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Introduction     1 

 2 

Q. Please state your name and business address. 3 

A. My name is Jeffrey H. Hoagg.  My business address is 527 East Capitol 4 

Avenue, Springfield, Illinois 62701.  5 

 6 

Q. By whom are you employed and in what capacity? 7 

A. I am employed as the Principal Policy Advisor in the Telecommunications 8 

Division of the Illinois Commerce Commission. 9 

 10 

Q. Please briefly describe your educational background and work 11 

experience.  12 

 A. I have been employed by the Illinois Commerce Commission (“ICC”) in the 13 

Telecommunications Division from 2000 to the present.  Prior to this, I 14 

held the positions of Telecommunications Tariffs and Rates Analyst, 15 

Telecommunications Policy Analyst, and Special Assistant to the Deputy 16 

Chair of the Commission at the New York Public Service Commission.      17 

In 1993-94, I served as Special Advisor to Commissioner Barrett of the 18 

Federal Communications Commission (“FCC”). In these capacities, I have 19 

provided analyses and policy recommendations on a wide range of 20 

telecommunications issues.  I received a Master of Arts in Economics from 21 

Cornell University, and completed all requirements but dissertation for the 22 
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Ph.D. in Economics from Cornell.  My major field of graduate study was 23 

Industrial Organization and Regulation.   24 

 25 

Overview of Staff Direct Testimony        26 

 27 

Q. What is the purpose of your direct testimony? 28 

A.  My testimony addresses several policy questions and issues the 29 

Commission must address in this proceeding; provides brief summaries of 30 

the testimony of each Staff witness in this case; and presents an overall 31 

summary of Staff’s recommendations to the Commission in this 32 

proceeding.   33 

 34 

Q. Please summarize Staff’s major recommendations for Commission 35 

determinations in this proceeding.   36 

A.  At this time, Staff supports an updating of the Illinois Universal Service 37 

Fund (“IUSF”), provided the following conditions are met:   38 

• All amounts and figures presented in the stipulation are 39 
adjusted, as necessary and appropriate, to ensure recipients 40 
of IUSF funding receive no greater subsidy than the 41 
minimum required to ensure their subscribers receive 42 
reliable and affordably priced services.  43 

 44 
• Each recipient of IUSF support, as a condition for receiving 45 

that support, must reduce/eliminate any current subsidies in 46 
its intrastate access rates by reducing those rates to a level 47 
no higher than its corresponding interstate access rate levels 48 
   49 
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• This updated fund expires by operation of law no later than 50 
three years from the effective date of the Commission’s 51 
Order in this proceeding.  52 

• Within 60 days of any action by the FCC materially affecting 53 
either the inter-carrier compensation or federal universal 54 
service fund (“USF”) levels received by IUSF recipients, 55 
each recipient will submit to the Commission an analysis of 56 
any such changes upon its finances.    57 

 58 
• Within 60 days of any action by the FCC declaring 59 

broadband service of any description to be a federal USF 60 
supported service, recipients of IUSF support will submit to 61 
the Commission a proposal(s) to appropriately reformulate 62 
the IUSF to accommodate this change.   63 

 64 
• If the FCC acts during this proceeding to add broadband as 65 

a federal USF supported service, or adopts material reform 66 
of federal USF and/or inter-carrier compensation practices, 67 
the schedule of the proceeding will be extended to ensure 68 
full examination of the impact of such changes, so the 69 
Commission may fully account for them in its determinations    70 

 71 
• The Commission’s Order in this case specifies that at the 72 

end of any IUSF plan set forth in that Order (regardless of 73 
which event “triggers” the end of the current plan), industry 74 
workshops will be convened to determine a replacement for 75 
the current IUSF regime.    76 

 77 
 78 

Q. Please provide a brief summary of Staff witness Dr. James 79 

Zolnierek’s direct testimony in this proceeding.     80 

A.  Dr. Zolnierek reviews the HAI cost model analyses submitted by the 81 

Illinois Independent Telephone Association (“IITA”), and performs his own 82 

analyses based upon the IITA submitted estimates. He provides several 83 

recommendations concerning the appropriate use of the HAI cost model 84 

and results in this proceeding.  Dr. Zolnierek also reviews the revenue 85 

figures contained in the IITA companies’ rate-of-return-based need 86 
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analyses, and recommends appropriate adjustments to the intrastate and 87 

interstate switched access revenue figures, and local service revenue 88 

figures relied upon therein. 89 

 90 

Q. Please provide a brief summary of Staff witness Mary Everson’s 91 

direct testimony in this proceeding.     92 

A.  Ms. Everson’s testimony incorporates the adjustments proposed by Dr. 93 

Zolnierek to the Schedules 1.01 submitted by IITA member companies.  94 

She proposes certain adjustments regarding net plant to individual IITA 95 

Company Schedules 1.01, along with all necessary associated 96 

adjustments to revenues, operating expense, and income taxes.  Finally, 97 

Ms. Everson presents the Commission with Staff’s calculated and 98 

recommended overall and individual IUSF funding requirements.  99 

 100 

The IITA/AT&T Stipulation        101 

 102 

Q. Please summarize your understanding of the significance or 103 

“weight” that should be accorded the IITA/AT&T stipulation 104 

(“stipulation”) in this proceeding.  105 

A.  While I am not an attorney, it is my understanding that a stipulation of this 106 

nature, not signed by all parties to the proceeding, need not be accorded 107 

any special significance or weight.  Each of its provisions can be 108 

challenged by any party other than the stipulating parties, and each 109 
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provision must be supported by the evidence in the proceeding if it is to be 110 

adopted by the Commission.  Therefore, I believe it is correct to say that 111 

this stipulation serves as a useful organizing device for this proceeding, 112 

but nothing more unless it is supported by the evidence in the proceeding.  113 

I also think the Commission should be mindful of the fact that this 114 

stipulation was entered into by two private entities in furtherance of their 115 

own interests, which do not necessarily coincide with the overall public 116 

interest.   117 

 118 

 The Illinois USF is funded by “public monies” – i.e., funds collected from 119 

telephone subscribers around the state.  The Commission’s decisions in 120 

this proceeding should serve the general public interest.  Among other 121 

things, the Commission’s decisions must accord with all applicable 122 

provisions of the Illinois Public Utilities Act (“PUA”), and recipients of IUSF 123 

funding should receive only that level of support shown necessary to 124 

ensure that their subscribers receive affordably priced services.   Staff 125 

believes its proposal in this case and its proposed adjustments to figures 126 

presented in the stipulation in this case are necessary to ensure these 127 

results.     128 

 129 

Q. Do you recommend that the Commission adopt the access 130 

restructuring element proposed in the stipulation?   131 

A. No.  While I agree with IITA witness Robert Schoonmaker that intrastate 132 
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access reform for IUSF recipients is important, I believe the proposed 133 

approach is inconsistent with the Illinois PUA. While I am not a lawyer, I 134 

believe the proposed access restructuring element is inconsistent with 135 

both PUA Section 13-301(1)(d) and PUA Section 13-301(2)(c).  136 

 137 

 PUA Section 13-301(1) (d) contains the following requirement:  138 

investigate the necessity of and, if appropriate, establish a 139 
universal service support fund from which local exchange 140 
telecommunications carriers who pursuant to the Twenty-141 
Seventh Interim Order of the Commission in Docket No. 83-142 
0142 or the orders of the Commission in Docket No. 97-0621 143 
and Docket No. 98-0679 received funding and whose 144 
economic costs of providing services for which universal 145 
service support may be made available exceed the 146 
affordable rate established by the Commission for such 147 
services may be eligible to receive support [emphasis 148 
added] 149 

 150 

 I understand the underlined language to require that, if access services 151 

are to receive IUSF support, the economic (i.e. forward looking) costs of 152 

these services must exceed their Commission established affordable rate.   153 

 154 

The first problem for the access element proposal advanced in the 155 

stipulation is that there is no Commission established affordable rate for 156 

intrastate access services.  Nor has IITA or AT&T explicitly proposed one 157 

in this proceeding, either in the stipulation or in testimony.  But this is 158 

perhaps the least of the deficiencies with this access element proposal.  159 

Mr. Schoonmaker testifies that:   160 
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the current calculation of the economic costs of providing 161 
access compared to the current access rates of the IITA 162 
member companies indicates that the access rates exceed 163 
the economic cost of providing access service [emphasis 164 
added]1

 166 
 165 

Using the HAI model to calculate the economic costs of providing access 167 

services, Mr. Schoonmaker arrives at the following determination:  168 

For the IITA member companies as a whole, the current 169 
access revenues exceed the economic costs by 170 
$12,021,506.2

 172 
 171 

Using HAI results in the manner advocated by IITA (i.e., to determine 173 

IUSF eligibility of various IITA members in aggregate for the service in 174 

question), I believe that IITA’s own testimony makes clear that:  175 

(i) the proposed access restructuring IUSF element does 176 
not meet the requirements of Section 13-301(1)(d) of 177 
the PUA,  178 

 179 
(ii) IITA member company intrastate access services 180 

thus are not eligible for IUSF support, and  181 
 182 

(iii) the proposed access restructuring element of the 183 
stipulation must be rejected.    184 

 185 

Q. What is your understanding of the intent and practical significance of 186 

the PUA Section 13-301(1)(d) requirement that economic costs of 187 

providing a service for which universal service support is made 188 

available must exceed its Commission established affordable rate?  189 

A. I understand this to be a sensible and straightforward requirement 190 

                                            
1 Schoonmaker Direct Testimony at 782-784.   
2 Schoonmaker Direct Testimony at 811-812. 
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intended to ensure that public monies (in this instance monies collected 191 

from telephone subscribers around the entire state) are not used to  192 

 subsidize any service for which a subsidy is not appropriate (i.e., where  193 

 costs do not exceed an affordable rate).  This ensures that services for 194 

which public funds manifestly are not appropriate (to ensure affordably 195 

priced service) are not eligible for – and do not receive - public 196 

subsidization.      197 

 198 

Q. You stated that you believe the access restructuring element 199 

proposed in the stipulation also is inconsistent with PUA Section 13-200 

301(2)(c).  Please explain.   201 

A. PUA Section 13-301(2) (c) requires that the Commission:  202 

Establish an affordable price for the supported 203 
telecommunications services for the respective incumbent 204 
local exchange carrier. The affordable price shall be no less 205 
than the rates in effect at the time the Commission creates a 206 
fund pursuant to this item [emphasis added] 207 

 208 

 As noted above, IITA does not explicitly propose an affordable rate for 209 

intrastate access in this proceeding.  Thus, IITA clearly has not proposed 210 

an affordable price accompanied by an adequate argument, showing or 211 

demonstration that such price meets PUA Section 13-301(2)(c) 212 

requirements.   213 

 214 

Q. At lines 777- 800 of his direct testimony, Mr. Schoonmaker presents 215 

PUA Section 13-301(2) (b) as a statutory rationale for the proposed 216 
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IUSF access restructuring element.  Do you agree with this stated 217 

rationale?   218 

A. I agree that the proposed IUSF access restructuring element is consistent 219 

with PUA Section 13-301(2)(b), as Mr. Schoonmaker contends.  Section 220 

13-301(2)(b) directs the Commission, in establishing the IUSF, to:     221 

Identify all implicit subsidies contained in rates or charges of 222 
incumbent local exchange carriers, including all subsidies in 223 
interexchange access charges, and determine how such 224 
subsidies can be made explicit by the creation of the fund  225 

 226 

 In this regard, Mr. Schoonmaker testifies at lines 784-785 of his direct 227 

testimony that:  228 

the access rates exceed the economic cost of providing 229 
access service and that thus there are subsidies in the 230 
access rates that should be removed [emphasis added].   231 
 232 
 233 

At lines 796-797 of direct testimony, Mr. Schoonmaker states that: 234 

 235 
replacing the revenue reductions that the companies would 236 
incur [by reducing the access rates to interstate access rate 237 
levels] with funding from the IUSF [is] consistent with the 238 
intent of the statute. 239 

  240 

 I agree with each of these assessments.  In my estimation, the 241 

Commission should find it particularly significant that Mr. Schoonmaker 242 

recognizes Section 13-301(2)(b) in effect calls for removal of access 243 

charge subsidies in creating an IUSF.    While there conceivably may be 244 

any number of ways to make access rate subsidies “explicit” in creating an 245 

IUSF, eliminating such subsidies arguably is the most direct method 246 
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possible. At the same time, it seems very clear to me that simple 247 

replacement of any revenues associated with such subsidies, as Mr. 248 

Schoonmaker proposes, is not contemplated by this section of the statute.        249 

  250 

 If the Commission agrees that the access restructuring proposal in the 251 

stipulation is consistent with Section 13-301(2)(b), this would not mitigate 252 

in any way the remaining statutory impediments to adoption of this 253 

proposal.  As I have shown, the proposal contravenes two other critical 254 

statutory requirements, and it should not be adopted by the Commission.   255 

 256 

Q. Does Staff have a proposal regarding access restructuring beyond 257 

recommending Commission rejection of this element of the 258 

stipulation?   259 

A. Yes.  This proposal is to implement Section 13-301(2)(b) in the instant 260 

proceeding by requiring each recipient of IUSF support to set its intrastate 261 

access rates at a level no higher than its corresponding interstate rates.  I 262 

believe that Commission adoption of such a requirement would fully 263 

accord with Section 13-301(2)(b) and all other provisions of Section 13-264 

301.   265 

 266 

 The Commission may, consistent with PUA Section 13-301, condition 267 

receipt of public funding support upon reduction of intrastate access rates 268 

to interstate levels.  Dr. Zolnierek’s testimony presents specific 269 
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adjustments to the financial statements of the various companies   270 

necessary to appropriately implement this proposal.  271 

 272 

 Mr. Schoonmaker points out at lines 763-776 of his direct testimony that 273 

recent revisions to the Illinois PUA (Public Act 096-0927 effective June 15, 274 

2010) require all local exchange carriers (“LECs”) except “Small LECs like 275 

the IITA member companies” to reduce intrastate access rates to their 276 

corresponding interstate access rate levels.  Most Illinois LECs must do so 277 

no later than July 1, 2012, while those LECs electing market regulation for 278 

competitive retail services must do so no later than June 30, 2013.  279 

Moreover, the PUA requires major reductions to intrastate access rates for 280 

all these LECs (in phases) well before these statutory deadlines for final 281 

and complete “mirroring” of interstate access rate levels.    282 

 283 

 In my view, these new provisions of the PUA, as well as IITA’s own 284 

proposal to similarly reduce intrastate access rates for “small” LECs, are 285 

important milestones.  These signal, in no uncertain terms, that the time 286 

has come to address, pursuant to PUA Section 13-301(2)(b) and other 287 

provisions of the statute in this proceeding, the existing subsidies in the 288 

access rates of IUSF recipients. These subsidies were not addressed in 289 

Docket No. 00-0233, and I believe failure to do so now for IUSF recipients 290 

would be unwarranted and insupportable.        291 

 292 
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Q. What about the intrastate access rates of “small LECs” that choose 293 

not to seek or otherwise do not receive IUSF support?     294 

A. Under Staff’s proposal, such companies would retain their current 295 

discretion under the PUA to set access rates as they deem appropriate. I 296 

note that any carrier paying such rates may file a complaint pursuant to 297 

the PUA if it finds them to be improper.  Beyond this, as discussed 298 

elsewhere in this testimony, I believe the FCC will act on inter-carrier 299 

payment reform no later than the end of year 2012, and the intrastate 300 

access rates of these carriers are virtually certain to be reduced as a 301 

result.   302 

 303 

The Commission’s Long-Standing Concerns Regarding the IUSF       304 

 305 

Q. Please provide your understanding of the major continuing concerns 306 

expressed by the Commission regarding the existing nature and 307 

structure of the IUSF.       308 

A. The Commission stated in the April 19, 2006 Order on Rehearing in 309 

Docket No. 04-0354 (“Alhambra-Grantfork Rehearing Order”):   310 

This docket did not leave the Commission with many 311 
options.  First, our October 19 Order adopted the same 312 
costing approach as was employed in 00-0233/00-0355.  313 
That approach, a combination of using the HAI model and a 314 
company-wide rate-of-return analysis, was the only one 315 
offered in this docket.  In the contemplated overall review of 316 
the fund, we encourage parties to propose alternatives to the 317 
HAI/ROR combination. Such alternatives should concentrate 318 
on the shortcomings of the approach adopted here.  For 319 
example, it appears that at least a portion of Alhambra’s 320 
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upgrade was not even directed towards local exchange 321 
service but rather towards long-distance service, a service 322 
not found on the list of supported services.  In our October 323 
19 Order, we declined to consolidate the income statements 324 
of Alhambra and its long-distance subsidiary, as was 325 
suggested by Staff.  In the future, such determinations are 326 
more properly made in the overall review of the fund and its 327 
funding and distribution methodologies. 328 
 329 
Second, we stated in the October 19 Order that we decline 330 
to add advanced services to the list of supported services 331 
but we also stated that we do not allocate any of Alhambra’s 332 
costs of the upgrade to advanced services. This was 333 
primarily because no party proposed how such an allocation 334 
could be accomplished.  As stated in the October 19 Order, 335 
we believe the relationship between advanced services and 336 
IUSF is a difficult issue.  Such relationship should be more 337 
fully explored in the overall review of the fund as discussed 338 
above.3

 340 
 339 

 It further noted in its September 29, 2009 Order in Docket No. 00-0023:  341 

Among the issues raised that the Commission is particularly 342 
concerned with is whether the affordable rate should be 343 
revised. …Furthermore, whether it is appropriate to continue 344 
to use the HAI/rate-of-return approach for determining the 345 
level of support due to a LEC is of interest to the 346 
Commission. …Any impacts from declining customer 347 
numbers or changes in federal USF support are other areas 348 
of interest to the Commission. Whether non-supported 349 
services inadvertently receive IUSF support should be 350 
reviewed as well.4

 352 
 351 

Thus, the following points seem clear:   353 
 354 

• the Commission has serious and long-standing reservations 355 
regarding rate-of-return based individual company IUSF 356 
support determinations; 357 

  358 
• the Commission has continuing concerns regarding the use 359 

of IUSF support to subsidize services not statutorily eligible 360 

                                            
3 Order on Rehearing, Case No. 03-0454, Issued April 19, 2006, p. 19. 
4 Order, Case Nos. 00-0023 and 00-0335 (Consolidated), Issued September 29, 2009, p. 12. 
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to receive such funding (in particular, “advanced services”); 361 
and  362 

 363 
• the Commission is concerned that the level of support 364 

funding remain appropriate (e.g., updating the affordable 365 
rate and proper reflection of changing circumstances)  366 

   367 
 368 

Q. Does Mr. Schoonmaker’s direct testimony address these 369 

Commission concerns?         370 

A. Yes.  First, Mr. Schoonmaker’s testimony contains a specific section 371 

(beginning at line 489) devoted to the affordable rate issue.  In addition, he 372 

presents five (by my count) separate arguments as responses to the 373 

above concerns.  In brief, these are:  374 

(i) parties have been unable to formulate an alternative 375 
to the rate of return methodology 376 

 377 
(ii) statutorily, some use of a forward looking cost model 378 

is required and use of HAI has particular advantages 379 
 380 

(iii) rate of return is a reasonable means to determine 381 
IITA company needs for “basic” IUSF support 382 

 383 
(iv) loop facilities enable both voice and broadband.  The 384 

FCC at least tacitly recognizes this joint use. The FCC 385 
is on a course to name broadband as a supported 386 
service  387 

 388 
(v) IITA has provided AT&T reasonable assurance that 389 

company accounting practices appropriately separate 390 
non-regulated activities from regulated activities.   391 

   392 

Q. Do you believe the Commission should find these responses to its 393 

long-standing major concerns acceptable in this proceeding?          394 

A. That clearly is a matter of Commission judgment and discretion.  In my 395 

view, the Commission would be warranted in finding these inadequate and  396 
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unpersuasive, and reject the stipulation on this basis alone.   397 

 398 

First, Mr. Schoonmaker’s testimony validates the Commission’s ongoing 399 

concern that, under the current methodology, IUSF support in fact 400 

inappropriately subsidizes services not statutorily eligible to receive such 401 

funding.  Moreover, assuring AT&T that company accounting practices 402 

appropriately separate non-regulated activities from regulated activities is 403 

not the same as providing the Commission such reasonable assurance.   404 

And the Commission would be justified in finding the responses to its 405 

concerns about use of rate-of-return as the funding determinant 406 

inadequate and unpersuasive.   407 

 408 

Q. Do you recommend that the Commission reject the stipulation on the 409 

grounds that the proffered responses to its long-standing and 410 

significant concerns regarding these aspects of the IUSF are 411 

unpersuasive and inadequate?          412 

A. That is not my recommendation.  Importantly, I agree with Mr. 413 

Schoonmaker that the FCC is on a clear and definite course to add 414 

broadband to the list of supported services.  When this occurs, broadband 415 

service will become a supported service in Illinois by operation of law.  I 416 

also believe the FCC is on a clear and definite course to “reform” in some 417 

manner and degree both the existing federal high cost USF and inter-418 

carrier compensation systems.  I believe at least the first phase of these 419 
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upcoming changes will occur no later than the end of year 2012.   420 

 421 

 In my view, these impending changes warrant the short term, limited 422 

update to the IUSF recommended in Staff’s testimony.  Taken together, 423 

when these federal changes occur, they are certain to impact the financial 424 

condition and status of IUSF recipients.  Since the IUSF is a “residual” 425 

fund, which by statute must first account for all sources of federal funding, 426 

these changes will impact the IUSF.  I recommend that the Commission 427 

act as expeditiously as feasible subsequent to these changes to revamp 428 

the IUSF in the manner determined appropriate by the Commission at that 429 

time.      430 

 431 

Q. Why should the Commission take any action to update the IUSF 432 

now?  That is, why shouldn’t the Commission wait for the upcoming 433 

FCC designation of broadband, and associated revisions to inter-434 

carrier compensation and federal USF, before acting on the IUSF?           435 

A. It is true that IITA’s own case, when appropriately adjusted as 436 

recommended by Staff, shows there is no need now for significant 437 

expansion of basic IUSF support.  But Commission action now would 438 

update and improve the allocation of IUSF support among and between 439 

the various recipients of IUSF support.  This, of course, would yield better 440 

targeting of public funding support to where it is most needed to maintain 441 

affordable rates.  Moreover, the Staff recommended approach would 442 
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accomplish significant access reform in a manner consistent with statutory 443 

requirements.   In my view, this reform is overdue.  And this would serve 444 

to stabilize access revenue streams of IUSF recipients while the 445 

Commission awaits the upcoming FCC actions.  There seems nor reason 446 

to delay Commission action at this time.  Finally, the Staff recommended 447 

approach in this proceeding will not complicate or interfere with actions the 448 

Commission will want or need to take subsequent to the upcoming FCC 449 

actions.   450 

 451 

 452 

 Geneseo, Cambridge and Henry County Telephone Companies   453 

 454 

Q. Please summarize your understanding of the proposal put forward 455 

by Geneseo Telephone Company, Cambridge Telephone Company 456 

and Henry County Telephone Company (“GCHC”) in this proceeding.    457 

A.  As I understand it, the major elements of the GCHC proposal are:  458 

• add “access to broadband services” to the list of IUSF 459 
supported services; 460 

 461 
• adopt GCHC’s proposed affordable rate of $15.46 as the 462 

affordable rate for access to broadband services; 463 
 464 

• adopt the use of invoiced costs for providing access to 465 
broadband as the forward looking cost; 466 

 467 
• provide the GCHC companies IUSF support for the 468 

excess of such actual invoiced costs over the 469 
Commission established affordable rate (subject to the 470 
GCHC proposed cap); 471 
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 472 
• allow IUSF eligible companies to elect either the “old 473 

IUSF amount or the new capped amount”; and  474 
 475 

• adopt “mirroring” of interstate access charge levels only 476 
as part of a complete IUSF update, in particular including 477 
the addition of broadband as an IUSF service     478 

 479 

Q. Please provide your basic recommendation for Commission action 480 

concerning the GCHC proposal in this proceeding.   481 

A. I believe the Commission should reject this proposal.  In my view, it is 482 

premature.  When the FCC adds broadband to the federal list of supported 483 

services, it will be added to the Illinois list of supported services by law.     484 

 When the FCC takes this action, there will be changes to the current 485 

arrangements, types and amounts of federal USF support received by 486 

IUSF eligible companies.  All such changes will need to be fully taken into 487 

account when broadband is added as a federally supported service.  For 488 

this reason alone, I believe the GCHC proposal simply “jumps the gun”.  489 

 490 

 Moreover, I see no urgent need for the Commission to add broadband to 491 

the IUSF list prior to FCC action, particularly in light of available 492 

information regarding broadband services coverage (availability) in the 493 

territories of IUSF eligible carriers.  Section 13-517(a) of the PUA requires 494 

the following:  495 

Every Incumbent Local Exchange Carrier (telecommunications 496 
carrier that offers or provides a noncompetitive 497 
telecommunications service) shall offer or provide advanced 498 
telecommunications services to not less than 80% of its 499 
customers by January 1, 2005. 500 
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 501 

 This applies to every IUSF eligible carrier, and had to be met unless a 502 

waiver of the requirement was granted by the Commission.  No such 503 

waiver was sought by or granted to any IITA company or GCHC company.   504 

 505 

 More recent available information indicates broadband coverage for most 506 

of these companies now exceeds this statutory floor of 80% customer 507 

coverage.  Notably, the National Broadband Map (created by the National 508 

Telecommunications and Information Administration, in cooperation with 509 

the FCC and the states) shows the following broadband availability by 510 

technology for the GCHC companies (as of June 30, 2010):   511 

  512 
 513 
 Geneseo Telephone Company 514 
 515 

• Digital Subscriber Line Broadband – 98.6% of population  516 
 517 
• Cable Broadband – 87.4% of population  518 

 519 
• Wireless Broadband – 100% of population   520 

 521 
 Henry County Telephone Company 522 
 523 

• Digital Subscriber Line Broadband – 90.2% of population  524 
 525 
• Cable Broadband – 74.7% of population  526 

 527 
• Wireless Broadband – 100% of population 528 

  529 
 Cambridge Telephone Company 530 
 531 

• Digital Subscriber Line Broadband – 92.4% of population 532 
  533 
• Cable Broadband – 72.2% of population  534 
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 535 
• Wireless Broadband – 99.5% of population 536 

 537 

 I note that for all three of the GCHC companies, the Digital Subscriber 538 

Line Broadband population coverage exceeds the averages for both the 539 

State of Illinois and Nationwide broadband DSL coverage.      540 

 541 

 The price of broadband services is, of course, an important tissue and a 542 

matter of continuing concern. But GCHC has not made a case here that 543 

broadband services in its serving territory, or the serving territories of other 544 

IUSF eligible carriers, are less affordable than in other areas of the state 545 

of Illinois.    546 

 547 

 Finally, I do not believe the GCHC proposal for IUSF broadband services 548 

support is well developed.  As discussed below, the economic cost 549 

proposal is deficient, and designating broadband as an IUSF eligible 550 

service is of sufficient importance that the public interest would be better 551 

served by developing this with broad input across the industry as a whole 552 

and with other affected stakeholders.  This is why Staff recommends that 553 

the Commission now direct that workshops be initiated upon FCC 554 

designation of broadband as a supported service.   555 

  556 

Q. Should the Commission find GCHC’s proposal to utilize actual 557 

invoiced costs as an adequate method to determine, as required by 558 
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statute, the economic (i.e., forward looking) costs of providing 559 

broadband access?   560 

A.  No.  GCHC has not shown that this method yields costs that are 561 

demonstrably “least cost” and which reflect maximum efficiency, as is 562 

required for this purpose.  In fact, some of the same objection GCHC 563 

registers against the rate of return methodology also applies to the GCHC 564 

proposal.  It suffers from the same lack of efficiency incentives (admittedly 565 

to a lesser degree and limited by the proposed cap).  The proposal is 566 

clearly vulnerable, if not itself an open invitation, to network “gold-plating”.   567 

The proposal would incent recipients to invest and spend, up to the level 568 

of the proposed cap, regardless of cost, actual need, or efficiency in 569 

investment or operation.    570 

  571 

Q. The Commission should reject, at this time, GCHC’s proposal to 572 

designate broadband as a supported service, pending FCC action to 573 

do so.  Do you recommend that GCHC instead receive IUSF support 574 

pursuant to the Staff recommended methodology?  575 

A.  No.  GCHC did not request, either in its petition or direct testimony, that if 576 

the Commission rejected its requested designation of IUSF broadband 577 

services, it be awarded IUSF support pursuant to a rate of return 578 

methodology.  Rather, Mr. Rubins testifies that:  579 

GCHC’s plan calls for a company to be able to choose either 580 
the old IUSF amount or the new capped amount. GCHC 581 
desires to invest in Access to Broadband Services, but other 582 
companies may elect to continue to invest only in the original 583 
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nine supported services. Although GCHC would prefer that 584 
all companies go to the new funding calculation, this 585 
provision is being placed into GCHC’s plan in order to 586 
provide some flexibility for carriers’ investment decisions.5

 588 
 587 

 GCHC clearly seeks support for access to broadband. It effectively made 589 

its “election” to do so pursuant to its proposed plan. Significantly, GCHC 590 

did not submit into the record of this proceeding a Schedule 1.01 analysis 591 

(or any other reasonable basis) upon which (in the alternative and using 592 

recent data) the Commission could determine and award an appropriate 593 

level of support pursuant to the rate of return methodology.         594 

    595 

 GCHC presented the IUSF amount it currently receives pursuant to 596 

Commission determinations rendered long ago in the now defunct Docket 597 

00-0233/0355.   In my view, the Commission could not reasonably grant 598 

this amount to GCHC in this docket.  I believe this would be true even if 599 

GCHC had met the statutorily required economic cost findings - which it 600 

has not – as I demonstrate below.  This existing award amount is not 601 

consistent with - and does not account for - the updating of funding 602 

allocations between IUSF recipient carriers in the fund.   Nor does it 603 

account for elimination of most or all existing access service subsidies, 604 

which should be accomplished in this proceeding.     605 

 606 

Q. Has GCHC submitted in this proceeding any analysis or findings 607 

                                            
5 Rubins Direct Testimony at 239-245.  
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regarding the economic costs of providing the existing IUSF 608 

supported services?        609 

A.  GCHC has not provided any analyses, proposed approach or any 610 

estimates of the economic (forward looking) costs of providing any current 611 

IUSF supported service.  These are, of course, required under Section 13-612 

301 for any service for which support is requested.  GCHC cannot utilize 613 

or rely in this proceeding upon the HAI results submitted in the IITA/AT&T 614 

stipulation.  It is not a signatory or party to that stipulation, and its own 615 

data are not input into the HAI model or reflected in the HAI results 616 

submitted.  Thus, if the Commission rejects the GCHC proposal to support 617 

broadband in this proceeding, and updates the fund as proposed in the 618 

IITA/AT&T stipulation or as recommended by Staff, GCHC is not eligible to 619 

receive its current IUSF support as a result of this proceeding.         620 

 621 

Q. If the Commission accepts the GCHC broadband funding proposal 622 

for the three GCHC companies, should that proposal be applied to 623 

the remaining petitioners (i.e., IITA companies) in this proceeding?      624 

A. No.  Even under the GCHC proposal, IITA member companies would elect 625 

either results of the proposed GCHC broadband funding methodology or 626 

results of the current rate of return based methodology.  IITA companies 627 

certainly have not elected the former; reasons for their rejection of such an 628 

alternative are detailed in Mr. Schoonmaker’s testimony.   629 

 630 
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 In my view, the Commission must treat the IITA companies as having 631 

effectively elected the latter.  Assuming the Commission does determine it 632 

should reject the IITA/AT&T stipulation altogether, the only reasonable 633 

approach is to utilize the updated IUSF results as determined by the 634 

Commission in this proceeding.  I recommend, of course, that the 635 

Commission make that determination pursuant to the adjustments 636 

recommended by Staff.                    637 

 638 

Q. If the Commission accepts the GCHC proposal for the three GCHC 639 

companies, what action, if any, should the Commission take 640 

concerning their access rates?  641 

A. As a condition for receiving IUSF support, the Commission should order 642 

the GCHC companies to reduce switched access rate at least to the level 643 

of corresponding interstate rates in order to conform to the statutory 644 

requirements of PUA Section 13-301(2)(b).   645 

 646 

Other Federal and State Sources of Public Funding   647 

 648 

Q. Are you aware of any unique or extraordinary federal and/or state 649 

public funding being directed to support any service provision by 650 

Shawnee Telephone Company, Inc. (Shawnee) and Wabash 651 

Telephone  Coop., Inc. (Wabash)?  652 
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A. Yes.  It is my understanding that Wabash has or will receive approximately 653 

$21 million in federal loan support for broadband services provision under 654 

a Rural Utilities Service (“RUS”) program of the US Department of 655 

Agriculture.  Shawnee has or will receive approximately $6 million in 656 

federal RUS loan support and approximately $1 million in State of Illinois 657 

grant support for broadband services provision.     658 

  659 

Q. In light of this federal and state public funded support, do you have a 660 

particular recommendation concerning Wabash and Shawnee in this 661 

proceeding? 662 

A. Yes.  In light of these seemingly large amounts of public support, I believe 663 

it is incumbent upon these two carriers to demonstrate very clearly the 664 

continuing need for their requested IUSF amounts.  While these RUS 665 

loans and State of Illinois grant are targeted to support provision of 666 

broadband services, it is possible these funds simultaneously may support 667 

voice services.  This arises from the dual-use (voice and data) nature of at 668 

least some telephone network plant (notably loop plant), as noted in Mr. 669 

Schoonmaker’s direct testimony at lines 152-157.      670 

 671 

 It is not clear to me or the other Staff members submitting testimony in this 672 

proceeding that Wabash and Shawnee have fully and appropriately 673 

accounted for the financial impacts of the public funded state grants and 674 

RUS loans received or to be received. In my view, given the information 675 
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submitted by these companies to date in this proceeding, the Commission 676 

could not be reasonably assured of their continued need for IUSF funding 677 

in light of these grants and loans.  This is not to suggest that the required 678 

showings cannot be made; rather, that the appropriate transparency is not 679 

yet present. Therefore, I recommend that the requested IUSF amounts for 680 

Wabash and Shawnee be reduced to zero until these petitioners make a 681 

compelling demonstration in this proceeding their need for continued IUSF 682 

support.  This recommendation is reflected in the testimony of Staff 683 

witness Ms. Everson and the figures presented therein.     684 

 685 
 Q. Does this conclude your direct testimony? 686 

A. Yes.    687 

 688 

  689 
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