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TO: The Commission 
 
FROM: Lisa M. Tapia, Administrative Law Judge 
 
DATE: March 17, 2010 
 
SUBJECT:  Frontier Communications Corporation, Verizon 

Communications, Inc., Verizon North Inc., Verizon South 
Inc., and New Communications of the Carolinas, Inc.   

 
Joint Application for the approval of a Reorganization 
pursuant to Section 7-204 of the Public Utilities Act; the 
Issuance of Certificates of Exchange Service Authority 
pursuant to Section 13-405 to New Communications of the 
Carolinas, Inc.; the Discontinuance of Service for Verizon 
South Inc. pursuant to Section 13-406; the Issuance of an 
Order Approving Designation of New Communications of the 
Carolinas, Inc. as an Eligible Telecommunications Carrier 
Covering the Service Area Consisting of the Exchanges to 
be Acquired from Verizon South Inc. upon the Closing of the 
Proposed Transaction and the Granting of All Other 
Necessary and Appropriate Relief. 

 
RECOMMENDATION: Proposed Order denying the Application and rejecting the 

reorganization   
 

 
 On June 4, 2009, Frontier Communications Corporation, Verizon 
Communications Inc., Verizon North, Inc., Verizon South, Inc., and New 
Communications of the Carolinas, Inc., (collectively, “Joint Applicants”) filed a verified 
Joint Application with the Commission pursuant to Section 7-204 of the Public Utilities 
Act (“Act”), seeking approval of a reorganization (the "Transaction" or "reorganization") 
and for other regulatory approvals and relief. 
 
 Intervenors in this proceeding included the Attorney General, Citizens Utility 
Board, Comcast Digital Telephone, International Brotherhood of Electrical Workers 
Locals 21, 51, and 702, Illinois Public Telecommunications Association, Level 3 
Communications, Inc., and the U.S. Department of Defense and All Other Federal 
Executive Agencies.  All petitions to intervene were granted.  Commission Staff 
participated as well.  
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 Section 7-204(b)(1) of the Act provides that “the proposed reorganization will not 
diminish the utility’s ability to provide adequate, reliable, efficient, safe and least cost 
public utility service.”  Based on the record, 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.  Both Frontier Illinois operating ILECs ("incumbent 
local exchange carrier") and Verizon have, in recent years, had some difficulty meeting 
the minimum key standards contained in 83 Ill. Adm. Code 730 ("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.  
 
 Staff characterized the performance of Frontier's nine 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.  Staff 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.   
 
 (Nevertheless) Staff has recommended approval with conditions. The Proposed 
Order finds the conditions proposed by Staff are inadequate considering the problems 
Frontier has had with meeting the minimum key standards of Part 730.  Moreover, the 
evidence presented makes it unlikely that Frontier will be able meet the minimum key 
standards of Part 730 due to the additional lines and the replication process of the 
operation support systems.  Frontier's total Illinois access lines would be increasing 
from 97,000 to over 670,000 lines.  The additional wirelines and the replication process 
of the operating support systems leads to the conclusion that service quality will 
certainly be diminished.  In addition, companies which have recently purchased ILEC 
properties from Verizon, Hawaiian Telcom (The Carlyle Group, "Carlyle") and FairPoint 
Communications, Inc. ("FairPoint") have experienced significant problems in service 
quality, billing and customer service.   
 
 Section 7-204(b)(4) of the Act provides that “the proposed reorganization will not 
significantly impair the utility’s ability to raise necessary capital on reasonable terms or 
to maintain a reasonable capital structure.”  Based on the record, the proposed 
reorganization will significantly impair the utility’s ability to raise necessary capital on 
reasonable terms and to maintain a reasonable capital structure.   
 
 First, 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 will likely come under severe pressure to reduce service-related 
spending.  Frontier will also incur an enormous amount of debt in the amount of 
approximately $3.3 billion.  
 
 A driving force here is Verizon's desire to get around the tax issue.  This 
Transaction allows Verizon to obtain the benefits of a Reverse Morris Trust transaction.  
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A Reverse Morris Trust transaction allows a tax free transfer of assets, stock and cash 
between companies.  A Reverse Morris Trust transaction provides a mechanism 
whereby a smaller company, e.g. Frontier, to acquire a much larger company’s service 
territory than it currently operates.  A Reverse Morris Trust transaction was done in 
FairPoint of Verizon’s Maine, New Hampshire, and Vermont properties which resulted in 
devastating results.   
 
 Second, Frontier does not have an investment-grade bond rating.  Frontier’s 
current issuer credit ratings are two rating notches below the minimum investment 
grade credit rating of Baa3/BBB-/BBB- which are judged to have speculative elements 
and are subject to substantial credit risk.  The 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.   
 
 Third, Frontier's risky business model is a concern.  Frontier has been regularly 
paying out dividends in excess of net earnings.  According to testimony, 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.  
Based on the record, this has been Frontier’s business practice for years.   
 
 Lastly, Frontier has not obtained any of the debt financing it requires to complete 
the Transaction.  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.  This raises an additional serious concern as to 
Frontier’s ability to raise necessary capital on reasonable terms and to maintain a 
reasonable capital structure.   
 
 It is also important to note, that this Transaction is not the typical reorganization 
case the Commission has seen in the past.  As mentioned above, Frontier's total Illinois 
access lines would be increasing from 97,000 Illinois to over 670,000 lines.  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 14 states stretching from coast to cost.   
 
 Joint Applicants have argued that Frontier is qualified, financially, managerially, 
and technically to manage Verizon’s current Illinois operations.  Verizon however, 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 those divestures.  The record 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 Carlyle 
and FairPoint divestitures.  The proposed sale of Verizon’s Illinois operations to Frontier 
therefore, requires careful scrutiny.   
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 Section 7-204(b)(5) of the Act provides that “the utility will remain subject to all 
applicable laws, regulations, rules, decisions and policies governing the regulation.”   
 
 During this proceeding it was discovered that Verizon South is currently in non-
compliance with Section 13-517 of the Act, which requires Illinois local exchange 
carriers to make “advanced services” available to at least 80% of its customers.  Unless 
this non-compliance issue is addressed, the proposed Transaction does not meet the 
standard of Section 7-204(b)(5) of the Act.    
 
 According to Frontier, it intends to meet the requirements within 24 months.  
Frontier also committed to roll out a higher level of broadband service on a broader 
basis than is required by Illinois statute.  In reviewing the evidence, it is unlikely that 
Frontier will be able to meet this commitment of compliance in addition to rolling out a 
higher level of broadband service to Illinois.  Verizon South, a stronger company with 
more resources has been unable to do so.  Furthermore, Verizon South should not be 
allowed to walk away from its legal obligation and leave the non-compliant territory in 
the hands of Frontier.  Therefore, in the Proposed Order, Staff is ordered to conduct an 
investigation into Verizon South's non-compliance of Section 13-517 of the Act.  
 
 The Proposed Order therefore finds that the conditions proposed by Staff and 
some of the Intervenors are inadequate to protect the public from the substantial harms 
that are likely to arise from the proposed Transaction.  Therefore, the Proposed Order 
denies the Application and rejects the reorganization.  
 


