for Local Exchange Telecommunications Carriers”, 
governs the quality of service provided by ILECs such as the Illinois Frontier ILECs, Verizon North and 
Verizon South. See 83 Ill. Adm. Code. 730.100, et seq. Service quality measures include, by way of 
illustration, the number of customers whose service is interrupted for a period greater than 24 hours, the 
number of customers who report trouble on their lines, the average length of time it takes an operator or a 
customer service representative to answer a customer call, and other similar measures. 83 Ill. Adm. Code 
730.500, et seq. 
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safe and least-cost utility service.  The Staff opined contended that 
imposing conditions and reporting requirements will ensure that reliable, 
efficient, safe and least-cost utility service will not be diminished to Illinois 
customers.  The IBEW contended However, the record evidence shows 
that Frontier's ability to provide adequate, reliable, efficient, safe, least-
cost utility and service quality will be diminished if this Transaction were to 
be approved.   
 
 According to Staff witness Mr. McClerren, both Frontier Illinois 
operating ILECs and Verizon have, in recent years, had some difficulty 
meeting the minimum key standards contained in Part 730.  The key Part 
730 standards are Toll & Assistance Operator Answer Time, Directory 
Assistance Operator Answer Time, Repair Office Answer Time, Business 
Office Answer Time, Service Installations, Out of Service < 24 Hours, and 
Trouble Reports.   
 
 Mrs. McClerren characterized the performance of the nine Frontier 
Illinois operating ILECs as poor relative to the Repair Office Answer Time 
and Out of Service < 24 Hours standards and unacceptable relative to the 
Business Office Answer Time standard.  Mr. McClerren concluded that 
given Frontier’s poorer performance relative to Verizon’s performance on 
Repair Office Answer Time, Business Office Answer Time, and Out of 
Service < 24 Hours , service quality would likely decline in the current 
Verizon North and Verizon South territories if the proposed reorganization 
is allowed to occur.  Mr. McClerren further stated that because Frontier 
had continuously failed to satisfy the Business Office Answer Time, Staff 
expressed to Frontier representatives that it was prepared to initiate a 
hearing under Section 730.120 of the Act for the purpose of imposing 
penalties. 
 
 Mr. McClerren recommended conditions addressing service quality, 
and operation support systems.  The Commission is of the opinion the 
conditions proposed will assure that are inadequate considering the 
problems Frontier will be able tohas had with meeting or exceed the 
minimum key standards of Part 730.  The Conditions are necessary 
because of the problems the ILECs have had recently in meeting the 
standards.  Moreover, it seems likely that Frontier will have a more difficult 
time meeting the minimum key standards of Part 730 due to the replication 
process of the operation support systems, along with other factors that 
come into play.  For instance the burden of the $94 million maintenance 
fee that Verizon and Frontier have negotiated is of a concern.  Frontier 
may choose to perform the maintenance in-house, if it transitions to its 
own existing systems, or if it finds an alternate vendor for those 
maintenance services to avoid this enormous fee requirement.  The 
evidence shows there is a significant risk that problems could occur if the 
Conditions are not applies transition is made too prematurely so as to 
create a potential for harm to Illinois customers.  When weighed against 
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the many risks of the Transaction, including, among others, the risk of 
systems integration, the purported benefits of the Transaction do not 
justify approval. 
 
 The Commission concurs with does not follow Staff's conclusion 
reasoning that service quality will not be diminished if Staff’s conditions 
are imposed.  Given the problems  when Frontier has experienced had 
problems in the past in meeting the minimum key standards of Part 730, 
the conditions must be imposed.  The Commission finds that tThe task of 
meeting the requirements would illalmost be impossible if this Transaction 
were to be improved without the Conditions.  For instance, Frontier's total 
Illinois access lines would be increasing from 97,000 to over 670,000 
lines.  Frontier would also be almost tripling its size and will be burdened 
with an enormous amount of approximately $3.3 billion in debt.  The 
financial pressure along with more wirelines to handle leads the 
Commission to conclude that the Conditions are absolutely necessary to 
assure that service quality will not certainly be diminished.  The ultimate 
consequences of diminished quality service will be borne by Illinois 
customers.  
 
 Joint Applicants contended that the replication process of the 
operation support systems will be seamless prior to closing.  However, 
Joint Applicants assurance is unconvincing.  Companies which have 
recently purchased ILEC properties from Verizon have experienced 
significant problems in service quality.  For example, Verizon’s and 
FairPoint's initiated petitions promising the proposed reorganization would 
not result in harm to the public.  The petitions indicated there would be no 
adverse effect on services, and that customers would benefit because of 
FairPoint’s experience and success in dealing with rural and small urban 
areas.  However, FairPoint experienced numerous service quality, billing 
and customer service problems.  The Commission agrees with AG/CUB 
witness Dr. Selwin’s assessment that Frontier’s assertion that prior to 
closing, Verizon can simply “replicate and physically separate these 
systems from the systems [Verizon] will continue to use for its own 
operations after the close” and that “Frontier will be able to validate and 
confirm that the principal operating systems have been replicated properly 
in advance of closing” seems incredibly simplistic.   
 
 In addition, the Commission is concerned that in the absence of 
Staff’s proposed conditions, Frontier’s lack of financial fitness (discussed 
under Section 2-204(b)(4) of the Act), wouldill jeopardize the company’s 
ability to provide safe, reliable, efficient, least-cost service to its 
customers.  IBEW witness Ms. Baldwin explained why these financial risks 
have a direct impact on the provision of reliable service to the public.  
Specifically, she testified: 
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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. 

 The record also does not support a finding, in the absence of Staff’s 
proposed conditions, that Frontier will be any more effective than Verizon 
in expanding the scope and quality of broadband services in the Illinois 
service areas it proposes to acquire from Verizon.  To the contrary, the 
evidence shows that it is very unlikely that a smaller, less experienced 
operator would be able to support such an investment.  
 
 The Commission therefore finds that the evidence presented by 
Joint Applicants, Staff, IBEW, and the AG/CUB shows that the imposition 
of Staff’s proposed conditions is necessary in order that the proposed 
reorganization will not diminish the utility’s ability to provide adequate, 
reliable, efficient, safe and least-cost public utility service. 
 

 

Exception No. 3: Conclusion regarding Section 7-204(b)(4)  

With respect to the issue of whether the transaction satisfies Section 7-204(b)(4) 

of the Public Utilities Act, the Proposed Order finds that “the proposed reorganization 

will significantly impair Frontier’s ability to raise the necessary capital on reasonable 

terms and to maintain a reasonable capital structure.”  PO at 29.  This finding appears 

to be directed, again, at Frontier the holding company rather than the Illinois ILECs.  As 

discussed above, Section 7-204 applies to the regulated companies, rather than to the 

unregulated holding company parent, either current or prospective, and the 

Commission’s Final Order should focus solely on the Illinois ILECs.  In this proceeding, 
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Section 7-204(b)(4) is satisfied by the ability of the ILECS to generate internal cash 

flows sufficient to entirely eliminate their need to access capital from external sources.   

Based on the information the Joint Applicants provided Staff, the ILECs’  

internally generated cash flows are sufficient to entirely eliminate the utilities’ need to 

access capital from external sources, thus effectively satisfying Section 7-204(b)(4).  

Staff’ has proposed conditions designed to ensure that the internally generated cash 

flows would be available for the ILECs and that the ILECs’ service quality would take 

priority over their non-utility affiliates’ need for capital.  The Proposed Order’s concern 

regarding “Frontier’s already precarious financial condition”, (PO at 30) is misplaced in 

this proceeding.  The Section 7-204(b) inquiries are directed solely to the Illinois 

operating companies, not to the parent company, Frontier.     

In Staff’s judgment, the transaction would satisfy Section 7-204 if the 

Commission imposes the conditions proposed by Staff.  In the absence of Staff’s 

proposed conditions, Staff does not recommend that the Commission make the findings 

requisite for approval under Section 7-204(b) of the Act.  Staff Reply Brief at 2-3.  

Therefore, should the Commission approve the proposed reorganization, Staff 

respectfully requests the Commission revise the Proposed Order to adopt all of Staff’s 

proposed conditions and reporting requirements, including Staff’s proposed technical 

correction to the Proposed Order at page 21 (“Position of Staff”) and substantive 

revisions to the Commission’s Analysis and Conclusion, presented on pages 29-33 of 

the Proposed Order, as follows: 

1. Position of Staff 

* * * * 
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Ms. Phipps further noted that, immediately following the spin-off of 
NCH stock to Verizon shareholders, NCH will merge into Frontier, and 
Verizon shareholders will receive newly issued shares of Frontier valued 
at approximately $5.247 billion.  Pursuant to a Merger Agreement, Frontier 
will acquire NCH, including Verizon North and NewILEC, and continue to 
operate those properties as two separate Illinois local exchange 
companies named Frontier North, Inc. and Frontier Communications of the 
Carolinas, Inc., respectively (the “New Frontier ILECs”)… 

   * * * * 

4. Commission Analysis and Conclusion 

The evidence presented by Joint Applicants, and Staff and the 
Intervenors shows that the proposed reorganization will not significantly 
impair Frontier’s ability to raise the necessary capital on reasonable terms 
and to maintain a reasonable capital structure, provided the New Frontier 
ILECs are required to comply with Staff’s proposed conditions and 
reporting requirements following the proposed reorganization. 

 
First, the Commission agrees withshares IBEW witness Mr. 

Barber’s concern that Frontier has relied upon aggressive revenue and 
expense assumptions to justify the transaction internally.  If Frontier falls 
significantly short of its revenue and expense goals, it would likely come 
under severe pressure to reduce service-related spending, cut capital 
expenditures, and lower its dividend payments, or a combination of all 
three.   

 
Second, it is undisputed that Frontier does not have an investment-

grade bond rating.  Staff witness Ms. Phipps testified that Frontier's ability 
to attain investment grade ratings following the proposed reorganization is 
questionable.  Therefore, even after the proposed reorganization, 
Frontier’s financial condition might not be sufficiently strong to eliminate 
concerns about its capacity to meet its debt servicing obligations during 
adverse conditions without transferring cash from New Frontier ILECs that 
is necessary for maintaining the New Frontier ILECs’ service quality.  Ms. 
Phipps further testified that Frontier’s current issuer credit ratings are two 
rating notches below the minimum investment grade credit rating of 
Baa3/BBB-/BBB-.  According to Moody, “[o]bligations rated Ba are judged 
to have speculative elements and are subject to substantial credit risk.” 

 
Frontier asserted that its credit rating is not indicative of the 

probability of default or any similar harm.  Frontier testified that 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, Frontier argued that such 
a rating is not required to maintain access to capital and Illinois customers 
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will not suffer any harm based on Frontier’s access to capital.  Thus, 
Frontier argued there is no evidence or likelihood of “harm” that flows from 
Frontier’s current or expected credit rating.  The Commission disagrees 
with this assertion.  A company's credit rating is one indication that 
suggests whether or not the company will have the ability to rollover or 
refinance existing indebtedness and whether or not the transaction may 
be too risky for the Commission to undertake at the expense of Illinois 
customers. 

 
Ms. Phipps described the potential consequences of speculative 

credit ratings stating that potential consequences of speculative credit 
ratings include increasing debt costs and the inability to rollover or 
refinance existing indebtedness.  The inability to borrow funds externally 
reduces cash flows and available liquidity, which could cause credit 
ratings to spiral downward and possibly cause a company to default on 
one or more obligations. 

 
Although tThe Commission agrees with Ms. Phipps' assessment, 

and the Commission disagrees that imposing the conditions Ms. Phipps 
recommended in this case cureswould safeguard the public against the 
highly risky consequences of Frontier's speculative credit ratings. 

 
Third, Frontier will incur an enormous amount of debt.  In addition 

to not having an investment grade credit rating, Frontier will also be 
burdened with an enormous amount of approximately $3.3 billion in debt.  
This is another indication that this Transaction is too risky to undertake 
without sufficient safeguards in place to protect the New Frontier ILECs’ 
Illinois customers.  In the Commission's opinion, Staff Conditions 1 and 2 
will ensure that maintenance of service quality has a higher claim to the 
New Frontier Illinois ILECs’ internally generated cash flow than the 
financial needs of their affiliatesimposing the conditions presented by Staff 
will only further weaken Frontier's already precarious financial condition. 

 
Fourth, Frontier's risky business model is a concern.  The 

Commission agrees with IBEW that 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.  
Based on the record, this has been Frontier’s business practice.  
However, Frontier testified that it has revised its dividend policy.  
According to Frontier, it currently pays an annual cash dividend of $1.00 
per share of Frontier common stock.  Frontier after the closing of the 
proposed Transaction, intends to change its dividend policy to pay an 
annual cash dividend of $0.75 per share of Frontier common stock, 
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reducing its dividend by 25% – from $1.00 to $0.75 per share – effective 
with the close of the Transaction. 

 
The Commission does not find Frontier's assertion credible.  

Specifically, that it plans to revise its dividend policy (at the discretion of it 
Board of Directors) because of this proposed Transaction when this has 
been Frontier's approach to business for years. 

 
Lastly, Frontier has not obtained any of the debt financing it 

requires to complete the Transaction.  Joint Applicants argued that it 
would be premature and imprudent for Frontier to seek terms for that debt 
so far ahead of closing and that the market conditions for obtaining the 
necessary debt is quite favorable to Frontier.  Staff witness Ms. Phipps 
addressed this concern by recommending conditions as well as proposing 
reporting requirements, which will require Frontier to report the terms of its 
borrowing to the Commission and which will require Frontier to report its 
post merger capital structure.  Ms. Phipps' recommendations, however, do 
not resolve Frontier's financial conditions and the risks it poses.  In the 
current unstable economic environment, combined with Frontier’s recent 
cost of debt, it is not clear that Frontier will be able to finance this 
Transaction on reasonable terms.  These factors, among others, raise 
serious concerns as to Frontier’s ability to raise necessary capital on 
reasonable terms and to maintain a reasonable capital structure and 
underscore the importance of Staff’s proposed Conditions 1 and 2 which 
will protect the New Frontier ILECs’ internally generated cash flows and 
also provide the utilities a backup source of liquidity if, for unforeseen 
reasons, they require externally raised capital in order to meet the 
Commission’s minimum service quality standards. 

 
The Commission finds it instructive that Verizon has been involved 

in two other divestures, Hawaii Telecom (The Carlyle Group, "Carlyle") 
and FairPoint.  Both divestures have been failures, resulting in the 
financial failure of the acquiring companies, and a significant deterioration 
in customer service. 

 
AG/CUB witness Mr. Selwin, recommended that the Commission 

should draw an inference from the outcomes of prior Verizon divestitures 
as to the potential success or failure of the one being proposed here.  The 
Joint Applicants seek to distinguish this Transaction from the others 
arguing that Frontier is an experienced ILEC, that it will become the 
second largest ILEC in Illinois, that it is qualified, financially, managerially, 
and technically to manage Verizon’s current Illinois operations, and that it 
will succeed where Carlyle and FairPoint have failed.  Despite this 
testimony, Mr. Selwin points out, Verizon and the acquiring companies 
had all made similar representations as to the financial, managerial and 
technical qualifications of Carlyle and FairPoint when seeking approval 
from the Hawaii, Vermont, New Hampshire and Maine commissions for 



09-0268 

15 
 

those divestures.  The proposed sale of Verizon’s Illinois operations to 
Frontier therefore, requires careful scrutiny.  The Commission agrees. 

 
The Joint Applicants have argued unpersuasively that these two 

divestures are unique within themselves.  The Commission finds however, 
that this Transaction most closely resembles the FairPoint transaction in 
the risks that it presents. 

 
On March 31, 2008, FairPoint acquired certain Verizon assets and 

operations in a very similar transaction to the Joint Applicants’ proposed 
reorganization.  Staff witness Ms. Phipps testified that the FairPoint / 
Verizon transaction is an example of the potential consequences of the 
nexus of merger integration and speculative credit ratings.  In seeking 
Commission approval of the transaction, the petitioners stated that the 
transaction would make FairPoint a financially stronger company with an 
improved capital structure.  Moreover, S&P expected the transaction to 
make FairPoint modestly stronger and, consequently, placed FairPoint’s 
“BB “ rating on CreditWatch with positive implications.  Prior to the merger, 
FairPoint’s credit ratings from S&P, Moody’s and Fitch Ratings were 
BB/B1/BB-.  Today, FairPoint’s credit ratings from S&P, Moody’s and Fitch 
Ratings are D/Caa3/C, which signals Fairpoint has defaulted or a default 
is imminent. 

 
The Commission finds that the record evidence raises serious 

doubts as to Frontier’s qualifications to step into Verizon’s shoes as the 
second largest ILEC in Illinois, given the enormous problems and 
disruptions that resulted from these two recent Verizon ILEC divestitures.  
The minimal benefits to Illinois customers if any, is not worth the 
substantial risks to which customers would be exposed.  Thus, the risk 
level is so great that it warrants rejection outright.  

 
The Commission is authorized to impose such terms, conditions, or 

requirements as, in its judgment are necessary to protect the interests of 
the public utility and its customers.  The Commission will do suchis of the 
opinion that this case is not the typical reorganization case where 
conditions and terms have been appropriately imposed.  Notably, tThe 
present reorganization case is different from any other the Commission 
has seen and therefore should be treated as such. 

 
Frontier serves approximately 97,000 access lines in Illinois.  

Verizon serves approximately 573,000 access lines in Illinois.  Frontier's 
total Illinois access lines would be increasing from 97,000 Illinois to over 
670,000 lines.  If this reorganization were to be approved, Frontier would 
be almost tripling its size and would be burdened with an enormous 
amount of approximately $3.3 billion in debt.  Frontier, nor any other 
company its size, has ever taken on a deal of this complexity and 
magnitude requiring the integration of 4.8 million lines spread over parts of 
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14 states stretching from coast to cost.  Because of these major 
differences from other reorganization cases, the Commission finds that the 
proposed conditions are inadequate to protect the public from the 
substantial harms that are likely to arise from the proposed Transaction.  
Illinois customers demand stability and certainty in their public utility 
service.  Approving this reorganization (even with conditions) would be 
going against the grain of that stability and certainty.  Therefore, the 
Commission rejectsadopts all of Staff and intervenors condition 
recommendations as inadequate to protect Illinois customers and against 
the public interest. 

 
The Commission rejects Joint Applicants assertion that this 

transaction without conditions satisfies the requirement pursuant to 
Section 7-204(b)(4) of the Act.  The Commission also rejectsaccepts 
Staff's assertion that with conditions the proposed reorganization satisfies 
the requirement. 

 
The Commission therefore finds that the evidence presented by 

Joint Applicants, and Staff, IBEW, and the AG/CUB shows that the 
proposed reorganization will not significantly impair Frontier's ability to 
raise necessary capital on reasonable terms and to maintain a reasonable 
capital structure, provided the New Frontier ILECs are required to comply 
with Staff’s proposed Conditions and reporting requirements following the 
proposed reorganization. 

 

Exception No. 4: Failure to make finding regarding Section 7-204(c) 

Staff takes exception to the Proposed Order’s conclusion, in light of the Proposed 

Order’s recommendation that this reorganization not be approved, that the Commission 

need not address Section 7-204(c) of the Act.  As discussed above, in Staff’s judgment, 

the transaction would satisfy Section 7-204 if Staff’s conditions were imposed. If the 

Commission concurs with Staff’s view and grants approval of this reorganization, it must 

rule upon the allocation of savings and recovery of costs. 

Further, the Commission should acknowledge that the Joint Applicants agree 

with Staff’s position on Section 7-204(c) in that Joint Applicants agree that any savings 

for the ILECs resulting from the proposed reorganization will be allocated to the 
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regulated intrastate operations for the Commission’s consideration in setting rates; and 

that Joint Applicants will not be allowed to recover any costs incurred in accomplishing 

the proposed reorganization in future rate proceedings.  Frontier Ex. 5.0 at 37.  

Therefore, should the Commission approve the proposed reorganization, Staff 

respectfully requests the Commission revise the PO to address the allocation of savings 

and recovery of costs as required by Section 7-204(c) on the Commission’s Analysis 

and Conclusion, presented on pages 40-41 of the Proposed Order, as follows: 

3. Commission Analysis and Conclusion 

  * * * * 

The Commission however does not need to address Section 7-
204(c) of the Act because the Commission has found that this 
reorganization should not be approved. 

 

Regarding compliance with Section 7-204(c) the Commission finds 
that the allocation of any savings resulting from the proposed 
reorganization would flow through to the costs associated with the 
regulated intrastate operations for consideration in setting rates by the 
Commission in any future rate request.  With respect to costs incurred to 
accomplish the instant reorganization, the Joint Applicants have agreed 
not to seek cost recovery of such cost.  Therefore, the Commission finds 
that the Applicants shall be prohibited from recovering all such 
reorganization costs. 

Exception No. 5:  Technical Corrections 

 The ALJ mistakenly identifies Staff witness Mr. Samuel S. McClerren on page 14 

of the PO as “Ms. McClerren.”  Finally, the Staff observes that AG / CUB witness Dr. 

Lee L. Selwyn’s surname has been misspelled as “Selwin” throughout the Proposed 

Order.   
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III. CONCLUSION 

For the reasons set forth above, Staff respectfully requests that the Illinois 

Commerce Commission approve Staff’s recommendations in this docket.  

        Respectfully submitted, 
        

 
      

    /s/_____________________ 
       MATTHEW L. HARVEY 
 
       Counsel for the Staff of the Illinois 
       Commerce Commission 
 
 
 
March 19, 2010 
 
MATTHEW L. HARVEY 
JESSICA L. CARDONI 
Office of General Counsel 
Illinois Commerce Commission 
160 N. LaSalle, Ste. C-800 
Chicago, IL   60601 
Phone:  (312) 793-2877 
              (312) 814-4368 
Fax:      (312) 793-1556 
E-mail:  mharvey@icc.illinois.gov 
    jcardoni@icc.illinois.gov 
               
 
 
 

JAN VON QUALEN 
Office of General Counsel 
Illinois Commerce Commission 
527 East Capitol Avenue 
Springfield, IL  62701 
Phone:  (217) 785-3402 
Fax:  (217) 524-8928 
jvonqual@icc.illinois.gov 
 

 
 


