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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. Are you the same James Zolnierek that filed direct testimony in this 6 

case? 7 

A. Yes. 8 

 9 

Overview 10 

 11 

Q. What is the purpose of your testimony? 12 

A. I review the HAI cost model related adjustments submitted by the 13 

companies seeking funding in this proceeding and make 14 

recommendations with respect to those adjustments.  I also review the 15 

revenue figures included within the companies rate of return based need 16 

analyses and make recommendations regarding adjustments to the 17 

revenue figures submitted by the companies.   18 

 19 

HAI Cost Model 20 

 21 

Q. Mr. Schoonmaker asserts that the HAI model estimates submitted in 22 

the initial presentation made by IITA were, as a result of a structure 23 
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issue, understated.1  What do you understand his argument to be? 24 

A. As I understand it, the costs per line that were developed in the HAI cost 25 

model were developed based upon access line counts that exceed the 26 

actual number of access lines that the companies actually served in 27 

2009.2  Because the HAI cost model generates lower per-line costs for 28 

more dense networks, the use of more lines than the Companies actually 29 

provided in 2009 yields per-line costs that, all else equal, are overstated.3   30 

 31 

Q. Is Mr. Schoonmaker’s characterization of the model consistent with 32 

your general understanding of the model? 33 

A. Yes.  It is my understanding that, in general, more lines were used to 34 

calculate the HAI cost model estimates than each company actually 35 

served in 2009.  Furthermore, it is my understanding and belief that, all 36 

else equal, modeling more lines than actually were served in a study area 37 

will inflate per-line costs produced by the HAI cost model. 38 

 39 

Q. What modification does Mr. Schoonmaker propose to correct for the 40 

cost understatement associated with using more lines in the HAI 41 

cost model than were actually served in 2009? 42 

A. I understand that Mr. Schoonmaker proposes to multiply the per-line cost 43 

produced by the HAI cost model (estimated based upon the inflated line 44 

counts) by the number of lines (again, using the inflated line counts).  The 45 

                                            
1
  IITA Exhibit 3.0 at 15-16. 

2
  Id. at 16. 
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product of these two values produces the total (rather than per-line) cost 46 

associated with serving the inflated number of line counts for each study 47 

area. Mr. Schoonmaker then proposes to subtract revenues from 48 

affordable rates and federal high cost universal service receipts to obtain 49 

HAI cost model based Illinois high cost universal service need.4 50 

 51 

  This methodology is equivalent to performing a per-line analysis based 52 

upon the per-line costs calculated by computing the total (rather than per-53 

line) cost associated with serving the inflated number of line counts for 54 

each study area and dividing these total costs by the lower number of 55 

lines served by each company in 2009.  For the companies seeking 56 

funding that are included in Mr. Schoonmaker’s schedules,5 the 57 

adjustment increases the average per-line monthly HAI cost model 58 

estimate from $90.35 per month to $104.68 per month (an approximate 59 

16% increase). 60 

 61 

Q. Will the methodology proposed by Mr. Schoonmaker correct for the 62 

understatement caused by using per line cost estimates generated 63 

by an HAI cost model with more lines input into the model than 64 

companies actually served in 2009? 65 

A. Yes.  However, this methodology will overcorrect and produce per-line 66 

cost estimates that are greater than those for serving only the number of 67 

                                                                                                                                  
3
  Id. 

4
  Id.  
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lines that the companies actually served in 2009. 68 

 69 

Q. Can you explain how such methodology will produce cost estimates 70 

that are greater than those for serving only the number of lines that 71 

the companies actually served in 2009? 72 

A. Yes.  Total costs are the costs that a company would incur in aggregate to 73 

build out a network to serve a given number of access lines.  Because 74 

adding another access line to the network will always require more 75 

equipment, all else equal, total costs will increase with the number of lines 76 

that are to be served.  Per-line costs are equal to total costs divided by the 77 

number of access lines to be served.  Because more lines allow for more 78 

sharing of transport and other equipment, the incremental cost associated 79 

with adding lines generally gets smaller as each additional line is added.   80 

Thus, while total costs increase in the number of lines served, per-line (or 81 

average) costs tend to decrease in the number of lines served.   82 

 83 

 In using more lines per study area than actually were served in 2009, the 84 

HAI cost model estimates produced higher total costs, but lower per line 85 

costs than would have been produced using lines served in 2009.  To 86 

correct this, one would create model estimates based upon actual lines 87 

served in 2009.  This would decrease total costs, but increase per line 88 

costs.  Mr. Schoonmaker asserts, however, that the changes necessary to 89 

produce HAI cost model estimates based on actual 2009 line counts are 90 

                                                                                                                                  
5
  IITA Exhibit 1.07 Modified 2012-3-23 to IITA Exhibit 3.0. 
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infeasible to make.6   91 

 92 

 As an alternative, as noted above, Mr. Schoonmaker uses a hybrid 93 

methodology.  This methodology uses the total costs produced by the HAI 94 

cost model with the inflated line counts, but divides these total costs by 95 

actual line counts in 2009.  The reason that this method overstates costs 96 

is because the total cost for the network with the inflated number of lines is 97 

higher than would be the total cost for the network with the actual 2009 98 

line counts.  As a result, the per-line costs produced under this 99 

methodology will exceed what would be produced if total costs estimated 100 

using 2009 line counts were divided by 2009 line counts.   101 

 102 

Q. Do you agree with Mr. Schoonmaker that his proposed correction is 103 

appropriate in light of the companies’ carrier-of-last-resort 104 

obligations?7 105 

A. I do not dispute that the companies may likely need to maintain telephone 106 

facilities beyond that necessary to serve only those actual customers that 107 

they serve at any point in time in order to efficiently meet carrier-of-last-108 

resort obligations.  However, there is no evidence that building a network 109 

to meet a prior period’s demand would produce the same costs as building 110 

a network to efficiently meet carrier-of-last-resort obligations. 111 

 112 

                                            
6
  IITA Exhibit 3.0 at 18. 

7
  Id. at 17. 
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Q. Do all companies seeking funding in this proceeding argue that it is 113 

infeasible to change line inputs in the HAI cost model? 114 

A. No. Mr. Schoonmaker states “The HAI model also develops the clusters in 115 

a pre-processing environment. Changes in the number of lines in an area 116 

could change the number of clusters that would be needed, but the 117 

preprocessing programs which produce the clusters are not available 118 

publicly so this can be done.”8  Mr. Blessing, however, testifies on behalf 119 

of Shawnee Telephone Company that he updated “the current demand for 120 

the Shawnee Scenario to include the demand reflected in Schoonmaker 121 

Exhibit 1.07 by modifying the HM50.mdb Access Database for the HAI 122 

5.0a model” and further that “[i]n the HM50.mdb Access Database both 123 

the Cluster and CBG tables are updated to reflect the current Shawnee 124 

demand in the HAI 5.0a model.”9  Mr. Blessing makes similar corrections 125 

on behalf of Moultrie Independent Telephone Company and Leaf River 126 

Telephone Company.10  Given this conflicting testimony, it is unclear 127 

whether the companies are able, could have, or appropriately adjusted the 128 

HAI cost model directly in order to correct for any inflation of per-line costs 129 

resulting from the inflated company line counts included within the initial 130 

HAI cost model runs. 131 

 132 

Q. What is your overall assessment of the corrections proposed by the 133 

                                            
8
  Id. at 18. 

9
  Shawnee Telephone Company Exhibit 3.01 at 19.     

10
  Moultrie Independent Telephone Company Exhibit 3.01 at 19 and Leaf River Telephone 

Company Exhibit 3.01 at 18. 
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companies in order to adjust for understatement of cost resulting 134 

from initial use of inflated line counts? 135 

A. I do not disagree with the argument that using systemically high line 136 

counts produced systematically inflated per-line cost estimates in initial 137 

runs of the model.  Nevertheless, I cannot assess, and there is no 138 

concrete and consistent evidence to suggest the degree to which using 139 

inflated line counts overstated the initial cost estimates or, conversely, the 140 

degree to which the methodologies used to correct these adjustments 141 

yield overstatements of costs.  For the companies seeking funding that are 142 

included in Mr. Schoonmaker’s schedules,11 Mr. Schoonmaker's 143 

adjustments result in a yearly per line cost difference of $171.96 per line 144 

and an annual aggregate difference for all companies of over $10 million.  145 

While I do not recommend that the Commission reject Mr. Schoonmaker’s 146 

proposed adjustments, it is my opinion that these differences serve to 147 

underscore the limited usefulness of the HAI cost model in this 148 

proceeding. 149 

 150 

Q. Should the Commission be concerned with other adjustments 151 

proposed by companies to their HAI cost model estimates? 152 

A. Yes. Three companies submit dramatic changes to the HAI cost model 153 

estimates initially submitted on their behalf in this proceeding. Leaf River 154 

Telephone Company, Moultrie Independent Telephone Company, and 155 

Shawnee Telephone Company include revisions that increase the HAI 156 
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cost model monthly estimated cost from $116.36 to $300.54, from $81.46 157 

to $166.52, and from $105.48 to $233.95, respectively.12 These are 158 

changes in the estimates submitted between their initial filings and the 159 

most recent submissions by witnesses on behalf of the companies 160 

themselves.  These changes are not changes that respond to any change 161 

in law, rule, regulation, but rather changes made by these individual 162 

Companies in order to alter their own select cost estimates, suggesting 163 

that the HAI model is very sensitive to input manipulation.  As noted by Mr. 164 

Blessing, testifying on behalf of these companies: 165 

… it has never been accepted that the HAI model accurately 166 
estimates the forward-looking cost of an individual small, 167 
rural telephone company and the ability of the model to do 168 
so is further compromised because the model isn’t designed 169 
to cost out a modern network and because many of the cost 170 
inputs are well over a decade old.13 171 
 172 

Again, this evidence demonstrates, the HAI cost model results should be 173 

considered only rough approximations of the companies’ economic costs.  174 

I recommend that the Commission, consistent with Mr. Hoagg’s 175 

recommendation, rely on these estimates only on an interim basis and 176 

only in conjunction with additional earnings based assessments that serve 177 

to limit the potential for misallocation of state high cost universal service 178 

funding. 179 

 180 

                                                                                                                                  
11

  IITA Exhibit 1.07 Modified 2012-3-23 to IITA Exhibit 3.0. 
12

  Leaf River Telephone Company Exhibit 3.01 at 19, Moultrie Independent Telephone 
Company Exhibit 3.01 at 19, and Shawnee Telephone Company Exhibit 3.01 at 19-20. 

13
  Leaf River Telephone Company Exhibit 3.01 at 5, Moultrie Independent Telephone 

Company Exhibit 3.01 at 5, and Shawnee Telephone Company Exhibit 3.01 at 5. 
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   181 

Exhibit 1.01 Revenue Issues 182 

 183 

HCL Adjustments 184 

 185 

Q. Mr. Schoonmaker specifies that the companies requesting funding 186 

have updated their high cost loop Federal universal service receipts 187 

to reflect 2011 USF receipts.14  Have you reviewed these changes? 188 

A. Yes.   189 

 190 

Q. Did all of the companies requesting funding make this change? 191 

A. No.  It does not appear that Adams Telephone Co-Operative (“Adams”) 192 

made this change.  Adams did not specify any such adjustment in the 193 

Description of Adjustments document included in its Exhibit 1.01 filing.15  194 

Furthermore, in response to a Staff Data Request, Adams provided 195 

detailed information on the adjustments it made to its Exhibit 1.01 filing 196 

and this information indicates that no adjustment was made for either a 197 

“2010 HCL USF Adjustment” or a “2011 HCL USF Adjustment.”16 198 

 199 

Q. Did Adam’s high cost loop Federal universal service receipts change 200 

from 2009 to 2011? 201 

                                            
14

  IITA Exhibit 3.0 at 2. 
15

  Adams Telephone Co-Operative Exhibit 1.01 (as revised 3/23/12) attached to Adams 
Telephone Co-Operative, Exhibit 3.0 (corrected) at page 4 of 4. 
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A.  Yes. As reported by the Universal Service Administration Company 202 

(“USAC”), Adams high cost loop Federal universal service receipts 203 

increased from $374,244 in 2009 to $546,828 in 2011, an increase of 204 

$172,584.17   205 

 206 

Q. Are you recommending that Adam’s Exhibit 1.01 be adjusted to 207 

account for the high cost loop Federal universal service receipts 208 

change from 2009 to 2011? 209 

A. Yes.  I do not recommend, however, that Adam’s Total Operating 210 

Revenues be adjusted by the entire $172,584 increase in high cost loop 211 

Federal universal service receipts.  The reason I do not recommend the 212 

full adjustment is because the base amount of high cost loop Federal 213 

universal service amount reported in Adam’s Exhibit 1.01 was actually 214 

higher than the amount that USAC reported distributing to Adams for 215 

2009.  In particular, Adams included $408,503 of “Federal High Cost 216 

Loop” in its Exhibit 1.01, a figure $34,259 greater than the amount 217 

reported by USAC for 2009.18  Thus, in order for Adam’s Exhibit 1.01 to 218 

reflect high cost loop Federal universal service amounts distributed to it in 219 

2011, Adams total operating revenues should be adjusted by the 220 

difference between the base amount it included in its Exhibit 1.01 for high 221 

                                                                                                                                  
16

  Adams Telephone Co-Operative Response to DR JZ 4.01, attached as ICC Staff Exhibit 
6.01. 

17
  Universal Service Administrative Company High Cost Disbursement Data, attached as 

ICC Staff Exhibit 6.02. 
18

  Adams Telephone Co-Operative Exhibit 1.01 (as revised 3/23/12) attached to Adams 
Telephone Co-Operative, Exhibit 3.0 (corrected) at page 3 of 4. 
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cost loop Federal universal service receipts, or $408,503, and the high 222 

cost loop Federal universal service receipts it received in 2011, or 223 

$546,828.  Thus, in order to properly reflect Adams 2011 high cost loop 224 

Federal universal service receipts, Adams total operating revenues should 225 

be increased through an upward adjustment of $138,325. 226 

 227 

Q. Do you have any other recommended adjustments with respect to 228 

high cost loop Federal universal service receipts? 229 

A. Yes.  In two cases, companies made adjustments that are internally 230 

inconsistent within their Exhibit 1.01 schedules. 231 

 232 

 Madison Telephone Company (“Madison”) made an adjustment to reduce 233 

its total operating revenues by the difference between “USF HCL 2009” of 234 

$1,258,180 and “USF HCL 2011” of $951,372.19  This reduced the 235 

Madison total operating revenue by $306,808.  These figures are 236 

consistent with what USAC reported distributing to Madison in 2009 and 237 

2011.20   However, the base amount that Madison actually uses in its 238 

Exhibit 1.01, or $1,225,620, is less than the figure USAC reported 239 

distributing in 2009.21  Thus, to properly reflect 2011 high cost loop 240 

Federal universal service receipts, Madison should have reduced 241 

                                            
19

  Madison Telephone Company Exhibit .1.01 (as revised 3/23/12) attached to Madison 
Telephone Company Exhibit 3.0 at page 4 of 4. 

20
  Universal Service Administrative Company High Cost Disbursement Data, attached as 

ICC Staff Exhibit 6.02. 
21

  Madison Telephone Company Exhibit .1.01 (as revised 3/23/12) attached to Madison 
Telephone Company Exhibit 3.0 at page 3 of 4. 
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revenues by the difference between the base amount included in its 242 

Exhibit 1.01, or $1,225,620, and what USAC distributed to it in 2011, or 243 

$951,372.  The proper reduction would thus have been equal to $274,248, 244 

which is a smaller reduction than Madison actually made.   Thus, in order 245 

to properly reflect Madison’s 2011 high cost loop Federal universal service 246 

receipts, Madison’s total operating revenues should be increased through 247 

an additional upward adjustment of $32,560. 248 

 249 

McDonough Telephone Co-Operative (McDonough) made a similar error.  250 

McDonough made an adjustment to increase its total operating revenues 251 

by the difference between “USF HCL 2009” of $1,791,600 and “USF HCL 252 

2011” of $1,910,964.22 This increased the McDonough total operating 253 

revenue by $119,364.  These figures are consistent with what USAC 254 

reported distributing to McDonough in 2009 and 2011.23   However, the 255 

base amount that McDonough actually uses in its Exhibit 1.01, or 256 

$1,756,062, is less than the figure USAC reported distributing in 2009.24  257 

Thus, to properly reflect 2011 high cost loop Federal universal service 258 

receipts, McDonough should have adjusted revenues by the difference 259 

between the base amount included in its Exhibit 1.01, or $1,225,620, and 260 

what USAC distributed to it in 2011, or $1,910,964.  The proper increase 261 

                                            
22

  McDonough Telephone Cooperative Exhibit .1.01 (as revised 3/23/12) attached to 
McDonough Telephone Cooperative Exhibit 3.0 at page 4 of 4. 

23
  Universal Service Administrative Company High Cost Disbursement Data, attached as 

ICC Staff Exhibit 6.02. 
24

  McDonough Telephone Cooperative Exhibit .1.01 (as revised 3/23/12) attached to 
McDonough Telephone Cooperative Exhibit 3.0 at page 3 of 4. 
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in revenues would thus have been equal to $154,902, which is a bigger 262 

increase than McDonough actually made.   Thus, in order to properly 263 

reflect McDonough’s 2011 high cost loop Federal universal service 264 

receipts, McDonough’s total operating revenues should be increased 265 

through an additional upward adjustment of $35,538. 266 

 267 

Q. Did the Frontier companies that are seeking funding in this 268 

proceeding adjust their Exhibit 1.01 analyses to account for any 269 

changes in high cost loop Federal universal service receipts change 270 

from 2009 to 2011? 271 

A. No.  No such change was necessary as these companies did not receive 272 

high cost loop Federal universal service receipts in 2009 or 2011. 273 

 274 

Affordable Rate Adjustments 275 

 276 

Q. In your Direct Testimony, you recommended two affordable rate 277 

adjustments to Exhibits 1.01 – one for Home Telephone Company 278 

(“Home”) and one for Montrose Mutual Telephone Company 279 

(“Montrose”).25  Have these proposed adjustments been addressed? 280 

A. Yes.  First, Home has accepted my proposed adjustment and included it in 281 

its Exhibit 1.01.26 Second, as noted by Mr. Schoonmaker, I overlooked the 282 

fact that Montrose did make an affordable rate adjustment in their Exhibit 283 

                                            
25

  ICC Staff Exhibit 3.05 to ICC Staff Exhibit 3.0. 
26

  Home Telephone Co. Exhibit 3.0 at 3. 
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1.01.27  While Montrose’s initial adjustment differed slightly from the 284 

adjustment I recommended, Montrose reviewed its calculations, agrees 285 

with the adjustment value I proposed, and has included my recommended 286 

adjustment in its Exhibit 1.01.28   287 

 288 

LSS, ICLS, and Safety Net Adjustments 289 

 290 

Q. In your Direct Testimony, you recommended several Exhibit 1.01 291 

adjustments related to apparent inconsistencies between interstate 292 

switched access revenues and certain components of those 293 

revenues including Local Switching Support (“LSS”), Interstate 294 

Common Line Support (“ILCS”), and Safety Net support.29  Similarly, 295 

you recommended several Exhibit 1.01 adjustments related to 296 

apparent inconsistencies between LSS, ILCS, and Safety Net support 297 

values reported by the companies and values for those same 298 

programs reported by the FCC.30 Have these proposed adjustments 299 

been addressed? 300 

A. Yes.  Mr. Schoonmaker explains at length the complexities associated 301 

with both measuring individual company receipts from these programs and 302 

matching any identifiable receipts with costs from any particular time 303 

period and why this explains discrepancies between figures that the FCC 304 

                                            
27

  IITA Exhibit 3.0 at 29. 
28

  Montrose Mutual Telephone Company Exhibit 3.0 at 3. 
29

  ICC Staff Exhibit 3.03 to ICC Staff Exhibit 3.0. 
30

  ICC Staff Exhibit 3.04 to ICC Staff Exhibit 3.0. 
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reports and the figures included in the companies filings.31  He explains 305 

that several companies misunderstood Staff data requests regarding such 306 

receipts, which caused them to provide information that was not 307 

responsive to the Staff data requests and that has now been corrected.32  308 

Upon consideration of Mr. Schoonmaker’s analysis, I concur that the 309 

adjustments I proposed with respect to these issues, do not remedy errors 310 

in the companies’ filings.  I am, therefore, no longer recommending any 311 

particular revenue adjustments beyond those made by the companies 312 

themselves with respect to my prior concerns.   313 

 314 

Access Charge Reductions 315 

 316 

Q. In your Direct Testimony, you recommended that, in order to 317 

appropriately account for the elimination of intrastate switched 318 

access cross subsidies, companies should adjust their Schedule 319 

1.01 analyses so that they reflect expected switched access 320 

revenues (after rates have been reduced to their interstate levels).33  321 

Have these proposed adjustments been addressed? 322 

A. Yes.  Rather than creating a separate access element, the Companies 323 

have agreed to follow the administrative procedure I recommended.34 324 

 325 

                                            
31

  IITA Exhibit 3.0 at 21 – 29. 
32

  Id. at 27. 
33

  ICC Staff Exhibit 3.0 at 21. 
34

  IITA Exhibit 3.0 at 21. 
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Q. You further recommended that companies estimate access 326 

reductions based upon 2009 access rates and 2009 access demand 327 

rather than based upon 2009 access rates and 2008 access 328 

demand.35  Have these proposed adjustments been addressed? 329 

A. Yes. The Companies have calculated access rate reductions based upon 330 

2009 access demand.36 331 

 332 

Q. Does this conclude your rebuttal testimony? 333 

 334 

A. Yes. 335 

                                            
35

  ICC Staff Exhibit 3.0 at 18-19. 
36

  IITA Exhibit 3.0 at 21-22. 
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