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Please state your name and business address.
Michael W. Stokes. My business address is 2141 W. White Oaks Dr., Suite A,

Springfield, Illinois 62704.

By whom are you employed and in what capacity?

| am employed as an accountant/CPA for Stokes and Co., CPA’s, LLC.

Please outline your educational background and business experience.

| graduated from the University of Illinois - Springfield in 1989 with a Bachelor degree in
Accountancy. Upon graduation, | became employed with Kiesling Associates LLP and
worked there for over 4 years. My experience at the firm involved providing accounting,
auditing, regulatory reporting, budgeting, costing, and individual & corporate income tax
preparation primarily to small independent telephone companies. From 1993 through
1996, | was employed by McGladrey & Pullen CPA’s (a big eight CPA firm) as a
certified public accountant and later for Growmark FS. In 1996, | began practicing as a
sole practitioner CPA. 1 built a practice from 1996 to 2000 to include four employees
which primarily provided audit, tax and accounting services to telephone, cellular, cable

TV, and contractor clients.

In 2001, I merged my practice and my employees with my previous employer Kiesling
Associates LLP and was appointed partner-in-charge of their existing Springfield,
Illinois, branch office. In 2004, 1 sold my accounting practice to Kiesling Associates
LLP and took the following four years working on a limited basis for only a few clients

(including a Telephone Company located in Missouri). Starting in 2009, following the
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expiration of a non-compete, | began to expand Stokes & Co., CPA’s, LLC and currently
provide services to approximately 20 telephone and cable TV clients as well as several

non-telephony clients such as contractors and manufacturers.

How did you come to be involved in gathering of evidence for the IUSF?

The Company received a request from the IITA a number of months ago to complete the
form referred to as the Form 1.01. | understand that the form is essentially the same form
capturing the same information established by agreement between the IITA and
Commission Staff in consolidated Docket Nos. 00-0233 and 00-0335 and relied upon by
the Illinois Commerce Commission in establishing the current Illinois Universal Service
Fund (“IUSF”). | also understand that Mr. Schoonmaker who is testifying on behalf of
the IITA will be describing the general format of the form in greater detail and will
explain the use of the results from the form in establishing the proposed revision to the

IUSF.

Did you complete the Schedule 1.01 for the Company in accordance with its
instructions and based on the Company’s Schedule 23A or other information filed
by the Company with the Commission for the year 2009?

Yes, | completed Schedule 1.01 for the Company based on the Company’s Schedule 23A
or other information filed with the Commission for the year 2009. For certain
information that was not available from the Schedule 23A filed with the Commission |
used Company records as the source of information. That Schedule 1.01 is attached as

Exhibit 1.01 to this testimony.
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Have you provided the Company’s Schedule 1.01 with all the requisite information
to Mr. Schoonmaker for his use in compiling the composite results for all companies
seeking updated IUSF funding in connection with his testimony in this docket?

Yes. The Company initially provided this information to Mr. Schoonmaker for use in
negotiating the Stipulation and Agreement between the IITA and AT&T. The Company

has confirmed this information for use in this docket.

Is the Company’s Schedule 1.01 (Exhibit 1.01 to this testimony) true and correct to
the best of your knowledge, information and belief?

Yes. A substantial part of the information included in Schedule 1.01 comes directly from
the Form 23A. As stated in the accountant’s report that accompanies the Form 23A as
filed with this Commission for the year 2009, the Company’s financial statements and
any supplementary information included in the prescribed form are prepared in
accordance with Standards for Accounting and Review Services issued by the American
Institute of Certified Public Accountants. The Company’s financial statements and
records are kept in accordance with Generally Accepted Accounting Principles (GAAP)
and FCC Part 32 accounting rules. In addition, additional information that is presented in
the Schedule 1.01 that did not come from these sources, but from the Company’s records

is also true and correct to the best of my knowledge, information, and belief.

Did you make any of the standard adjustments as directed by the instructions to the
Schedule 1.01 which Mr. Schoonmaker describes in his testimony?

Yes.
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Standard Adjustment #1 of the described standard adjustments is an adjustment to
normalize approved regulatory changes. Did the Company have this type of
adjustment?

Yes. Because the Company’s local rates are actually lower than the
Commission-established affordable rate, | calculated an adjustment to impute additional
local revenue to the Company’s operating revenues based on the affordable rate. The
revenue adjustment for this item was an increase of $7,862 to total operating revenues.
This adjustment to revenue is reflected on the Company’s Schedule 1.01, Page 1, Line
14. This adjustment is also shown on Page 4 of Schedule 1.01, which is attached to my

testimony.

Standard Adjustment #2 is related to out of period or extraordinary revenue and
expense adjustments. Did the Company have this type of adjustment?

No.

Standard Adjustment #3 relates to significant or extraordinary changes in plant
investment. Did the Company make this type of adjustment?

Yes. The Company has made adjustments to plant to reflect the addition of fiber to the
home plant additions made in 2010. The result of the rate base adjustments is an
adjustment increase to net rate base of $150,000. This adjustment is shown on Page 4 of
Schedule 1.01. The net rate base increase amount of $150,000 is also shown on Page 1 of

Schedule 1.01 in the adjustment column for Line 1, Net Regulated Plant.
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Standard Adjustment #4 relates to adjustments made to Federal USF amounts. Did
the Company make any of this type of adjustment?

Yes. The Company made an adjustment to reflect the difference between high cost loop
(HCL) revenues booked in 2009 and the known and measurable amount of HCL revenues
for 2010 provided to the Company by NECA. This difference is a decrease in revenues
in the amount of $1,515. This adjustment is shown on Page 4 of Schedule 1.01. This
amount is also shown on Page 1 of Schedule 1.01 as a portion of the amount in the

adjustment column for Line 14, Total Operating Revenues.

Standard Adjustment #5 refers to adjustments made to reflect non-regulated
revenue or expense items that may have been reflected in the Company’s regulated
accounts as shown in Schedule 23A. Did the Company make this type of
adjustment?

No. Based on the Company’s accounting practices no non-regulated revenues or

expenses are included in the Company’s regulated accounts.

Has your Company reviewed and does your Company support the Stipulation and
Agreement between the IITA and AT&T?

Yes. As | mentioned above, we provided our Schedule 1.01 information to

Mr. Schoonmaker and the 1ITA in support of the Stipulation and Agreement negotiation
process. The Company supports the Stipulation and Agreement taken in its entirety.
Although the Company believes that the agreed 9.34% after-tax cost of capital is
inadequate in the long run to attract sufficient capital to high cost areas like those the

Company serves, the Company believes the approval of the Stipulation and Agreement
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will provide a needed and timely interim updating of the IUSF better reflecting the
current financial circumstances and needs of individual companies pending further action
by the FCC. The Company also supports the creation of an access restructuring element
for the IUSF that will allow small carriers in Illinois to mirror their intrastate switched
access rates to their interstate switched access rates by replacing the revenues lost from a
reduction in intrastate switched access rates on a dollar-for-dollar basis as set forth in the

Stipulation and Agreement.

Does that conclude your testimony?

Yes it does.
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Illinois Universal Service Funding Calculation
Based upon ICC Form 23A Report Data for December 31, 2009

Description

Net Regulated Plant

Materials and Supplies Inventory
Customer Deposits

ADIT - Regulated Plant

Rate Base before Working Capital

Working Capital Requirement
Total Operating Expenses
Less: Depreciation Expense

Total WC Operating Expense
WC OE Requirement

Source

Form 23A, P 8, Net Plant
Page 2, 13-Month Average
Form 23A, P 8, 4040

Form 23A, P 8, 4100 + 4340

line 1 +line 2 - line 3 - line 4

Form 23A, P 11, Total
Form 23A, P 11, 6560

line 7 - line 8

line 9 * 45/ 360

Commission-Ordered Cash Balance Requirement

Total Working Capital Requirement

Total Rate Base

Total Operating Revenues
Less: lllinois Universal Service Fund

Net Operating Revenues

Total Operating Expenses

Other Operating Inc and Exp - Net
Other Operating Taxes

Net Op Inc before Income Taxes
Income Tax Expense

Net Operating Income

Return on Rate Base

After-tax Cost of Capital
Target Net Operating Income

Adj to Achieve Target Return on RB
Gross Revenue Conversion Factor
ROR Funding Deficiency Including Inc Taxes

Calculation of Income Tax Expense
Net Op Inc before Inc Taxes
lllinois Inc & Rep Tax Expense

Net Op Inc before Fed Inc Tax
Federal Income Tax Expense

Total Imputed Income Tax Expense

Gross Revenue Conversion Factor

* Provide detail on Page 4 for all adjustments.

line 10 + line 11

line 5 + line 12

Form 23A, P 9, Total
Page 3, Line 4

line 14 - line 15

Form 23A, P 11, Total
Form 23A, P 12, 7100
Form 23A, P 12, 7240

line 16 - lines 17, 18, & 19
line 34

line 20 - line 21
line 22/ line 13
line 24 * line 13
line 25 - line 22
line 35

line 26 * line 27
line 20

line 30 * 7.30%
line 30 - line 31

line 32 * 34.00%

line 31 + line 33
1/((1-.0730) * (1 -.34))

Page 1 of 4

Amount
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Adjustment*

Adjusted
Amount

$ 1,593,549
22,793

2,800
142,446

492,280
138,331

$ 150,000

$ 1,743,549
22,793
2,800

142,446

1,621,096

492,280
138,331

353,949

353,949

44,244

518,901

9,377

44,244
1,665,340

528,278

518,901
492,280

3,438

9,377

528,278
492,280

3,438

23,183

9,377

32,560
12,639

19,921

1.20%

11.21%

186,685

166,764
1.6345

272,575

32,560
2,377

30,183

10,262

12,639
1.6345
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Reynolds Telephone Company
lllinois Universal Service Funding Calculation
Based upon ICC Form 23A Report Data for December 31, 2009
Material & Supplies Worksheet and Other Information

December-08 $23,865
January-09 $23,865
February-09 $23,865
March-09 $23,865
April-09 $23,865
May-09 $23,865
June-09 $23,427
July-09 $23,332
August-09 $22,582
September-09 $23,352
October-09 $23,352
November-09 $22,408
December-09 $14,663
13 Month Average $22,793

Sale/Lease Back Arrangement

The company does not have any sale(s)/lease back arrangement.

[ ] Thecompany does have sale(s)/lease back arrangement.

Lease Agreement with Affiliates

[ ] Thecompany does not have any lease agreements with affiliates.

[ ] Thecompany does have lease agreements with affiliates.

Tax Status (1=Taxable, 2=Coop) 1
After Tax Return-Taxable 11.21%
After Tax Return-Coop 12.60%

Page 2 of 4
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Based upon ICC Form 23A Report Data for December 31, 2009
Operating Revenues By Category

Local Revenues

State Subscriber Line Charges
State Access Revenues

State Universal Service Support
State Special Access Revenues

Total State Access & Local Revenues
Federal Subscriber Lines Charges
Federal Access Revenues

Federal High Cost Loop Support
Federal Special Access Revenues
Total Federal Access Revenues

Misc Revenues

Total Operating Revenues

Source
Form 23A, P 9, Total Local
Network Service Revenues

Trial Balance 12/31/09
Trial Balance 12/31/09
Trial Balance 12/31/09
Trial Balance 12/31/09

Sum (Ln 1 -5)
Trial Balance 12/31/09
Trial Balance 12/31/09
Trial Balance 12/31/09
Trial Balance 12/31/09

Sum (Ln 7 - 10)

Trial Balance 12/31/09

Ln6+Lnll+Ln1l2

Page 30f 4

Amount

$ 123,409
$ 21,369
$ 58,401
$ -

$ 30,775
$ 233,954
$ 34,867
$ 191,207
$ 29,970
$ 13,996
$ 270,040
$ 14,907
$ 518,901
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Reynolds Telephone Company
Illinois Universal Service Funding Calculation
Based upon ICC Form 23A Report Data for December 31, 2009
Description of Adjustments

Description of Adjustment Calc Debit Credit
Rate Base Adjustments
Fiber to the Home Investment $150,000
Revenue Adjustments
Local Rate Adjustment $20.39 Residential
Local Rate $14.25
State SLC $4.19
Total Rate $18.44
12/31/09 Lines 336
Monthly Revenue $6,196
Annualized Revenue $74,350
Annualized Revenue @ 20.39 $82,212
Difference $7,862 $7,862
2009 HCL USF $29,970
2010 Projected HCL USF $31,485
Change $1,515 $1,515

Expense Adjustments

Note: Carry all adjustments forward to Page 1

Page 4 of 4



Certificate of Service

Docket No. 11-0211 (Consolidated)

The undersigned certifies that a copy of the Direct Testimony of Michael W. Stokes on Behalf of
Reynolds Telephone Company was served upon the following persons by e-mail this 5™ day of

May, 2011.

Larry Jones

Administrative Law Judge
Illinois Commerce Commission
527 E. Capitol Avenue
Springfield, IL. 62701
Lones@icce.1llinois.gov

Jeffrey Hoagg

Program Director
Telecommunications Division
Ilinois Commerce Commission
527 E. Capitol Avenue
Springfield, IL 62701
ihoagg(@icc.illinois.gov

Matthew L. Harvey

Office of General Counsel
Illinois Commerce Commission
State of Illinois Building

160 N. LaSalle Str., Suite C-800
Chicago, IL 60601-3104
mharvey@icc.illinois.gov

James Zolnierek

Mary Everson

Sheena Kight-Garlisch
Scott Struck

James V. Olivero

Office of General Counsel
Ilinois Commerce Commission
527 E. Capitol Avenue
Springfield, IL. 62701
jzolnier(@ice.illinois.gov
meverson@icc.illinois.gov
skight(@icc.illinois.gov
sstruck(@icc.illinois.gov
joliverotice illinois.gov

Mary Cegelski

First Communications, LLC
3340 W. Market Street
Akron, OH 44333
meegelski@firstcormm.com

Theodore T. Eidukas
Edward C. Hurley

Foley & Lardner, LLP

321 N. Clark St., Ste. 2800
Chicago, IL 60654
teidukas(@foley.com
ehurley@foley.com

William A. Haas

McLeodUSA Telecommuncations
Services, LLC

One Martha’s Way

Hiawatha, [A 52233

william.haas@paetec.com

Nancy Hertel

AT&T General Attorney

IMlinois Bell Telephone Company
225 W. Randolph St., Rm. 25D
Chicago, IL 60606
Nwl783@att.com

Catie James

Henry T. Kelly

Julie Musselman Qost
Kelley, Drye & Warren, LLP
333 W. Wacker Dr.
Chicago, IL 60606
cjames(@kelleydrye.com
hkelly@kelleydrye.com
joost@kelleydrye.com




Scott Rubins Pamela H. Sherwood

111 E. First St. 4625 W. 86" St., #500
P.O. Box 330 Indianapolis, IN 46268
Geneseo, IL 61254 Pamela.sherwood@twtelecom.com
telco@geneseo.net
Gary Smith
David O. Rudd Loewenstein, Hagen & Smith, P.C.
107 W. Cook St., Ste. A 1204 S. Fourth St.
Springfield, IL 62704 Springfield, IL 62703-2229

dorudd@aol.com lexsmith@lhoslaw.com




	Reynolds Direct Testimony for IUSF (Stokes) 2011-05-05 1.01.pdf
	Form
	Mat & Sup
	Revenues
	Adj. Descriptions


