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I. INTRODUCTION AND BACKGROUND 1 

 A. Witness Identification 2 

Q. Please state your name. 3 

A. My name is Scott Rubins.   4 

Q. Are you the same Scott Rubins that filed direct testimony in these 5 

consolidated dockets on behalf of Geneseo Telephone Company (“Geneseo”), 6 

Cambridge Telephone Company (“Cambridge”), and Henry County 7 

Telephone Company (“Henry County”) (together, “GCHC”)? 8 

A. Yes. 9 

 B. Purpose of Testimony 10 

Q. What is the purpose of your testimony? 11 

A. My testimony is in responses to Direct Testimony filed by the Illinois 12 

Independent Telephone Association (“IITA”) and twenty-six of its members who 13 

also intervened and filed direct testimony.  While a substantial amount of 14 

testimony has been submitted in these consolidated dockets, my rebuttal 15 

testimony will focus on the following three areas.  First, I will provide testimony 16 

addressing issues concerning GCHC’s request to add Access to Broadband 17 

Service as a supported service eligible for Illinois Universal Service Fund 18 

(“IUSF”) funding and proposal for IUSF funding that were raised by the direct 19 

testimony of the IITA and its member intervenors, as well as in the discovery 20 

process.  I will also address additional relevant information and events that have 21 

taken place since my direct testimony was filed.  Second, should the Illinois 22 
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Commerce Commission (“Commission”) decide that the IITA’s 23 

proposal/methodology for IUSF funding warrants adoption, my rebuttal testimony 24 

addresses certain errors in the Schedule 1.01, both from a policy and a 25 

mathematical perspective.  Third, should the Commission decide that the IITA’s 26 

proposal/methodology for IUSF funding warrants adoption, my rebuttal testimony 27 

demonstrates that numerous items for specific IITA member companies should 28 

not be included in their Schedule 1.01s and examines the impact for each of these 29 

items.     30 

 C. Summary of Conclusions 31 

Q. Please summarize the conclusions of your rebuttal testimony. 32 

A. Based on the telecommunications needs, technologies and available services that 33 

have developed since the IUSF was established nearly ten years ago, the list of 34 

Illinois supported communications services should be expanded to include Access 35 

to Broadband Service.  In order to promote this change, the Commission should 36 

adopt GCHC’s request for additional funding for all rural incumbent local 37 

exchange carriers based upon the methodology shown in GCHC Exhibit 2.1.    38 

I also conclude that if the Commission decides to adopt the IITA’s 39 

proposal/methodology for IUSF funding, there are several errors and improper 40 

inclusions in the Schedule 1.01s upon which the IITA’s proposal is based that 41 

should be corrected or disallowed. 42 

D. Itemized Attachments to Testimony 43 

Q. Are you sponsoring any exhibits?  44 
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A. Yes.  I am sponsoring the following exhibits:  45 

Exhibit No. Description 

GCHC Ex. 2.1 GCHC IUSF Funding Proposal Chart 

GCHC Ex. 2.2 Federal and Illinois Support received for 2009 

GCHC Ex. 2.3 IITA Member Responses to Data Request GCH 1.07 
(CONFIDENTIAL and PUBLIC Versions) 
 

GCHC Ex. 2.4 Cost Company Rate of Return Analysis 

GCHC Ex. 2.5 July 29, 2011 Press Release and IITA Support of ABC Plan 

GCHC Ex. 2.6 IITA Member Intervenors’ Responses to Data Request GCH 1.02 

GCHC Ex. 2.7 IITA Member Intervenors’ Responses to Data Requests GCH 
1.04 and MHE 1.11, 1.20, 1.22, 1.23,1.26 and 1.28 
(CONFIDENTIAL and PUBLIC Versions) 
 

GCHC Ex. 2.8 Non Regulated Service Allocation Analysis 

GCHC Ex. 2.9 NECA Policy on Reporting of Effective Tax Rate By S 
Corporations 

GCHC Ex. 2.10 Tax Rate Analysis 

GCHC Ex. 2.11 IITA response to Data Request GCH 2.20 

GCHC Ex. 2.12 NECA Procedure for Lag Time 

GCHC Ex. 2.13 Analysis of 45 Day Versus 15 Day Lag Time 

GCHC Ex. 2.14 Summary of Federal USF Adjustments 

GCHC Ex. 2.15 IITA response to Staff Data Request SK 1.01 

GCHC Ex. 2.16 IITA Member Responses to Data Request GCH 1.05 

GCHC Ex. 2.17 Summary of Adjustments for “Significant or Extraordinary 
Changes in Plant Investment” 

GCHC Ex. 2.18 Calculation of Reported Operating Expenses in Excess of Federal 
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HCL Cap 

GCHC Ex. 2.19 IITA Response to Data Request GCH 2.09 

GCHC Ex. 2.20 Gridley Response to Data Request GCH 1.09 

GCHC Ex. 2.21 Grafton and Leaf River Responses to Data Request GCH 1.10 

GCHC Ex. 2.22 Home Response to Data Request GCH 1.11 
 

GCHC Ex. 2.23 Madison Response to Data Request GCH 1.10 
(CONFIDENTIAL and PUBLIC Versions) 
 

GCHC Ex. 2.24 Madison Response to Data Request MHE 1.11 
(CONFIDENTIAL and PUBLIC Versions) 
 

GCHC Ex. 2.25 McDonough Response to Data Request GCH 1.09 

GCHC Ex. 2.26 McDonough Response to Data Request GCH 1.10 
(CONFIDENTIAL and PUBLIC Versions) 
 

GCHC Ex. 2.27 Oneida Response to Data Request GCH 1.09 

GCHC Ex. 2.28 Summary of Proposed Adjustments to Schedule 1.01s 

GCHC Ex. 2.29 IITA Member Intervenors’ Responses to Staff Data Request JZ 
2.01 

GCHC Ex. 2.30 Analysis of Adjustments Necessitated by Access Restructuring 

II. ISSUES RAISED CONCERNING ACCESS TO BROADBAND  46 
 SERVICE AND THE GCHC PROPOSAL FOR IUSF FUNDING 47 

 A. Access to Broadband Service 48 

Q. Did you see anything in the direct testimony of the IITA that you believe 49 

supports GCHC’s request that the Commission update the list of supported 50 

services eligible for IUSF funding by adding Access to Broadband Service as 51 

the 10th supported service?  52 

A. Yes.  I still propose adding Access to Broadband Service as the 10th supported 53 
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service for all the reason stated in my direct testimony.  In addition, IITA witness 54 

Robert Schoonmaker testified that “It was also recognized that with the issuance 55 

of the National Broadband Plan by the FCC, that they appeared to be on a course 56 

that would, in the future, include broadband as a supported service….”  57 

(Schoonmaker Dir., IITA Ex. 1.0, 9:159-162)  Mr. Schoonmaker further testified 58 

that the Federal Communications Commission (“FCC”) is actively considering 59 

adding broadband service to the list of supported services.  (Id. at 24:476-478)  I 60 

agree with Mr. Schoonmaker on this point.  Accordingly, not only should the 61 

Commission add Access to Broadband Service to the list of supported services 62 

pursuant to its obligations under 220 ILCS 5/13-301(2)(a) to account for changes 63 

in technology and the needs of Illinois telecommunications customers, but also 64 

because it is consistent with the policy of FCC.  65 

Q. Could you provide a definition of Access to Broadband Service?   66 

A. Yes.  Access to Broadband Service would include costs associated with installing, 67 

improving or updating facilities necessary in order to delivery Broadband 68 

Services to a group of end user customers.  Access to Broadband Services would 69 

include all facilities associated with delivery of Broadband Services from the 70 

service provider to a dedicated access point.  This dedicated access point could be 71 

a pedestal whereby a small group of customers share access, a larger cabinet or 72 

other equipment consisting of shared access by hundreds of people, or a switching 73 

center or a cell phone tower that serves thousands of customers.  Access to 74 

Broadband Service would include all this equipment plus any facilities needed to 75 
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connect these facilities.   76 

Q. If parties to these consolidated dockets have further questions or concerns 77 

regarding what would be included in Access to Broadband Service as a 78 

supported service eligible for IUSF funding, or otherwise seek a more specific 79 

definition for Access to Broadband Service, what is GCHC’s position? 80 

A. GCHC’s position is that it would welcome the opportunity to work with any of 81 

the parties in this case to determine a more specific definition of Access to 82 

Broadband Service as a supported service eligible for IUSF funding, as well as the 83 

particular types of equipment and costs that should be included within this 84 

category. 85 

Q. You mention in the answer above a “group of end user customers”.  Could 86 

you be more specific? 87 

A. Yes.  GCHC considers a “group of end users” as something more than a single 88 

user.  There are many pieces of the network that must be installed in order to 89 

deliver Broadband Internet directly to a single end user customer.  These items 90 

would include all the elements identified above plus copper, fiber or wireless 91 

facilities dedicated solely to just a single end user customer.  The additional items 92 

from the access point to a single end user customer include individual buried 93 

drops, end user network interface devices, cell phone access devices (cell, smart 94 

phones or iPads), customer premise inside wiring, individual backup power 95 

supplies and modem or customer premise device.  Since the services are specific 96 

to a single end user customer and that choice of delivery resides with the 97 
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Broadband Internet provider, GCHC considers these costs to not qualify as 98 

Access to Broadband Services.   99 

Q. Does Access to Broadband Service include capital expenditures? 100 

A. Yes.  GCHC’s proposal includes funding that can be used for the purchase of 101 

capital investment.  102 

B. USF Funding 103 

Q. How much Federal and State Universal Service funding has been awarded 104 

and can be spent on the nine supported services?  105 

A. Since the list of supported services for both Federal and Illinois support currently 106 

is identical, this figure is easy to display.  In 2009, the twenty-six IITA member 107 

intervenors seeking additional Basic Element support already received 108 

approximately $43.3 million ($34.3 million in Federal and $9.0 million in Illinois) 109 

funding.   GCHC Exhibit 2.2 displays the amount of Federal and Illinois support 110 

received for 2009.1  This means that $43.3 million is currently being spent on the 111 

nine basic supported services for just these twenty-six IITA members.  This 112 

averages to $59.09 per line per month for these companies.   113 

Q. How much Federal and State Universal Service funding has been awarded in 114 

2009 to the other 23 eligible carriers and can be spent on the nine supported 115 

services?  116 
                     
1 Through data requests, GCHC had requested the IITA member intervenors to provide the amounts of 
Federal Universal Service funding received.  Although some Federal Universal Service Funding figures 
provided by these IITA members were slightly different than publically available figures, the total 
difference was less than 1%, and GCHC recognizes that a true-up process does exist for some elements of 
Federal USF.  Therefore, because the IITA members considered the numbers provided in response to the 
data request to be proprietary, GCHC is using Universal Service Administrative Company (“USAC”) 
publicly published figures for this analysis. 
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A. Using the same data source as above, in 2009, the 23 other eligible IUSF 117 

member’s received approximately $6.6 million ($5.7 million in Federal and 118 

$909,000 in Illinois) funding.  GCHC Exhibit 2.2 displays the amount of Federal 119 

and Illinois support received by this group of companies in 2009.  This averages 120 

$17.34 per line per month, substantially less than the twenty-six IITA member 121 

intervenors as discussed above.  122 

Q. Without adding Access to Broadband Services as a supported service, can 123 

any rural incumbent exchange carrier spend current Federal or State 124 

Universal Service Funding on Access to Broadband Services?  125 

A. Although the statute is unclear, it does not appear so.  During discovery, GCHC 126 

requested copies of the 2009 and 2010 FCC and State of Illinois verification and 127 

certification statements from twenty-five of the IITA member intervenors.2  With 128 

little to no deviation, all twenty-five intervenors certified, under oath, that 129 

“[company representative] certifies that [company name] uses such support for 130 

the provision, maintenance and upgrading of facilities and services for which the 131 

support is intended, consistent with Illinois PUA 13-301(d), as implemented by 132 

the Illinois Commerce Commission.”  (See  GCHC Exhibit 2.3)  Each of the 133 

twenty-five IITA member intervenors’ FCC certifications also states: “I further 134 

certify that such support will be used solely for the provision, maintenance and 135 

upgrade of facilities and services for which the support is intended consistent with 136 

47 U.S.C. §254(e) certification.”  (Id.)  Moreover, the IITA itself has issued 137 

directions to its members that specifically instructed them not to reference 138 
                     
2 GCHC inadvertently omitted Cass Telephone Company from the data request. 
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projects related to broadband or advanced services when submitting 139 

documentation for universal service support.  These materials further support my 140 

conclusion that universal service support funds currently cannot be spent on 141 

projects related to Broadband or Access to Broadband Service.   142 

Q. Does current IUSF allow for capital expenditures? 143 

A. I believe the statutory language is silent on this issue, but currently no IITA 144 

member has indicated that funding is being spent on capital expenditures.  I base 145 

this on the Schedule 1.01 submissions by the 26 individual IITA members 146 

requesting support, as each of them reported reducing operating revenues in the 147 

calculation of their request for funding.  Therefore, I concluded that current 148 

funding is only being used for current operating expenses and no IUSF funds 149 

received in 2009 went for capital improvements.  150 

Q. Is funding under GCHC’s proposal guaranteed? 151 

A. No.  As discussed in my direct testimony, each company would have to submit 152 

actual invoices and these invoices must be approved before any distributions are 153 

made.  Should a company not spend up to their predetermined limit in a given 154 

calendar year, then excess funds will be used to reduce the surcharge on 155 

customer’s bills in the following year.   156 

Q. Your revised GCHC Exhibit 2.1 is different than proposed in your direct 157 

testimony.  Please explain the differences. 158 

A. First, I updated as many of the access line counts using December 31, 2010 159 

Commission annual reports as I could, since these numbers were not available at 160 
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the time my direct testimony was filed on March 4, 2011.  Second, I have 161 

removed the provision for the higher of Access to Broadband Service calculated 162 

amount ($15.46 per line per month) or current amount received because many 163 

Illinois rural carriers receive a significant amount of Federal USF to cover the 164 

cost of the basic nine supported services.  Third, I have added the eight Frontier 165 

companies that were not included individually in my direct testimony, since at 166 

that time it was unclear whether Frontier was going to participate in these dockets.  167 

Fourth, I have removed two exchanges from Madison Telephone Company as 168 

these exchanges were not eligible for support during the original IUSF case.  This 169 

was learned during discovery and it is not clear whether non-qualified exchanges 170 

purchased by qualified companies can receive funding, but following FCC rules, 171 

funding is based on a per line amount prior to consolidation, which in this case, 172 

received no IUSF.  173 

Q. What is the net effect of these changes? 174 

 A. The net effect is a decrease in GCHC’s proposed IUSF funding from $15,687,495 175 

to $14,532,892, or a decrease of $1,154,603. 176 

C. Comparison of The Two IUSF Proposals 177 

Q. Can you compare the differences in Illinois Universal Service Funding under 178 

the GCHC proposal versus the plan filed by the IITA.  179 

 A. Attached below is a table that displays a side by side comparison of the two plans 180 

proposed in this case.   181 
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GCHC        IITA  182 

Total Cost of Plan (excluding Access Charge Restructure) $14.53M $15.72M

Total number of Rural Illinois ILECS eligible for Plan 49 26 

Total access lines/customers effected by plan 87,791 55,950 

Includes Access to Broadband Services Yes No 

Can support be spent on capital additions Yes Unclear 

Potential for Funding to be less than Cost of Plan Yes No 

 183 

Q. GCHC’s proposal included all 49 rural exchange carriers in Illinois under 184 

35,000 access lines, but 26 of them are seeking funding under a different 185 

methodology.  How should the Commission balance these two requests? 186 

A. GCHC recognizes the need from both a policy and an administrative prospective 187 

to treat all rural customers the same.  GCHC does not agree that granting funding 188 

to 26 of the 49 eligible rural exchange carriers3 based on a ten-year old 189 

methodology and having that funding be directed to rural exchange carriers based 190 

on the Schedule 1.01, for all the reason listed in my testimony, is equitable.  If this 191 

were the case, 23 of 49 eligible rural exchange carriers’ customers, or 192 

approximately 31,800 customers, will see no benefit from the IUSF.  Therefore, 193 

                     
3 On Exhibit 5 (corrected) of the First Amended Stipulation and Agreement between IITA and AT&T 
(IITA Ex. 1.02), thirty-eight carriers are listed as receiving “New IUSF Payments” under the IITA’s 
proposal, but twelve of those would receive payments only due to access restructuring but no Basic 
Element IUSF payments.  There are eleven additional eligible rural exchange carriers eligible for IUSF 
funding not included in the IITA’s proposal:  the three GCHC companies and the eight Frontier companies. 
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although not required to, GCHC believes its plan is suitable for all rural exchange 194 

carriers and provides a mechanism to distribute IUSF for the benefit of all eligible 195 

rural customers.  No IITA member has specifically requested that they not be 196 

considered for the GCHC plan.  197 

D. Rate of Return Analysis 198 

Q. Were questions raised concerning rate of return analysis in the submissions 199 

of IITA member intervenors and the discovery? 200 

A. Yes.  In lines 213-214 of my direct testimony, I stated that “under a rate of return 201 

analysis, there is absolutely no incentive for any company to operate its business 202 

on an efficient basis.”  Based on data requests served on GCHC, I believe that I 203 

should clarify this statement.  There are two forms of rate of return regulation: 204 

average schedule and cost.  Under cost based regulation, I stand by the statement I 205 

made in my direct testimony.  However, because average schedule companies do 206 

not rely on individual company costs, rate of return companies under average 207 

schedule regulation do have incentives to operate their business on an efficient 208 

basis (i.e. reduce costs).  Thus, for this reason, I amend my conclusion on this 209 

point and state that under rate of return analysis, there is absolutely no incentive 210 

for any cost company to operate its business on an efficient basis.”  211 

Q. Can you explain why you state that cost companies have no incentive to 212 

operate efficiently under rate of return analysis? 213 

A. Yes.  GCHC would like to demonstrate this statement using one IITA member’s 214 

(Home Telephone Company) publically available cost data for both federal and 215 
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state universal service funding. According to the USAC’s filing, Home Telephone 216 

Company (“Home”) is considered a “cost company”.  Therefore, Home is allowed 217 

to recover its costs from the National Exchange Carrier Association (“NECA”) 218 

Carrier Common Line & Traffic Sensitive Pools, Federal High Cost Loop 219 

Funding, and if granted, Illinois Universal Service Funding based on Schedule 220 

1.01 and total costs.  All three utilize a rate of return process.  Therefore: 221 

1. Home submits a FCC Part 36/69 study which allocates total company costs 222 

between state and interstate jurisdictions to the National Exchange Carrier 223 

Association. Almost all regulated operating expenses are included in this 224 

study. Using just one of these accounts (Account 6410 - Cable & Wire 225 

Expense), I will demonstrate my point.  If Home spends an additional $20,000 226 

in this account, an allocated portion of Home account 6410 is included in the 227 

cost study and the allocated amount is recovered dollar for dollar from the 228 

NECA pooling process. Because I do not have access to the allocated 229 

amounts, I will use a simple 25%, which is the general level of the Subscriber 230 

Plant Factor (SPF) allocation factor.  Using the example number of $20,000, 231 

this would equate to $5,000 of the $20,000 recovered from the NECA pool.  232 

The NECA pool uses a “rate of return” methodology to determine this 233 

settlement amount. 234 

2. Home also submits these same numbers that are part of the cost study to 235 

NECA for a separate calculation of Federal High Cost Loop Support.  Using 236 

Home’s publically available data, these numbers are known and are displayed 237 
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in GCHC Exhibit 2.4, page 2 of 10. Using the same $20,000, Home would be 238 

entitled to recover $14,393 of the original $20,000. Once again the Federal 239 

High Cost Loop Support Program is “rate of return” based.  See GCHC 240 

Exhibit 2.4, page 3 of 10.   241 

3. Finally, Home includes the same $20,000 in expenses on its Illinois Schedule 242 

1.01, and recovers $20,383 of this amount because it “qualifies” for Illinois 243 

Universal Service Fund.  GCHC Exhibit 2.4, page 10 of 10 displays this 244 

simple calculation.  Here, again, the Schedule 1.01 is also “rate of return” 245 

based.  246 

Therefore, using this example, had Home spent an additional $20,000 in 247 

Cable & Wire Facilities (“CWF”) expenses, because it participates as a “rate of 248 

return” cost company, Home would receive at least $34,775 from steps #2 and #3, 249 

above, and with a conservative estimate of $5,000 in step #1, it would receive a 250 

total of $39,775 back from these three programs, or almost double what Home 251 

actually spent, all because of being a “rate of return” cost company. 252 

In order to validate my assertion, I performed the same calculation on 253 

Madison Telephone Company and Harrisonville Telephone Company, except I 254 

changed the expense category from CWF to General Support Facilities (“GSF”) 255 

for Madison and Network Operations Expenses (“NOE”) for Harrisonville. A 256 

copy of these calculations is included in GCHC Exhibit 2.4.  Both companies are 257 

cost companies and “rate of return” analysis produced similar results that 258 

recovered over 150% of the original expense amount. 259 
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Based on this type of analysis, which can be performed on any expense 260 

account, I draw the conclusion that under rate of return regulation, there is no 261 

incentive for any cost company to operate its business on an efficient basis 262 

because expenses are fully recoverable under “rate of return” based regulations or 263 

programs.    264 

E. Relevant Events Occurring Since Direct Testimony 265 

Q. Has any event occurred at the FCC related to the inclusion of Access to 266 

Broadband as a supported service? 267 

A. Yes,  The FCC, in the Seventh Broadband Progress Report and Order on 268 

Reconsideration released May 20, 2011, paragraph 52  states “As the Commission 269 

held in the 2010 Sixth Broadband Progress Report, the goal of the statute, and the 270 

standard against which the country is to measure its progress, is universal 271 

deployment of advanced telecommunications capability. We have not achieved 272 

this goal today, nor does it appear we will be able to achieve this goal without 273 

policy changes, some of which have begun in the past year. Too many Americans 274 

remain excluded from the significant benefits of broadband, which most other 275 

Americans can access. Therefore, we are unable to conclude that broadband is 276 

being deployed to all Americans in a reasonable and timely fashion.”4 (emphasis 277 

added) 278 

Section 5/13-301(2)(a) of the Illinois Public Utilities Act requires the 279 

Commission, from time to time, review and update the list of supported services 280 

to account for changes in technology and the needs of Illinois telecommunications 281 
                     
4 Available at: http://transition.fcc.gov/Daily_Releases/Daily_Business/2011/db0520/FCC-11-78A1.pdf 
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customers. 220 ILCS 5/13-301(2)(a).   The Commission thus has the authority – if 282 

not an obligation – to update the list of Illinois eligible services by adding Access 283 

to Broadband Services as a supported service without depending upon or waiting 284 

for FCC action.  In order to promote this change, the Commission should act on 285 

GCHC’s request so that Illinois consumers will see an immediate benefit 286 

regardless of FCC action.  287 

Q. Has any event occurred within the industry related to Federal Universal 288 

Service Funding and Access to Broadband Service?  289 

A. Yes.  On July 29, 2011, six major telecommunications carriers (AT&T, Verizon, 290 

Frontier,  Fairpoint,  Windstream and  CenturyLink), along with three major trade 291 

associations (National Telecommunications Cooperative Association (“NTCA”), 292 

the Organization for the Promotion and Advancement of Small 293 

Telecommunications Companies (“OPASTCO”) and Western 294 

Telecommunications Alliance (“WTA”)) publically supported a Federal plan of 295 

which the core elements are: 296 

1.   Focusing the Universal Service Fund on Broadband Deployment; and 297 

2.   Rationalizing an Outdated Intercarrier Compensation System.   298 

A key component of this plan is stated to be: “Consistent with the National 299 

Broadband Plan, a new Connect America Fund (CAF) would transition the USF 300 

over five years to an exclusive focus on broadband deployment.”  A copy of the 301 

press release is included in GCHC Exhibit 2.5.  Many IITA members are 302 

members of either NTCA or OPASTCO.  Three of the six major carriers (AT&T, 303 
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Fairpoint and Frontier) are also parties to this case.  On August 24, 2011, the IITA 304 

filed comments, signed by nine members of the IITA, in support of this plan, a 305 

copy which is included in GCHC Exhibit 2.5. 306 

III. THE IITA PROPOSAL AND SCHEDULE 1.01 307 

 A. Schedule 1.01 Errors  308 

Q. Do you have a position as to the appropriateness of IITA member 309 

intervenors using the Schedule 1.01 as the sole determining factor in 310 

receiving IUSF funding? 311 

A. Yes.  Schedule 1.01 has numerous errors and should not be used to determine 312 

IUSF funding for the following reasons: 313 

1. In In re Illinois Independent Telephone Association, ICC Docket 314 

Nos. 00-0233/00-0355 Cons. (Second Interim Order Sept. 18, 2001) at 38, the 315 

Commission concluded:   316 

Likewise, while the rate of return information submitted 317 
by the IITA companies is useful, we do not have unlimited 318 
confidence in [Rate of Return (“ROR”)] results as a basis for 319 
determining any individual company’s eligibility for, and 320 
required level of, USF support. We note that, in the great 321 
majority of cases, the ROR results submitted by the IITA 322 
companies in this proceeding are the first such filings that we 323 
have seen from these companies in many years.  Accordingly, 324 
we have little basis for comparison to prior years. Moreover, the 325 
filings submitted in this proceeding were necessarily cursory, 326 
and we understand that while Staff scrutinized the filings with 327 
as much care as possible under the circumstances, very 328 
substantial time constraints have confronted the Commission 329 
and the other parties throughout this proceeding. Finally, ROR 330 
results, by their very nature, do not reveal information specific 331 
to the costs and revenues of the set of services that we 332 
determine to be potentially eligible for IUSF support. Rather, 333 
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ROR results apply to the entire company on an overall basis. 334 
ROR therefore is inherently an inappropriate tool for the task at 335 
hand, and cannot be relied upon to the exclusion of forward-336 
looking cost analyses. Accordingly, we cannot place much 337 
reliance upon the ROR information available to us. 338 

Several years later, in In re Alhambra-Grantfork Telephone Company, ICC 339 

Docket No. 04-0354 (Order Oct. 19, 2005), at 26, the Commission reaffirmed this 340 

conclusion, stating: 341 

 The Commission observed that both the HAI economic 342 
models and the ROR approach had serious limitations in terms 343 
of calculating USF support.  Among other things, the HAI 344 
model tends to significantly overstate relevant costs.  Rate of 345 
return analyses also have many shortcomings, one being that 346 
“ROR results, by their very nature, do not reveal information 347 
specific to the costs and revenues of the set of services that we 348 
determine to be potentially eligible for IUSF support. Rather, 349 
ROR results apply to the entire company on an overall basis.” 350 
(2nd Interim Order at 36-37).    351 

The Schedule 1.01 is nothing more than a rate of return analysis, and 352 

although it is something the Commission has allowed to be used in previous 353 

dockets, it is not statutorily or otherwise required.  Based upon the shortcomings 354 

with such a rate of return analysis previously found by the Commission, therefore, 355 

it should not be used in this docket. 356 

2. All of the IITA members who are a party to this action or their 357 

affiliates offer some non regulated services.5  Schedule 1.01 has no means to 358 

verify that the allocation between regulated and non-regulated is appropriate 359 

and/or reasonable.  The simplest example of this is business office building 360 

investment, depreciation and related operating expenses (utilities, maintenance 361 

                     
5 See GCHC Ex. 2.6  (IITA member intervenors’ responses to data request GCH 1.02). 
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etc...).  In a data request, GCHC asked all of the IITA member intervenors to 362 

provide the methodology and schedules showing total investment, expense or 363 

revenue amount, the allocation to regulated operations, and on what line number 364 

this allocation amount would appear on Exhibit 1, Schedule 1.01, page 1.  ICC 365 

Staff member Mary Everson asked similar questions concerning allocations of 366 

costs.  Between the responses to GCHC’s and Ms. Everson’s data requests6, eight 367 

of the twenty five companies provided absolutely no methodology or description, 368 

only stating that “None of the items (non regulated) listed … were allocated to 369 

regulated operations and included in the Schedule 1.01.”  Four companies stated 370 

that no allocation was done on support assets.  Eight companies provided some 371 

form of allocation, but six of those were CONFIDENTIAL less than 5%.  Only 372 

five companies – Gridley Telephone Company, Harrisonville Telephone 373 

Company, Moultrie Independent Telephone Company, Mid Century Telephone 374 

Cooperative, and Montrose Mutual Telephone Company – provided allocations 375 

CONFIDENTIAL greater than 10%, with an average of 18%.  Given that 100% 376 

of the companies provide non regulated service, many providing more than one 377 

non regulated service, the Commission should not accept these allocations on the 378 

surface since every dollar misallocated flows through directly to the IUSF.  379 

GCHC summarized the amount of General Support Facilities (“GSF”) 380 

Investment for each IITA member intervenor either through information on their 381 

2009 ICC Form 23A or through additional data requests.  The five companies that 382 

                     
6 See GCHC Ex. 2.7 (IITA member intervenors’ responses to data requests GCH 1.04 and MHE 
1.11,1.20,1.22,1.23,1.26 and 1.28). 
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supplied allocations greater than 10% were excluded from this analysis.  Of the 383 

remaining 20 companies, the net GSF investment accounts for $14.9 million in 384 

rate base.  GSF expense and depreciation expense account for $4.7 million. These 385 

three items (net rate base, depreciation and general support facilities expense) 386 

account for $6.55 million of IUSF funding.  If only 18% of these assets and 387 

expenses should be allocated to non regulated services, the impact on the IUSF 388 

fund would be a reduction of $1.18 million.  Similar analysis could be performed 389 

on any plant or expense account. This analysis clearly indicates the lack of 390 

allocations being performed on the most basic of assets – general support 391 

facilities.  The results of this analysis demonstrate that Schedule 1.01 has no 392 

reference point to validate that actual company investment or expenses has 393 

properly been allocated to non regulated operations.  GCHC Exhibit 2.8 displays 394 

the calculation of an estimate using an 18% across the board allocation.  395 

 3. Each IITA member intervenor’s Schedule 1.01 uses a federal tax 396 

rate of 34%.  According to the 2009 Internal Revenue Service schedules, a 397 

company would have to recognize a taxable income of $335,000 in order to pay a 398 

tax rate of 34%.  Twelve of the twenty-six  IITA member intervenors, or 46%, fall 399 

below the $335,000 taxable income level.  When asked for their effective rate in 400 

data request, all IITA member intervenors objected, indicating that GCHC could 401 

easily make this calculation.  Therefore, GCHC did calculate tax rates for those 402 

intervenors for which it could do so.  Of the twelve members that did not meet the 403 
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taxable income threshold of $335,000, three are considered S Corporations.7  404 

Because the tax rate is not only used as the rate to recover taxes paid but also as a 405 

gross up figure, using a straight 34% for these twelve companies that do not meet 406 

minimum income threshold is clearly not appropriate.  GCHC Exhibit 2.10 407 

displays the impact of this error in the IUSF funding request for those companies 408 

for which GCHC was able to calculate an effective tax rate and using an effective 409 

corporate tax rate for S Corporations is an overstatement of IUSF funding in the 410 

amount of $349,428.   411 

4. Each IITA member intervenor’s Schedule 1.01 uses a cash 412 

working capital rate of 45 day “lag” time.  Simply stated, all IITA members are 413 

provided a “bonus” return for an amount of working capital required, regardless 414 

of their actual need or experience.  In response to a data request on this subject, 415 

the IITA responded that “the working capital allowance of 45 days of operating 416 

expense [less depreciation] was developed as a compromise with the Staff in the 417 

Consolidated Dockets and has been used again in this Docket.”  (See GCHC 418 

Exhibit 2.11)  At 45 days, working capital is $7,976,129 in additional rate base.  419 

At 15 days, this number drops to $2,622,550.  NECA, the association whereby all 420 

IITA members receive a portion of their interstate allocation of their costs, has 421 

since developed a procedure for this item based upon FCC rules (65.820(d) & 422 

(e)), a copy of which is attached as GCHC Exhibit 2.12.  Based on this procedure, 423 

                     
7 A copy of the National Exchange Carrier Association’s policy on how S Corporations are to report their 
effective tax rate, both for federal settlement purposes as well as High Cost Loop Support (page 2, 
paragraph 3) is attached as GCHC Ex. 2.9.  This policy requires S Corporations to utilize the average rate 
of its shareholders.  No IITA member that is an S Corporation has made an adjustment for this policy. 
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NECA has concluded that a 15 day “lag” time is an acceptable amount to recover 424 

from the pools.  Therefore, the number that “was developed as a compromise” 425 

almost 10 years ago is extremely outdated.  The impact of using 45 days versus 15 426 

days of lag time is $712,632 in additional IUSF funding.  GCHC Exhibit 2.13 427 

displays this calculation.   428 

5. IITA members were allowed to make adjustment for Federal 429 

Universal Service Funding (Adjustment Four to Schedule 1.01).  Sixteen of the 430 

twenty-six IITA member intervenors made such an adjustment for High Cost 431 

Loop (“HCL”) which added a net $1.25 million to their IUSF funding request.  432 

The adjustment allowed for a company to change the amount of recognized 433 

revenue as reported in 2009 by the amount it expected to (or did) receive in 2010, 434 

thus recovering any reduction in payments regardless of the reason for the 435 

decrease. Amounts actually booked and received for HCL in 2009 are submitted 436 

in 2008 and based on 2007 results.  This “process” has been the same for over 20 437 

years and true up is a normal part of the process, both positive and negative.  438 

Furthermore, only four of the twenty-six companies made adjustments for all 439 

federal funding programs (HCL, Local Switching Support (LSS) and Interstate 440 

Common Line Support (ICLS)).  Six of the twenty-six companies made no 441 

adjustments at all.  These adjustments are outlined in GCHC Exhibit 2.14 and 442 

total approximately $1.25 million in additional IUSF funding.  The Commission 443 

should exclude all these adjustments as the Illinois USF should not make up any 444 

shortfall and/or changes in Federal USF.   445 
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6. Each IITA member intervenor’s Schedule 1.01 uses an 446 

11.21/12.60% rate of return when the IITA’s stipulation calls for a 9.34% rate of 447 

return.  In response to Staff data request SK 1.01, the IITA stated: “There were no 448 

specific calculations of cost of capital by various elements or capital ratios used in 449 

the development of the 9.34% agreed to in the First Amended Stipulation.”  (See 450 

GCHC Exhibit 2.15)  As part of the stipulation, neither the IITA nor AT&T agree 451 

with the number, but each agreed to utilize the results of the number in the 452 

calculation.  However, the IITA and AT&T are not the only parties that are 453 

affected by this decision, and should the Commission determine that the Schedule 454 

1.01 warrants further review, an investigation into an appropriate number should 455 

be conducted.  As it stands today, the 9.34% was provided as a means to get to 456 

end results. Although GCHC does not have a specific target number that it 457 

believes should be used because GCHC believes that the Schedule 1.01 is not the 458 

correct vehicle to determine IUSF funding, should the Commission determine that 459 

the IITA Schedule 1.01 warrants consideration, this number should not be 460 

“backed into” given the significant amount of funds at stake. 461 

7. Each IITA member intervenor’s Schedule 1.01 allows for 462 

“significant or extraordinary changes in plant investment”.  GCHC asked all IITA 463 

member intervenors requesting funding the following questions in data requests: 464 

“Does the FCC allow significant or extraordinary changes in plant investment 465 

when calculating Federal Universal Service funding? If yes, please provide a 466 

definition of such adjustments.”  With almost no exceptions, all IITA member 467 
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intervenors concluded their answers by stating: “The FCC rules do not define or 468 

specify significant or extraordinary amounts in its rules regarding submission of 469 

USF support data”.  (See GCHC Exhibit 2.16)   In other words, it is left up to each 470 

individual company to define “significant or extraordinary”, with little or no 471 

apparent basis for such adjustment.  Many IITA members made no adjustment 472 

while others made significant adjustments, whereby the definition of “significant” 473 

was arbitrarily determined.  This option allows IITA members the opportunity to 474 

“change history”, and as such, uses some type of profroma results in determining 475 

funding requirements.  Nineteen IITA members made no adjustment under this 476 

category except for changes in ADIT for deferred taxes for S Corporations, which 477 

is appropriate.  However, six of the seven IITA members did add significant or 478 

extraordinary adjustments which added, in total, $613,403 to the amount of IUSF 479 

funding requested.  GCHC Exhibit 2.17 displays these amounts.  Such arbitrary 480 

adjustments should not be permitted and should be disallowed. 481 

8. Each IITA member intervenor’s Schedule 1.01 includes 100% of 482 

the corporate operation expenses, even though the Federal High Cost Loop 483 

program limits this amount.  Eighteen of the IITA member intervenors’ 2009 484 

corporate operations expenses reported on their Schedule 1.01s exceed the 2009 485 

Federal High Cost Loop Cap, as calculated on their High Cost Loop submission.  486 

This collectively totals $1.32 million in additional IUSF funding.  Since the FCC 487 

High Cost Loop program specifically caps these amounts, the Commission should 488 

not allow IITA members to recover these amounts via inclusion in the Schedule 489 
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1.01.  GCHC Exhibit 2.18 displays these amounts. 490 

9. In his testimony,  IITA witness Robert Schoonmaker states: 491 

“During the past ten years there has been considerable change in the industry and 492 

in the financial circumstances of the IITA member companies.”  (Schoonmaker 493 

Dir., IITA Ex. 1.0, 12:220-221)  Mr. Schoonmaker is correct, but the financial 494 

circumstances of at least some of the IITA member companies have improved.  495 

According to Exhibit 5 (corrected) to the First Amended Stipulation and 496 

Agreement (IITA Ex. 1.02), the IITA is filing for IUSF on behalf of 38 members.  497 

In trying to compare the earnings levels for companies between 2000, the last 498 

time the Schedule 1.01 was used, and 2009, GCHC found Schedule 1.01’s 499 

submitted in both years for only ten of the twenty one companies requested to the 500 

IITA.  Of those ten companies, seven had earning increases in 2009 from 2000.8  501 

The conclusion GCHC draws from this evidence is that at least some of the IITA 502 

membership is not seeking IUSF funding because earnings have improved, not 503 

declined.   504 

10. The Schedule 1.01 is not a statutory requirement for the IUSF.  505 

Indeed, in response to a data request, the IITA stated: “The IITA recognizes that 506 

the Schedule 1.01 is not a requirement for meeting the statutory requirements 507 

related to the IUSF.”  (GCHC Exhibit 2.19)  Furthermore, AT&T Illinois witness 508 

                     
8 In a data request, GCHC asked the IITA to compare the earnings levels for twenty-one of its members to 
determine if financial circumstances improved or worsened since 2000.  The IITA objected to this data 
request, stating that GCHC had all the information necessary to perform this calculation itself.  However, 
many of these IITA member companies did not file a Schedule 1.01 in either 2000, in this proceeding or 
both.  Of the twenty-one companies for which GCHC requested this analysis, only ten had information for 
both years available.  Although GCHC would like to validate the financial condition for the remaining 
eleven companies, the data simply is not publicly available and was not released by the IITA.   
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James Stidham states in his direct testimony: “As the Commission noted in the 509 

Alhambra proceeding, the Commission is not precluded from employing the same 510 

criteria used in the 0233 USF proceeding to determine the carrier’s IUSF support 511 

amounts, though it was clear that it was not required by prior orders or statute to 512 

use the same criteria.”  (Stidham Dir., AT&T Illinois Ex. 1.0, 8:162-166, 513 

emphasis added) 514 

Q. What is the sum total of all these items? 515 

A. Although some of these items will have compounding effects, and some of these 516 

items will push companies below the funding return rate (9.34%), the following 517 

summarizes the impact of each item individually: 518 

  Item #2 - Reg/Non Regulation Allocations    $1.18M 519 

  Item #3 - Wrong Federal Tax Rate    $0.35M 520 

  Item #4 - Cash Working Capital    $0.71M 521 

  Item #5 – HCL Adjustments     $1.25M 522 

  Item #7 – Extraordinary Changes    $0.61M 523 

  Item #8 - Corporate Operations Expense   $1.32M  524 

 B. Company Specific Schedule 1.01 Errors  525 

Q. Are there any company specific errors with Schedule 1.01s of Adams 526 

Telephone Cooperative, Alhambra-Grantfork Telephone Company, Home 527 

Telephone Company, Metamora Telephone Company, Reynolds Telephone 528 

Company or Woodhull Telephone Company?  529 
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A. Yes.  Each of these six companies made an adjustment in its Schedule 1.01 to 530 

increase the amount of IUSF funding requested due to projected capital projects, 531 

as discussed above in item #7 concerning significant or extraordinary 532 

adjustments.  Since it is clear that the term “significant or extraordinary” is not 533 

definitively defined, the FCC does not allow these types of adjustments.   For all 534 

the reasons stated above in item #7, these adjustments should be disallowed.   535 

Q. Are there any specific errors with the Schedule 1.01 of Gridley Telephone 536 

Company? 537 

A. Yes.  The only reason Gridley Telephone Company (“Gridley”) qualifies for 538 

IUSF is one “standard” adjustment that reduces Gridley’s revenue amount by 539 

$423,995. Gridley claims it is for “Regulatory changes Gridley entered NECA 540 

pool, new tariff rates effective July 1, 2009”.  Gridley’s election to return to the 541 

NECA pool was voluntary and not a “Regulatory Change.” As such, this type of 542 

business decision should not be allowed as an adjustment. Indeed, Gridley 543 

specifically stated in its response to a data request that this was a business 544 

decision. (See GCHC Exhibit 2.20)  Absent this single change, Gridley’s 545 

Schedule 1.01 would have disqualified it from IUSF funding, producing a rate of 546 

return of 11.97% even after removal of Gridley’s current IUSF funding of  547 

$329,726.   For this reason, I propose that Gridley’s adjustment be disallowed. 548 

Furthermore, Gridley is an S Corporation, and as such, federal taxes are 549 

paid for at the owner’s personal tax rate level.  Although Gridley is requesting an 550 

allowance for this amount at the highest tax rate, it has not included an amount 551 
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associated with the ADIT – Regulated Plant.  As witnesses for both Grafton 552 

Telephone Company and Leaf River have stated in data request responses, an S 553 

Corporation must make an adjustment for this amount for NECA (federal) 554 

settlement purposes.  (See GCHC Exhibit 2.21 and GCHC Exhibit 2.9, page 2 of 555 

4)  An amount for Gridley’s ADIT – Regulated Plant is not available from any 556 

publically available document.  Accordingly, Gridley should be required to 557 

provide this number as an adjustment to its rate base.  558 

Q. Are there any specific errors with the Schedule 1.01 of Harrisonville 559 

 Telephone Company? 560 

A. Yes.  Harrisonville Telephone Company (“Harrisonville”) improperly included 561 

the non property related portion of Accumulated Deferred Income Taxes (ADIT) 562 

in Line 4 – ADIT - Regulated Plant.  This has caused an overstatement of rate 563 

base in the amount of $1,828,065.  In reviewing Harrisonville’s 2009 ICC Form 564 

23A, Harrisonville reported property related deferred operating income taxes as of 565 

December 31, 2009 of $6,276,398 on page 27, line 14, column g, but reported 566 

only $4,371,912 on Line 4 of Schedule 1.01.  Non property related deferred 567 

operating income taxes typically are from items such as Goodwill and/or 568 

Investment differences.  Adding the correct amount to Harrisonville’s Schedule 569 

1.01 would decrease its rate base by $1,828,065, and thereby decrease its IUSF 570 

funding amount.  GCHC calculated this amount to be $279,076. ($1,828,065 * 571 

.0934 * 1.6345.).  For this reason I propose that $1,828,065 in Harrisonville’s 572 

ADIT-Regulated Plant be disallowed, with a resultant decrease of $279,076 in its 573 
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IUSF funding request. 574 

Q. Are there any specific errors with the Schedule 1.01 of Home Telephone 575 

Company?  576 

A. Yes.  Home Telephone Company (“Home”) made an adjustment for the 577 

installation of a “softswitch”.  When GCHC inquired about this item, Home 578 

replied that “Home Telephone Co.’s softswitch was installed on June 16, 2010.  579 

The softswitch replaced an eighteen year old digital switch that was at the end of 580 

its economic life.  The softswitch provides the same capabilities required to 581 

provide the nine supported services as did the digital switch.”  (GCHC Exhibit 582 

2.22)  Since Home invested only $365,000 in the original switch, Home will 583 

recover 100% of the investment, based on its estimates, in 4.2 years.   The impact 584 

on the IUSF for this single adjustment is $87,000 per year in additional IUSF 585 

funding to Home per year and should be disallowed.    586 

Q. Are there any company specific errors in the Schedule 1.01 of Madison 587 

Telephone Company?  588 

A. Yes.  Madison Telephone Company’s (“Madison”) request for $1,662,120 in 589 

IUSF funding is the single largest request for additional funding and represents 590 

28% of the requested increase in fund size.  Madison reports a Rate Base on 591 

Schedule 1.01 unadjusted of $18,228,229.  Of this amount, ICC Form 23A reports 592 

a total of $6,021,361 in Goodwill (Account 2007), which equates to $919,235 in 593 

additional IUSF funding.  It is my understanding that Goodwill is not a 594 

recoverable rate base item, and must be excluded from the calculation unless 595 
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Madison has a specific FCC order allowing the inclusion of this amount.  If this is 596 

true, Madison is attempting to place an amount into the regulated rate base that 597 

should be excluded. 598 

Madison also reports a total of $1,727,741 in Telephone Plant Adjustment 599 

on its ICC Form 23A, which equates to $263,760 in additional IUSF funding.  It  600 

is my understanding that Telephone Plant Adjustments are only allowed with 601 

prior approval.  Madison has not demonstrated such permission.  Consequently, 602 

this item also should be excluded from the calculation of Madison’s regulated rate 603 

base and IUSF funding.   604 

Furthermore, Madison is an S Corporation, and as such, federal taxes are 605 

paid for at the owner’s personal tax rate level.  Although Madison is requesting an 606 

allowance for this amount at the highest tax rate, it has not included an amount 607 

associated with the ADIT – Regulated Plant.  As witnesses for both Grafton 608 

Telephone Company and Leaf River have stated in data request responses, an S 609 

Corporation must make an adjustment for this amount for NECA (federal) 610 

settlement purposes.  (See GCHC Exhibit 2.21 and GCHC Exhibit 2.9, page 2 of 611 

4)  Furthermore, Madison’s own Federal High Cost Loop Support request 612 

includes an amount of $617,044 in DL 210 (net non current deferred income taxes 613 

– Account 4340).  (See GCHC Ex 2.4, pg 5 of 10)  Based on these two items, 614 

Madison should be required to include this adjustment as other S Corporations 615 

have done, which would reduce Madison’s IUSF funding request by $94,199.  616 

Madison’s allocation between regulated and deregulated equals 617 

CONFIDENTIAL 98.2% regulated and 1.8% deregulated for $24 million in rate 618 
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base. (See GCHC Exhibit 2.23).  General Support Facilities, including buildings, 619 

account for CONFIDENTIAL an allocation of 98.8% regulated and 1.2% 620 

deregulated.  (See id.)  CONFIDENTIAL Given Madison’s numerous non 621 

regulated business activities, as reported in Section 3 of its cost allocation manual 622 

produced in response to Staff data request MHE 1.11 (see GCHC Exhibit 2.24), 623 

the Commission should require a more in depth and accurate accounting of shared 624 

assets. 625 

In ICC Docket No. 01-0071, Madison acquired two exchanges (Staunton 626 

and Livingston) from Gallatin River Communications LLC (“Gallatin River”).  627 

Gallatin River did not qualify for IUSF funding pursuant to the Commission's 628 

Twenty-Seventh Interim Order in ICC Docket No. 83-0142 or the Commission's 629 

Orders in ICC Docket Nos. 97-0621 and 98-0679.  Furthermore, Madison did not 630 

request funding for these exchanges in ICC Docket Nos. 00-0233/00-0355 Cons.. 631 

According to Madison’s Annual High Cost Loop filing, in which is separated 632 

exchanges for Federal High Cost Loop purposes, Madison has 1,501 access lines 633 

for the exchanges of Hamel, Prairetown and Worden and 2,960 access lines for 634 

Livingston and Staunton.  Thus, 66% of its customer base was not eligible for 635 

IUSF funding prior to their acquisition from Gallatin River.    FCC rule 54.305 on 636 

the sale or transfer of exchanges states that “A carrier that acquires telephone 637 

exchanges from an unaffiliated carrier shall receive universal service support for 638 

the acquired exchanges at the same per-line support levels for which those 639 

exchanges were eligible prior to the transfer of the exchanges.”  At the time of 640 

their acquisition by Madison, Staunton and Livingston received $0 per access line 641 
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per month in Illinois support payments.  Accordingly, the Commission should 642 

examine and determine whether Madison is entitled to receive IUSF funding for 643 

these acquired exchanges. 644 

Q. Are there any specific concerns with the Schedule 1.01 of McDonough 645 

Telephone Cooperative?  646 

A. Yes.  McDonough Telephone Cooperative (“McDonough”) filed a USDA RUS (a 647 

replacement to the ICC 23A form) that reported 1,747 Broadband subscribers at a 648 

price of 39.95 per month (1,747 * $39.95 * 12 = $837,511 per year).  In response 649 

to data request GCH 1.09, McDonough stated: “McDonough Telephone 650 

Cooperative charges an affiliate for regulated DSL service.  The company 651 

recorded $140,703 of regulated DSL revenues and the amount was included on 652 

line 10 of page 3 of Schedule 1.01”.  (See GCHC Exhibit 2.25)  Assuming 653 

approximately $837,000 in revenues are produced by this service anually, this 654 

would mean that “an affiliate” keeps close to $700,000 in DSL revenues.  655 

Because McDonough is requesting IUSF funding that does not include this 656 

revenue stream, its request is overstated by $700,000.  Furthermore, if the affiliate 657 

is indeed allowed to retain these revenues, McDonough has only allocated 658 

CONFIDENTIAL less than 2% of the costs of its assets to a non regulated entity.  659 

(See GCHC Exhibit 2.26).  Thus, McDonough appears to allow an affiliate to 660 

keep 80% of the revenues ($697,000 of the $837,000), but only charges that 661 

affiliate 20% of the costs ($140,000) and allocate it CONFIDENTIAL 2% of the 662 

investment.  McDonough reflects the net difference of these items on its Schedule 663 
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1.01, and as such, is requesting it out of the IUSF fund.  This single item equates 664 

to 75% of McDonough’s request for IUSF funding. The Commission should 665 

require McDonough to document this affiliate transaction before any IUSF 666 

funding related to it is granted. 667 

Q. Are there any specific errors in the Schedule 1.01 of Mid Century Telephone 668 

Cooperative?  669 

A. Yes.  Mid Century Telephone Cooperative (“Mid Century”) does not file an ICC 670 

Form 23A.  Instead, it files a copy of its USDA RUS report.  On line 17 of 671 

Schedule 1.01 (Total Expenses), Mid Century reports $5,250,584.  This amount 672 

equals line 14 of its RUS report (titled Total Operating Expenses).  However, 673 

Line 11 of the RUS report, which is part of the total of line 14, includes 674 

Amortization Expense of $165,765.  Therefore, Mid Century has improperly 675 

included amortization expense in its request for IUSF funding, which should be 676 

adjusted downward accordingly.   677 

Q. Are there any specific concerns with the Schedule 1.01 of Oneida Telephone 678 

Exchange?  679 

A. Yes.  GCHC’s data request GCH 1.09 to Oneida Telephone Exchange (“Oneida”) 680 

stated: “Oneida Tel Exchange is not listed on the Illinois Commerce Commission 681 

website as a Local Exchange Carrier. A request to the Chief of Clerk office of the 682 

Illinois Commerce Commission revealed Oneida Tel Exchange did not file an 683 

Illinois Commerce Commission Form 23A or a USDA/RUS with the ICC. Please 684 

provide supporting documentation that Oneida Telephone Exchange is a certified 685 
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local exchange carrier under Illinois statute.”  In responding without waiver of 686 

certain objections, Oneida stated “see 220 ILCS 5/13-301(d) and the attached 687 

(OTE Attachment A - GCHC 1.09) September 28, 2009 Illinois Commerce 688 

Commission Office of General Counsel Certification letter.”  (See GCHC Exhibit 689 

2.27 (Oneida’s Response to data request GCH 1.09 with attachment)) 690 

The referenced attachment, however, was nothing more than a letter from 691 

ICC Counsel to the FCC stating that Oneida has certified to the Commission that 692 

it uses Federal USF dollars for its intended purpose.  GCHC was simply trying to 693 

determine if the legal entity that has filed for IUSF in this case is a certified local 694 

exchange carrier.  Since Oneida does not file a 23A, or any similar document, 695 

GCHC could not determine whether it should even be considered for IUSF.  If the 696 

Commission deems that IUSF can be given to non certified carriers, or Oneida 697 

provides documentation demonstrating that they are a certified local exchange 698 

carrier, then GCHC does not have any company specific objections to Oneida’s 699 

IUSF funding request.  Otherwise, however, based upon the inability to determine 700 

whether Oneida is certified in the state of Illinois, GCHC proposes that the 701 

Commission remove Oneida from the list of carriers that receive IUSF funding. 702 

Q. Are there any specific errors in the Schedule 1.01 of Shawnee Telephone 703 

 Company?  704 

A. Yes. Shawnee Telephone Company (“Shawnee”) has included a $483,000 705 

uncollectible amount in its net revenues, thus overstating its IUSF by $483,000.  706 

Schedule 1.01, page 3 of 4, line 13 displays Misc. Revenues as -$327,063.  In 707 
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review of Shawnee’s 2009 23A filing, this amount is comprised of $174 (account 708 

5105), $31,961 (account 5230), $123,802 (Account 5280) and -$483,000 709 

(Account 5300).  Unless Shawnee considers $483,000 in uncollectibles as 710 

“ordinary”, this amount should not be included in its Schedule 1.01.  Including it 711 

will compound annual IUSF payments by $483,000 every year Shawnee is 712 

entitled to recover funds.  Furthermore, if this figure is considered interstate in 713 

nature, Shawnee can recover this amount in the following year through the NECA 714 

pooling process if it qualifies.  Second, Shawnee has not included the property 715 

related portion of account Accumulated Deferred Income Taxes (ADIT), Line 4 – 716 

for Regulated Plant.  In reviewing Shawnee’s 2009 ICC Form 23A, page 27, line 717 

14, column g, Shawnee reported property related deferred operating income taxes 718 

(as of December 31, 2009) of $1,750,749.  Adding this amount to Shawnee’s 719 

Schedule 1.01 would decrease its rate base, and thus decrease its IUSF funding 720 

amount.  GCHC calculated this amount to be $267,273 ($1,750,749 * .0934 * 721 

1.6345).  Accordingly, $267,273 of Shawnee’s request for IUSF funding should 722 

be disallowed. 723 

Q. Can you recap the effects of all these adjustments? 724 

A. Yes. GCHC Exhibit 2.28 summarizes GCHC’s proposed adjustments to the IITA 725 

member intervenors’ Schedule 1.01s identified and discussed above.  Although 726 

GCHC believes that the Schedule 1.01 is not the appropriate vehicle to establish 727 

IUSF funding requirements, I have provided this analysis to document the 728 

severity of each one of the issues I have outlined in this testimony.  729 
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IV. ACCESS CHARGE MIRRORING 730 

Q. Has you position changed regarding Access Charge Mirroring? 731 

A. No, as stated in my direct testimony, I do not oppose the concept of mirroring 732 

access charges as long as funding of the Basic Element of IUSF is redirected per 733 

GCHC’s proposal.  Should the IITA’s proposal be adopted and Access 734 

Restructuring go into place as proposed by the IITA, more than $66 million in 735 

Federal and Illinois USF funding will be directed to nine basic services for which 736 

demand is declining or customers are not requesting.  Accordingly, the 737 

Commission should adopt GCHC’s proposal for all eligible carriers, add Access 738 

to Broadband Service and allocated funding according to the schedule supplied in 739 

GCHC 2.1 so that all, not just some, Illinois rural carriers and their customers can 740 

receive the benefit of IUSF funding.   741 

Q. If the Commission decides that the Schedule 1.01 should be used and grants 742 

funding for Access Restructuring, do the Schedule 1.01s need adjusted?  743 

A. Yes. In response to a Staff data request all of the IITA member intervenors 744 

answered as follows (or with a similar response): “Expected revenues from the 745 

‘Access Restructuring Element of the New IUSF’ are not included in Exhibit 1.01 746 

for the Company.  However, the intrastate access revenues that are included in 747 

Exhibit 1.01 would be reduced if the intrastate access rates were reduced to 748 

interstate rates in an amount similar to that shown in IITA Exhibit 5. The ‘Access 749 

Restructuring Element of the New IUSF’ represents a ‘shift’ in revenue source, 750 

not a proposed increase.”  (See GCHC Exhibit 2.29)  This is not the case, 751 
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however.  Because of the timing and means by which the IITA calculated the 752 

“Access Restructuring Element of the New IUSF,” there is absolutely an 753 

adjustment that needs to be made.  Using data provided by the IITA in this 754 

docket, GCHC Exhibit 2.30 examine four IITA member intervenors in depth and 755 

provides a summary of all IITA members’ adjustment that would be necessary in 756 

order to account for this new revenue stream.  Collectively, without this 757 

adjustment, IITA members would collect $4.7 million in additional IUSF funding. 758 

Q. Does this conclude your testimony? 759 

A. Yes 760 


