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I. 

Q. Please state your name and business address. 39 

A. My name is Jack D. Phillips.  My business address is 14450 Burnhaven Drive, 40 

Burnsville, Minnesota 55306. 41 

 42 

Q. Are you the same Jack D. Phillips that submitted direct testimony in the 43 

proceeding? 44 

A. Yes. 45 

 46 

Q. On what companies’ behalf is this testimony submitted? 47 

A. This testimony is submitted on behalf of Frontier Communications - Midland, 48 

Inc., Frontier Communications - Prairie, Inc., Frontier Communications - 49 

Schuyler, Inc., Frontier Communications of DePue, Inc., Frontier 50 

Communications of Illinois, Inc., Frontier Communications of Lakeside, Inc., 51 

Frontier Communications of Mt. Pulaski, Inc., Frontier Communications of Orion, 52 

Inc., Frontier North Inc., Frontier Communications of the Carolinas Inc., and 53 

Citizens Telecommunications Company of Illinois (collectively “Frontier”).  54 

 55 

II. 

WITNESS INTRODUCTION  38 

A. The purpose of my Supplemental Direct Testimony is to address the impact of the 58 

Federal Communications Commission’s (“FCC”) federal universal service and 59 

intercarrier compensation order (“FCC Order”), issued November 18, 2011, on 60 

PURPOSE OF TESTIMONY AND SUMMARY OF POSITION 56 

Q. What is the purpose of your supplemental direct testimony? 57 
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Frontier’s position in this proceeding1; support Frontier’s continued receipt of 61 

Illinois Universal Service Fund (“IUSF”) funding; to comply with the 62 

Administrative Law Judge’s directive to file the “Form 1.01” for each of these 63 

companies for which Frontier seeks IUSF2

A. In my direct testimony, I urged the Illinois Commerce Commission (“ICC”) to 69 

defer ruling on the petitions which are the subject of this proceeding until the FCC 70 

issued its federal universal service and intercarrier compensation order.  The 71 

rationale for my position was premised on the likely potential impact of the FCC 72 

order on issues being addressed in this proceeding.  As anticipated, the FCC 73 

Order did make significant changes to the federal universal service fund and 74 

intercarrier compensation.  Following issuance of the FCC Order, I participated in 75 

three informal workshops with the ICC Staff and other parties to discuss 76 

implications of the FCC Order on this proceeding and the procedural options to 77 

move this matter forward.  Frontier also engaged in discussions with 78 

representatives from Illinois Bell Telephone Company (or “AT&T Illinois”).  79 

Based on those discussions, I believe Frontier and AT&T Illinois have arrived at a 80 

common understanding that resolves certain issues.  Due to time constraints, 81 

; and to urge the Commission to initiate 64 

a new proceeding to address the longer term goal and structure of the IUSF. 65 

    66 

Q. Please summarize your direct testimony filed on August 30, 2011 in this 67 

proceeding. 68 

                                                           
1 Report and Order and Notice of Proposed Rulemaking, FCC Order 11-161(rel. November 18, 2011). 
2 At the January 24, 2012 Hearing in this proceeding, parties seeking funding through the Illinois Universal 
Service Fund (“IUSF”) were directed to file the “Form 1.01” along with supporting testimony on March 23, 
2012.  (transcript from 1/24/12 hearing, lines 6-12, p.102)  
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however, we are not in a position to address those issues now, but hope to make a 82 

separate filing subsequent to filing this testimony. 83 

 84 

In my direct testimony,  I also explained that Frontier has eight small incumbent 85 

local exchange carriers (“ILECs”) in Illinois with less than 35,000 access lines, 86 

that each of those companies received support pursuant to the Commission’s 87 

Twenty-Seventh Interim Order in Docket No. 83-0142, and thus, they are eligible 88 

to qualify for receipt of IUSF.  In Docket Nos. 00-0233 and 00-335, three of the 89 

Frontier companies (Frontier Communications of Illinois, Inc., $11,216; Frontier 90 

Communications – Midland, Inc., $303,744; and Frontier Communications- 91 

Schuyler, Inc., $152,652) ultimately received annual support totaling $467,612.    92 

These three Frontier companies continue to receive this level of support today.  93 

IITA and AT&T entered into a Stipulation and Agreement that was filed in 94 

Docket No. 11-0211.  Frontier was not included in the negotiation of that 95 

agreement and the Stipulation and Agreement was silent with respect to Frontier’s 96 

continued receipt of funding.  Separately, Geneseo Telephone Company, 97 

Cambridge Telephone Company and Henry County Telephone Company filed (in 98 

Docket No. 11-0210) a different proposed framework for IUSF that would help 99 

fund infrastructure that would also support broadband expansion in the lower 100 

density, higher cost areas of the state.  I described the expectations of the pending 101 

FCC order and the potential impact that pending action could have on this 102 

proceeding.  It was my primary recommendation that the Commission maintain 103 

the existing IUSF given uncertainty of the pending order and that it defer action 104 
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until an FCC order was issued giving both the industry and Commission Staff an 105 

opportunity to evaluate the impact of the order.       106 

  107 

Q. Has Frontier’s recommendation to the Commission changed since you filed 108 

your direct testimony on August 30, 2011? 109 

A. Yes.  While there are still issues that will be addressed by the FCC in the coming 110 

weeks, months and years, the FCC Order provides the greatest clarity on the 111 

future of federal universal service and intercarrier compensation.  Frontier 112 

believes there is now sufficient clarity to move forward with an interim update to 113 

the IUSF.  Frontier urges the Commission, following the conclusion of this 114 

proceeding, to initiate a new docket to consider a more comprehensive review of 115 

the entire funding mechanism for Illinois to fulfill public policy goals with respect 116 

to availability of both voice and broadband services in the state. 117 

 118 

Q. What is Frontier’s recommendation to the Commission with respect to 119 

revisions to the IUSF in this proceeding? 120 

A. Frontier recommends that the Commission issue an order updating the existing 121 

funding mechanism for an interim period – a period sufficient for the Commission 122 

and state policy makers to identify Illinois’ public policy goals for voice and 123 

broadband services and for a framework for fulfillment of those goals to be 124 

established and implemented. 125 

 126 

 127 
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Q. Why has Frontier’s position changed in this proceeding? 128 

A. I participated in informal workshops on December 13, 2011, January 5, 2012 and 129 

January 17, 2012.  The December workshop focused discussion on the impact of 130 

the FCC USF/ICC order and the January workshops focused on establishing some 131 

general procedural agreement on the issues and framework for subsequent rounds 132 

of testimony.  While there was no formal, binding agreement as an outcome to 133 

those workshops, there was some general agreement on the process for updating 134 

the record in the case so there would be consistency for the data being filed and 135 

supported among parties seeking IUSF support under the framework proposed by 136 

IITA in their testimony in Docket No. 11-0211.   137 

 138 

As a result of Frontier’s participation in these workshops and reflecting the FCC’s 139 

Order, Frontier supports, on an interim basis, the general framework contained in 140 

the Stipulation and Agreement filed by IITA and AT&T in Docket No. 11-0211, 141 

subject to some modifications. 142 

 143 

Q. What modifications to the Stipulation and Agreement does Frontier support? 144 

A. Frontier supports the general framework contained in the Stipulation and 145 

Agreement with modifications outlined below: 146 

  147 

a. Funding should not be limited to IITA member companies or companies that 148 

were parties to the Stipulation and Agreement.  IUSF funding should be 149 
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available to carriers in Illinois, including Frontier, that are eligible for IUSF 150 

support. 151 

  152 

b. The Stipulation and Agreement contemplated two funding mechanism 153 

components.  The first component, “Basic Elements of The IUSF” utilizes: a 154 

demonstration that funding is supported by the forward-looking economic 155 

costs of supported services; a financial rate-of-return analysis (“Form 1.01”) 156 

demonstrating the level of needed support; and a funding adjustment to the 157 

extent each company’s actual rates are below a monthly affordable benchmark 158 

rate of $20.39.  The second component of the funding mechanism, “The 159 

Access Restructuring Element Of The IUSF”, would provide funding to 160 

recover revenue reductions resulting from the stipulation condition that 161 

“Small ILECs” set their intrastate switched access rates at rates no higher than 162 

their respective interstate switched access rates.   163 

  164 

c. The FCC Order preempted states by prescribing a new framework for setting 165 

terminating intrastate access rates and establishes a federal mechanism for 166 

revenue recovery.  Therefore, an interim IUSF should reflect a mechanism for 167 

recovery of only originating access revenue reductions.  Frontier supports the 168 

replacement of “The Access Restructuring Element of the IUSF” with an 169 

originating access revenue reduction adjustment in the “Form 1.01” thereby 170 

providing a mechanism for recovery of the originating access revenue 171 

reductions contemplated to result from this proceeding. 172 
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  173 

d. The Stipulation and Agreement contemplated the use of calendar year 2008 174 

access minutes in the calculation of the access revenue loss.  Frontier 175 

supports, as a third modification, the update of the access minutes to calendar 176 

year 2009 to provide a more current quantification of the impact of the 177 

originating access rate reductions under this proceeding. 178 

  179 

    

A. CostPro is a forward-looking economic cost model.  The broadband version of 191 

this model is under consideration by the FCC for determination of federal 192 

universal service support.  The version used in my testimony is the version that 193 

determines economic cost for voice service and does not include network design 194 

to support broadband services.  The model uses the actual location of each 195 

Evidence of Frontier’s Need for IUSF Support 180 

Q. To comply with Section 13-301(1)(d), has Frontier prepared an economic cost 181 

study of supported services for companies for which it seeks IUSF ? 182 

A. Yes.  Section 13-301(1)(d) permits IUSF support only to the extent the economic 183 

cost of supported service exceeds the sum of: 1) revenues generated at the 184 

affordable rate and 2) federal universal service support.  Frontier has conducted 185 

such studies using the economic cost model developed by CostQwest Associates 186 

known as “CostPro”. 187 

 188 

Q. Please describe the methodology used by CostPro to develop the economic 189 

cost studies. 190 
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customer premise within each of Frontier’s wire centers.  The customer locations 196 

are spatially identified and the most efficient cable routes, following actual roads, 197 

are determined based on a Minimum Spanning Road Tree (MSRT).  Appropriate 198 

network components and locations for cable size, Digital Loop Carriers (DLCs) 199 

and Feeder Distribution Interfaces (FDIs) are determined by the model using 200 

forward-looking technologies and efficient network design principles.  Once the 201 

network is configured, CostPro’s investment calculation uses the dollar value for 202 

materials for each network component, by location.  Depreciation and operating 203 

expenses are determined from the use of nationally derived cost factors.  The 204 

result is that the model used by Frontier in this proceeding produces total element 205 

long-run incremental cost (“TELRIC”) for each major network component in 206 

providing basic local service.        207 

 208 

Q. Do the forward-looking economic costs of providing basic local service in 209 

Frontier’s service area support the receipt of IUSF funding? 210 

A. Yes.  The TELRIC for basic local service components including: loops, line ports, 211 

end office usage, signaling, transport network components and overhead costs 212 

were determined for each of the six companies for which Frontier is seeking IUSF 213 

funding.  Exhibit 2.01 summarizes the resulting economic cost of providing basic 214 

local service by Frontier exchange, by network component as well as a total 215 

(monthly) cost per line for each exchange and a weighted average cost for each of 216 

Frontier’s companies seeking IUSF support.  The weighted average monthly costs 217 

per line range from $49.02 for Frontier of Orion to $113.63 for Frontier-Midland.  218 
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The following table illustrates the weighted average monthly cost for line for each 219 

Frontier company as reflected in Exhibit 2.01: 220 

  

 
Monthly Economic Cost Per Line 

 Frontier of Illinois  $             90.58  
Frontier - Midland  $           113.63  
Frontier of Lakeside  $             98.75  
Frontier of Mt. Pulaski  $             87.50  
Frontier- Schuyler  $             83.86  
Frontier of Orion  $             49.02  

 221 

 For each Frontier company, the weighted average monthly costs far exceed the 222 

$20.39 affordable rate level proposed by IITA and supported by Frontier. 223 

 224 

Exhibit 2.02 summarizes the (monthly) economic cost of providing supported 225 

service from the CostPro model, the proposed affordable (monthly) rate of 226 

$20.39, and the access line count for each of the six Frontier companies seeking 227 

IUSF.  This exhibit calculates the extent to which the economic “per line” cost 228 

exceeds the affordable rate and multiplies the result by the number of access lines 229 

to determine the “potential support level”.  The level of federal support for 2011 230 

was deducted from the “potential support level” to determine the “IUSF eligibility 231 

amount” for each of the companies for which Frontier seeks IUSF.  The “IUSF 232 

eligibility amount” represents the maximum level of support for which the 233 

Frontier companies are eligible.   234 



Frontier Communications Exhibit 2.0 
 

 11 
 

Company 

Potential 
Support- 
Annual 

Federal 
Support 
Funds- 
2011 

IUSF Eligibility 
Amount 

Frontier of Illinois      $2,974,091  
      
$165,108   $2,808,983  

Frontier - Midland 
      
$4,271,884  

      
$642,345   $3,629,539  

Frontier of Lakeside 
         
$625,313  

        
$33,654   $591,659  

Frontier of Mt. Pulaski 
      
$1,863,510  

      
$102,072   $1,761,438  

Frontier - Schuyler 
      
$1,000,795  

        
$91,020   $909,775  

Frontier of Orion 
         
$482,358  

        
$71,820   $410,538  

 235 

Q. Has Frontier prepared the “Form 1.01” to conduct a rate of return analysis 236 

for companies? 237 

A. Yes.  A rate of return analysis was conducted for calendar year 2009 for Frontier 238 

of Illinois, Inc., Frontier- Midland, Inc., Frontier of Lakeside, Inc., Frontier of Mt. 239 

Pulaski, Inc., Frontier – Schuyler, Inc., and Frontier of Orion, Inc., with certain 240 

adjustments described in my testimony.  Attached as Exhibit 2.03 are the “Form 241 

1.01” reports for each of the companies for which Frontier is seeking IUSF 242 

support. 243 

  244 

Q. Please describe the “Form 1.01” analysis prepared for the companies for 245 

which Frontier seeks IUSF support. 246 

A. While Frontier was not a party to the initial Stipulation and Agreement, it has 247 

prepared the rate of return analysis “Form 1.01” consistent with the methodology 248 

outlined in the Stipulations, making the adjustments outlined in Mr. 249 
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Schoonmaker’s direct testimony, with one exception.  I understand from 250 

participation in workshops, the ICC Staff prefers that the anticipated impact of a 251 

reduction in intrastate switched access revenues be made as a revenue adjustment 252 

in the “Form 1.01” analysis.  Frontier’s calculation is in lieu of the separate 253 

“Access Restructuring Element of the IUSF” contemplated in the Stipulation and 254 

Agreement. 255 

  256 

Therefore, Frontier has included three categories of revenue adjustments in the 257 

“Form 1.01”:  258 

a.  to “normalize” 2009 federal USF support to the level of support attributable 259 

to 2009; 260 

b. to impute revenue to the extent rates are below the affordable rate level of 261 

$20.39; and  262 

c. to reflect the anticipated loss of originating intrastate access revenue resulting 263 

from mirroring interstate access rates.  264 

 265 

Q. Please describe the adjustments to normalize 2009 federal USF support to 266 

 the level attributable to 2009. 267 

A. Frontier’s 2009 general ledger reflected the inclusion of federal local switching 268 

support (“LSS”) true-up adjustments attributable to prior periods.  Adjustments 269 

were made to reverse those true-up entries.  Similarly, true-ups attributable to 270 

2009 were recorded in periods subsequent to the close of the 2009 general ledger 271 
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and adjustments were made to the 2009 support levels to recognize that those 272 

true-ups are attributable to 2009. 273 

  274 

The true-up adjustments are summarized in Exhibit 2.04, were included on the 275 

“revenue adjustment” sheet of the “Form 1.01”, and were carried forward as a 276 

revenue adjustment on page 1 of the “Form 1.01”. 277 

  278 

Q. Please describe the adjustments to impute revenue to recognize that some of 279 

Frontier’s rates are below the proposed affordable rate level of $20.39. 280 

A. When the Commission last ruled on the issue in 2002, it set the “affordable rate” 281 

at $20.39. (Second Interim Order on Rehearing, Case Nos. 00-0233 and 00-355, 282 

Issued March 13, 2002, p.6.)  Frontier has made a revenue adjustment to the 283 

“Form 1.01” for those companies that have a weighted average basic local service 284 

rate below that affordable rate level.  The purpose of the adjustment is to impute 285 

the additional revenue that would have been generated had the rate been at the 286 

affordable level.  The calculation of the weighted average rate for each of the 287 

Frontier companies seeking IUSF support is shown in Exhibit 2.05, page 1.  The 288 

proposed revenue imputation adjustment is shown in Exhibit 2.05, page 2. 289 

 290 

Q. Please describe the adjustment to reflect the anticipated loss of originating 291 

intrastate access revenue resulting from mirroring interstate access rates. 292 

A. Section 13 of the Stipulation and Agreement contemplated that IUSF recipient 293 

companies would reduce both originating and terminating intrastate access rates 294 
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to their respective interstate levels.  The Stipulation and Agreement further 295 

contemplated recovery of the resulting revenue reductions through the IUSF.  The 296 

FCC Order preempted state jurisdiction by capping terminating intrastate access 297 

rates at the interstate level and established a revenue recovery mechanism.  As a 298 

result of the federal preemption and revenue recovery mechanism for terminating 299 

access, recovery from the IUSF should be limited to losses resulting from 300 

reduction of originating intrastate access rates.  Exhibit 2.06 demonstrates the 301 

calculation of the access revenue reduction resulting from mirroring originating 302 

access rates.  The originating access revenue reduction resulting from reducing 303 

intrastate access rates to the interstate level was determined by calculating 304 

revenue at the intrastate rates using 2009 intrastate originating demand quantities; 305 

calculating revenue at the interstate rates using the same demand quantities; and 306 

then determining the difference in revenue levels. 307 

 
Intrastate Originating 

Access Revenue Impact 
 
 
 FC Illinois ($32,374.78) 
FC Midland ($50,621.48) 
FC Lakeside ($4,487.31) 
FC Mt Pulaski ($9,608.37) 
FC Schuyler ($18,652.69) 
FC Orion ($3,675.80) 

  Total Frontier IUSF Companies ($119,420.44) 
 308 

Q. Are there any other adjustments to the “Form 1.01”? 309 

A. No.  No other adjustments are required to normalize the “Form 1.01” rate of 310 

return analysis to reflect 2009 financial results. 311 

 312 

Q. What are the results of the “Form 1.01” rate of return analysis? 313 
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A. Frontier Communications of Illinois, Frontier Communications- Midland, Frontier 314 

Communications of Lakeside, Frontier Communications of Mt. Pulaksi, Frontier 315 

Communications – Schuyler, and Frontier Communications of Orion have 316 

revenue deficiencies totaling $3,365,020.  The individual company deficiencies 317 

are summarized in Exhibit 2.07. 318 

  319 

  "Form 1.01 Revenue 
Deficiency Company 

FRONTIER COMMUNICATIONS OF ILLINOIS  $                  1,080,282  
FRONTIER COMMUNICATIONS - MIDLAND  $                      791,401  
FRONTIER COMMUNICATIONS OF LAKESIDE  $                        42,575  
FRONTIER COMMUNICATIONS OF MT. PULASKI  $                      807,306  
FRONTIER COMMUNICATIONS - SCHUYLER  $                      380,416  
FRONTIER COMMUNICATIONS OF ORION  $                      263,040  
   Total  $                  3,365,020  

 320 

 321 

Q. What is your conclusion with respect to Frontier’s continued qualification of 322 

 IUSF support? 323 

A.  Frontier’s eight small incumbent local exchange carriers (“ILECs”) in Illinois 324 

with less than 35,000 access lines received support pursuant to the Commission’s 325 

Twenty-Seventh Interim Order in Docket No. 83-0142, and thus, they are eligible 326 

to qualify for receipt of IUSF.  In Docket Nos. 00-0233 and 00-335, three of the 327 

Frontier companies ultimately received annual support totaling $467,612.  My 328 

testimony demonstrates that the Frontier companies have demonstrated a 329 

continued level of support exceeding $467,612.  While Frontier was not a party to 330 
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the Stipulation and Agreement filed in this case, Frontier has entered into a 331 

Supplemental Stipulation and Agreement in which it has agreed to capping its 332 

level of support at the current level plus the recovery of lost originating intrastate 333 

access revenues resulting from the mirroring of interstate access rates.   334 

 335 

Frontier is not an IITA member and was not a party to the Stipulation And 336 

Agreement.  While Frontier would have preferred that the existing funding 337 

mechanism and IUSF support levels remain in place pending a broader and more 338 

comprehensive proceeding to investigate the goals and subsidy mechanism that 339 

may (or may not) be appropriate for Illinois, we understand the desire to update 340 

the record in this case, especially in light of the proposed intrastate access rate 341 

reductions contemplated in the Stipulation and Agreement.  On the premise that 342 

this is an interim update to the IUSF, Frontier is agreeable to capping the 343 

collective level of IUSF support it receives in this proceeding at the level the 344 

Frontier companies collectively receive today plus the level of intrastate access 345 

rate reduction resulting from mirroring interstate access rates.       346 

 347 

Exhibit 2.07 summarizes the revenue deficiency for each of the six Frontier 348 

companies seeking IUSF support.  The aggregate revenue deficiency for the six 349 

companies is $3,365,020.  Since the deficiency level exceeds the existing level of 350 

support of $467,612, Frontier proposes to allocate the prospective support level 351 

based on the relative revenue deficiency for the respective companies in the 352 

following manner:  353 
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  354 

 

"Form 1.01” 
Revenue 

Deficiency 
Allocation 

of Total 

Allocation of 
Deficiency to 
Achieve Cap 

 

 Company 
   

FRONTIER COMMUNICATIONS OF ILLINOIS 
      
$1,080,282  0.321 

         
$150,119  

FRONTIER COMMUNICATIONS - MIDLAND 
          
$791,401  0.235 

         
$109,975  

FRONTIER COMMUNICATIONS OF LAKESIDE 
            
$42,575  0.013 

             
$5,916  

FRONTIER COMMUNICATIONS OF MT. PULASKI 
          
$807,306  0.240 

         
$112,185  

FRONTIER COMMUNICATIONS - SCHUYLER 
          
$380,416  0.113 

           
$52,864  

FRONTIER COMMUNICATIONS OF ORION 
          
$263,040  0.078 

           
$36,553  

   Total 
      
$3,365,020  1.000 

         
$467,612  

 355 

 356 

 Exhibit 2.07 also summarizes the level of support each of the companies with a 357 

deficiency would receive for recovery of intrastate access revenue losses resulting 358 

from mirroring originating interstate access rates.  This revenue loss totals 359 

$119,421 for the six companies as described in my testimony above and as shown 360 

in Exhibit 2.06. 361 

  362 

The total level of requested IUSF support is $587,033, comprised of $467,612 in 363 

continued support and $119,421 for recovery of the originating access revenue 364 

loss as summarized, by company, below. 365 

 366 

 Allocation of Recovery of Total 
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Deficiency to 
Achieve Cap 

Mirroring 
Orig. 

Interstate 
Rate 

Requested 
IUSF Support 

 

 Company 
   

FRONTIER COMMUNICATIONS OF ILLINOIS 
        
$150,119  

           
$32,375  

        
$182,494  

FRONTIER COMMUNICATIONS - MIDLAND 
        
$109,975  

           
$50,621  

         
$160,596  

FRONTIER COMMUNICATIONS OF LAKESIDE 
            
$5,916  

             
$4,487  

           
$10,403  

FRONTIER COMMUNICATIONS OF MT. PULASKI 
        
$112,185  

             
$9,608  

         
$121,793  

FRONTIER COMMUNICATIONS - SCHUYLER 
          
$52,864  

           
$18,653  

           
$71,517  

FRONTIER COMMUNICATIONS OF ORION 
          
$36,553  

             
$3,677  

           
$40,230  

   Total 
        
$467,612  

         
$119,421  

         
$587,033  

 367 

 368 

Q. Does this conclude your testimony? 369 

A. Yes, it does.   370 


