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Q. Please state your name and business address. 2 

A. My name is James Zolnierek and my business address is 527 East Capitol 3 

Avenue, Springfield, Illinois  62701. 4 

 5 

Q. By whom are you employed and in what capacity? 6 

A. I am employed by the Illinois Commerce Commission (“Commission” or 7 

“ICC”) as the Director of the Telecommunications Division within the 8 

Public Utility Bureau. 9 

 10 

Q. Please state your education background and previous job 11 

responsibilities.   12 

A. I earned my Doctor of Philosophy degree in economics from Michigan 13 

State University in 1996.   Prior to joining the Illinois Commerce 14 

Commission, I was employed by the Federal Communications 15 

Commission (“FCC”) as an Industry Economist in the Common Carrier 16 

Bureau, Industry Analysis Division. 17 

 18 

Overview 19 

 20 

Q. What is the purpose of your testimony? 21 

A. I review the HAI cost model analyses submitted by the Illinois Independent 22 

Telephone Association (“IITA”), perform my own analysis based upon the 23 

IITA estimates, and make recommendations with respect to the use of the 24 
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HAI cost model in this proceeding.  I also review the revenue figures 25 

included within the companies rate of return based need analyses and 26 

make recommendations regarding adjustments to intrastate switched 27 

access, interstate switched access, and local service revenues relied upon 28 

therein. 29 

 30 

HAI Cost Model 31 

 32 

Q. How was the HAI cost model used in establishing the current IUSF in 33 

Consolidated Docket Nos. 00-0233 and 00-0335 (the “Consolidated 34 

Dockets”)? 35 

A. In the previous proceedings, the Commission made several 36 

determinations regarding the use of the HAI cost model.  As an initial 37 

matter, the Commission determined that “economic cost” as used in 38 

Section 13-301 means “forward-looking cost.”1  The Commission further 39 

determined that the companies must make a showing of their forward-40 

looking costs in order to receive IUSF.2  The Commission further 41 

determined that the use of the forward-looking HAI cost model was 42 

appropriate in setting the legislatively permitted proxy costs.3

                                            
1  2nd Interim Order in Docket Nos. 00-0233 & 00-0335 (Cons.) at 14. 

  The 43 

Commission did not, however, rely solely on the HAI cost model as the 44 

criterion for setting IUSF funding levels and, when relying on the model, 45 

relied on it in limited ways.  46 

2  2nd Interim Order in Docket Nos. 00-0233 & 00-0335 (Cons.) at 37. 
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 47 

Q. How did the Commission limit its reliance on the HAI cost model in 48 

the Consolidated Dockets? 49 

A. The Commission relied on the model only to determine the aggregate 50 

funding need of the collective group of companies seeking IUSF and not 51 

to determine the individual need of any single company.  In particular, the 52 

Commission determined that the HAI cost model should be run across all 53 

of the small companies as a group in order to determine the proxy costs of 54 

providing the supported services.4  Based on the aggregate results across 55 

all of the small companies, the Commission determined that “the results of 56 

the HAI determine that a need exists to establish a fund.”5

 58 

 57 

 While the Commission found that the results of the HAI determined that a 59 

need existed to establish a fund, the Commission concluded that the HAI 60 

cost model, and the results associated with it, had significant 61 

shortcomings.6  The Commission found that one generalization that could 62 

safely be made is that the HAI cost model tends to significantly 63 

overestimate the costs rural companies incur in providing supported 64 

service.7

                                                                                                                                  
3  2nd Interim Order in Docket Nos. 00-0233 & 00-0335 (Cons.) at 17. 

  Thus, after determining that there was a need to establish a fund 65 

based on the HAI cost model, and results associated with it, the 66 

Commission turned to rate-of-return (“ROR”) information to determine 67 

4  2nd Interim Order in Docket Nos. 00-0233 & 00-0335 (Cons.) at 17. 
5  2nd Interim Order in Docket Nos. 00-0233 & 00-0335 (Cons.) at 38. 
6  2nd Interim Order in Docket Nos. 00-0233 & 00-0335 (Cons.) at 37. 
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each individual company’s need for IUSF funding.  Thus, the Commission 68 

reduced the size of the IUSF well below the approximately $30 million 69 

fund size that the HAI cost model, and results associated with it, 70 

generated at the time. 71 

  72 

Q. What size IUSF fund is generated by the HAI cost models submitted 73 

in this proceeding by IITA? 74 

A. The IITA asserts that the estimated cost of providing supported services, 75 

as measured by IITA’s HAI based estimates, less the sum of estimated 76 

local revenues at IITA’s proposed affordable rate of $20.39 and Federal 77 

Universal Support Funds is $18, 284,101.8

 79 

 78 

Q. How much IUSF support is IITA requesting? 80 

A. IITA is proposing a fund comprised of two components: a basic IUSF 81 

component and an access restructuring element of the IUSF.9  The sum of 82 

requested IUSF, including these two components, is $26,186,216.10

 84 

 83 

Q. How does the approach proposed by IITA differ from that relied upon 85 

                                                                                                                                  
7  2nd Interim Order in Docket Nos. 00-0233 & 00-0335 (Cons.) at 17. 
8  Attachment 1.07 to Schoonmaker Direct.  IITA provides a second cost-model-based 
analysis with respect to universal service, with the only difference that it estimates costs with loop 
lengths that are shorter and, therefore, more costly, but that enable a more expansive 
deployment of broadband.  Attachment 1.08 to Schoonmaker Direct.  Because this model is 
presented in anticipation of broadband becoming a subsidized service (see Schoonmaker Direct 
at 34 – 35) and because IITA is not recommending that Commission add broadband to the list of 
IUSF supported services in this proceeding (see Schoonmaker Direct at 34 – 35), my analyses 
below is based upon, and limited to, the IITA estimates assuming 18,000 foot loops.  Attachment 
1.07 to Schoonmaker Direct. 
9  First Amended Petition at paragraph 20. 
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by the Commission in the Consolidated Dockets?  86 

A. As noted above, in the Consolidated Dockets the IUSF fund size 87 

established based upon the ROR approach was less than the fund size 88 

generated based upon the HAI cost model results.  The approach 89 

proposed by IITA reverses that relationship.  The HAI cost model results 90 

submitted by IITA in this proceeding generate a fund size that is below the 91 

company-by-company need resulting from the ROR based approach 92 

submitted here by IITA.  In this case, the HAI based need is $18,284,101, 93 

but IITA is requesting $26,186,216. 94 

 95 

Q. Why is the fund size requested by IITA in this proceeding well above 96 

the fund size generated by the HAI cost model based analysis? 97 

A. The primary reason is the addition of the access support element of the 98 

IUSF.11

 100 

 99 

Q. Is IITA seeking support for its intrastate switched access charges in 101 

this proceeding? 102 

A. Yes.  As part of the total IUSF requested, IITA is seeking $10,461,934 in 103 

IUSF access support.  104 

 105 

Q. Do the collective intrastate switched access costs for the companies 106 

seeking access support exceed the collective revenues they 107 

                                                                                                                                  
10  First Amended Petition, Exhibit 5 (Corrected). 
11  First Amended Petition, Exhibit 5 (Corrected). 
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recovered from intrastate switched access charges? 108 

A. No.  According the HAI-based estimates submitted by IITA, the companies 109 

requesting IUSF funding in this proceeding collectively recover intrastate 110 

switched access revenues that exceed intrastate switched access costs 111 

by $12,021,506. 112 

 113 

Q. Given that the collective intrastate switched access revenues 114 

recovered exceed the collective economic costs to provide intrastate 115 

switched access services by $12,021,506, why are these companies 116 

seeking IUSF access support? 117 

A. That is not clearly explained in IITA’s petition.  The IITA has stated that the 118 

purpose of the access restructuring element of the IUSF is to “offset the 119 

costs of providing intrastate switched access.” 12

 125 

  As noted above, 120 

however, the costs the companies seeking access support incur in 121 

providing intrastate switched access services are substantially less than 122 

the revenues those companies currently recover from intrastate switched 123 

access charges.   124 

Q. IITA proposes that the companies reduce their intrastate switched 126 

access rates to their interstate switched access rate levels (i.e., 127 

“mirroring”).  Would the economic costs of providing intrastate 128 

switched access services then exceed the revenues these 129 

companies would recover from these reduced intrastate switched 130 
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access charges? 131 

A. No, they will not.    Based upon the revenue projections provided by IITA if 132 

the companies mirror interstate switched access rates for their intrastate 133 

switched access services, collective access revenues would continue to 134 

exceed HAI estimated collective costs by approximately $1,559,572.13  135 

Thus, even at interstate switched access rates, the companies’ estimated 136 

intrastate switched access revenues would, in aggregate, exceed the 137 

companies’ estimated intrastate switched access costs.  138 

 139 

Q. According to Mr. Schoonmaker, “the current calculation of the 140 

economic costs of providing access compared to current access 141 

rates of IITA member companies indicates that the access rates 142 

exceed the economic cost of providing access service and that thus 143 

there are subsidies in the access rates that should be removed.”14  144 

Does this explain the request for IUSF support for intrastate 145 

switched access? 146 

A. No.  While Mr. Schoonmaker alludes to cross-subsidies, the IITA’s 147 

analyses do not explain or account for the relationship between any 148 

support needed to provide basic supported universal services to end user 149 

customers and alleged cross-subsidies from intrastate access surcharges 150 

or the proposed IUSF access element.   151 

 152 

                                                                                                                                  
12  First Amended Petition at paragraph 13. 
13  Schoonmaker Direct, Exhibit 1.11.  See also ICC Staff Exhibit 3.01. 
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Q. If the potential subsidies available from intrastate switched access 153 

rates, as estimated from the IITA’s HAI estimates, are properly 154 

accounted for, what is the aggregate support need for the IITA 155 

member companies?  156 

A. IITA generated two sets of HAI cost model based estimates and analyses.  157 

The first HAI analysis concerns the cost of basic services. As noted 158 

above, IITA calculates a cumulative net shortfall for all companies in basic 159 

service revenues compared to costs for basic services of $18,284,101.15   160 

 161 

The second HAI analysis concerns the cost of intrastate switched access 162 

service.  As noted above, IITA calculates a cumulative net surplus for all 163 

companies in revenues compared to costs for intrastate switched access 164 

of $12,021,506.16 165 

 166 

Based on these IITA estimates, in the absence of any IUSF funding, and 167 

assuming intrastate switched access surpluses are used to subsidize 168 

basic universal service, the cumulative net shortfall in revenues compared 169 

to costs, including both basic supported services and intrastate switched 170 

access services, is $6,262,595.  If, as Mr. Schoonmaker suggests, 171 

intrastate switched access charges are used to cross-subsidize basic 172 

universal service, then the aggregate company shortfall, based on HAI 173 

estimates, is nearly $9.5 million less than is being requested in basic 174 

                                                                                                                                  
14  Schoonmaker Direct at 38. 
15  Attachment 1.07 to Schoonmaker Direct.    
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universal IUSF only support by IITA and the companies. 175 

 176 

Q. IITA proposes to create an explicit access “replacement” IUSF fund 177 

of $10,461,934.  How would this effect the HAI-based analysis above?  178 

A.      If access IUSF funds were to replace intrastate switched access revenues 179 

dollar for dollar, and both this new access IUSF and remaining intrastate 180 

switched access charges were used to cross-subsidize basic universal 181 

service, the cumulative net shortfall in revenues compared to costs, 182 

including both supported services and intrastate switched access services, 183 

would be $6,262,595.  The only change resulting from the proposed IUSF 184 

access element would be that a portion of the companies’ intrastate 185 

switched access revenues would come through IUSF funding rather than 186 

from interexchange carrier paid intrastate switched access charges.  187 

Under such circumstances, the total IUSF fund size needed to make up 188 

the aggregate shortfall between economic costs and revenues would 189 

equal $6,262,595, plus the access replacement subsidy of $10,461,934, 190 

producing an estimated IUSF fund size of $16,724,529.  This figure again 191 

is nearly $9.5 million less than what is being requested in cumulative 192 

(basic universal service plus access support) IUSF support by IITA and the 193 

companies 194 

 195 

Q. How does the $16,724,529 HAI estimated fund size differ from the 196 

$18,284,101 HAI based fund size estimate you described above? 197 

                                                                                                                                  
16  Attachment 1.09 to Schoonmaker Direct.   
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A. The $18,284,101 figure assumes that no access replacement IUSF exists 198 

and that none of the current excess of intrastate switched access revenue 199 

over intrastate switched access cost is used to cross subsidize basic 200 

services.  In other words, the need for IUSF support for basic services is 201 

determined disregarding the fact that the companies intrastate switched 202 

access revenues far exceed their HAI based cost estimates.  Thus, the 203 

$18,284,101 figure fails to account for the relationship between needed 204 

support for basic universal services and cross subsidies from intrastate 205 

access charges.  206 

  207 

 In contrast, the $16,724,529 figures assumes: (1) that the excess of 208 

intrastate switched access revenue over intrastate switched access cost is 209 

reduced to $1,559,572 by mirroring interstate access rates; (2) that the 210 

providers are given IUSF access replacement of $10,461,934; and (3) that 211 

both the access IUSF element and the remaining excess of intrastate 212 

switched access revenue over economic cost are applied to reduce the 213 

need to subsidize IUSF basic services. 214 

 215 

 In presenting its HAI-based analysis, IITA fails to account for the net HAI 216 

based need for support after accounting for either access support IUSF or 217 

the excess of intrastate switched access revenue over intrastate switched 218 

access cost.  When these two sources of subsidy for basic IUSF services 219 

are properly accounted for, actual net need is significantly less than the 220 
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IITA funding request.    The $16,724,529 fund size estimate, based upon a 221 

properly applied net HAI analysis, is substantially below the $26,186,216 222 

IUSF fund requested by the IITA and companies.   223 

   224 

Q. As a result of your analysis, do you recommend that, if the 225 

Commission accepts the IITA proposal, it cap the IUSF to reflect the 226 

aggregate need established in the HAI based analyses? 227 

A. No.  The Commission has, as noted above, determined that the HAI cost 228 

model is imperfect and tends to overestimate costs.  While improvements 229 

in the inputs used in the model have likely mitigated some of the concern 230 

that the model tends to overestimate costs expressed by the Commission 231 

in the Consolidated Proceedings, there no evidence that the input 232 

revisions made by IITA to produce the HAI based estimates in this 233 

proceeding have completely ameliorated the Commission’s concerns.  In 234 

fact, as Mr. Schoonmaker notes, the IITA did not attempt to fully evaluate 235 

all the changes that might be required to the HAI default inputs in order to 236 

eliminate estimation error.17 237 

 238 

In my opinion, the margin by which the IUSF fund generated by the ROR 239 

based methodology exceeds that generated by the HAI based 240 

methodology is, based on my arguments above, grounds for the 241 

Commission to reject the specific IUSF fund amounts proposed by IITA.  242 

However, the adjustments proposed by Staff to the Schedule 1.01 243 
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analyses (which are outlined below and in the testimony of Staff witness 244 

Everson) will close the gap between the two methodologies.  With such 245 

adjustments, the methodological estimates become more closely aligned.  246 

With the Staff adjustments, I believe the differences in estimates produced 247 

by the two methodologies diminish to the point where the Commission 248 

can, as it has in the past, rely, in part, on the HAI based cost estimates to 249 

establish its IUSF fund. 250 

 251 

Q. You have identified $16,724,529 as the aggregate need for companies 252 

seeking support in this proceeding based upon the IITA’s HAI 253 

estimates.  Have events occurred in this proceeding that would 254 

require any adjustment to that figure?   255 

A. Yes. Six companies that originally requested IUSF support in this 256 

proceeding have filed motions to withdraw their requests: Crossville 257 

Telephone Company, Glasford Telephone Company, Kinsman Mutual 258 

Telephone Company, Leonore Mutual Telephone Company, Stelle 259 

Telephone Company, and Tonica Telephone Company.  I am also 260 

informed that the following two additional  companies, on whose behalf 261 

IITA originally requested IUSF support in this proceeding, no longer seek 262 

support: Clarksville Mutual Telephone Company and Grandview Mutual 263 

Telephone Company.  IITA has not yet withdrawn the request on behalf of 264 

these two carriers. 265 

 266 

                                                                                                                                  
17  Schoonmaker Direct at 49. 
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Q. Excluding these eight companies from the HAI based analysis, what 267 

aggregate support need for the remaining companies seeking 268 

support results from the IITA’s HAI estimates? 269 

A. If the above identified eight companies are excluded from the analysis 270 

and, if access IUSF funds replace intrastate switched access revenues 271 

dollar for dollar, and both this new access IUSF and remaining intrastate 272 

switched access charges were used to cross-subsidize basic universal 273 

service, the cumulative net shortfall of revenues compared to costs for 274 

both supported services and intrastate switched access services, would 275 

be $3,880,335.18   276 

 277 

If the Commission adopted the request to create an access support IUSF 278 

fund, and a portion of the companies intrastate switched access revenues 279 

came through IUSF funding rather than from intrastate switched access 280 

charges, the total IUSF fund size needed to equate the aggregate shortfall 281 

between economic costs and revenues would be $3,880,335 plus the 282 

access replacement subsidy of $10,118,867, producing an estimated 283 

IUSF fund size of $13,999,202.19 284 

 285 

Intrastate Switched Access Charge Revenues 286 

 287 

Q. How were intrastate switched access revenues accounted for in each 288 

                                            
18  See ICC Staff Exhibit 3.01.   
19  See ICC Staff Exhibit 3.02. 
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company’s calculation of its basic IUSF funding need.   289 

A. It is my understanding, that the companies used a simplified rate of return 290 

analysis to compare each of their embedded cost revenue requirements, 291 

based upon their 2009 Form 23A financial reports, with a return level of 292 

9.34%.  They then used this analysis to determine the funding needed for 293 

each company to achieve a 9.34% return based on 2009 financial 294 

figures.20  I further understand that certain adjustments were made when 295 

performing these analyses to account for certain known and measurable 296 

changes in revenues or costs for the companies.21  I will, hereafter, refer 297 

to this overall approach as the Schedule 1.01 approach. 298 

 299 

In performing these calculations, the companies included in their revenues 300 

2009 intrastate switched access revenues.  It is my understanding that 301 

each company relied on unadjusted intrastate switched access revenues 302 

recorded in their 2009 Form 23A financial reports when calculating 303 

embedded cost revenue requirements. 304 

 305 

Q. In your opinion, should the companies have made adjustments to 306 

their 2009 intrastate switched access charge revenues in their 307 

Schedule 1.01 approach? 308 

A. Yes.  The IITA proposes to replace, in part, intrastate switched access 309 

revenues with explicit access support IUSF subsidies.  If the IITA was 310 

                                            
20  Schoonmaker Direct at 74. 
21  IITA Petition at paragraph 16. 
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proposing to replace the revenues included within the Schedule 1.01 311 

calculations, then no adjustment would be necessary.  However, IITA is 312 

instead proposing access replacement based on a much higher amount of 313 

intrastate switched access revenues (i.e., intrastate switched access 314 

revenues that exceed 2009 Form 23 A revenues).     315 

 316 

Q. Please explain why you contend that the IITA proposes access 317 

support IUSF subsidies that exceed 2009 Form 23 A revenues. 318 

A. There are 12 companies (Clarksvillle Mutual Telephone Company, C-R 319 

Telephone Company, Crossville Telephone Company, El Paso Telephone 320 

Company, Glasford Telephone Company, Grandview Mutual Telephone 321 

Company, Kinsman Mutual Telephone Company, Leonore Mutual 322 

Telephone Company, Marseilles Telephone Company, Odin Telephone 323 

Exchange, Stelle Telephone Company, and Tonica Telephone Company) 324 

that did not initially submit ROR analyses or 2009 Form 23 A revenues, 325 

but did request (or on whose behalf IITA requested) some IUSF funding.  326 

Excluding these 12 companies, the cumulative sum of 2009 intrastate 327 

switched access revenues, from 2009 Form 23 A, for the companies that 328 

initially sought funding in this proceeding was $12,298,180.22   These 329 

same companies, however, requested access replacement based upon 330 

$17,321,956.23   331 

 332 

                                            
22  See ICC Staff Exhibit 3.02. 
23  See ICC Staff Exhibit 3.02.   
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Q. In your opinion, what adjustments should IITA have made to its 333 

Schedule 1.01 approach to account for its access adjustment 334 

proposal? 335 

A. Since IITA proposed an access IUSF fund to preserve $17,321,956 of 336 

intrastate switched access revenue, IITA should have adjusted its 337 

intrastate switched access revenues to equal this amount.  That is, IITA 338 

should have increased the operating revenues of the companies seeking 339 

funding, that is, the operating revenues relied in the companies’ Schedule 340 

1.01 analyses, by $5,074,850 in aggregate.24 341 

 342 

Q. Should the 2009 Form 23A revenues be used (retained unadjusted in 343 

the Schedule 1.01 analyses) to reflect the fact that switched access 344 

demand, and associated revenues, are declining over time? 345 

A. No.  The intrastate switched access revenues relied upon by IITA in 346 

computing their access support IUSF request are the product of 2009 347 

intrastate switched access rates and 2008 intrastate switched access 348 

minutes. The Form 23 A intrastate switched access revenues are the 349 

product of 2009 intrastate switched access rates and 2009 intrastate 350 

switched access minutes.  Thus, the difference between the two revenue 351 

figures reflects a decline in switched access revenues.  However, under 352 

the IITA proposal, the companies that receive access revenue 353 

                                            
24  See ICC Staff Exhibit 3.02.  $5,074,850 is not precisely equal to the difference between 
$17,321,956 and $12,298,180 because three companies requested access support based on 
figures that were lower than their reported 2009 interstate switched access revenues.  In those 
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replacement will not experience the full effect of reductions in intrastate 354 

switched access minutes, because the majority of their revenue realized 355 

by charging intrastate switched access charges on interexchange carriers 356 

will be replaced by a fixed stream of access support IUSF.  Under the IITA 357 

proposal, this stream of revenues from the access support IUSF is set 358 

based upon 2008 intrastate switched access minutes, and will not be 359 

subject to reductions in intrastate switched access minutes.  Thus, in 360 

proposing access replacement based upon 2008 intrastate switched 361 

access minutes, the IITA proposal would reinstate most of the revenue 362 

lost by the companies due to the reduction in intrastate switched access 363 

minutes between 2008 and 2009.  This reinstated revenue should be 364 

accounted for in the 1.01 analyses. 365 

 366 

Q. Does the IIITA access support IUSF proposal provide any other 367 

benefits to the recipient companies? 368 

A. Yes.  Based on the size of the reductions in intrastate switched access 369 

minutes between 2008 and 2009, and using 2009 intrastate switched 370 

access prices, intrastate switched access revenues declined by 371 

$5,074,850.25  In creating an access support IUSF based upon 2008 372 

intrastate switched access minutes, the IITA proposal would not only 373 

reinstate the majority of these losses to the IITA companies, but also 374 

                                                                                                                                  
three cases, I did not make any adjustment to the interstate switched access revenues included 
in the companies’ Schedule 1.01 analyses. 
25   As noted above, this figure excludes changes in intrastate switched access revenues for 
the three companies that reported an increase in intrastate switched access revenues. 
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immunize these companies against a substantial portion of potential future 375 

losses caused by declining demand for their intrastate access services.  376 

Replacing an uncertain revenue stream that depends on ever changing 377 

market conditions with a certain one based upon government subsidies 378 

will, in my view, benefit the companies by providing them increased 379 

certainty regarding their financial futures.  This guarantee comes, 380 

however, at the expense of telephone consumers that are required to 381 

contribute to the IUSF through surcharges on their telephone bills. 382 

 383 

Q. Is there an alternative approach to addressing IUSF support that 384 

better accounts for the relationship between basic supported 385 

services and potential cross subsidies available from intrastate 386 

switched access services? 387 

A. Yes.  A more streamlined approach is to simply reject the IITA’s proposal 388 

to subsidize intrastate switched access services.  As explained above, the 389 

HAI based estimates submitted by IITA indicate that intrastate switched 390 

access revenues for the companies exceed intrastate switched access 391 

costs both at current rate levels and if intrastate switched access rates are 392 

reduced to mirror interstate switched access rates.  Thus, in isolation, 393 

there is no reason to subsidize interstate switched access rates. 394 

 395 

 The Commission should, as more fully explained by Mr. Hoagg, require 396 

that IUSF recipients, as a condition for receiving basic universal service 397 
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support, eliminate cross subsidies in their intrastate switched access 398 

charges.  The Commission could eliminate the bulk of such cross 399 

subsidies, following the general terms of the IITA proposal, by requiring, 400 

as a condition of receiving basic IUSF funding, that providers reduce their 401 

intrastate switched access rates to their comparable interstate switched 402 

access rate levels.  With the elimination of such subsidies, the 403 

Commission could then evaluate basic IUSF need in an environment 404 

without intrastate switched access cross subsidies. 405 

 406 

Q. What adjustments would need to be made to the Schedule 1.01 407 

analyses to account for the elimination of intrastate switched access 408 

cross subsidies? 409 

A. The Commission would need to reduce the Form 23 A intrastate switched 410 

access revenues contained in the Schedule 1.01 analyses so they reflect 411 

expected intrastate switched access revenues (after rates are reduced to 412 

their interstate levels).   413 

 414 

Q. How much would the intrastate switched access revenues contained 415 

in the 1.01 analyses need to be reduced to reflect this access rate 416 

mirroring? 417 

A. As noted above, excluding the 12 companies that did not initially provide 418 

Schedule 1.01 analyses in this proceeding, the cumulative sum of 2009 419 

intrastate switched access revenues, from 2009 Form 23 A, for the 420 
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companies that initially sought funding in this proceeding was 421 

$12,298,180.26  For these companies, the cumulative sum of projected 422 

intrastate switched access revenues at interstate switched access rates is 423 

$8,269,253.27  To account for the elimination of cross subsidies in 424 

intrastate switched access charges, an adjustment should be made to 425 

reduce operating revenue by $4,028,927 to account for the reduction in 426 

intrastate switched access revenue necessary to reduce intrastate 427 

switched access cross subsidies.28   428 

 429 

To reiterate, under this approach no company would receive access 430 

support IUSF.  Each company would simply reduce switched access rates 431 

to their interstate rates, account for the consequent reduction in switched 432 

access rates in their Schedule 1.01 estimates, and then estimate IUSF 433 

need based upon the unsubsidized (by intrastate switched access 434 

services) shortfall between revenues and costs for basic support services. 435 

 436 

Q. Have any companies seeking funding pursuant to the IITA proposal, 437 

subsequent to the initial submission of the IITA Petition, filed 438 

Schedule 1.01 estimates? 439 

A. Yes.  In response to Staff data requests, four companies that initially 440 

sought IUSF funding under the IITA plan, but did not file Schedule 1.01 441 

analyses, have provided Staff Schedule 1.01 analyses.  These companies 442 

                                            
26  See ICC Staff Exhibit 3.07. 
27  See ICC Staff Exhibit 3.07. 
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are C-R Telephone Company, El Paso Telephone Company, Marseilles 443 

Telephone Company, and Odin Telephone Exchange.29   444 

 445 

Q. What adjustments should have been made to the Schedule 1.01 446 

analyses for these four companies to account for the access 447 

replacement proposal? 448 

A. Collectively, these carriers reported $1,627,184 in intrastate switched 449 

access revenue in their Schedule 1.01 analyses.30  Based upon the fact 450 

that IITA proposed an access IUSF fund to preserve $1,760,863 of 451 

intrastate switched access revenue for these four companies, IITA should 452 

have adjusted its intrastate switched access revenues to equal this 453 

amount.31  That is, IITA and the companies should have increased the 454 

operating revenues for these four companies (relied upon in the 455 

companies’ Schedule 1.01 analyses) by $133,679 in aggregate.32 456 

 457 

Q. Under Staff’s approach, how much should the intrastate switched 458 

access revenues contained in the 1.01 analyses be reduced for these 459 

four companies? 460 

A. Based upon their Schedule 1.01 analyses, the cumulative sum of 2009 461 

                                                                                                                                  
28  See ICC Staff Exhibit 3.07. 
29  See ICC Staff Exhibit 3.09. 
30  See ICC Staff Exhibit 3.02. 
31  See ICC Staff Exhibit 3.02. 
32  See ICC Staff Exhibit 3.02.  $133,679 is not precisely equal to the difference between 
$1,760,863 and $1,627,184 because one company requested access support based on figures 
that were lower than their reported 2009 interstate switched access revenues.  In this case, I did 
not make any adjustment to the interstate switched access revenues included in the companies’ 
Schedule 1.01 analyses. 



Docket Nos. 11-0210/11-0211 (Cons.) 
ICC Staff Exhibit 3.0 

 

 24 

intrastate switched access revenues (from 2009 Form 23 A, for C-R 462 

Telephone Company, El Paso Telephone Company, Marseilles Telephone 463 

Company, and Odin Telephone Exchange) was $1,627,184.33  IITA 464 

estimates intrastate switched access revenues for these four companies 465 

at interstate switched access rates is $694,699.34  Thus, in order to reflect 466 

the removal of interstate switched access subsidies, intrastate switched 467 

access revenues in the companies Schedule 1.01 analyses should be 468 

reduced by $932,485.35 469 

 470 

Again, to be clear, under this approach none of these companies would 471 

receive access support IUSF.  Each company would simply mirror their 472 

interstate switched access rates, account for the consequent reduction in 473 

switched access revenues in their Schedule 1.01 estimates, and then 474 

estimate IUSF need based upon the unsubsidized (by intrastate switched 475 

access services)  shortfall between revenues and costs for basic support 476 

services. 477 

 478 

Interstate Switched Access Charge Revenues 479 

 480 

Q. How were interstate switched access revenues accounted for in each 481 

company’s calculation of its basic IUSF funding need?   482 

A. It is my understanding that the companies seeking funding in this 483 

                                            
33  See ICC Staff Exhibit 3.07. 
34  See ICC Staff Exhibit 3.07. 
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proceeding used a simplified rate of return analysis to compare each of 484 

their embedded cost revenue requirements, based upon their 2009 Form 485 

23A financial reports, with a return level of 9.34%. They then used this 486 

analysis to determine the funding needed for each company to achieve a 487 

9.34% return based on 2009 financial figures.  In performing these 488 

calculations, the companies included in their revenues 2009 interstate 489 

switched access revenues.   490 

 491 

Q. Did the carriers include only interstate switched access revenues 492 

collected through charges assessed on interchange carriers? 493 

A. No.  In addition to interstate switched access revenues collected through 494 

charges assessed on interchange carriers, the companies included 495 

revenue received from National Exchange Carrier Association (“NECA”) 496 

settlement pools,36 and Federal Universal Services revenues including 497 

revenues distributed to them through the Local Switching Support (“LSS”), 498 

Interstate Common Line Support (“ICLS”) and Safety Net support 499 

programs.37 500 

 501 

Q. How much interstate switched access revenue was attributable to 502 

revenues received from federal universal service programs, and how 503 

much was received from sources other than through federal 504 

universal service programs? 505 

                                                                                                                                  
35  See ICC Staff Exhibit 3.07. 
36  See company responses to Data Requests JZ 2.07(b). 
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A. In the initial filings in this proceeding, the companies did not provide this 506 

information.  The companies did supply this information in response to 507 

data requests proffered on them by Staff and the GCH companies.38  508 

 509 

Q. Did the sum of universal services and non universal service 510 

revenues identified by the companies as included in the interstate 511 

switched access revenues reported in the Schedule 1.01 analyses 512 

precisely equal the total interstate switched access revenues 513 

actually reported and displayed in the Schedule 1.01s? 514 

A. No.  For eight companies, the sum of universal service revenues reported 515 

as coming from the LSS, ICLS, and Safety Net programs, plus the amount 516 

of non universal service interstate switched access revenues the 517 

companies reported exceeded the total interstate switched access 518 

revenues reported in Schedule 1.01.  The sum of difference for the eight 519 

companies was $1,379,413.39 520 

 521 

Q. What adjustments should have been made to the Schedule 1.01 522 

analyses for these eight companies to account for this additional 523 

revenue? 524 

A. Based on the information supplied in the data request responses, IITA and 525 

the companies should have increased the interstate switched access 526 

revenue totals included in the Schedule 1.01 analyses by $1,379,413 to 527 

                                                                                                                                  
37  See company responses to Data Requests GCH 1.06 and JZ 2.14. 
38  See ICC Staff Exhibit 3.09. 
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account for unreported revenues. 528 

 529 

Q. Do you know why IITA and the companies did not make such an 530 

adjustment?   531 

A. I do not.40   532 

 533 

Q. Does the FCC report how much universal service funding is 534 

distributed to companies? 535 

A. Yes.  The FCC’s Universal Service Monitoring Report, the FCC provides 536 

universal service distributions.41   537 

 538 

Q. Did the sum of universal services revenues the companies indicate 539 

as included in the interstate switched access revenues reported in 540 

                                                                                                                                  
39  See ICC Staff Exhibit 3.03. 
40  I note, however, that three carriers (Hamilton County Co-Op, Madison Telephone 
Company, and McDonough Telephone Cooperative) appear to have over-reported their 2009 
LSS, ICLS and Safety Net receipts in response to the Staff and GCH data requests.  The 
amounts the carriers reported (in response to data requests from Staff and the GCH companies) 
receiving from the LSS, ICLS and Safety Net programs for 2009 exceeds the amount that the 
FCC reported distributing to them by the approximate amount of the difference between the sum 
of universal service revenues that the companies reported receiving from the LSS, ICLS, and 
Safety Net programs plus the sum of non universal service interstate switched access revenues 
that the companies reported receiving less the total interstate switched access revenues reported 
in Schedule 1.01.   Thus, it appears that these carriers over-reported their 2009 LSS, ICLS and 
Safety Net receipts in response to the Staff and GCH data requests, but included the correct 
2009 LSS, ICLS and Safety Net receipts in their Schedule 1.01 operating revenues.  I am 
recommending that the operating revenues relied upon in their Schedule 1.01 analyses be 
adjusted for these three companies by the difference between the sum of universal service 
revenues that the companies reported receiving from the LSS, ICLS, and Safety Net programs 
plus the sum of non universal service interstate switched access revenues that the companies 
reported receiving less the total interstate switched access revenues reported in Schedule 1.01.  
If, however, any or all of these three companies confirm that the sum of universal service 
revenues that it received from the LSS, ICLS, and Safety Net equals the sums that the FCC 
reported distributing to it, and not that reported by company directly in response to the Staff and 
GCH data requests, then I will withdraw my recommended adjustment for the company. 
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the Schedule 1.01 analyses precisely equal the total distributions to 541 

these companies reported in the Universal Service Monitoring 542 

Report? 543 

A. No.  For eight companies, the sum of universal service revenues the 544 

companies received from the LSS, ICLS, and Safety Net programs for 545 

2009, as reported by in the Universal Service Monitoring Report, was 546 

more than the sum of universal service revenues the companies reported 547 

receiving from the LSS, ICLS, and Safety Net programs for 2009.  The 548 

sum of difference for the eight companies was $1,103,711.42 549 

 550 

Q. What adjustments should have been made to the Schedule 1.01 551 

analyses for these eight companies to account for this additional 552 

revenue? 553 

A. IITA and the companies should have increased the interstate switched 554 

access revenue totals included in the Schedule 1.01 analyses by 555 

$1,103,711 to account for unreported revenues. 556 

 557 

Q. Do you know why IITA and the companies did not make such an 558 

adjustment?   559 

A. I do not.43   560 

                                                                                                                                  
41  Universal Service Monitoring Report, CC Docket No. 98-202, 2010, Data Received 
Through October 2010, Prepared by Federal and State Staff for the Federal-State Joint Board on 
Universal Service in CC Docket No. 96-45. 
42  See ICC Staff Exhibit 3.04. 
43  I note, however, that one carrier (Mid Century Telephone Co-Operative) appears to have 
underreported its 2009 LSS, ICLS and Safety Net receipts in response to the Staff and GCH data 
requests.  The difference between what the carrier reported receiving from the LSS, ICLS, and 
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 561 

Affordable Rates 562 

 563 

Q. What affordable rate is IITA proposing to use to establish the IUSF 564 

fund size?   565 

A. IITA is proposing, and according to IITA AT&T Illinois agrees, to use an 566 

affordable rate of $20.39.44  567 

 568 

Q. How is the affordable rate relied upon in the Schedule 1.01 analyses 569 

to establish individual company funding sizes? 570 

A. While not clearly explained, it is my understanding from reviewing the 571 

Schedule 1.01 analyses that these analyses include revenues received 572 

from actual local rates charged during 2009 and that any revenue 573 

adjustment to reflect rates other than actually charged are identified in the 574 

explicit adjustments found on the 4th page of each Schedule 1.01 analysis.  575 

                                                                                                                                  
Safety Net programs plus the sum of the companies reported non universal service interstate 
switched access revenues less the total interstate switched access revenues reported in 
Schedule 1.01 is approximately equal to the difference between the amount the FCC reported 
distributing to it and what the company itself reported receiving from the LSS, ICLS, and Safety 
Net programs.    Thus, it appears that this carrier underreported its 2009 LSS, ICLS and Safety 
Net receipts in response to the Staff and GCH data requests, but included the correct amounts in 
its Schedule 1.01 operating revenues.  I am recommending that the operating revenues relied 
upon in its Schedule 1.01 analyses be adjusted for this company by the difference between the 
amount the FCC reported distributing to it and what the company itself reported receiving from 
the LSS, ICLS, and Safety Net programs.  If, however, the company confirms that the sum of 
universal service revenues that it received from the LSS, ICLS, and Safety Net equals the sums 
that the FCC reported distributing to it, and not that reported by company directly in response to 
the Staff and GCH data requests, then I will withdraw my recommended adjustment for the 
company.   Corrections based on similar reasoning might be in order for Adams Telephone Co-
Operative and Home Telephone Company although possible underreporting of their 2009 LSS, 
ICLS and Safety Net revenues does not account for all of the interstate switched access revenue 
reporting discrepancies for these two carriers. 
44  IITA Petition at paragraph 17. 
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Therefore, the effective rate relied on in establishing funding size for each 576 

company is, in general, the companies’ actual 2009 local rates.   577 

 578 

Q. Were any company’s actual 2009 local rates below the $20.39 local 579 

rate proposed by IITA? 580 

A. Yes.  The weighted average local rate for Montrose Mutual in 2009 was 581 

$19.03.45   582 

 583 

Q. What adjustments should Montrose Mutual have made to the 584 

Schedule 1.01 analyses to reflect the $20.39 affordable rate? 585 

A. Because the Montrose Mutual Schedule 1.01 analysis relied upon revenue 586 

collected at the $19.03 rate, the funding the company requests would be 587 

that funding that supports a $19.03 rate.  However, under the IITA 588 

proposal, each company is to be given only enough support necessary to 589 

support the affordable rate of $20.39.  Therefore, Montrose Mutual should 590 

have imputed the extra revenue it would have received during 2009 if it 591 

had charged $20.39 rather than $19.03.  I have estimated this revenue 592 

amount to be $23,356.46 593 

 594 

Q. Do you know why the company did not make such an adjustment?   595 

A. I do not.   596 

 597 

                                            
45  IITA Response to Staff Data Request JZ 2.04. 
46  See ICC Staff Exhibit 3.05. 
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Q. Should $20.39 be the affordable rate for every company seeking 598 

funding? 599 

A. No.  Section 13-301(2)(c) states, in part, that “[t]he affordable price shall 600 

be no less than the rates in effect at the time the Commission creates a 601 

fund pursuant to this item.”  Thus, while is appropriate to use $20.39 as 602 

the affordable rate for companies that had rates less than $20.39 when 603 

the Commission created the IUSF fund, the appropriate affordable rate for 604 

companies that had rates greater than $20.39 when the Commission 605 

created the IUSF fund should be the companies actual rates when the 606 

fund was created.    Companies that had rates greater than $20.39 when 607 

the Commission created the IUSF fund, if their 2009 rates have been 608 

reduced below the rates in effect when the Commission created the IUSF 609 

fund, should impute revenue using the rates in effect when the 610 

Commission created the IUSF. 611 

 612 

Q. Are there any companies that had rates greater than $20.39 when the 613 

Commission created the IUSF fund should and that have reduced 614 

rates below the rates in effect when the Commission created the 615 

IUSF fund? 616 

A. Yes.  Home Telephone Company had an average local rate of $21.75 617 

when the Commission created the IUSF fund.47  Its 2009 average local 618 

rate was $21.26.48  Therefore, Home should have imputed the extra 619 

                                            
47  Consolidated Dockets, IITA Exhibit 2 on Rehearing, Attachment 2. 
48  IITA Response to Staff Data Request JZ 2.03. 
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revenue it would have received during 2009 if it had charged $21.75 rather 620 

than $21.26.  I have estimated this revenue amount to be $5,851.49 621 

 622 

Q. Do you know why the company did not make such an adjustment?   623 

A. I do not.   624 

 625 

Summary of Recommendations 626 

 627 

Q. Please summarize your recommendations to the Commission. 628 

A. In sum, I recommend the following to the Commission: 629 

 630 

(1) HAI Cost Model: The size by which the IUSF fund generated by the 631 

ROR based methodology exceeds that generated by the HAI based 632 

methodology is, in my opinion, and based on my arguments above, 633 

grounds for the Commission to reject the specific IUSF fund amounts 634 

proposed by IITA.  However, the adjustments proposed by Staff to the 635 

Schedule 1.01 analyses (which are outlined below and in the testimony 636 

of Staff witness Everson) will close the gap between the two 637 

methodologies.  With such adjustments, the methodological estimates 638 

become more closely aligned.  With the Staff adjustments, I believe the 639 

differences in estimates produced by the two methodologies diminish 640 

to the point where the Commission can, as it has in the past, rely, in 641 

part, on the HAI based cost estimates to establish its IUSF fund. 642 

                                            
49  See ICC Staff Exhibit 3.05. 
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 643 

(2) Intrastate Switched Access Charge Revenues: The Commission 644 

should reject the access support component of the IITA and 645 

companies request and reduce the Form 23 A intrastate switched 646 

access revenues contained in the Schedule 1.01 analyses so that they 647 

reflect expected intrastate switched access revenues (after rates are 648 

reduced to their interstate levels).   649 

 650 

(3) Interstate Switched Access Charge Revenues: The Commission 651 

should increase the interstate switched access revenue totals included 652 

in the Schedule 1.01 analyses to include interstate switched access 653 

revenues that the companies reported receiving, but that are not 654 

included in the interstate switched access revenues in the Schedule 655 

1.01 analyses.  The Commission should also increase the interstate 656 

switched access revenue totals included in the Schedule 1.01 analyses 657 

to include universal service fund payments that the FCC reported 658 

distributing to the carriers, but that the carriers did not include in their 659 

interstate switched access revenues in the Schedule 1.01 analyses. 660 

 661 

(4) Affordable Rates: The Commission should impute revenues for 662 

Montrose Mutual and Home Telephone and include the imputed 663 

revenues in the companies Schedule 1.01 analyses so that their need 664 

analysis is based upon support for affordable rather than the lower 665 
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actual local rates the companies charged in 2009. 666 

 667 

The specific company by company adjustments that I recommend and 668 

describe above, which are conditioned on the Commission rejecting the 669 

access support IUSF fund,  would result in a collective reduction in 670 

operating revenues in the companies’ Schedule 1.01 analyses of 671 

$2,499,082.50  The specific impacts of these reductions, as well as others 672 

recommend by Staff, on the basic IUSF fund size are reflected in the 673 

adjusted Schedule 1.01 analyses submitted by Staff Witness Everson in 674 

this proceeding. 675 

 676 

Q. Does this conclude your direct testimony? 677 

A. Yes. 678 

                                            
50  See ICC Staff Exhibit 3.08. 
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