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TO: The Commission 
 
FROM: Lisa M. Tapia, Administrative Law Judge 
 
DATE: March 29, 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: Order denying the Application and rejecting the 

reorganization   
 

 
Below are a few highlights brought up in the Brief on Exceptions.  Please note none of 
which change the Proposed Order (“PO”).  
 
To be clear, the PO does not oppose Verizon exiting its Illinois territories to pursue more 
profitable exchanges.  Second, the PO does not oppose but rather encourages a utility 
to focus in serving rural territories in Illinois.  What the PO has issue with is replacing 
Verizon with a utility that may be unable to absorb Verizon’s exchanges jeopardizing the 
utility’s financial health and quality service to Illinois consumers.  
 
If this Transaction is rejected, the Joint Applicants will have the opportunity to 
restructure their Transaction to protect the financial health of Frontier and of Illinois 
consumers.  This action was taken by the Vermont Public Service Board on the 
Verizon-FairPoint transaction.  This resulted in Verizon and FairPoint revising their 
transaction that became considerably more protective of the financial health of FairPoint 
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and of the public.  The Vermont Public Service Board later approved the transaction.  
Two years later, however, FairPoint filed for bankruptcy but at least there was some 
protection to the public.   
 
The PO was based on the evidence of record.  Great weight was given to the evidence 
presented by Staff and Intervenors because the evidence was compelling and reliable. 
 
As an initial matter, the Joint Applicants in their Brief on Exceptions include several 
statements that are not part of the record evidence.  The administrative code requires 
that any statements of fact in a Brief on Exceptions must include citations to the record.   
The Commission therefore cannot rely on such unsubstantiated statements.  For 
instance, Joint Applicants state that “an independent third party recently certified that 
the pre-production testing of the systems was 100% successful . . . .”  The record 
contains no information concerning any actual testing.  Had such evidence been 
entered into the record, the parties would not have had such a concern in regards to the 
replication process of the operating support systems.  
 
In its Brief on Exceptions, Staff asserted that Frontier appears to view serving rural and 
modest sized urban territories, as its primary focus and because Frontier has agreed to 
several enforceable commitments that will permit the Commission to make certain 
Frontier will provide good quality service to Illinois citizens (by imposing more stringent 
quality service requirements), deploy broadband facilities and to generally reinvest in 
the Verizon North and Verizon South infrastructure.  On this last point, Joint Applicants 
asserted that Frontier is “ready, willing and able to significantly increase investment in 
Illinois.”  
 
There are strong indications that quality of service would be diminished if Frontier were 
permitted to acquire Verizon Illinois.  Staff witness Mr. McClerren testified that Frontier 
has had problems meeting the minimum requirements of service quality.  Staff proposed 
a service quality/dividend condition restriction in the event Frontier fails to maintain 
service quality levels.  The condition restricts Frontier from distributing dividends to its 
corporate parent, and will be expected to use those dividends to restore service quality 
to previous levels.  Staff also contended that service quality requirements will be more 
stringent (and will stringent requirements translate into better service?).  Frontier's total 
Illinois access lines would be increasing from 97,000 to over 670,000.  It is questionable 
whether restricting dividends and making service quality requirements more stringent 
resolves the service quality performance problems that Frontier has had in the past.     
 
According to the record, Frontier’s financial information demonstrated that Frontier 
consistently pays out far more to Stockholders than the company earns.  Specifically, in 
the first half of 2009, Frontier paid its stockholders $156 million but earned only $65 
million in net income.  This represents 240% of its income.  Frontier has also paid out 
far more to stockholders than it reinvests in its infrastructure.  Frontier’s witness testified 
that during a 4-year period from 2005-08 Frontier made capital investments of $1.1 
billion, but it paid stockholders more than $2.1 billion during that same time.   
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Staff asserted that the PO errs by focusing on the parent company's financial condition 
rather than the impact of the proposed Transaction on Verizon North and Verizon 
South.  According to the record, Staff's witness Ms. Phipps testified that the ability of 
Verizon North and Verizon South to raise capital will be directly and inextricably tied to 
the credit rating of their parent company and that credit rating will be significantly worse 
if Frontier is permitted to own the Illinois operating companies.  
 
Joint Applicants asserted that it is undisputed that the Transaction will be deleveraging 
for Frontier, meaning that its debt will decrease as a percentage of cash flows.  Based 
on the record the Joint Applicants' assertion is disputed.  IBEW argued that Frontier's 
calculations are based on unsubstantiated and unrealistic assumptions about revenues 
and expense savings, none of which are certain (or even likely) to occur.  What will be 
certain, according to IBEW is that Frontier’s debt burden will nearly double and Wall 
Street lenders will need to be paid out of an ever-shrinking pool of revenues.  Further, 
IBEW argued that Frontier’s assertion that its financial projections demonstrate that the 
proposed Transaction will improve Frontier’s financial condition is questionable.  Also on 
the record, a Standard & Poor's report which voiced concerns that the Transaction may 
not go as smoothly as assumed by the Joint Applicants.   
 
Joint Applicants asserted that in its opinion the PO ignores benefits that have been 
guaranteed by the numerous conditions, benefits that Illinois will not realize if the 
Transaction is denied.  The conditions proposed to the Commission do not guarantee 
any benefits.  A prime example is in the FairPoint divesture.  FairPoint agreed to 
approximately seventy conditions that did nothing to benefit consumers at the end but 
only provided uncertainly ultimately leading FairPoint to file for bankruptcy.   
 
The Joint Applicants asserted that this Transaction requires strict approval from the 
Commission.  Joint applicants asserted that this case is similar to the Century/Tel-
Embarq and therefore, should be improved.  In the Century/Tel-Embarq case, both 
companies had investment-grade credit ratings, Century/Tel did not make a cash 
payment to Embarq and did not have to issue debt.  Century/Tel also acquired Embarq 
in its entirety.  In addition, there were no risks associated with replicating computer 
systems or any other numerous integration challenges that face Frontier in this case.  
Therefore, the structure of the Transaction and their financial impact are very different.   
 
Accordingly, I recommend the Commission adopt the Proposed Order and reject the 
proposed Transaction as it presently exists.   
 
LMT 


