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Please state your name and business address. 

My name is Michael P. Petrouske. My business address is 850 Pluto Street, Geneseo, 

Iilinois 61254. 

Are you the same Michael P. Petrouske who filed testimony in this proceeding 

for Leaf River Telephone Company on April 20,2001? 

Yes I am. A. 
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Q. What is the purpose of your rebuttal testimony? 

A. I present the results of Leaf Rivers 2000 cost study limited to the 9 supported services 

previously agreed to by the parities in this docket. When I refer to “supported 5.’ 
p I(- / 

services,” I mean the nine supported services adopted by the FCC. My test,ony 

reflects a RJSF funding need of $375,827 for Leaf River Telephone Company. -I 

wy mis - Assuming, arrruendo, 

that the Commission uses HAI as proposed by the Staff, I respond to the Staffs 

rejections of certain HAI input changes that are company-specific to Leaf River and 

explain why the use of those input changes are appropriate for Leaf River Telephone 

Company. The affordable rate proposals by various parties do not reflect the total 

customer costs and the loss of universal service tunds for Leaf River Telephone 

Company will cause local rates to exceed the proposed affordable rates, thus both the 

customers and the company suffer. I also respond to ATT’s proposal to deprive small 

companies of needed universal service funding if their intrastate access revenues 

exceed their intrastate access costs even though the carrier followed the 
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1 Commission’s mirroring policy on trastate access rates. I identify Leaf River’s 

,,,lplicit subsidy in Lastly, I recommend that the Commission 
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expand the list of supported services to include DSL based on the change made by the 

legislature and urge the Commission to support all rural access lines for universal 

service. 

Does Leaf River Telephone Company agree with the 2001 federal universal 

service funding adjustments to the Rate of Return proposals by Staff witnesses 

Smith and Voss? 

No. Staff misunderstood the difference between support flows that equate to real 

revenue and support flows that contain timing differences. Leaf River Telephone 

Company will rely upon the rebuttal testimony of Mr. Schoomnaker to explain this in 

more detail. Leaf River maintains that its Exhibit 1.0, Schedule 1.01 is accurate. 
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edded costs are the appropriate funding tool for the carriers in this (;‘h, L 
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funding for these companies. The Commission should follow the FCC’s lead and use 

ts as the basis for universal service funding. 

hone Company have a cost separations study performed 

completed Leaf River Telephone Company’s Year 2000 

Yes. 

What is the purpose of 

Telephone Company? 

The purpose of preparing the cost separations study is to determine the 

company’s costs of operation for t ear 2000. These costs are separated 

jurisdictionally using the Part 3 

by the Federal Communications ‘) in 47 CFR rules, 

How is this annual cost separations study u by Leaf River Telephone 

Company? 

The use of the results of the annual cost separations study Leaf River Telephone 

Company is three-fold. First, the cost separations study is o develop interstate 

access rates, which need to be filed with the FCC in July. The ation is used to 

develop intrastate access rates, which mirror interstate access r 

jurisdiction with limited adjustments, pursuant to the Fourth Interim 

Illinois Commerce Commission in Docket No. 53-0142. Second, the cost s 
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dy will provide the cost information necessary for the company to finalize Carrier 

on Line settlements with the NECA pool for the year 2000. Finally, certain 

‘on from the annual cost separations study is used in the calculation of 

sal service support mechanisms. 

r Telephone Company’s Year 2000 cost study provide any 

information fo eveloping an embedded cost study for determining the 

economic cost of supported services provided by Leaf River Telephone 

Company in this pro 

Yes. Because the cost s generates a jurisdictional separation of costs, and the 

separation of costs in each j iction into access element categories, it can be used 

to determine the company’s r ue requirements for any of the three major 

jurisdictions. These jurisdictions terstate, intrastate and local. The revenue 

requirement access element categories e interstate and intrastate jurisdictions 

are: 1) carrier common line; 2) local switc 3) transport; 4) special access and; 5) 

non-access. 

Referring to Schedule 3.01, attached to yo testimony, what steps were 

undertaken in the preparation of the embedded eco 

Schedule 3.01 was developed using Leaf River Teleph ompany’s year 2000 

annual cost separations study. The annual cost separation 

referenced purposes, is run using the FCC prescribed method of 

Equipment Minutes factor which is three (3) times the interstate 
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elative subscriber traffic usage. In prepa.ring the schedule for use in this rebuttal 

ony, the embedded cost study for Leaf River Telephone Company was 

ed by running a Part 36169 cost separations study absent the factor weighting 

e Dial Equipment Minutes (“DEM”). Running the cost separations study 

erstate DEM weighting factors reflects the appropriate separated costs 

astate and interstate jurisdictions based on the fact that the DEM 

rt has been removed from interstate access rates and placed into 

an explicit high cost ort fund. Using the unweighted DEM factors properly 

moves the revenue requir nt associated with local switching support from the 

interstate jurisdiction to the lo 

This Schedule shows the accumulat of all the separated cost elements, from the 

cost study, which comprise the cost of p ding local service. In developing the cost 

of supported services for this analysis, w e included the Part 36 local revenue 

requirement, the intrastate Part 69 carrier co line revenue requirement and the 

interstate Part 69 carrier common line revenu uirement. Since the carrier 

common line revenue requirements from a cost sep ions study are designed to 

recover a portion of the local loop costs, it is appropriate elude those costs in this 

analysis. In summary, this Schedule shows that Leaf River phone Company has 

economic costs of providing the supported local services that d the revenues 

received from an affordable local rate and federal universal 

mechanisms. 
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Please explain the format of Schedules 3.01 and 3.02 in more detail. 

edule 3.01 contains three pages. The first page shows the calculation of the total 

c cost of the supported services and then the deduction of the appropriate 

ue streams that recover the cost of the supported local services. The 

alculation is Leaf River Telephone Company’s showing of need for 

ce Fund support related to the provision of supported local 

services. The seco e of the analysis shows the calculation of costs related to 

local services that are supported. The third page of the analysis compares the 

economic cost of state swit access to the state switched access revenues received 

in the year 2000. 

Schedule 3.01, Page 1, L‘ of the analysis displays the Interstate Carrier 

Common Line Revenue Requiremen om the interstate Part 69 cost study output. 

Line 2 of the analysis displays the astate Carrier Common Line Revenue 

Requirement from the intrastate Part 69 cos dy output. Line 3 displays the state 

local switching access revenue requirement shi the local jurisdiction based on the 

state local switching rate adjustment for non-traf+ic itive (line termination) costs. 

Line 4 displays the local jurisdiction revenue requireme om the Part 36 cost study 

output. Line 5 displays the amount of the local revenue r ement associated with 

the provision of ancillary services such as custom calling tures and CLASS 

features. A detailed calculation of this cost is provided on Page f this Schedule. 

Line 6 displays the total embedded cost of supported services. L 

total access line count for the company as entered on Attachment # 5 of 

7 
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2, which was associated with Mr. Schoonmaker’s March 23, 2001 direct testimony. 

8 displays the embedded cost per line per month, calculated by dividing Line 6 

7, then dividing that result by 12 to arrive at a monthly amount. Line 9 

rdable rate for local service as entered in IITA Exhibit 2, Attachment 

d previously. The affordable local rate figure includes the state 

subscriber line ge. Line 10 summarizes the total revenue sources for the 

Line 11 summarizes the Federal support revenue sources for 

the supported services. se include the Federal High Cost Loop Support payments, 

Federal Local Switching port payments and the company’s interstate carrier 

Line 12 displays the Illinois Universal Service 

Fund eligibility amount for the ported services based on this embedded cost 

analysis. 

Schedule 3.02 contains the cost y output reports. Page 1 of the schedule is 

the Part 69 lnterstate Revenue Requiremen tput from the cost study. Page 2 of the 

schedule is the Part 69 Intrastate Revenue R ement output from the cost study. 

Page 3 of the schedule is the Part 36 Total Co y Revenue Requirement output 

from the cost study. 

Q. 

A. 

Does the annual cost study alone provide sufficient det show the economic 

cost of the supported services in the local revenue requirem 

No. We needed to make some additional modifications to th 

produced by the separations study to eliminate the costs associated 
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Does the basic local service which Leaf River Telephone 

flat fee to its subscribers include all of the supported 

FCC rules? 

Q. 

Q. 

A. 

Q. 

Q. 

Q. 
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\ 
services. This cost adjustment is incorporated in Line 5, Page 1 of Schedule 3.01. 

edule 3.01, Page 2 details the calculation for the removal of these costs. The 

f the calculation on Schedule 3 .O 1, Page 2 ties to the adjustment made to local 

uirement on Line 5, Page 1 of Schedule 3 .O 1. 

d that, “we needed to make some additional modifications to the cost 

uced by the separations study to eliminate the costs associated 

The cost separations dy separates local costs from interstate and intrastate access, 

but it does not break out osts associated with each local service. 

What is the problem with t 

For the purposes of this proceedi e are supposed to be determining the economic 

cost for the “supported services”. 

Does Leaf River Telephone Compan ave a separate rate for each of the 

“supported services”? 

No. Leaf River Telephone Company does n 

“supported services”. 

arge separatel,y for each of the 

Does Leaf River Telephone Company provide 

subscribers for a flat rate fee? 

local service to its 

Yes. 

9 
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Leaf River Telephone Company’s basi,c l.ocal service includes the following 

te public switched network, local usage, &al-tone 

cy signaling, single party service, access to emergency services, access 

es, access to interexchange service, access to directory assistance 

and toll control s e for low income customers. 

Does Leaf River Te ne Company’s basic local service, which it provid &ora 

flat fee to its subscribe ciude any additional telecommunication services that 

are not a part of the FCC’s of supported services? 

No. \ 

Does Leaf River Teiephone 

subscribers for au additional fee? 

Yes. 

Please briefly describe the other that Leaf River Telephone 

Company provides. 

In addition to basic local service the company pro 

services: call waiting, cd forwarding, three-way c 

transfer and distinctive ringing service. 

Please explain the calculation of the adjustment on 

The actual cost of these ancillary services was d,evel 

from the equipment vendor. We have received i 

services from the switch vendor of the company. W 

ancillary service investment to total investment to reduce the costs for these services 

10 
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\ 
from the total revenue requirement developed for local services by the cost 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

ations study process. In reviewing the cost of providing these ancillary services, 

elude that the impact on the total local service cost is de minimis. Staff 

ch has testified that the cost of these ancillary services is “close to zero.” 

e, turning back to your Schedule 3.01 and focusing Page 1, Line 12, 

ne what Leaf River Telephone Company’s IUSF need for 

supported service ill be based on its Year 2000 embedded economic cost 

Yes. The result of our sis shows that Leaf River Telephone Company has an 

Illinois Universal Service F g deficiency of $375,827. 

Does this Schedule reflect a current Jllinois High Cost Fund or DE&I 

Weighting Fund Support? 

No. The existing state DEM Weightin d State High Cost Funds are scheduled to 

expire on September 30,200l. Therefore, se funding amounts are not represented 

in the analysis, 

Does your Schedule 3.01 factor out the federal F support funds which Leaf 

River Telephone Company receives on an annual for purposes of the Year 

2000 embedded cost analysis? 

Yes. Line 11, Page 1 of the schedule subtracts the appr te federal support 

payments related to the local services per the statutory requireme r the economic 

cost test. 

After making these adjustments, what did you conclude? 
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A. 

service support for a carrier that shows a need under the Staff’s Rate of Return 

Analysis? 

No. Like Ameritech, we recommend that the model not be used by the Commission. 

There are too many inaccuracies, inconsistencies and wildly varied results for that 

model. Ln Mr. Hoagg’s rebuttal testimony, page 5, Mr. Hoagg noted that the HAI was 

already an imprecise estimation tool so the Staffs recommendation does not use HAI 

for funding a Universal Service Fund, and it should not be used as a screening tool for 

Universal Service. Since the Staff concludes that the HA1 is not appropriate for 

tiding Universal Service, neither is it appropriate to use it to disqualify a carrier for 

funding which otherwise qualifies for funding under the rate of return analysis. The 

FCC has rejected the use of forward-looking cost models for determining universal 

service requirements for rural carriers. The Illinois Commerce Commission should 

follow the FCC’s decision and policy in this area and reject forward-looking cost 

models for Universal Service for rural carriers and use embedded costs. 

Q. Staff rejected all of the input changes you recommended earlier. Assuming the 

Commission adopts HA1 as an screening tool despite its numerous problems, is it 

appropriate to use L.eaf River Telephone Company’s actual costs for input 

12 
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adjustments to the HA1 model, even though it is different than the ELM default 

values? 

Yes. The model should be adjusted to 1 ct Leaf River Telephone Company’s costs 

similar to the company-specific circur x3 they exist today. 

Mr. Koch testified that the IlTk 100% of Leaf River Telephone 

,/ 
Company’s cable plant investment as of 1998 was buried cable. You have 

recommended using an input factor of 85% for the buried feeder and 

distribution plant, an input factor of 5% for aerial feeder and distribution plant 

and a 10% underground input factor for feeder and distribution cable plant. 

Due to this difference in data, Mr. Koch urged the Commission to reject your 

changes 1,2 and 3. What is your explanation? 

The IITA did not request the buried cable plant data directly from the company. 

Rather, it relied on a review of the 1998 plant investment information contained in 

Leaf River Telephone Company’s ICC annual report. IlTA’s response did not 

correctly interpret the financial data reflected on the 1998 ICC annual report for Leaf 

River Telephone Company. The ICC Annual Report for 1998 did reflect the detail to 

determine the fact that approximately 10% of LeafRiver Telephone Company’s cable 

plant investment is in the conduit systems account. Therefore the IITA, not Leaf 

River Telephone Company, mistakenly fknished the Staff with erroneous 

information. The company has actual underground cable investment of 

approximately 10%. Also, based on discussions 1 had with company plant 

management, it was revealed that the company has some amount of aerial cable in its 

13 
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distribution and feeder plant (related to aerial inserts over rivers and along some of 

the bridges in the service territory), which was estimated at 5% of cable plant 

investment. These small portions of aerial plant are recorded as buried cable in the 

company’s books. The changes we have made to the plant inputs closely reflect the 

actual plant composition as it exists for Leaf River Telephone Company and are valid 

for use as the cable plant inputs for the H.U model run The Commission should not 

accept the Staffs position on this adjustment. 

Calling your attention to the other input changes you have recommended for 

Leaf River Telephone Company, would you describe generally what they are? 

The other HAI model input adjustments that I recommend are known and measurable 

changes for corporate overhead loading, central office investment and customcd 

carrier billing expense, and a change in the cost of capital inputs. Data is available 

from the company to accurately reflect these input adjustments. 

Mr. Koch rejects input changes 4 through 9 in place of the default values 

because he feels they reflect the embedded costs of Leaf River Telephone 

Company. Why do you recommend making these input adjustments? 

In this case, the actual company-specific inputs are far more appropriate than the 

default values resident in the model. And, for the foreseeable future, these cost 

changes are reflective of Leaf River Telephone Company’s forward-looking costs for 

these expense elements. The model should be adjusted to reflect Leaf River 

Telephone Company’s costs similar to the company-specific circumstances as they 

exist today. For example, Leaf River Telephone Company does not provide local 

14 
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number portability and because of that, the Staff agreed to adjust the local number 

portability expense in the HAI input to a value z4 zero. The Commission should 

strive for greater accuracy when possible and allow the individual company input 

adjustments when more accurate company data is available. To do otherwise distorts 

the results. Despite Mr. Koch’s criticisms, these changes in default values more 

closely reflect the circumstances of operating a telephone company in Leaf River. 

I am familiar with the customer billing expenses of small telephone 

companies. I was Vice President and General Manager of Gensofi Systems, a billing 

vendor that served small telephone companies. In my tenure at Gensoft, I was 

responsible for the day-to-day operations of the company and I am intimately familiar 

with the costs associated with the billing functions. I priced billing services provided 

by Gensoft to the small telephone company customers. In my experience, monthly 

customer billing costs for a small company run in excess of $3.00 per bill just for bill 

production and billing system maintenance. The HAI model customer billing and 

inquiry cost default value is set at $1.22 per line per month. A large number of the 

small telephone companies do not have the economies of scale or the available 

personnel to justify supporting the billing function in-house. These companies rely 

on billing vendors to support and maintain their billing system. There are certain 

@4Z?Tie costs associated with maintaining a billing system on a per-company’ 

unavoidable regardless of the size of the company’s customer base. These costs 

include the maintenance of the rating functions, regulatory programming updates, etc. 

In addition to the billing vendor costs, other company resources are required to 

15 
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provide customer billing and inquiry services to the end users. The HAI default value 

for customer billing costs of $1.22 would not even recover the billing company’s 

costs of providing these services. This default value was obviously calculated using 

data from companies with large customer bases over which to spread the costs of the 

customer billing functions. This default value is completely inappropriate for a small 

company like Leaf River Telephone Company. 

With regard to the carrier billing costs, the situation is similar. CABS billing 

systems are programmatically complex and require a signiticant amount of 

maintenance. A small telephone company would fmd it extremely difficult to 

financially support the programming talent required to maintain a CABS billing 

system in-house 

Corporate operations expenses tend to run proportionately higher in the small 

telephone companies since these companies hire outside firms to perform some of the 

functions that the company cannot justify supporting internally. For example, many 

small companies rely on outside tirms for accounting, consulting, engineering and 

legal assistance. Many of these costs are recorded in the corporate operations 

expenses of the company’s books. Many regulatory, legal and financial function 

costs are static regardless of the company’s size. Yet, using outside firms for certain 

functions is still the most prudent economic choice. Very few small telephone 

companies could financially support having in-house legal counsel, for example. 

One additional HA1 input change we made to the defaults related to central 

office investment per line. In Leaf River Telephone Company’s case, the default 

16 
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value for central office switching investment significantly understated the actual level 

of investment experienced by the company, The central office investment costs per 

line are higher at a small rural company because they do not enjoy the economies of 

scale and purchasing power of the larger LECs. This is the case with Leaf River 

Telephone Company. Consequently, we adjusted the central o&e switching 

investment per line input in the model to closely reflect the actual cost of switching 

experienced by Leaf River Telephone Company. 

Using the Staff’s adjustments for the cost of capital inputs, 40% debt at a cost of 

9% and 60% equity at a cost of 15%, and with the RAI input ehanges that you 

recommended, Staffs other adjustments to the RAI, and witJ~ the 3 additional 

adjustments from AT&T that Staff Witness Koch accepted, what would be the 

HA1 result for Leaf River Telephone Company? 

Leaf River Telephone Company would show a universal service fundmg need of 

$246,359. 

Using the Staffs adjustments for the cost of capital inputs, 40% debt at a cost of 

9% and 60% equity at a cost of 15%, and with the HAI input changes that you 

recommended, Staffs other adjustments to the HAI, without the 3 additional 

adjustments from AT&T that Staff Witness Koch accepted, what would be the 

II41 result for Leaf River Telephone Company? 

Leaf River Telephone Company would show a universal service funding need of 

$397,005. 

17 
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The Staff objected to the capital structure inputs that you recommended. What 

do you recommend be used as the adjustments for the capital structure inputs? 

I recommend using the actual company debt to equity ratio of 10% debt / 90% equity, 

with the company’s actual cost of debt (6.65%) and the Staff recommended cost of 

equity of 15%. If the Staff deems a 15% cost of equity to be appropriate for this 

analysis, I do not believe Leaf River Telephone Company should be punished for the 

fact that they do not have as much debt in their capital structure. For the reasons 

stated above, I believe the adjustments made to the default inputs in the HAl model 

are valid and appropriate for Leaf River Telephone Company and should be accepted. 

The Staff recommends a residential affordable rate of $21.00 and a business 

affordable rate of $27.00. Does that affordable rate reflect the total customer 

cost (TCC)? 

No it does not. It presents an incomplete picture to be sure. It is Leaf River’s 

position that the affordable rate must consider alJ aspects of a customer’s telephone 

bill or the TCC. The Staffs affordable rate does not include the federal subscriber 

line charge of $3.50, nor does it apparently include 9 11 surcharges, the ITAC charge 

or applicable taxes. These items are not optional choices for the customers to pay or 

not pay. Therefore, to compare apples to apples, the affordable rate must be the TCC. 

For Leaf River Telephone Company, what is the 911 surcharge on a customer’s 

bill? 

The 911 surcharge is $1.25 per access line. 

Does Leaf River Telephone Company have an LT.&C charge? 

18 
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Yes. It is 3# per access line. The subscriber does not have the option of refusing to 

pay the ITAC charge. 

What is Leaf River Telephone Company’s federal subscriber line charge? 

It is $3.50 per access line per residential or single-line business access line. The 

charge is S6.00 per multi-line business line 

What taxes does a customer pay on the Leaf River Telephone Company phone 

bill? 

Like all customers, the Leaf River Telephone Company subscriber pays 3% federal 

excise tax, 7% state excise tax, a public utility tax of .l%, and a state infrastructure 

tax of .5%. The Village of Leaf River has a municipal tax of 5.15% In total, a Leaf 

River Telephone Company subscriber pays an additional 15.75% in taxes on his or 

her phone bill. 

Putting aside for the moment the Universal Service funding charge, what is the 

Total Customer Cost (“TCC”) of the Staff’s recommended $24.00 affordable 

rate in Leaf River for residential? 

The TCC for residential lines would be approximately $33.00 per month, including 

federal subscriber line charges and taxes. 

What is the TCC for a business customer? 

The TCC for business lines would be approximately $38.00 per month, including 

federal subscriber line charges and taxes. 
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If Leaf River Telephone Company had to raise its rates correspondingly to the 

amount of its reduction in Universal Service Funding over 5 years, what would 

the Leaf River Telephone Company local rate be, all other things being equal? 

I calculate the rate to be $65.51, not including applicable taxes. These are revenues 

that the company cannot afford to lose. Furthermore, the company does not 

realistically have alternative tiding sources. With the company raising basic local 

rates even further, customers will look to reduce non-supported services rather than 

increase them. At a certain point. customers will look for alternative provision of 

service from other providers like cellular. The company will have lost the customer 

entirely at that point 

Have you done an investigation of Leaf River Telephone Company’s access 

revenues to determine whether or not there are any implicit subsidies? 

Yes. In the 2000 embedded cost study, Leaf River’s intrastate switched access 

revenues are $209,416 over its embedded costs. These revenues are the result of 

usage sensitive intrastate swiiched access rates that mirror Leaf River Telephone 

Company’s federal switched access rates. If we calculate the differential in revenues 

based on the revised access rates, to be filed with the Commission on July 3, 2001, 

the variance decreases significantly since the intrastate switched access rates will 

decrease significantly with this filing. The revenue versus cost difference for the year 

2000, based on the updated 2001 switched access rates, would be in the amount of 

$105,752. The rates are set in this mirrored fashion based upon the policy decision of 
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,the Illinois Commerce Commission in the 4*’ Interim Order in ICC Docket No. 83- 

0142. 

Mr. Petrouske, does your Schedule 3.01 separate out the costs and revenues 

associated with intrastate access? 

Yes. Schedule 3.01, Page 3, Line 1 of the analysis displays the intrastate switched 

access revenue requirement of the company. This total includes the revenue 

requirement totals for local switching, information and local transport from the 

innastate Part 69 study report output. Line 2 shows the switched revenue requirement 

reduction associated with the intrastate local switching rate NTS costs shifted to the 

local jurisdiction (as described in the Page 1, Line 2 definition above). Line 3 

calculates the net intrastate switched access revenue requirement, which consists of 

the goss switched revenue requirement less the local switching NTS cost shift Line 

4 displays the intrastate switched access revenues for Leaf River Telephone Company 

for the year 2000. Line 5 displays the difference between the net intrastate switched 

access revenue requirement and the switched access revenues received by the 

company. 

Mr. Petrouske, does your Schedule 3.01, Page 3 exclude the costs and revenues 

associated with interstate access? 

Yes. However, the interstate carrier common line revenue requirement has been 

included as part of the local service cost in this analysis, since these costs are related 

to the local loop portion of the network 
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What do you recommend the Commission do about Leaf River Telephone 

Company’s intrastate switched access revenue surplus? 

Nothing at this time. Contrary to AT&T’s position, the statute, 13-301 (d), does not 

disqualify a LEC from Universal Service Funding simply because its intrastate access 

revenues exceed intrastate access costs. Since the Commission’s Fourth Interim 

Order in ICC Docket Number 83-0142, carriers have used the process of mirroring 

interstate access rates with some limited adjustments. This issue should be addressed 

in detail in next phase of this proceeding. The FCC is currently reviewing access 

changes and evaluating various proposals regarding access charge reform I 

recommend that the Commission make no changes in access rates in this docket. In 

the meantime, no carrier should be denied Universal Service hmds in the future for 

following the Illinois Commerce Commission’s past mirroring policy. 

Would it serve the policy of the Universal Service Funding provision to adopt a 

pass-fail test for intrastate access subsidies as proposed by AT&T? 

Absolutely not. Under the AT&T proposal, a carrier can have $1.00 in intrastate 

access subsidy and lose several hundred thousand dollars in needed support. It would 

completely defeat the purpose of Universal Service and run contrary to the 

Commission’s policy in Fourth Interim Order of 53-0142 in which carriers were 

supposed to mirror interstate access rates in the intrastate jurisdiction. There is 

nothing in the Act that can be interpreted to deny funding to a carrier who otherwise 

demonstrates a need. Rather than remedy the situatiorL AT&T proposes to exacerbate 

it. Denying funding to a carrier whose intrastate access revenues exceed its intrastate 
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access costs inflicts a disproportionate harm to the carrier and its rural customers and 

serves no useml purpose. 

Are there any other services that the Commission should include for Universal 

Service Support? 

Yes there is. Recently the legislature has passed an amendment to the Public Utilities 

Act, While Governor Ryan has not signed the bill into law yet, it is almost assured 

that he will do so shortly after the hearings in this case have concluded. Th.e 

legislature has expressed a strong public policy aimed at conquering the “digital 

divide.” What will be new 220 ILCS 5/13-5-17 requires a carriers to provide 

advanced telecommunications services (DSL) to SO?/0 of their customers by January I, 

2005. While the bill does contain a provision in which a carrier may seek a waiver 

from the Commission under a verified petition, the grant of a waiver cannot be 

assumed and we recommend that DSL be included on the list of supported services 

unless and until a carrier obtains a waiver for such a service. When enacted, this new 

law should alleviate several concerns of the Staff in their initial direct testimony. In 

Mr. Hoagg’s May 11,200O testimony, he expressed some concern (on page 14) about 

rural companies that have deployed very costly networks capable of very high speeds 

of data nansmission. He stated, and I quote: “The intent of this proceeding is to 

determine the required support for the costs associated with providing voice-grade 

basic services; it would be inappropriate here to require the general body of Illinois 

rate payers to support deployment of, for example, costly high-speed dam networks.” 

He concluded that the rate of return analysis as the sole criterion could present small 
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carriers with significant incentives t.o deploy advanced network technologies 

supported in part by USF support. We believe that St&f’s concerns are no longer 

valid in light of the strong unambiguous message that the legislature has sent to the 

Commission about advanced services for all carriers. 

Some of the interexchange carriers (Verizou, MCI Wortdcom and Ameritech) 

have suggested that not all of the access lines should be supported by Universal 

Service Funding. What is Leaf River Telephone Company’s position on this 

issue? 

The FCC has not found any rural access lines that are less valuable than others and 

neither should this Commission. If a customer is entitled to support for the first 

access line at the Staffs $24.00 affordable price and the second access lines is 

perhaps $35.00, it encourages other occupants of the household to have the second 

line in their individual name. Furthermore, there does not appear to be any valid 

policy reason to deny support to rural business customers. In Leaf River Telephone 

Company’s case, it has six (6) access lines for the local school, seven (7) access lines 

for the volunteer fire department, and an access line for the local post office and all 

are considered business customers. I would recommend that the Commission not 

deprive local schools and other valuable public service entities such as the fire 

department and post office from Universal Service Support. Leaf River Telephone 

Company and several other rural carriers do not have large multi-line business 

customers in their service area Many rural business owners cannot afford an 
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1 independent location and often operate a business from their own homes. Leaf River 

2 Telephone Company recommends that all rural access lines be supported 

3 Q. Does this conclude your testimony? 

4 A. Yes. 
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Schedule 3.01 
Page 1 of 3 

IUSF ELIGIBILITY AMOUNT Total 
Line # Description of Data Source of Data Amount 

1 Interstate Carrier Common Line Rev. Req. Interstate Part 69 Study, Sch. A-l. 1 of 1, Line 19 

2 Intrastate Carrier Common Line Rev. Req. Intrastate Part 69 Study, Sch. A-l, 1 of 1, Line 19 

3 Line Temlination Rev. Req. Shifl for State SLC Intrastate LS2 Rate Development 

4 Local Rev. Req. Part 36 Study. Sch. S-1. 1 of 1, Line 19 

5 Cost of Unsupported Local Services Page 2 of this Exhibit 

6 Total Embedded Cost Sum of Lines 1 through 4 less Line 5 

7 Access Lines IITA Exhibit #2, Attachment 5 

8 Economic Cost per Line per Month Line 6 divided by Line 7 4 1 1 

9 Affordable Local Rate IITA Exhibit X2, Attachment 5 

10 Total Local Revenues - Supported Services Line 7 times Line 9 annualized 

11 Total Federal Support Funds IITA Exhibit #2. Altachment 5 (REVISEU) 

12 IUSF Eligibility Amount Line 6 minus Line 10 minus Line 11 

$235,295 

$474,500 

$52,692 

$423,697 

s 1,402 

$1,164,962 

610 

$161.88 

$25.59 

$187,319 

-. $621,836 

$375,827 
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COST OF UNSUPPORTED SERVICES Total 
Description of Data Source of Data Amount 

1 Total CO Investment for Ancillary Services Vendor cost information 

2 Total Central Office Switching Investment ICC Annual Report Page 6. Total CO Switching 

3 Total Accumulated Resewe CO Switching Inv. ICC Annual Report Page 20. Line 5 (j) 

4 Net Central Office Switching Equip. Investment Line 2 minus Line 3 

5 Net Rate Base Percentage of CO Switching Inv. Line 4 divided by Line 2 

6 Net Rate Base Portion of Ancillary Service Inv. Line 1 multiplied by Line 5 

7 Total Study Part 36 Rate Base - Local Part 36 Cost Study _ Local Net Investment Total 

8 Percent of Expense for Local Rev. Req. Adj. Line 6 divided by Line 7 

9 Total Local Operating Expenses Part 36 Operating Exp. 8 0th. Tax - Local 

10 Expense Redudion for Ancillary Services Line 9 multiplied by Line 8 

11 Return Component Reduction - Local Line 6 multiplied by 11.25% 

12 Return Component Reduction w/tax gross up Line 11 muitiplied by 1.64 

13 Total Local Revenue Requirement Reduction Line 10 plus Line 12 

s 13,300 

s 937,324 

s 768,635 

s 168.689 

18.00% 

s 2,394 

s 723,569 

0.33% 

s 2Q0,521 

J 961 

a 269 

6 442 

f 1,402 
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ACCESS SUBSIDY ANALYSIS Total 
Description of Data Source of Data Amount 

1 Intrastate Switched Access Rev. Req. Intrastate Part 69 Study, Sch. A-l, 1 of 1, Line 19 z-136.331 

2 Line ‘Termination Shift for State SLC Intrastate LS2 Rate Development $52,892 

3 Net Intrastate Switched Access Rev. Req. Line 1 minus Line 2 $83,439 

4 Current intrastate Switched Access Revenues Year 2000 Company CABS Data 52a2.955 

5 Subsidy in Access (if negative) Line 15 minus Line 16 ($209.416) 
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