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Q. PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS 1 

ADDRESS. 2 

A. My name is Jorge Ordonez.  I am employed by the Public Utility Commission of 3 

Oregon (Commission) as the Senior Financial Economist in the Economic and 4 

Policy Analysis Section.  My business address is 550 Capitol Street NE, Suite 5 

215, Salem, Oregon 97301-2551.  6 

Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND WORK 7 

EXPERIENCE. 8 

A. My Witness Qualifications Statement is found in Exhibit Staff/201, Ordonez /1. 9 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 10 

A. The purpose of my testimony is to review the impact on Oregon customers of 11 

Verizon Northwest, Inc. (VNW) of the proposed merger between Frontier 12 

Communications Corporation (Frontier) and New Communications Holdings, 13 

Inc. (NCH), the latter being a newly formed subsidiary of Verizon 14 

Communications, Inc. (Verizon).  My analysis covers the financial leverage and 15 

credit ratings aspects of the merger.   16 

Q. DID YOU PREPARE AN EXHIBIT FOR THIS DOCKET? 17 

A. Yes, I have prepared Exhibit Staff 201, consisting of one page; Exhibit Staff 18 

202, consisting of six pages; Exhibit Staff 203, consisting of 22 pages; Exhibit 19 

Staff 204, consisting of one page; Exhibit Staff 205, consisting of two pages; 20 

Exhibit Staff 206, consisting of 14 pages; and Exhibit Staff 207, consisting of 21 

five pages. 22 

23 
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Q. HOW DID YOU APPROACH YOUR TESTIMONY? 1 

A. Staff’s initial approach consisted in covering the following: (1) leverage 2 

analysis, (2) credit rating aspects of the transaction and (3) financial 3 

performance of Frontier after the merger.  However, Staff focused on the first 4 

and second topics because of difficulties getting complete and timely 5 

information from the Applicants to address Topic 3. 6 

Q. PLEASE EXPLAIN MORE ABOUT THE YOUR PROBLEMS WITH 7 

OBTAINING INFORMATION RELATED TO TOPIC 3. 8 

A. Initially, Staff requested the Applicants provide information through Staff’s Data 9 

Requests (DRs).  In Staff’s DR-62 released on June 18, 2009, I requested pro-10 

forma financial statements of Frontier covering the period from 2010-2011.  On 11 

July 2, 2009, the Applicant responded to Staff’s DR-62 and represented that 12 

the requested information would be provided in Frontier’s registration 13 

statement S-4 filed with Securities and Exchange Commission (SEC).1  14 

Unfortunately, this information did not appear in Frontier’s registration 15 

statement S-4, filed with the SEC on July 24, 2009. 16 

Q. DID YOU FOLLOW UP ON THIS REPONSE TO OBTAIN THE 17 

INFORMATION REQUESTED? 18 

A. Yes.  In Staff’s DR-198 released on August 25, 2009, I followed up and 19 

reiterated the need of this important piece of information.  Additionally, in 20 

Staff’s DR-199, I requested the Applicants perform sensitivity analysis 21 

considering four scenarios.  On September 9, 2009, the Applicants provided 22 

                                            
1 See Exhibit Staff/207 Ordonez/1. 



Docket UM 1431 Staff/200 
 Ordonez/3 

 

the information requested on DR-198; however, the Applicants did not provide 1 

the information requested in DR-199, stating that they had previously provided 2 

a model in Excel that shows projected financial information for 2010 and 2011 3 

in which various assumptions in the model can be revised by the user2. 4 

Unfortunately, the Excel workbook was not satisfactory because it was linked 5 

to worksheets not present in the Excel workbook, even though I requested the 6 

information to be provided in electronic format with formulae and cell 7 

references intact3. 8 

ORGANIZATION OF THE TESTIMONY 9 

Q. HOW HAVE YOU ORGANIZED YOUR TESTIMONY? 10 

A. My testimony is organized into four parts as follows: 11 

1. I describe the proposed “organizational structure” aspects of the merger 12 

between Frontier and NCH to form the post-merger new company Frontier; 13 

2. I describe the results of my “leverage” analysis of the merger; 14 

3. I comment on the “credit ratings” aspects of the merger between Frontier and 15 

NCH; and 16 

4. I provide the conclusions resulting from my analysis. 17 

ORGANIZATIONAL STRUCTURE 18 

Q. HOW IS THE MERGER TAKING PLACE? 19 

A. On May 29, 2009, Verizon and Frontier submitted a joint application 20 

(Application) to the Commission for approval of the merger between Frontier 21 

and NCH. 22 

                                            
2 See Exhibit Staff/207 Ordonez/4 
3 See Exhibit Staff/207 Ordonez/2, DR-198: ”… with annual totals where appropriate, in electronic 
format with formulae and cell references intact.  Please provide standard ratio calculations, including 
(but not limited to):…” 
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Q. WHAT IS NCH? 1 

A. NCH is a direct subsidiary of Verizon and a new Delaware corporation formed 2 

for purposes of this transaction.  NCH has two direct subsidiaries: New 3 

Communications Online and Long Distance, Inc. and New Communications 4 

ILEC Holdings, Inc.  The latter has six direct subsidiaries, one of which is 5 

VNW.4 6 

Q. WHAT IS VNW? 7 

A. VNW is an incumbent local exchange carrier (ILEC) serving a territory 8 

consisting of local access and transport areas (LATAs) in California, Idaho, 9 

Oregon and Washington.5  VNW served approximately 310,000 access lines6 10 

in Oregon as of December 31, 2008.  When the proposed transaction is 11 

concluded, VNW will be renamed because it will then be a subsidiary of post-12 

merger Frontier.7  For the purposes of this testimony, the name VNW will be 13 

used for the company both before the merger and Frontier Northwest (FNW) 14 

after the merger. 15 

Q. DOES FRONTIER CURRENTLY HAVE CUSTOMERS IN OREGON? 16 

A. Yes.  Citizens Telecommunications Company of Oregon (CTCO), dba Frontier 17 

Communications of Oregon, is currently a telecommunications utility providing 18 

                                            
4 See Exhibit Staff/202 Ordonez/1-6 for additional information regarding Verizon’s spin-off of NCH.  
5 See Exhibit Staff/203 Ordonez/9 of VNW’s consolidated financial statements as of December 31, 
2008.  
6 For purposes of this testimony, the terms “access lines” and “customers” are used interchangeably. 
7 See page 5 of the Application.  
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local exchange services throughout the state.  CTCO has approximately 1 

12,000 access lines in Oregon.  CTCO is subsidiary of Frontier.8 2 

Q. PLEASE PROVIDE METRICS ILLLUSTRATING THE SIZE OF THE 3 

COMPANIES INVOLVED IN THE TRANSACTION AND A COMPARISON 4 

WITH THE INDUSTRY? 5 

A. Table 1 provides certain metrics of the size of the companies involved in the 6 

transaction.  7 

Table 1 8 
 9 

 10 
 11 
Staff considered as a proxy for the industry the composite statistics of the 12 

telecommunications services industry as reported in the Value Line Investment 13 

Survey (Value Line)9.  Post-merger Frontier’s market share will increase from 14 

0.3 percent to one percent, while Verizon’s market share declines from 15 

approximately 17 percent to approximately 16 percent; additionally, post-16 

                                            
8 See page 5 of the Application.  
9 See Exhibit Staff/204 Ordonez/1 

Selected metrics: Industry, pre-merger Frontier, post-merger Frontier and Verizon
Annualized from information as of the First Quarter of 2009

INDUSTRY1

Metric Units
% of 

Industry
% of 

Industry
% of 

Industry
Revenues $million 640,000        2,152   0.3% 6,248    1.0% 106,364 16.6%
Net profit $million 61,000           144      0.2% 552       0.9% 12,840   21.0%
Total capital $million 910,000        5,214   0.6% 13,649  1.5% 136,228 15.0%
Net plant $million 485,000        3,202   0.7% 8,635    1.8% 89,855   18.5%

1

2

3 From Verizon's Form 10-Q, as of f irst quarter of 2009, f iled w ith SEC on May 11, 2009.

Pre-merger 

FRONTIER2

Post-merger 

FRONTIER2

From Value Line Investment Survey, June 26, 2009. Composite Statistics: Telecommunications Services Industry.

Pre-merger 

VERIZON3

From Frontier's Form S-4 registration statement f iled w ith the Securities and Exchange Commission (SEC) on July 24, 
2009
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merger Frontier is estimated to have almost three times its pre-merger 1 

revenue, net profit, total capital, and net plant.  2 

LEVERAGE ANALYSIS 3 

Q. WHAT IS FINANCIAL LEVERAGE AND WHY IS IT IMPORTANT? 4 

A. Financial leverage is the extent to which a company relies on debt rather than 5 

equity for capitalization.  Measurements of financial leverage assist in 6 

determining the likelihood a firm will default on its contractual debt.  The more 7 

debt on a company’s balance sheet relative to equity, the greater the 8 

probability that it will be unable to fulfill its contractual obligations.10 9 

Q. WHAT IS THE CURRENT AND ANTICIPATED LEVERAGE OF THE 10 

PARTIES INVOLVED IN THE TRANSACTION? 11 

Table 2 12 
 13 

     14 

                                            
10 Ross, Westerfield and Jaffe, Corporate Finance 36 (McGraw-Hill Irwin, 2005). 

Ratio
Pre-merger 

Frontier1
Post-merger 

Frontier1
Pre-merger 

Verizon 2 Industry 3

Debt ratio 93% 67% 64% N/A
Debt-to-equity ratio 12.79 2.07 1.82 N/A
Book long-term debt ratio 91% 58% 41% 39%
Book common-equity ratio 9% 42% 59% 56%
Market long-term debt ratio 67% 52% 40% N/A

Market common-equity ratio 4 33% 48% 60% N/A

1

2

3

4

From Value Line Investment Survey, June 26, 2009. Composite Statistics: Telecommunications 
Services Industry for 2009.

From Verizon's Form 10-Q filed w ith SEC on May 11, 2009.

From Frontier's Form S-4 registration statement f iled w ith SEC on July 24, 2009

The market value of common equity w as calculated using stock prices for the first quarter of 2009.

Leverage metrics: Industry, Frontier, New Frontier and Verizon for the first quarter of 
2009 as of March 31, 2009.
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A. Table 2 above illustrates that all leverage ratios11 of Verizon are superior to 1 

those of post-merger Frontier.  2 

Q. IS A COMPARISON OF FRONTIER’S FINANCIAL LEVERAGE PRE- AND 3 

POST-MERGER RELEVANT? 4 

A. No.  The relevant comparison is Verizon’s current and projected financial 5 

strength and leverage as compared to post-merger Frontier.  Approval of the 6 

transaction is a transfer of customers’ service provided by Verizon to post-7 

merger Frontier. 8 

Q. HOW COULD THE MERGER IMPACT THE CURRENT 310,000 OREGON 9 

CUSTOMERS OF VNW? 10 

A. From the point of view of financial leverage, the current 310,000 Oregon 11 

customers of VNW may be harmed by leaving the umbrella of Verizon and 12 

becoming part of post-merger Frontier.  As shown in Table 2, the leverage of 13 

post-merger Frontier, indicated by its book long-term debt ratio of 58 percent, is 14 

greater than Verizon’s 41percent.  Additionally, post-merger Frontier’s 15 

leverage, indicated by its book long-term debt ratio of 58 percent, is estimated 16 

to be more leveraged than the 39 percent average for other companies in the 17 

telecommunications services industry for 2009 as reported in Value Line12.  18 

  19 

                                            
11 See Exhibit Staff/205 Ordonez/1 for ratio definitions. 
12 See Exhibit Staff/204 Ordonez/1 
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CREDIT RATINGS 1 

Q. WHAT IS A BOND RATING AND WHY IS IMPORTANT FOR 2 

COMPANIES? 3 

A. “A bond rating is a grade given to bonds indicating their credit quality. 4 

Independent rating services such as Standard & Poor's, Moody’s, and Fitch 5 

provide these evaluations of a bond issuer's financial strength - the issuer’s 6 

ability to pay a bond's principal and interest in a timely fashion.  The ratings 7 

services express bond ratings as letters ranging from 'AAA', which is the 8 

highest grade, to 'C', which is the lowest grade.  Different rating services use 9 

the same letter grades, but use various combinations of upper- and lower-case 10 

letters to differentiate themselves”13. 11 

“The ratings assigned to bond issues are important in terms of the marketability 12 

and effective cost to the ratepayer.  Bond issues having the top four letter 13 

ratings, AAA down to BBB, are considered to be investment grade securities, 14 

meaning that financial institutions can purchase such bonds without violating 15 

the laws of prudent investment.  Not only are investment grade bond ratings 16 

crucial for a utility to maintain continued access to capital, but the rating 17 

determines the cost and terms of the issue.  Corporate bonds are discounted at 18 

progressively higher discount rates as their ratings deteriorate.14 19 

 20 

                                            
13 www.investopedia.com 
14 Roger Morin, New Regulatory Finance 91-92 (Public Utilities Reports, Inc., 2006). 
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Q. CAN YOU PROVIDE A COMPARISON OF THE LONG-TERM CREDIT 1 

RATING SCALES FROM THE THREE MAJOR CREDIT AGENCIES? 2 

A.  Yes. Table 3 shows the scales from the three major credit rating agencies: 3 

Table 3 4 

 5 

  6 

Moody's S&P Fitch

Aaa AAA AAA

Aa1 AA+ AA+
Aa2 AA AA
Aa3 AA‐ AA‐

A1 A+ A+
A2 A A
A3 A‐ A‐

Baa1 BBB+ BBB+
Baa2 BBB BBB
Baa3 BBB‐ BBB‐

Ba1 BB+ BB+

Ba2 BB BB

Ba3 BB‐ BB‐

B1 B+ B+
B2 B B
B3 B‐ B‐

Caa1 CCC+ CCC+
Caa2 CCC CCC
Caa3 CCC‐ CCC‐

Ca CC CC

C C C

C D D In default

Investment 
grade

Speculative 
grade

* Source: Edison electric insti tute; Q2‐2009 Financia l  
Update, Quarterly Report of the  U.S. Shareholder‐owned 
Electric Uti l i ty Industry.
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Q. CAN YOU GIVE AN EXAMPLE OF HOW BONDS WITH DIFFERENT 1 

RATINGS HAVE DIFFERENT YIELDS? 2 

A.  Yes.  Figure 1 shows index yields of Moody’s Aaa and Baa industrial bonds. 3 

The average difference in yields between May, 2001 and August, 2009 was 4 

1.18 percent.  It should be noted that bond issues with either Moody’s Aaa or 5 

Baa ratings are within the “investment-grade” category.  This difference may 6 

increase for bonds rated in the “speculative-grade” category, which have 7 

correspondingly greater yields. 8 

Figure 1 9 

 10 

Source: Federal Reserve www.federalreserve.gov/releases/h15/update/ 11 

Q WHAT WAS THE DIFFERENCE IN YIELD IN THE LAST YEAR? 12 

A. The difference was even higher.  In the period of September, 2008 to August 13 

2009, the difference was 2.5 percent. 14 
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Q DID STAFF CALCULATE THE DIFFERENCE IN YIELD BETWEEN 1 

VERIZON AND FRONTIER? 2 

A. No.  In Staff’s DR-207 Staff requested indicative quotes from Investment banks 3 

for the issuance of debt securities with 5-, 7-, 10-, 15- and 30-year maturities 4 

for Frontier and Verizon.  On September 29, 2009 the Applicants did not 5 

provide the information requested but instead only provided the yields of 6 

Frontier’s existing debt.  The Applicants did not provide any information for 7 

Verizon, stating the following: “Debt associated Verizon Communications Inc. is 8 

not relevant to the transaction…”15 9 

Q WHAT IS YOUR OPINION ABOUT THE RELEVANCE OF VERIZON BOND 10 

SECURITIES’ YIELDS IN YOUR ANALYISIS? 11 

A.  Yields of Verizon debt securities are vital for analysis. It is important to know 12 

what levels of yields VNW is foregoing by leaving the umbrella of Verizon.  13 

Q WHAT ARE THE CURRENT RATINGS FOR THE COMPANIES INVOLVED 14 

IN THE MERGER? 15 

A. Table 4 shows the current ratings on senior unsecured long-term debt 16 

securities for Verizon and pre-merger Frontier: 17 

  18 

                                            
15 See Exhibit Staff/207 Ordonez/5. 
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Table 4 1 

 2 

Q. DID STAFF HAVE ACCESS TO RATING AGENCIES’ REPORTS ABOUT 3 

THE MERGER? 4 

A.  Yes.  Frontier’s response to Staff’s Data Requests 63, 64 and 65 (DR-63-65)16 5 

contains reports on the merger from Fitch, Moody’s and S&P. 6 

Q. PLEASE SUMMARIZE THE THREE CREDIT AGENCIES’ ANALYSES OF 7 

THE TRANSACTION. 8 

A.  Fitch, Moody’s, and S&P agree that post-merger Frontier may have less 9 

financial leverage than Frontier does currently.17  However, S&P points out that 10 

the improvement in leverage is offset by the integration costs and ongoing 11 

access-line losses.18  12 

Q. HOW COULD FNW BE AFFECTED? 13 

A. The likelihood of Frontier to default on its debt is higher than Verizon’s.  14 

Verizon has an investment-grade rating of “A3” from Moody’s19, which is 15 

                                            
16 See Exhibit Staff/206 Ordonez/1-13 
17 See Exhibit Staff/206 Ordonez/1-13. Fitch: “The company to be merged into Frontier will be 
moderately levered, and post-merger Frontier is expected be less leveraged than currently…”  
Moody’s: “The transaction is expected to result in significant deleveraging at Frontier…”  S&P: The 
rating affirmation reflects the lower pro forma leverage of the combined company, which we believe 
will be at or under 3.0x adjusted post-transaction close, compared to 4.2x as of March 31, 2009…” 
18 See Exhibit Staff/206 Ordonez/4 
19 Standard and Poor’s “A”, Moody's “A3” and Fitch “A”. 

Rating Agency

Pre‐merger 

Verizon1
Pre‐merger 
Frontier Notch/difference

Moody's A3 Ba2 5
Standard and Poor's A BB 6
Fitch A BB 6

1 VNW has  the same credit ratings  of Verizon

Source: Rating agencies' websites  as  of October 13, 2009.
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superior to Frontier’s speculative-grade rating of “Ba2” from Moody’s.  Moody’s 1 

has also placed the VNW’s A3 senior unsecured debt rating on review for a 2 

possible downgrade.  Finally, Moody’s also considers that it is unlikely that 3 

FNW will be rated at that level.20 4 

CONCLUSIONS 5 

Q. WHAT CONCLUSIONS HAVE YOU REACHED REGARDING THE 6 

PROPOSED MERGER? 7 

A. From the perspective of financial leverage and credit ratings, the merger may 8 

harm Oregon customers of VNW (and it would harm the customers of FNW, 9 

the surviving subsidiary of post-merger Frontier) if the Application is approved 10 

without Staff’s conditions.  VNW may leave the umbrella of Verizon, an 11 

investment-grade, highly rated holding company and becoming part of Frontier.  12 

Frontier is a more leveraged company, with current bond ratings of 13 

“speculative.”  14 

Q. IS STAFF PROPOSING CONDITIONS THAT CAN ADDRESS THE 15 

CONCLUSIONS YOU ARRIVED? 16 

 A. Yes. In Exhibit Staff/100, Mr. Dougherty proposes several financial conditions 17 

that address my conclusion. 18 

Q. DOES THIS CONCLUDE YOUR TESTIMONY? 19 

A. Yes. 20 

 21 

                                            
20 See Exhibit Staff/206 Ordonez/9, third paragraph. 
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Q. PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS 1 

ADDRESS. 2 

A. My name is Irina Phillips.  I am an Economist for the Economic Policy and 3 

Analysis Section of the Public Utility Commission of Oregon (Commission).   4 

My business address is 550 Capitol Street NE Suite 215, Salem, Oregon 5 

97301-2551.  6 

Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND WORK 7 

EXPERIENCE. 8 

A. I hold a Master of Science degree in Economics from Oregon State University 9 

in Corvallis OR. 10 

 I have worked as an Adjunct Instructor of Micro and Macro Economics at 11 

Western Oregon University and Linn-Benton Community College from 2005 till 12 

2009. 13 

Beginning June 2009, I have been employed as an Economist with the 14 

Commission. 15 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 16 

A. The purpose of my testimony is to assess certain risks to customers resulting 17 

from the indirect transfer of control from Verizon Communication Inc. (Verizon) 18 

to Frontier Communications Corporation (Frontier or Company). 19 

Q. HOW IS YOUR TESTIMONY ORGANIZED? 20 

A. My testimony is organized as follows: 21 

     Introduction……………………………………………….……………….….2 22 
Issue 1 - Frontier's Future Revenue Forecast……………………………5 23 
Issue 2 - Frontier's Model to Attract Customers………….…….…..……8 24 
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Issue 3 - Frontier's Approach to Retain Customers…………….............9 1 
     Issue 4 - Frontier's Business Model…………………………….…….......9 2 

Issue 5 - Future of FIOS with Frontier………………………….……....10 3 
 

INTRODUCTION 

Q. HOW HAS VERIZON COMMENTED ON THE INDIRECT TRANSFER OF 4 

CONTROL? 5 

A. As stated by Keith Fulton, President of Verizon West Virginia: “The landline 6 

(component) isn’t a liability per se.  It is a part of the business that generates 7 

some revenue, but it is a declining business for many.1”  Verizon’s overall line 8 

loss was eight percent in 2007 and 10.2 percent in 2008.  Verizon’s line loss in 9 

Oregon was 9.2 percent (12.7 percent loss of residential and 4.6 percent loss 10 

of business lines). 11 

Q. WHAT STRATEGY CAN A COMPANY IMPLEMENT IF THE LANDLINE 12 

LOSSES ARE SIGNIFICANT AND THERE IS A REVENUE DECLINE? 13 

A. One option is to cut costs.  Over time this approach may lead to a decline in 14 

service quality and may eventually result in certain corrective actions taken by 15 

state commissions.  A cost-cutting strategy that negatively impacts service 16 

quality can postpone the immediate effects of an operating loss problem, but 17 

will result in more problems over the long-term.  Other options include selling 18 

the business or abandoning service.  In this case, Verizon chose to transfer 19 

control of certain properties to Frontier. 20 

                                            
1 http://www.statejournal.com/story.cfm?func=viewstory&storyid=66718&catid=182 
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Q. WHAT IS FRONTIER’S POSITION ON THE INDIRECT TRANSFER OF 1 

CONTROL? 2 

A. Frontier asserts that many people in rural areas will continue using landlines 3 

and that the existing infrastructure could be used to provide telephone and 4 

high-speed Internet services, especially to areas that otherwise would not have 5 

access to these services.2  Frontier reported overall line loss for 2008 at  6 

7.3 percent.  Frontier recognizes the decline in basic access lines but hopes 7 

that the corresponding loss of revenue will be offset by increase in data and 8 

Internet service revenues.3 9 

Q. PLEASE DESCRIBE THE POTENTIAL PROBLEMS WITH THE 10 

PROPOSED TRANSACTION. 11 

A. Frontier currently carries a significant amount of indebtedness ($4.7 billion at 12 

the end of first quarter of 2009), and after the merger this amount will increase 13 

to about $8.0 billion.  The possible negative consequences of such high 14 

indebtedness include limitations on the merged company’s ability to obtain 15 

additional financing, which will necessarily cause an allocation of a substantial 16 

portion of Frontier’s cash flow from operations to service its debt.  The internal 17 

case for reinforcement and upgrade of the current network may be difficult for 18 

the Company to make when overall demand for landlines is falling.  Frontier 19 

might find itself burdened with debt and losing customers and unable to make 20 

the necessary upgrades to existing infrastructure.  The loss of customers may 21 

cause necessary reductions in the work force (or freezing payroll, furloughs 22 
                                            
2 Frontier Communications. Welcome to the New Frontier. May 13, 2009, p. 5, 7, 8, and 24. 
3 Page 20, form Q-10 (SEC) filed on 08/04/2008. 
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and wage reductions), issues with the customer billing services, and possibly 1 

even interruptions of 9-1-1 services. 2 

Q. CAN YOU BRIEFLY OUTLINE THE COMPETITIVE CLIMATE AROUND 3 

THE TRANSFER? 4 

A. The telecommunications industry is very competitive because there are many 5 

players and they are using different technologies.  Many large cable television 6 

companies have entered the voice market, and these companies are a 7 

powerful new force.  Many customers now have two wires to their homes that 8 

can provide telephone service, one from the telephone company and one from 9 

the cable company.  In addition, wireless substitution is gradually reducing the 10 

number of wire line subscribers.  Approximately 20 percent4 of U.S. homes 11 

now report using only wireless phones.  As a result of these industry changes, 12 

a financial and operational failure by a landline phone company is no longer a 13 

highly implausible event that can be safely ignored by the Commission.  The 14 

traditional approach of allowing higher tariffs and subscriber rates may not 15 

work because of high demand elasticity for local exchange service in such a 16 

diverse multi-vendor environment. 17 

Frontier failed to demonstrate to Staff that it assessed the intense competition 18 

from TV cable companies (Comcast) in Portland metropolitan area.5  I received 19 

the following response from the Company to my data request about 20 

competition from the cable companies in Oregon: 21 

                                            
4 http://wirelessguide.org/2009/090508.php 
5 DR201-2 and http://seekingalpha.com/article/153702-frontier-communications-corporation-q2-2009-
earnings-call-transcript?page=7 



Docket UM 1431 Staff/300 
 Phillips/5 

 
 

Frontier has some knowledge of the competition in Oregon 1 
service areas and whether or not there are broadband products. 2 
Frontier did not analyze the specifics of each competitor’s 3 
broadband or telephone offerings on a wire center by wire center 4 
basis. Rather, it relied on its review of historical unit and revenue 5 
trends and its experience competing with the various competitors 6 
in its current operational footprint.  7 
 8 

Frontier did not assure Staff that it will be able to compete efficiently and keep 9 

the customers.  10 

ISSUE 1 - FRONTIER FUTURE REVENUE FORECAST 11 

Q. WHAT IS CURRENT REVENUE TREND FOR FRONTIER? 12 

A. I used in my analysis quarterly revenue data for 2007 through 2009, but the 13 

conclusions are confirmed by the long-term industry trend.  The following table 14 

highlights revenue trends. 15 

Table 1 – Revenue Trends (in 000s) 16 
Quarter Revenue Percent Change 
June  2009 $532,142 -1.08% 
March  2009 $537,956 -1.72% 
December 2008 $547,392 -1.88% 
September 2008 $557,871 -0.83% 
June 2008 $562,550 -1.17% 
March 2008 $569,205 -1.39% 
December 2007 $577,228 +0.51% 
September 2007 $575,814 - 

 17 
Frontier’s revenue for local services declined eight percent in 2008 to  18 

$198.3 million while data and Internet services revenue increased six percent 19 

to $160.6 million.  Switched access service revenue declined 13 percent to 20 

$87.4 million while revenue from long-distance services fell 14 percent to  21 
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$40.6 million. The company lost 27,700 voice-access lines in the second 1 

quarter of 2009 and had 2.19 million access lines, down six percent from a 2 

year ago.6 3 

Q. BASED ON YOUR ANALYSIS, WHAT MAY HAPPEN TO FRONTIER’S 4 

REVENUE AFTER THE TRANSFER? 5 

A.  Frontier’s “pro forma” projections rely on Verizon's year-end 2008 results. 6 

Verizon lost 136,000 access lines (2.9 percent of all its lines) during the second 7 

quarter of 2009.  Since June 30, 2008, Verizon has lost more than  8 

11 percent of its access lines, resulting in a significant decline in revenues, 9 

cash flow, and net income.  In the best case scenario, I predict that there will 10 

be a revenue decline of at least two percent a year from Frontier’s revenue 11 

base (including Spinco).  If I take into account merger tensions, then the more 12 

realistic short-run revenue loss is around four percent per year for the first 13 

three years.  By merger tensions I mean the following7: 14 

• The ability to successfully integrate the Verizon 15 
operations into Frontier`s existing operations; the effects 16 
of increased expenses due to activities related to the 17 
Verizon transaction;  18 

 19 
• The ability to migrate Verizon`s West Virginia operations 20 

from Verizon owned and operated systems and 21 
processes to Frontier owned and operated systems and 22 
processes successfully;  23 

 24 
• The risk that the growth opportunities and cost synergies 25 

from the Verizon transaction may not be fully realized or 26 
may take longer to realize than expected;  27 

 28 

                                            
6 SEC Form 10-Q 
7 http://uk.reuters.com/article/idUS178062+27-Oct-2009+BW20091027?symbol=FTR.N  
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• The sufficiency of the assets to be acquired from Verizon 1 
to enable us to operate the acquired business;  2 

 3 
• Disruption from the Verizon transaction making it more 4 

difficult to maintain relationships with customers, 5 
employees or suppliers;  6 

 7 
• The effects of greater than anticipated competition 8 

requiring new pricing, marketing strategies or new 9 
product or service offerings and the risk that we will not 10 
respond on a timely or profitable basis;  11 

 12 
• Reductions in the number of our access lines and High-13 

Speed Internet subscribers; and 14 
 15 

• Our ability to sell enhanced and data services in order to 16 
offset ongoing declines in revenue from local services, 17 
switched access services and subsidies. 18 

 19 
Q. HOW SHOULD THE COMMISSION REVIEW THIS TRANSACTION FROM 20 

A FINANCIAL POINT OF VIEW? 21 

A. in terms of financial perspective, it is necessary to consider whether Frontier 22 

has the financial fitness and ability to generate realistic cash flows to meet its 23 

goals (capital investment and employee obligations are among them).  If the 24 

operating environment proves more negative than the company’s modeling, the 25 

company should plan to have the flexibility to meet its obligations in several 26 

other ways.  For example, Frontier could reduce line losses by adding 27 

incremental revenues through new products, or meet this reduction with 28 

adjustment in the company’s cost structure, reduction in capital expenditure, or 29 

alteration of the company’s dividend policy.  30 

  31 
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ISSUE 2 - FRONTIER'S MODEL TO ATTRACT CUSTOMERS 1 

Q. BRIEFLY DESCRIBE FRONTIER’S MODEL TO ATTRACT NEW 2 

CUSTOMERS? 3 

A.  Frontier uses the image of rural America in its advertising campaigns.8 4 

Providing service in rural areas is more expensive than in urban areas, and 5 

price competition has been increasing over the last two years.9  The age 6 

demographic of Frontier customers is: more than 70 percent are over 30 years 7 

old.  Frontier mentions on its web page that its customers have greater 8 

disposable income.10  Both factors, rural setting and greater income, are a 9 

natural rationale from company’s point of view to allow higher prices.   10 

Q. WHAT ARE FRONTIER’S RATES FOR SELECTED SERVICES? 11 

A. Frontier files a local tariff with Commission and lists the flat rate basic access 12 

rate of $12.67.  Business one-party access is $22.32 per month and multi-line 13 

is $37.75.  The lowest Internet rate is $24.99 with 30 minutes of monthly Long 14 

Distance (zip code 97410).  This is comparable with other telecommunication 15 

services providers in Oregon. There are no basic prices listed on Frontier’s 16 

web page in the residential customer section, so the customer would need to 17 

access the company’s tariffs and regulations and scan through several legal 18 

documents, but prices of bundles are easily visible.  19 

 20 
 21 

                                            
8 http://www.frontier.com/InternetSolutions/internetadvertising/ 
9 http://www.telecommagazine.com/newsglobe/article.asp?HH_ID=AR_3982 
http://www.comscore.com/Press_Events/Press_Releases/2009/8/Broadband_Plays_Catch-
Up_in_Rural_Areas_Outpaces_Growth_in_Big_Cities 
10 http://www.quantcast.com/frontiercommunications.com 
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ISSUE 3 - FRONTIER'S APPROACH TO RETAIN CUSTOMERS 1 

Q. HOW DOES FRONTIER RETAIN ITS CUSTOMERS? 2 

A. My conclusion is that Frontier’s retention practice is based on offering bundled 3 

products and services under one, two, or three-year price protection plans with 4 

penalties for not completing the term.  Frontier also advertises itself as 5 

providing exemplary customer service and introducing a number of new 6 

products, like “Frontier Piece of Mind.” 7 

Q. WHAT IS FRONTIER’S PIECE OF MIND OPTION? 8 

A. If you are a Windows XP or Vista user, Frontier offers you hard-drive backup 9 

for a starting rate of $4.99.  For an additional charge, a customer may 10 

subscribe for additional technical support (e.g. for wireless network or printer 11 

setup). 12 

ISSUE 4 - FRONTIER'S BUSINESS MODEL 13 

Q. WHAT IS FRONTIER’S APPROACH TO CAPITAL EXPENDITURES AND 14 

INVESTING ACTIVITIES? 15 

A. In its March 31st SEC Form 10-Q, the Company states: 16 

We continue to closely scrutinize all of our capital projects, 17 
emphasize return on investment and focus our capital 18 
expenditures on areas and services that have the greatest 19 
opportunities with respect to revenue growth and cost 20 
reduction.”  21 
 22 

My concern is that if the revenue growth does not materialize, Frontier is going 23 

to reduce costs.  Reduction of necessary capital expenditures in maintenance 24 

could translate into service quality problems in the future. 25 
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 1 
Q. WHAT IS FRONTIER’S DIVIDEND POLICY? 2 

A.  The Company expects to pay regular quarterly dividends.11  Frontier wants to 3 

have an annuity-like reputation and deliver stable and consistent returns.  4 

Frontier pays very high dividends in relation to its net income.  Frontier must 5 

play a balancing act, preserving an attractive dividend portion of its return, 6 

while also executing capital expenditure plans that involve infrastructure 7 

investment and staying focused on customer service. 8 

ISSUE 5 - FUTURE OF FIOS WITH FRONTIER 9 

Q. WHAT DOES FIOS STAND FOR? 10 

A. As noted in Verizon's trademark, fios is a Gaelic word, translated into English 11 

as "knowledge."  FiOS is a bundled (Internet, television (TV) and phone) 12 

service, operating over fiber to the Verizon home network.  Most 13 

telecommunication companies (including Frontier) use fiber optics in the 14 

network backbone and use existing copper infrastructure for the end user.  15 

Q. DOES FRONTIER OFFER A SIMILAR INTERNET/TV/PHONE BUNDLE? 16 

A. Not exactly.  Frontier offers bundles of TV, internet and phone service starting 17 

at $109.97 per month and up.  However for TV service, Frontier uses DISH 18 

Network Satellite TV service.  It does not appear that Frontier has experience 19 

operating a cable company. 20 

  21 

                                            
11 SEC Form 10-Q, Dividends page 23 
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Q. WHERE DID VERIZON BUILD FIOS IN OREGON? 1 

A. Verizon built its FiOS network mainly in the Portland metropolitan area where 2 

Comcast is an existing strong competitor.  Frontier does not seem to be 3 

seriously concerned about increased competition from Comcast in Oregon.  4 

Frontier provided me with Oregon Loop Cost Model developed with the goal of 5 

providing 85% of the households in the Verizon’s Oregon exchanges with 6 

speed of 3Mbps12. Current Verizon FiOS plans offer much higher speeds. For 7 

$49.99 a customer can download up to15 Mbps and upload up to five Mbps. 8 

  My concern is about the Portland metropolitan area after the transfer.  9 

Frontier may experience significant loss of customers there and a 10 

corresponding decline in revenue.  11 

Q. DOES THIS CONCLUDE YOUR TESTIMONY? 12 

A. Yes. 13 

                                            
12 DR202 
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Q. PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS 1 

ADDRESS. 2 

A. My name is Roger White.  I am the Program Manager for the 3 

Telecommunications Cost Analysis Section of the Public Utility Commission of 4 

Oregon.  My business address is 550 Capitol Street NE Suite 215, Salem, 5 

Oregon 97301-2551.  6 

Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND WORK 7 

EXPERIENCE. 8 

A. My Witness Qualification Statement is found in Exhibit Staff/ 401. 9 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 10 

A. The purpose of my testimony is to discuss Engineering and Service Assurance 11 

issues, Broadband/DSL issues, and Operation and Business Support System 12 

issues and to recommend ordering conditions that, in part, will mitigate the 13 

problems I have identified. 14 

Q. DID YOU PREPARE AN EXHIBIT FOR THIS DOCKET? 15 

A. Yes, Exhibit Staff/401 consisting of one page, Exhibit Staff/402 consisting of 16 

four pages, Confidential Exhibit Staff/403 consisting of one page and Highly 17 

Confidential Exhibit Staff/404 consisting of 12 pages. 18 

Q. HOW IS YOUR TESTIMONY ORGANIZED? 19 

A. My testimony is organized as follows: 20 

ENGINEERING AND SERVICE ASSURANCE ISSUES ............................ 2 21 
BROADBAND/DSL ISSUES ....................................................................... 7 22 
OPERATIONS AND BUSINESS SUPPORT SYSTEMS ISSUES ............ 12 23 
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ENGINEERING AND SERVICE ASSURANCE ISSUES 1 

Q. PLEASE EXPLAIN WHAT YOU ARE REFERRING TO BY ENGINEERING 2 

AND SERVICE ASSURANCE ISSUES. 3 

A. By engineering and service issues, I refer to network issues or potential issues 4 

that could impact the quality or availability of products and services that will be 5 

provided by the New Communications ILEC. 6 

Q. ARE THERE ANY EXISTING ISSUES THAT COULD IMPACT THE 7 

QUALITY AND AVAILABILITY OF SERVICES IN THE CURRENT 8 

VERIZON SERVICE AREA? 9 

A. Yes, the age of the switches may be a potential issue.  In a highly confidential 10 

response to one of Staff’s data requests1, the Applicants responded with an 11 

Excel spreadsheet containing a list of Verizon’s switches and their in-service 12 

dates.  From this information I was able to establish the age of each base unit 13 

and each remote as well as the average age of the base units and the remotes.   14 

Q. DID THE APPLICANTS PROVIDE YOU WITH ANY OTHER 15 

INFORMATION REGARDING THEIR SWITCHES?  16 

A. Yes, in response to my data request2, the Applicants provided me with the 17 

average depreciation life that Verizon uses for the digital switching account, 18 

which is 11 years.  19 

                                            
1 Applicants’ response to Staff Data Request No. 53. Included in Highly Confidential Exhibit Staff 404, 
page 1-5. 
2 Applicants’ response to Staff Data Request No.220. 
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Q. DID THE APPLICANTS PROVIDE ANY INFORMATION ON THE 1 

CURRENT REPLACEMENT COST OF ANY OF THE TYPES OF 2 

SWITCHES CURRENTLY IN USE? 3 

A.  Yes, the Applicants provided the current, average replacement cost6 for one 4 

type of switch that is deployed by Verizon in Oregon. 5 

Q. WAS THE AMOUNT IN THE $150 TO $500 PER LINE RANGE?  6 

A. Yes, the dollar amount that the Applicants provided for the cost of a switch 7 

would fall into the $150-to-$500 per line range.7 8 

Q. IF ALL OF THE SWITCHES THAT FRONTIER PURCHASED FROM 9 

VERIZON HAD TO BE REPLACED, WHAT WOULD YOU ESTIMATE THE 10 

DOLLAR IMPACT TO BE? 11 

A. Based on the $150-to-$500 per line amount and the reported 4.79 million lines, 12 

I would expect to see somewhere between a $718 million and $2.4 billion8 13 

increase in capital expenditure in the Baseline9 program between 2010 and 14 

2014. 15 

Q. DID THE BUDGET INFORMATION PROVIDE ANY INDICATION THAT 16 

FRONTIER WAS ANTICIPATING HAVING TO MODERNIZE THE 17 

SWITCHES THAT IT HAD PURCHASED FROM VERIZON? 18 

                                            
6 Applicants’ response to Staff Data Request No. 169. 
7 This is a typical cost per line range that could be calculated from ARMIS data. 
8 The $718 million dollar amount was calculated by multiplying $150 times 4.79 million lines. Likewise, 
the $2.4 million was calculated by multiplying $500 times 4.79 million lines. 
9 The programs identified in the capital expenditures budget are: Baseline, FiOS, DSL Availability, 
Backbone, ISP, Operator Services, Fleet, Information Services, and Other.  Included in Highly 
Confidential Exhibit Staff 404, page 12. 
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as an assumption in its cash flow projections.  Having to replace all of its 1 

switches could result in a $718 million-to-$2.4 billion incremental cash 2 

requirement between 2010 and 2014.  When compared to what Frontier has 3 

budgeted for that period, this amount is very substantial.  Having to upgrade 4 

the switches could put the company at financial risk when it tries to raise the 5 

money.  The second risky situation could result if Frontier does not upgrade the 6 

switches and there is a significant deterioration of service. 7 

Q. DO YOU RECOMMEND ANY ORDERING CONDITIONS THAT CAN BE 8 

USED TO REDUCE THE RISK RELATED TO THESE SWITCHES? 9 

A. Yes.  I recommend ordering conditions 22a and 23c that requires Frontier to 10 

put together a strategic plan that establishes end-lives for each of the switches 11 

and an estimate of the required capital expenditures that will be required to 12 

modernize the switches.  A copy of this strategic plan and the discussion of 13 

capital expenditures will be provided to the Commission and used to track 14 

Frontier’s performance.  15 

Q. DO THESE RECOMMENDED ORDERING CONDITIONS PROVIDE A 16 

REMEDY FOR THIS POTENTIAL PROBLEM? 17 

A. The recommended ordering conditions provide only a partial remedy to the 18 

problem.  The conditions will make Frontier aware of the state of the switches 19 

that it is acquiring and the cost to modernize them, but it does not address how 20 

Frontier is going to raise the needed funds to carry out the modernization.   21 
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BROADBAND/DSL ISSUES 1 

Q. PLEASE EXPLAIN STAFF’S CONCERN REGARDING 2 

BROADBAND/DSL10 ISSUES? 3 

A. In the Embarq-Century merger, the Federal Communications Commission 4 

(FCC) imposed the following condition on the CentryLink: 5 

The merged company expects to make substantial additional investment in 6 
broadband services.  The merged company will offer retail broadband Internet 7 
access service to 100 percent of its broadband eligible access lines within 8 
three years of the Transaction Closing Date. 9 

 10 
• To meet this commitment the merged company will make 11 

available retail broadband Internet access service with a 12 
download speed of 768 kbps to 90 percent of its broadband 13 
eligible access lines using wire line technologies within three 14 
years of the Transaction Closing Date. The merged 15 
company will make available retail broadband Internet 16 
access service in accordance with the FCC’s current 17 
definition of broadband to the remaining broadband eligible 18 
access lines using alternative technologies and operating 19 
arrangements, including but not limited to satellite and 20 
terrestrial wireless broadband technologies. 21 

• In addition, the merged company will make available retail 22 
broadband Internet access service with a download speed of 23 
(1) 1.5 Mbps to 87% of the broadband eligible access lines 24 
within two years of the Transaction Closing Date and (2) 3 25 
Mbps to 75% of broadband eligible access lines within one 26 
year of the Transaction Closing Date, 78% of broadband 27 
eligible lines within two years of the Transaction Closing 28 
Date, and 80% of broadband eligible lines within three years 29 
of the Transaction Closing Date. 30 

• Broadband eligible access lines are defined as retail single-31 
line residential and single-line business access lines.11 32 

                                            
10 DSL stands for Digital Subscriber Line (or loop), which is an Internet connection technology 
delivering high bandwidth over ordinary telephone lines. Typically DSL providers offer 128 kilobits per 
second speeds for uploading and 1.5 megabits per second for downloading. DSL technology is one 
means of providing broadband service to customers. 
 
11 FCC Order 09-54, WC Docket No. 08-238, Appendix C, page 30. 
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customers.14  Based on the Frontier information and applying it to locations that 1 

Verizon has classified as unqualified15, Oregon alone would account for  2 

55 percent of Frontier’s total budgeted expenditures on DSL Program.16  There 3 

are presently nine states Oregon’s size, so one would expect Oregon’s share 4 

to be approximately 11 percent, not 55 percent.  5 

Q. DO YOU CONSIDER THE UNDERESTIMATION OF BROADBAND 6 

EXPENDITURES A RISK? 7 

A. Yes, I see this as a definite risk.  It is highly likely that the FCC will require 8 

Frontier to upgrade its network and Frontier has clearly not incorporated this 9 

event in its cash flow projections for the next five years. 10 

Q. DO YOU HAVE ANY CONDITIONS THAT WILL REDUCE THE RISK 11 

ASSOCIATED WITH THE POSSIBILITY THAT THE FCC WILL ISSUE A 12 

BROADBAND REQUIREMENT LIKE THE ONE IT ISSUED FOR 13 

CENTURYLINK? 14 

A.  Yes.  I have two conditions that address the potential risk of the FCC requiring 15 

Frontier to deploy DSL service to 100 percent of its customers.  They are 16 

ordering conditions 22b and 22c that require Frontier to put together a strategic 17 

plan that establishes how they will go about upgrading the network to meet the 18 

FCC requirement and an estimate of the required capital expenditures that will 19 

                                            
14 Applicants’ response to Staff Data Request No. 40.  Included in Confidential Exhibit Staff 404, page 
1. 
15 An unqualified location, as Verizon is using the term, is a location that is not capable of receiving 
DSL service. 
16 The amount is calculate by multiplying the estimated Frontier cost per line times the number of 
Verizon reported lines that do not have DSL service. The calculation is included in Highly Confidential 
Exhibit Staff 404, page 7. 
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be required to perform the upgrade.  A copy of this strategic plan and the 1 

discussion of capital expenditures will be provided to the Commission and used 2 

to track Frontier’s performance.  3 

Q. DO THESE RECOMMENDED ORDERING CONDITIONS PROVIDE A 4 

REMEDY FOR THIS POTENTIAL CASH FLOW PROBLEM? 5 

A. No.  The recommended ordering conditions provide only a partial remedy to 6 

the potential cash flow problem.  The ordering conditions will make Frontier 7 

plan for the deployment of broadband services and make it aware of the cost of 8 

deploying the plant necessary to provide the service, but it does not address 9 

how the company is going to raise the funds needed to pay for the plant.   10 

Q. DO YOU HAVE ANY OTHER ORDERING CONDITIONS? 11 

A.  Yes.  Ordering condition 23 requires Frontier to provide data that can be used 12 

to track the deployment of broadband services.  This is data that is annually 13 

provided to the FCC so there is only a small incremental cost in providing this 14 

data to the Commission.  15 

Q. PLEASE LIST THE RECOMMENDED ORDERING CONDITIONS 16 

CONCERNING ENGINEERING, SERVICE ASSURANCE, AND 17 

BROADBAND ISSUES. 18 

A. The following are my recommended ordering conditions for engineering, 19 

service assurance, and broadband issues:  20 

22. No later than one year from the close of the transaction, Frontier will provide 21 
to the Commission the following: 22 

 23 
a. A multi-year strategic plan that establishes the end-life of each 24 

of the base units and remote switches currently being deployed 25 
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in Verizon’s franchise area in Oregon and a proposed 1 
replacement for the switch, if any, that ensures Frontier will be 2 
able to meet current service standards pursuant to Oregon 3 
statutes and rules. 4 
 5 

b.  In the event the FCC has a merger condition that requires the 6 
Company to make additional investment in broadband services, the 7 
Company will develop a multi-year strategic plan. This strategic plan 8 
will establish the timeline for the deployment of broadband services to 9 
each of what are currently Verizon Northwest’s 61 wire centers. 10 
 11 

c. The planned Oregon capital expenditures concerning the 12 
implementation and actions concerning subsections (a) and (b) 13 
above.  Included in the report will be a comparison of the 14 
amount of planned Oregon capital expenditures as a 15 
percentage of total system expenditures; and a comparison of 16 
the amount of capital expenditure per Oregon access line with 17 
the amount of capital expenditure per Frontier Northwest 18 
system-wide access lines.   19 

 20 
23. The new company will provide in electronic form the detailed, Form-477 data 21 

that Verizon is currently providing to the FCC for its service areas.  This will 22 
be done annually for five years beginning with the final approval of the new 23 
company.  24 

 25 
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OPERATIONS AND BUSINESS SUPPORT SYSTEMS ISSUES 1 

Q. WHAT ARE OPERATION SUPPORT SYSTEMS (OSS) AND BUSINESS 2 

SUPPORT SYSTEMS (BSS)? 3 

A. OSS/BSS are a collection of computer programs and associated databases 4 

developed, often in different programming languages, on different computers, 5 

using different operating systems.  These programs are generally designed 6 

independent of one another for very specific purposes.  For many activities, 7 

such as placing an order, these disparate systems have to “talk” to each other 8 

and understand each other.  The information pulled from one system often has 9 

to be modified and in some cases enhanced in order to be used by another 10 

system.  11 

Q. WHAT ACTIVITIES ARE CONTROLLED BY THE OSS/BSS? 12 

A. The OSS/BSS touch almost every activity performed by a telecommunications 13 

company.  These activities range from engineering activities such as identifying 14 

the location of specific cables and pairs and spots where there has been 15 

trouble reported to financial activities such as billing customers.  Verizon, in its 16 

System Overview found in its Realignment Plan, has clustered the systems into 17 

18 groups: External IXC Wholesale Access; External CLEC Wholesale Access; 18 

Carrier Access Billing; Wholesale Ordering; External Customer and Web & 19 

Portal Access; Rating and Customer Billing; Ordering & CRM; Repair/Tech 20 

Support; Test Management; Enterprise Management; Billing Mediation; 21 

Inventory Provisioning & Activation, Network Plan & Design; Network 22 
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Engineering; Fault Management; Security Management; Workforce 1 

Management; and Performance & SLA Monitoring.17  2 

Q. IS THE PROPER FUNCTIONING OF THESE SYSTEMS IMPORTANT TO 3 

A COMPANY’S SUCCESS? 4 

A. Yes.  Failure of the systems to function correctly can lead to serious problems 5 

for both the company and its customers.  6 

Q. CAN YOU PROVIDE A SPECIFIC EXAMPLE OF WHERE THIS WAS THE 7 

CASE? 8 

A. Yes.  FairPoint Communications (FairPoint) is a specific example of where 9 

failure of its OSS/BSS is having a serious impact on both the company and its 10 

customers.  The company filed for bankruptcy because of financial problems 11 

arising in part because of its OSS/BSS problems.  Due to system failures the 12 

company has been unable to meet its contractual agreements with the 13 

Competitive Local Exchange Carriers (CLECs) and has incurred substantial 14 

expenses trying to remedy the problems.  These expenses are in addition to 15 

the fines imposed by the state regulatory commissions.  The following 16 

passages taken from the Kennebec Journal give some idea of the problems: 17 

FairPoint Communications owes more than $845,000 to 18 
competitive local phone carriers in Maine for giving them poor 19 
wholesale service, but is asking the Maine Public Utilities 20 
Commission to toss out the penalties. 21 
 22 
Bragdon, who also represents GWI, Time Warner and other 23 
competitive carriers in the data request, said FairPoint's service 24 
problems on the network have cut into carrier profit margins. 25 
They lose money when people and businesses sign up to 26 

                                            
17 NCIH Realignment Plan, September 22, 2009, p. 106. 
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change carriers, but are unable to make the switch.  And they 1 
spend money and use up work time trying to compensate for 2 
Fairpoint's problems, she said.18 3 
 4 

Q. HOW DID THESE PROBLEMS WITH OSS/BSS MANIFEST 5 

THEMSELVES? 6 

The following passage taken from Billing and OSS World provides a good look 7 

at what happened at cut over to the new systems: 8 

FairPoint rescheduled its final cutover several times and, when 9 
it did move all subscribers onto a single system, chaos ensued. 10 
Many customers lost phone and Internet access for days and 11 
billing errors became the norm. In fact, FairPoint only recently 12 
removed a notice from its Web site that warned customers of 13 
continued miscalculations — more than six months after 14 
switching from Verizon’s software.19  15 
 16 

Q. HAVE FAIRPOINT’S OSS/BSS PROBLEMS HAD A FINANCIAL IMPACT 17 

ON ANY OF ITS CUSTOMERS? 18 

A. Yes.  As was mentioned in the above quotes taken from the Kennebec Journal, 19 

the CLECs have been financially hurt by FairPoint’s inability to provide them on 20 

a timely basis the network components that they need to provision the services 21 

that the CLECs provide their customers.  Even CLECs that only require the 22 

telephone numbers to be transferred to them for their customers have been 23 

impacted.  24 

                                            
18 “FairPoint Seeks Debt Relief” Kennebec Journal, July 7, 2009. 
19 "FairPoint: Back-Office Snafus Crushed a Company--Rural LEC on Verge of Bankruptcy", Billing 
and OSS World, 10/05/2009. 
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Q. DO YOU THINK THE PROBLEM THAT FAIRPOINT IS HAVING WITH ITS 1 

OSS/BSS IS DUE TO THE LACK OF EXPERIENCE OF CAPGEMINI, THE 2 

CONSULTING COMPANY THAT ASSEMBLED THE SYSTEMS? 3 

A. Initially I did.  My first thought was that Fairpoint had hired an inexperienced 4 

company to put together its OSS/BSS, but after investigating Capgemini, I no 5 

longer hold that belief.  Even though Capgemini had never put together a fully 6 

integrated OSS/BSS, the company was experienced at modifying the individual 7 

software packages that made up the OSS/BSS. When questioned about its 8 

expertise, Capgemini had the following response to the assertion that it did not 9 

have any experience with this type of project:   10 

In fact, Capgemini is unaware of any previous ILEC full system 11 
suite start-up other than the Hawaiian Telecom project. 12 
Capgemini has informed FairPoint that it has been previously 13 
engaged by 7 of the 10 largest ILECs. Those engagements 14 
have included work in customer care and ordering systems, 15 
billing systems, wholesale systems, network management and 16 
OSS systems, and accounting and financial systems. They have 17 
also been involved with data migrations and data conversions 18 
involving millions of customers. Additionally, Capgemini has 19 
done full system suite start-ups for CLECs and very large 20 
wireless telecommunications carriers. Capgemini has also been 21 
involved with very significant network technology in-service 22 
migrations.20 23 
 24 

Q. WAS CAPGEMINI USING IT OWN SOFTWARE PACKAGES TO BUILD 25 

THE SYSTEM? 26 

A. No, Capgemini was not using its own software.  It was using commercially 27 

available packages that had been successfully used for similar applications 28 

and modifying them to fit this specific application.  29 
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 1 
Q. WHAT DO YOU THINK WENT WRONG WITH FAIRPOINT’S OSS/BSS 2 

CONVERSION? 3 

A. Clearly trying to make the conversion without allowing enough time was a 4 

major problem.  The $16 million per month that FairPoint had to pay Verizon for 5 

using Verizon’s systems almost certainly forced FairPoint to reduce the scope 6 

of testing that it performed on the systems.  Another major problem was the 7 

data that FairPoint was entering into the system. 8 

Q. WHY DO YOU THINK THERE WAS A PROBLEM WITH THE SCOPE OF 9 

TESTING? 10 

A. The tests that were performed on the systems with the sample data provided 11 

by Verizon all indicated that the systems were functioning as they should be 12 

and that there would be no major problems when the systems went live.21 13 

When the system went live, it was no longer using the sample data that 14 

Verizon had been providing; it was using the actual, unedited data.  Had the 15 

company requested samples of the data that the OSS/BSS was actually going 16 

to use, the testing might have uncovered the problems that were later 17 

discovered only after the systems went live. 18 

19                                                                                                                                        
20 State of New Hampshire, Docket No. DT 07-011, NECT AlCPNH FDR III-16, June 11, 2007. 
21“FairPoint Cutover Monitoring Status Report”, Summary, The Liberty Consulting Group, January 14, 
2009, page 8. Include in Exhibit Staff 402, page 1. 
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 1 
Q. WHY WAS THE DATA THAT CAPGEMINI WAS ENTERING INTO THE 2 

SYSTEM A PROBLEM? 3 

A. The data that Verizon had provided to Capgemini and Fairpoint was a set of 4 

samples that Verizon had pulled from its systems and modified so all the data 5 

sets were in their ideal form: completely populated and all input errors 6 

removed.  When the FairPoint systems went live, the data sets were the raw 7 

data, not the modified one.  The following discussion taken from the Liberty 8 

Consulting Group’s “Cut Over Status Report” provides a good look at what 9 

happened with the data (emphasis added): 10 

FairPoint and Capgemini performed simulations and tests of the 11 
conversion of the extracted Verizon data using several rounds 12 
of test data extracts received from Verizon.  These tests 13 
were performed to assure that the converted data was as 14 
complete as possible and properly mapped into the new 15 
systems. Through this testing, FairPoint and Capgemini 16 
identified a number of gaps in the Verizon data.  They 17 
understood these gaps to be inherent in the data and expected 18 
them to be filled in after cutover.  In addition, FairPoint and 19 
Capgemini concluded that it was not feasible to convert all the 20 
data automatically and therefore established manual processes 21 
to convert this data.  Some of those processes were expected to 22 
continue for a number of weeks after cutover.  In addition, 23 
given the extent and complexity of the Verizon data and 24 
extraction process and the fact that Verizon often uses 25 
multiple data sources for the same data types, it was 26 
anticipated that additional data defects and incorrect data 27 
mapping would be uncovered at cutover. However, the impact 28 
of these data issues should have been relatively limited, 29 
affecting such transactions as ordering, trouble reporting, and 30 
billing on only a few accounts.  Instead, data problems have 31 
affected a large number of accounts.  These unexpected 32 
problems have included such issues as incorrect data 33 
mapping and misinterpretation of Verizon data, and have 34 
had a major impact on such critical functions as loop 35 
qualification, validation of customer addresses, assignment 36 
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of telephone numbers, and identification of serving wire 1 
centers for customers.22  2 

 3 
Q. WHAT HAVE YOU LEARNED FROM WHAT HAPPENED TO FAIRPOINT? 4 

A. There are number of things that I learned concerning OSS/BSS conversions. 5 

First, OSS/BSS systems are critical to both the company and the customers of 6 

the company, in particular the CLECs.  Second, comprehensive conversions of 7 

OSS/BSS should be done more slowly and tested in parallel with the existing 8 

systems.  Third, the data being passed to the new OSS/BSS needs to be 9 

thoroughly reviewed and edited so all entries in each field are correct.  And 10 

last, there should be comprehensive training on the systems that make up the 11 

OSS/BSS provided to all user groups, both inside and outside the company. 12 

Q. ARE THERE ANY SIMILARITIES THAT YOU SEE BETWEEN 13 

FAIRPOINT’S OSS/BSS CONVERSION AND WHAT FRONTIER IS 14 

PLANNING ON DOING WITH THE VERIZON OSS/BSS SOMETIME 15 

AFTER THE TRANSACTION IS COMPLETED?  16 

A. Yes.  On the issue of OSS/BSS, I see a number of similarities between the two 17 

companies: first, FairPoint wanted to convert all of the Verizon OSS/BSS to its 18 

own OSS/BSS; Frontier would like to do the same; second FairPoint was 19 

facing a $16 million dollar per month charge for using the Verizon systems; 20 

Frontier is facing a $94 million dollar per year maintenance charge; and third 21 

both companies are having to extract data from Verizon systems so they both 22 

did or will be facing the same data problems. 23 

                                            
22“FairPoint Post-Cutover Status Report”, The Liberty Consulting Group, April 1, 2009. 
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resulting from the OSS/BSS problems, as customers walk away from what they 1 

perceive to be a poorly run company.  I also see risks for Frontier’s CLEC 2 

customers whose businesses are dependent upon the timely supply of the 3 

components needed to provision the services that they provide their own 4 

customers.   5 

Q. DO YOU HAVE ANY CONDITIONS THAT WILL INCREASE THE 6 

LIKELIHOOD THAT FRONTIER WILL MAKE THE NECESSARY 7 

UPGRADES TO ITS NETWORK? 8 

A. Yes, conditions 28 and 29.  Condition 28 lays out the steps that Frontier and 9 

Verizon must go through to get the replicated systems up and running properly 10 

and to get the complete set of data feeding into those systems reviewed and 11 

edited.  Condition 28 also requires Frontier to use the Verizon systems for a 12 

minimum of three years while its personnel get familiar with the data contained 13 

in those systems.  Condition 29 requires Verizon to provide a time and material 14 

replacement for the $94 million per year Maintenance Service agreement.   15 

Q. DO THESE CONDITIONS PROVIDE A REMEDY FOR THIS POTENTIAL 16 

PROBLEM? 17 

A. No.  The conditions only provide a partial remedy to the problem.  The full 18 

remedy would require monitoring and controlling the actions of the company as 19 

it migrates from the Verizon systems to its own OSS/BSS. 20 

Q. PLEASE LIST YOUR RECOMMENDED ORDERING CONDITIONS 21 

CONCERNING THE OSS/BSS. 22 

A. The following are my OSS/BSS recommended ordering conditions: 23 
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 1 
28.  For a period of not less than three years after the close of the transaction, 2 

Frontier will use the Verizon replicated OSS/BSS systems.  3 
 4 

a. During the six-month period before the close of the transaction, 5 
Frontier, with Verizon’s assistance and that of a third party 6 
tester, will validate that all of the OSS/BSS systems have been 7 
completely replicated based on a test plan that has been 8 
distributed to all UM 1431 parties for review and comment.  The 9 
test plan must be distributed at least two weeks prior to the 10 
beginning of the tests.  A copy of a report detailing the test and 11 
results will be provided to the Commission. 12 

  13 
b. During the six-month period before the close of the transaction, 14 

Verizon with a third party reviewer will review and correct data 15 
errors in all data bases being passed to Frontier and ensure that 16 
at least ninety-nine percent of the records have all critical fields 17 
correctly populated.  Verification results will be provided to the 18 
Commission. 19 

 20 
c. At least two weeks prior to the final cut over, CLECs will be 21 

allowed to test the systems using their own data.  The replicated 22 
wholesale systems will not be used until a majority of the 23 
CLECs approve the systems or upon Commission order. 24 

 25 
29. Prior to the close of the transaction, Frontier and a subsidiary of Verizon shall 26 

have entered into an agreement which obligates Verizon to provide system 27 
support on a time and material basis for a minimum of ten years. The hourly 28 
charge will not exceed the training rate of $125 per hour, adjusted for 29 
inflation, and will replace the $94 million per year contract currently in place.  30 
No fees will be charged for entering into this agreement. 31 

 32 
Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 33 

A. Yes. 34 
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Q. PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS 1 

ADDRESS. 2 

A. My name is Wolodymyr Birko.  I am a Senior Telecommunications Engineer for 3 

the Public Utility Commission of Oregon (Commission).  My business address 4 

is 550 Capitol Street NE Suite 215, Salem, Oregon 97301-2551.  5 

Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND WORK 6 

EXPERIENCE. 7 

A. I hold a degree of Bachelor of Science in Electrical Engineering from Wayne 8 

State University in Detroit MI. 9 

I worked as a Telephone Engineer at the Michigan Bell Telephone Company 10 
as a central office, PBX and Teletype engineer from 1968 to 1974. 11 
 12 
I worked as a Telecommunications Engineer with the Michigan Public Service 13 
Commission dealing primarily with Quality of Service issues from 1974 to 14 
1979. 15 
 16 
I have been working as a Senior Telecommunications Engineer with the 17 
Public Utility Commission of Oregon from 1979 to the present. 18 
 19 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 20 

A. My testimony analyzes the quality of voice telecommunications service (POTS) 21 

currently provided by Frontier and Verizon and evaluates the service-quality 22 

related testimony of the Frontier and Verizon witnesses.  I also present my 23 

analysis on the impact this merger will have on the quality of voice 24 

telecommunications service to be provided by the two “incumbent local 25 

exchange carrier” (ILEC) entities created by the merger of Verizon and 26 

Frontier: (1) the former Verizon will become Frontier Northwest (FNW) and (2) 27 

Citizens Telecommunications Company of Oregon CTCO.   28 
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 1 

Q. HOW IS YOUR TESTIMONY ORGANIZED? 2 

A. My testimony is organized as follows: 3 

Issue 1, ------Conclusions and recommendations ....................................... 2 4 
Issue 2, ------Consequences of unmet service quality standards ................ 6 5 

ISSUE 1, CONCLUSIONS AND RECOMMENDATION 

Q. WHAT ARE YOUR SERVICE QUALITY CONCLUSIONS AND 6 

RECOMMENDATIONS BASED UPON? 7 

A. My conclusions and recommendation are based upon statements Frontier 8 

makes in its opening testimony about the proposed transaction.  In particular, 9 

Frontier testifies that all necessary Verizon network support personnel and 10 

operational support systems will be kept after the merger so that the FNW  11 

service quality levels should be maintained or improve.  This is described in 12 

FTR/100, McCarthy 48-50.  13 

Q. WHAT SERVICE QUALITY MEASUREMENTS MUST BE REPORTED BY 14 

FNW)? 15 

A.  The FNW entity will be a “large” ILEC subject to ORS 759.450 and OAR 860- 16 

0023-0055.  As such, FNW must report the following service quality measures: 17 

• Repair Service Center Answer Time-Standard: Average speed of 18 

answer 50 seconds or 80% within 20 seconds per month; 19 

• Business Office Center Answer Time-Standard: Average speed of 20 

answer 50 seconds or 80% within 20 seconds per month; 21 

• Commitments for service-Provisioning-Standard: 90%; 22 
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• Repair cleared within 48 hours-Standard by repair center: 95%; and  1 

• Monthly trouble report rate by wire center-Standard: greater than 1000 2 

lines-2 per 100 working access lines; less than 1000 lines- 3 per 100 3 

working access lines.  If a wire center exceeds these numbers for four 4 

out of twelve months, it is deemed out of standard. 5 

Q. WHAT SERVICE QUALITY MEASUREMENTS MUST BE REPORTED BY 6 

CTCO? 7 

A. Pursuant to ORS 759.040, CTCO is a “small” ILEC that is subject to the service 8 

quality standards and reporting requirements set forth in OAR 860-034-0390.  9 

As such, CTCO must report Commitments met-provisioning, Repair Cleared 10 

within 48 hours, and Monthly Trouble Report rates by wire center.  CTCO is not 11 

required to report Business Office or Repair Service center answer times in 12 

accordance with ORS 759.450 (9).  13 

 Neither FNW nor CTCO may change the form of the reports after the merger 14 

without Staff concurrence.  Further, FNW and CTCO should report service 15 

quality measurements on a monthly basis so Commission Staff (Staff) can 16 

ensure that service quality levels are being maintained. 17 

Q. WHY SHOULD BOTH OPERATING COMPANIES BE REQUIRED TO 18 

REPORT SERVICE QUALITY LEVELS? 19 

A. The current service quality levels as of May, 2009, indicate that both FNW and 20 

CTCO are providing adequate levels of voice telecommunications service.  21 

However, I should point out that service quality levels for both entities may 22 

degrade to the minimum acceptable service levels as described in the two 23 
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administrative rules before Staff would take actions related to inadequate 1 

service.  2 

Q. WHAT DO YOU CONCLUDE WITH RESPECT TO FNW’S ABILITY TO 3 

PROVIDE ADEQUATE INTRASTATE VOICE TELECOMMUNICATIONS 4 

SERVICE? 5 

FNW is capable of providing adequate service as a large telecommunications 6 

utility. 7 

Q. HOW DID YOU ARRIVE AT THIS CONCLUSION? 8 

I arrived at this conclusion based on the current service quality measures for 9 

Verizon and by examining a list of major cities throughout the country that 10 

Frontier currently serves.  Some of these cities and their populations are: 11 

• Rochester, NY – 231,636 12 

• Elk Grove, CA – 17,483 13 

• South Minneapolis/ St. Paul Metro, MN - 119,362 14 

• Dallas/Wilkes-Barre /Scranton, PA – 131,895 15 

• Lake Havasu City, AZ – 24,363 16 

• Bullhead City, AZ – 21,951 17 

 This latter examination assuaged my concern that Frontier is too small to take 18 

over the Verizon customer base, especially in the economically sensitive areas 19 

surrounding the Portland/Beaverton metro area.  Additionally, I called the 20 

regulatory commissions in New York and Minnesota to ask about Frontiers’ 21 

service quality.  The regulatory commissions made favorable comments 22 

regarding Frontiers’ service. 23 
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Q. WHAT DOES YOUR REVIEW OF SERVICE QUALITY LEVELS FOR BOTH 1 

VERIZON AND CTCO SHOW? 2 

A.  My review of 12 months of Verizon service quality results indicates that 3 

Verizon is currently providing adequate service.  PUC Order No. 07-500 4 

relieved Frontier from reporting service quality results because Frontier met all 5 

service standards for 12 consecutive months in all of their wire centers.  I 6 

obtained 12 months of service data from Frontier as a result of Staff Data 7 

Request No. 47.  My evaluation of those results is that they exceed minimum 8 

acceptable standards. 9 

Q. IN YOUR OPINION, WHAT WILL HAPPEN TO THE VOICE SERVICE 10 

QUALITY OF FNW (VERIZON) AND CTCO AFTER THE MERGER? 11 

A. I do not expect any degradation of service provided by FNW or CTCO.  That 12 

service should stay about the same, assuming all the necessary Verizon 13 

maintenance personnel and Operational Support Systems are kept after the 14 

merger. 15 

Q, WHAT SHOULD FNW REPORT TO THE COMMISSION CONCERNING 16 

TELECOMMUNICATIONS SERVICE QUALITY? 17 

A. FNW should report the following items monthly: 18 

• Repair Service Center Answer Times 19 

• Business Office Service Center Answer Times 20 

• Commitments Met for Provisioning 21 

• Repair Cleared Within 48 Hours 22 

• Monthly Trouble Reports by Wire Center 23 
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Q.  WHAT SHOULD CTCO REPORT TO THE COMMISSION CONCERNING 1 

TELECOMMUNICATIONS SERVICE QUALITY? 2 

A. CTCO should report the following items monthly: 3 

• Commitments Met for Provisioning 4 

• Repair Cleared Within 48 Hours 5 

• Monthly trouble Reports by Wire center 6 

Q. WHY SHOULD THESE REPORTS BE SUBMITTED MONTHLY? 7 

A.   Both the FNW (55) wire centers and the CTCO (Frontier (10)) wire centers 8 

should be reported.  The Commission should rescind Order No 07-500 granting 9 

Frontier exclusion from filing service quality reports, not as an indication of poor 10 

service, as that order states, but to allow the Commission to monitor service 11 

quality trends post merger for the two entities.  12 

Q. FOR HOW LONG SHOULD THESE REPORTS BE SUBMITTED? 13 

The reporting should be maintained for a minimum of three years.  After three 14 

years, the companies should be able to petition for an exception. 15 

ISSUE 2, CONSEQUENCES OF UNMET SERVICE QUALITY STANDARDS 16 

Q. WHAT WILL HAPPEN IF FNW OR CTCO DO NOT MEET THE CURRENT 17 

VOICE SERVICE STANDARDS? 18 

A. Staff will review the FNW and CTCO reports monthly.  If the reported 19 

measurements degrade, Staff may apply the procedures and remedies found 20 

in ORS 759.450 and OAR 860-0023-0055 and OAR 860-034-0390.  These 21 
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procedures can also include seeking fines in accordance with ORS 759.450 1 

and 759.990.   2 

Q. PLEASE PROVIDE AN EXAMPLE OF HOW YOU MIGHT APPLY THESE 3 

PROCEDURES IN THE CASE OF INADQUATE VOICE SERVICE 4 

QUALITY.   5 

A. As stated in ORS 759.450 (5), the Commission could require either CTCO or 6 

FNW (or both) to file a plan for improving performance to meet the standards in 7 

the relevant Commission rules that were not met.  The Commission, at a public 8 

meeting, would review the plan and either approve or disapprove of it.  If the 9 

carrier does not meet the goals of its improvement plan within six months or if 10 

the Commission disapproves the plan, penalties may be assessed against the 11 

offending entity.   Penalties would be assessed in accordance with the 12 

provisions of ORS 759.990 (6).  The total annual penalties are not to exceed 13 

two percent of Frontier’s and Verizon’s gross intrastate revenue from the sale 14 

of Commission-regulated voice telecommunications services for the calendar 15 

year proceeding the year in which the penalties are assessed.  16 

Q.  WHAT IF THESE PROCEDURES AND REMEDIES ARE NOT 17 

SUCCESSFUL IN RESTORING SERVICE TO A LEVEL MEETING THE 18 

GOALS OF THE PERFORMANCE PLAN? 19 

A. If, after applying these procedures and remedies, Staff determines that FNW, 20 

CTCO, or both, are not substantially complying with the Commission’s retail 21 

service standards, then Staff may offer testimony in a future rate case 22 

recommending the use of the lowest rate of return until there is substantial 23 
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compliance with the Commission’s retail service quality standards as set forth 1 

in the performance improvement plan.  2 

Q. WHAT REQUIREMENTS DO YOU RECOMMEND THE COMMISSION 3 

ORDER IF IT APPROVES THE ACQUISITION? 4 

A. I recommend 5 

• Frontier (CTCO) be ordered to resume reporting service quality results 6 

monthly by rescinding order No. 07-500 and ordering such reporting. 7 

This is not indicative of substandard service.  CTCO may not change 8 

the format of the reports without Staff concurrence.  This is covered by 9 

condition 18 below. 10 

• Verizon (FNW) should continue to report service quality results 11 

monthly.  The format of the reports may not change without Staff 12 

concurrence. This is covered by condition 18 below. 13 

• The Commission order FNW to execute the maintenance personnel 14 

transition described in Frontier witness McCarthy’s testimony to include 15 

all necessary maintenance personnel and their management 16 

personnel, and operational support systems.  This is covered by 17 

conditions 19 and 20 below. 18 

These recommendations are presented as the following Staff recommended 19 

ordering conditions:  20 

18 Immediately after the close of this transaction, Citizens 21 
Telecommunications Company of Oregon (CTCO) will resume 22 
reporting service quality results monthly.  Frontier Northwest will 23 
continue to report service quality results monthly.  24 

 25 
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19. Frontier Northwest will implement an organizational structure 1 
described in FTR/100, McCarthy/48-49.    2 

 3 
20. Frontier Northwest will implement the employee integration 4 

described in FTR/100, McCarthy/49-50.   5 
 6 

21. Frontier Northwest will maintain current Commission’s minimum 7 
service quality standards as are currently being reported in 8 
Verizon’s monthly service quality reports to the Commission.  If 9 
Frontier fails to maintain the current service quality levels, it will 10 
be liable for penalties as set forth in ORS 759.450.   11 

 12 
Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 13 

A. Yes. 14 
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Q. PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS 1 

ADDRESS. 2 

A. My name is Kay Marinos.  I am the Program Manager for the Competitive 3 

Issues Section of the Public Utility Commission of Oregon.  My business 4 

address is 550 Capitol Street NE Suite 215, Salem, Oregon 97301-2551.   5 

Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND WORK 6 

EXPERIENCE. 7 

A. My Witness Qualification Statement is found in Exhibit Staff/601. 8 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 9 

A. The purpose of my testimony is to identify the potential harms of the proposed 10 

transaction, and to recommend remedies to mitigate those potential harms, as 11 

they pertain to: 1) Verizon’s current long distance service customers, and 2) 12 

competitive carriers and their customers in Oregon.   13 

Q. DID YOU PREPARE EXHIBITS FOR THIS DOCKET? 14 

A. Yes, in addition to Exhibit Staff/601, I prepared Exhibit Staff/602, consisting of 15 

42 pages, Exhibit Staff/603, consisting of 12 pages, and Exhibit Staff/604, 16 

consisting of 3 pages. 17 

Q.  HOW IS YOUR TESTIMONY ORGANIZED? 18 

A. My testimony is organized as follows:            Page  19 

  Impacts on long distance customers……………………………… 1 20 

  Impacts on competitive carriers……………………………………. 6   21 

Q. HOW WILL VERIZON’S CURRENT LONG DISTANCE SERVICES BE 22 

AFFECTED BY THE PROPOSED TRANSACTION?   23 
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A. In their Joint Application of May 29, 20091, Verizon Communications Inc. 1 

(Verizon) and Frontier Communications Corporation (Frontier) (Applicants) 2 

state on page 2 that the accounts receivable and customer relationships for 3 

“certain” long distance customers of Verizon Long Distance, LLC (VLD) and 4 

Verizon Enterprise Solutions (VES) in Oregon will be transferred to NewLD.  5 

These customer relationships include those for intraLATA as well as for 6 

interLATA toll services.  The customer relationships to be transferred are 7 

generally those belonging to Verizon’s current local exchange customers 8 

who also subscribe to Verizon’s long distance services (provided by VZ LD 9 

and VES).  These customers will be transferred, and receive long distance 10 

services from, a new Frontier direct subsidiary, NewLD, formed specifically 11 

to effectuate the proposed transaction.  VLD and VES will remain in 12 

business in Oregon to serve other customers who will not be transferred to 13 

Frontier as part of the transaction.  NewLD will be a new direct subsidiary of 14 

Frontier for long distance (among other) services.  15 

  Frontier Communications currently offers long distance services through 16 

Frontier Communications of America, Inc. (FCA) which will remain a 17 

separate entity after the transaction.  FCA does not own its own facilities in 18 

Oregon, but resells the services of Global Crossing.  As of the end of July of 19 

                                            

1 Joint Application of Verizon Communications, Inc., and Frontier Communications Corporation for an 
Order Declining to Assert Jurisdiction Over, or, in the Alternative, Approving in the Indirect Transfer of 
Control of Verizon Northwest, Inc., filed May 29, 2009 (Application). 
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this year, Frontier had not yet decided which carrier it will use to carry the 1 

calls of NewLD customers.2 2 

Q. HOW WILL THE PROPOSED TRANSACTION AFFECT VERIZON’S 3 

CURRENT LONG DISTANCE CUSTOMERS? 4 

A. Some current Verizon long distance customers will remain with VLD or VES, 5 

but most will be transferred to NewLD.  In his direct testimony, Mr. McCallion 6 

states at page 3 that “All customer transfers will be made in accordance with 7 

the FCC’s and this Commission’s rules, and the new long distance company 8 

will offer substantially the same services under the same rates, terms, and 9 

conditions that exist immediately prior to closing.”3  Mr. McCallion also states at 10 

page 9 that “… if VLD transfers one of its new customers to NewLD as part of 11 

the Transaction, that customer may elect to return to VLD.  The parties’ 12 

agreements do not contain a “non-compete” clause.”  However, in response to 13 

a Staff data request,4 the Applicants state that “VLD and VES do not currently 14 

advertise their long distance services to customers other than Verizon local 15 

exchange customers in Oregon.”  Therefore, Verizon is not likely to court these 16 

customers after they are transferred to Frontier.   17 

Q. DO YOU FORESEE ANY POTENTIAL HARMS TO THE LONG 18 

DISTANCECUSTOMERS WHO WILL BE TRANSFERRED TO NEWLD IN 19 

THIS MANNER?  20 

                                            

2 Applicants’ response to Staff Data Request No.109.  Included in Exhibit Staff 602, page 1.    
3 Direct Testimony of Timothy McCallion on Behalf of Verizon filed in Docket No. UM 1431, July 6, 
2009. 
4 Applicants’ response to Staff Data Request No.111. Included in Exhibit Staff 602, page 2.    
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A. Yes.  First, Applicants state that the new long distance company will offer 1 

substantially the same services that exist immediately prior to closing, but do 2 

not specify for how long.  Customers who are transferred to NewLD should be 3 

given some specified minimum window of rate stability in which to decide 4 

whether to change long distance companies.   5 

   Second, customers should be given sufficient notice of the transfer and 6 

adequately informed of their rights to choose a different carrier.  The Applicants 7 

argue in footnote 1 of their Application that the transaction is not subject to the 8 

abandonment rules in OAR 860-032-0020 because Verizon will continue to 9 

provide long distance services in Oregon after the transaction occurs.  These 10 

rules are intended to protect consumers when their service provider goes out of 11 

business.  I agree that the rules may not apply in this case.  However, some 12 

type of similar protection is needed to help mitigate the harm.  In Exhibit 1 of 13 

their merger application filed with the Federal Communications Commission 14 

(FCC),5 the Applicants state that they will comply with any anti-slamming 15 

requirements in the FCC rules that arise from the transaction.  Section 16 

64.1120(e) of the FCC rules applies in this case.  The rules require the carrier 17 

acquiring the customers (Frontier) to provide written notice to each affected 18 

subscriber not later than 30 days before the transfer.  Certain information must 19 

be in the notice, including the date the new service begins, the rates, terms and 20 

conditions of the service to be provided, and the subscriber’s right to select a 21 

                                            

5 Consolidated Application for Transfer of Control and Assignment of International and Domestic 
Section 214 Authority, filed with the FCC on May 28, 2009, Exhibit 1, footnote 11. 
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different long distance carrier.  Frontier should commit to notifying customers in 1 

a manner consistent with this FCC rule for not only interstate but intrastate long 2 

distance services as well.   3 

   Third, if a customer does wish to switch to a different long distance carrier, 4 

the customer would generally be subject to a “PIC” change charge that is 5 

currently in Verizon’s intrastate tariff at a rate of $4.35.  Customers should not 6 

have to incur costs because of this transaction.  The FCC apparently agrees 7 

because Section 64.1120(e)(3)(iii) of its rules requires that the acquiring carrier 8 

be responsible for any carrier change charge, e.g., any PIC. 9 

Q. PLEASE STATE THE CONDITIONS YOU RECOMMEND RELATING TO 10 

THE CHANGE IN INTRASTATE LONG DISTANCE SERVICES 11 

PROPOSED IN THIS TRANSACTION.    12 

A. The recommended conditions are:   13 

•   For at least 120 days following the close of the proposed transaction, 14 

Frontier Northwest will offer substantially the same intrastate toll calling 15 

services, at the same rates, as provided by Verizon Northwest 16 

immediately prior to closing.  This includes the bundled service 17 

offerings of local and long distance at the same rates as set forth in the 18 

price lists of Verizon Northwest.   19 

•   Frontier will notify each of its Oregon intrastate long distance 20 

customers at least 30 days in advance of their transfer to Frontier, 21 

consistent with the anti-slamming requirements in Section 64.1120 of 22 
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the FCC rules.  The notifications will include the requirements set forth 1 

in those rules.   2 

•   For 90 days following the customer transfers, Frontier will waive any 3 

change charges, e.g., PICs, for any customer choosing to change 4 

carriers.      5 

These recommended ordering conditions are listed as conditions 30-32 in Staff 6 

Exhibit 100.  7 

Q. WHAT IS THE SECOND AREA ADDRESSED IN YOUR TESTIMONY? 8 

A. The second area addressed in my testimony is the potential impact of the 9 

proposed transaction on competitors.   To the extent that the transaction harms 10 

competitors, it also likely harms competitors’ customers and reduces the level 11 

of competition.  Verizon Northwest’s competitors include “competitive local 12 

exchange carriers” (CLECs), cable companies, wireless carriers, interexchange 13 

carriers and Internet Services Providers (ISPs), among others.  Competitors 14 

rely on Verizon Northwest for services comprising essential inputs that enable 15 

them to offer services in competition with Verizon Northwest in the retail 16 

market.  These services include interconnection services, unbundled network 17 

elements, and access services, among others, and are generally referred to as 18 

“wholesale” services.        19 

Q. IN GENERAL, HOW WOULD YOU DETERMINE IF THE TRANSACTION IS 20 

CREATING HARM TO COMPETITORS AND COMPETITIVE MARKETS?   21 

A. Competitors should be able to obtain post-transaction at least the same 22 

services, at rates no higher than current rates, and with the same ease and 23 
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speed as they would have absent the transaction.  The Applicants tend to 1 

assert that they will provide services that are the same as those offered “pre-2 

transaction” or “immediately prior to closing of the transaction.”   However, that 3 

is not necessarily the same as “absent the transaction,” especially if Verizon is 4 

purposely decreasing services or raising costs to customers in the interim in 5 

anticipation of the sale.  For instance, Verizon has already notified wholesale 6 

customers in the SpinCo states (those to be spun off to Frontier) that it plans to 7 

realign its data centers in the second quarter of 2010.  The notice states that as 8 

a result, customers may need to change their current connections to access 9 

OSS functions.  If changes are needed, the customers will be responsible for 10 

any associated Verizon charges.6  Would the carriers have had to incur these 11 

costs absent the transaction?  No.  Will the carriers already be incurring these 12 

additional costs “immediately prior to the closing?”  Yes.  This sort of “gaming” 13 

behavior should not be permitted.  This case also serves as a good example of 14 

the importance of defining the relevant baseline when crafting a commitment or 15 

a condition of the acquisition.  My conditions generally use the word “current” 16 

instead of “at the close of the transaction” or “pre-transaction” in an attempt to 17 

reflect this important distinction.        18 

                                            

6 See Verizon Industry Letter dated October 8, 2009, Re: Verizon Data Center Connectivity 
Charges/Action Required.  Included in Exhibit Staff 602, page 3.  As a second example, Verizon 
announced that it eliminated all funding for 2009 for the Change Management Process (CMP).  This 
process is intended to resolve OSS changes requested by CLECs.  See Verizon Change 
Management Meeting Transcript for January 13, 2009, at pages 9-10.  Included in Exhibit Staff 602, 
pages 4-22.  Frontier should continue the CMP at reasonable funding levels.  
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Q. PLEASE EXPLAIN WHY FRONTIER’S RURAL FOCUS MAY HARM 1 

COMPETITORS.   2 

A. The presentation “Welcome to the New Frontier” filed by Frontier with the SEC8 3 

states on page 7 that “Serving rural America IS our business” and that the 4 

transaction will make Frontier “the largest ‘pure’ rural communications 5 

provider.”  While the presentation materials do not explain what a “pure” rural 6 

communications provider is, the point is obvious that Frontier’s priorities will be 7 

on rural consumers.  As further evidence, Frontier’s Senior Vice President of 8 

Government and Regulatory Affairs, Steve Crosby, has stated that serving 9 

rural landline customers is Frontier’s top – and only – priority.  “We’ve really 10 

narrowed our focus to the rural market,” Crosby said.  “We’re not stretched into 11 

other directions.” 9 The SEC presentation also states that of the SpinCo 12 

properties to be acquired, 70 percent of lines are in rural areas.  That leaves 13 

almost 1.5 million Verizon customers across the country that Frontier will 14 

acquire who will not be Frontier’s focus or priority.   15 

With so much emphasis on serving and developing rural markets, Frontier’s 16 

executives’ statements raise concerns as to how retail and wholesale 17 

customers in Verizon’s more urbanized areas, such as Portland, will fare after 18 

Frontier assumes control.  The Verizon properties in Oregon reflect a different 19 

rural-urban mix than the SpinCo totals.  While 70 percent of total SpinCo lines 20 

                                            

8 In Form 425 filed by Frontier with the Security and Exchange Commission (SEC) on May 13, 2009.  
Included in Exhibit Staff 602, pages 23-25. 
9 “Frontier’s Plan to Buy Verizon’s Assets in Ohio Worries Consumer Advocate,” Cleveland Ohio 
Business News, August 25, 2009 at www.cleveland.com.  Included in Exhibit Staff 602, pages 26-27. 
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Q. DOES THE TELECOMMMUNICATIONS ACT OF 1996’S DEFINITION OF 1 

“RURAL” IMPACT THIS ARGUMENT IN ANY WAY? 2 

A. Yes, it does.  “Rural” has a very specific connotation under the 3 

Telecommunications Act of 1996 (Act).11  47 U.S.C. Section 153(47) states: 4 

The term “rural telephone company” means a local exchange carrier 5 

operating entity to the extent that such entity – 6 

(A) Provides common carrier service to any local exchange carrier 7 

study area that does not include either – 8 

(i) any incorporated place of 10,000 inhabitants or more, or 9 

any part thereof, based on the most recently available 10 

populations statistics of the Bureau of the Census; or  11 

(ii) any territory, incorporated or unincorporated, included in 12 

an urbanized area, as defined by the Bureau of the 13 

Census as of August 10, 1993; 14 

(B) provides telephone exchange service, including exchange access, 15 

to fewer than 50,000 access lines; 16 

(C) provides telephone exchange service to any local exchange carrier 17 

study area with fewer than 100,000 access lines; or 18 

(D) has less than 15 percent of its access lines in communities of more 19 

than 50,000 on the date of enactment of the Telecommunications 20 

Act of 1996.    21 

                                            

11 The Act has been codified at 47 U.S.C. Section 151, et. seq. 
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Frontier is classified as a rural local exchange carrier (LEC) under the Act in 1 

all but one of the states in which it operates – New York.  In contrast, Verizon is 2 

classified as a non-rural carrier in at least ten of the fourteen states that 3 

Frontier proposes to acquire from Verizon.  Although the Application at page 13 4 

notes that Frontier currently serves “non-rural, mid-sized communities including 5 

Elk Grove, California, the South Metro Area of Minneapolis/St. Paul, Minnesota 6 

and Rochester, New York….”  Frontier is nevertheless classified as a rural LEC 7 

under the Act in both its California and Minnesota service areas. 8 

The classification of an incumbent LEC (ILEC) as “rural” under the Act has 9 

significant implications for the development of competition in those ILEC areas.  10 

The Act exempts rural ILECs from obligations to provide certain services to 11 

competitors until they receive a bona fide request for such services, and the 12 

state commission determines when the exemption should be lifted.12  An ILEC 13 

with less than two percent of the nation’s subscriber lines can petition a state 14 

commission to suspend or modify these requirements.  I have not had sufficient 15 

time to determine in which states Frontier is subject to or has claimed the rural 16 

exemption.  However, in response to Staff’s Data Request No. 125 asking 17 

whether the transaction will negate Frontier’s eligibility for the rural exemption 18 

under 47 USC Section 251(f) for its Citizens ILEC in Oregon (CTCO), the 19 

Applicant responded as follows:  “No.  The transfer will have no effect on the 20 

current status of Citizens Telecommunications of Oregon’s rural exemption 21 

                                            

12 See 47 U.S.C. Section 251(f). 
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because it will remain a separate legal entity and operating company in 1 

Oregon.”13  The accuracy of the Applicants’ claim in this regard may be open to 2 

debate, but it does represent Frontier’s lack of willingness to open its markets 3 

to competitors.  The CTCO exemption issue aside, Frontier’s proposed 4 

acquisition of so many new non-rural Verizon service areas will force it to 5 

assume the provisioning and maintenance of wholesale services at a level it 6 

has never experienced.  The company’s sole focus on rural areas will need to 7 

make room for the new non-rural area requirements it is about to encounter.  8 

Q. TO YOUR SECOND REASON, HOW DOES FRONTIER’S EXPERIENCE 9 

WITH PROVIDING COMPETITIVE SERVICES COMPARE TO 10 

VERIZON’S? 11 

A. Because Frontier serves areas that are largely rural and subject to the rural 12 

exemption under the Act, it has far less experience than Verizon in providing 13 

services to competitors.  Several types of data clearly demonstrate the extent 14 

of the differences.  First, Frontier currently has interconnection agreements 15 

(ICAs) in Oregon with fewer than 15 carriers, while Verizon has ICAs with over 16 

70 carriers.  Frontier must be prepared to assume administration of the Verizon 17 

agreements, and perform functions related to maintenance, negotiations, and 18 

arbitrations that the ICAs entail.  The Verizon agreements are lengthier and far 19 

more complicated than most of Frontier’s agreements.   20 

                                            

13 Applicants’ response to Staff Data Request No.125.  Included in Exhibit Staff 602, page 28.   
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the future, Frontier plans to migrate from the Verizon replicated OSS to its own 1 

systems that it currently uses in non-SpinCo areas.  If each of these OSS 2 

transitions is successful, wholesale customers should feel no impacts.  But if 3 

either fails, competitors could face substantial harm.  The risks associated with 4 

OSS are addressed by Roger White in Staff Exhibit 400.  His testimony 5 

discusses OSS used for wholesale as well as retail services.  I am in 6 

agreement with Mr. White and his recommendations.  I would add some points 7 

that highlight the criticality of uninterrupted availability of wholesale services 8 

and the associated risks to competitive carriers that rely on those services.     9 

First, the systems needed for correct and timely delivery of competitive 10 

services are numerous, complicated, interdependent and located in several 11 

areas across the country, as evidenced in the Applicants’ confidential response 12 

to a Staff data request.18  From the time of pre-ordering or ordering on through 13 

numerous other steps to final delivery and activation of the service, each step 14 

of the process depends on the preceding and subsequent systems.  Failure of 15 

one system to perform properly impacts the flow through subsequent systems 16 

and delays delivery of the final product.  After the competitive carrier’s service 17 

is up and running for its customer, it still depends on ILEC systems that control 18 

trouble reporting and repair should network or other problems occur.  While 19 

references are often made to billing systems, billing systems are just one type 20 

of system that is involved in a very complicated and related set of systems that 21 

                                            

18 Applicants’ confidential response to Staff Data Request No.130.  Included in Exhibit Staff 603, 
pages 9-13. 
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can impact the success with which competitors deliver service to their 1 

customers.  Errors that occur at any step in the wholesale services process 2 

delay competitors’ delivery of services to their retail customers.  Depending of 3 

the number of errors and time needed to correct the errors, competitors’ 4 

abilities to retain existing or gain new customers could be seriously impaired.       5 

Second, should Frontier experience systems failures that also impact its own 6 

retail customers, it will undoubtedly try to fix those problems first, and leave the 7 

wholesale problems until later.  The natural inclination is to try to make your 8 

own customers happy before you worry about fixing a competitor’s problems.  9 

In fact, if competitors encounter service delivery problems their customers are 10 

more likely to return to the incumbent carrier for service instead.   11 

Third, while Frontier asserts that it will improve on Verizon’s in-state presence 12 

to interface locally with retail service customers, it makes no such promises for 13 

improved “customer care” to its wholesale customers.  The systems and the 14 

people who run the systems are all currently located at concentrated centers 15 

outside the state, and will continue to be, albeit at new locations.  In addition, 16 

the wholesale support services personnel, account managers and contract 17 

administrators are all concentrated at locations outside the state, and will 18 

continue to be.  The Applicants have yet to finalize plans regarding wholesale 19 

support personnel.19  One can reasonably assume that Verizon will be inclined 20 

                                            

19 Applicant’s response to Staff Data Request No. 64.  Included in Exhibit Staff 602, page 32.  See 
also Testimony Under Oath of Daniel J. McCarthy before the Public Utilities Commission of Ohio, 
PUC Case No. 09-454-TP-ACO, dated September 30, 2009, page 61. Included as Exhibit Staff 602, 
pages 33-34. 
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to keep its best people as it will continue to need people skilled in operating 1 

and maintaining the same former GTE systems that it is transferring to Frontier.  2 

Verizon will still run these systems to serve the customers it retains in its large 3 

markets in California, Texas and Florida.  Similarly, Verizon will continue to 4 

need wholesale customer support personnel for account management and 5 

contract negotiations in those retained areas.  If the employees that Verizon 6 

chooses to transfer to Frontier do not wish to physically relocate (in some 7 

cases across the country), Frontier will have to hire and train employees new to 8 

the systems and processes.  Verizon’s recent in-house move of its wholesale 9 

call center from Coeur d’Alene, Idaho to Maryland demonstrates the difficulties 10 

that can ensue when customer service centers are relocated.20  In short, the 11 

risks associated with taking over Verizon’s OSS are substantial, as are the 12 

potential harms to competitors.   13 

Finally, the magnitude of the number of customers (retail and wholesale) that 14 

will be transferred all at one time presents an unprecedented challenge to any 15 

company.  Although Frontier has acquired other properties in the past, those 16 

acquisitions have occurred over a period of several years, and no single 17 

acquisition involved the large number of customers proposed in this 18 

transaction.  This transaction differs from Frontier’s past acquisitions of 19 

Rochester Telephone and Commonwealth as those were total acquisitions  20 

                                            

20 Oral Deposition of Mr. Timothy McCallion dated September 30, 2009, pages 79-80, before the 
Public Utilities Commission of Ohio in Case No. 09-454-TP-ACO. Included as Exhibit Staff 602, 
pages 35-37. 
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transferring all property, systems and personnel familiar with the acquired 1 

companies’ businesses.  In this transaction, significant portions of Verizon’s 2 

systems, personnel and customers will be carved out of the larger organization 3 

and transferred to Frontier.  This transaction also differs from the CenturyTel 4 

and Embarq merger in that regard, i.e., each of those entities remained intact 5 

(personnel, OSS, etc.). 6 

Q. DO THE APPLICANTS ADDRESS THE IMPACT OF THE TRANSACTION 7 

ON COMPETITION?   8 

A. Yes.  On page 3 of their Application, the Applicants explain why they believe 9 

the proposed transaction will not result in any competitive harm in Oregon.  10 

The Applicants put forth the following arguments:   11 

• The number of competitors will not be reduced. 12 

• Frontier ILEC will make available to competitors the same services that 13 

the Verizon ILEC currently does.    14 

• Customers have no reason to fear disruption to the services they currently 15 

receive because “Frontier will not need to convert billing and other 16 

operational systems.”  17 

Q. DO YOU AGREE THAT THE TRANSACTION WILL NOT RESULT IN ANY 18 

COMPETITIVE HARM?  19 

A. No.  No one can say with certainty that there is not the potential for competitive 20 

harm.  Frontier envisions a transition that will proceed smoothly, but that vision 21 

depends heavily on Frontier’s ability to actually make it happen, as well as the 22 

Commission’s ability to craft conditions that eliminate any potential harms.  23 
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Following, I address each of the Applicant’s three arguments made in support 1 

of their claim of “no harm.”     2 

Q. PLEASE DISCUSS THE APPLICANTS’ FIRST REASON WHY THEY 3 

BELIEVE THE TRANSACTION WILL NOT RESULT IN COMPETITIVE 4 

HARM.   5 

A. In their filing at page 3, the Applicants conclude that no competitive harm will 6 

result because “…the Transaction will not reduce the number of competitors in 7 

any region.”  They put forth two justifications for this conclusion.  The first is 8 

that “none of the local exchanges being acquired by Frontier overlap with any 9 

of the local exchanges served by Frontier.”  From an ILEC-only point of view, it 10 

is true that no ILEC exchanges overlap any other ILEC exchanges because 11 

ILEC boundaries are established by the Commission with the express intention 12 

of keeping the areas separate.  In that sense, the statement is irrelevant to a 13 

competitive analysis, unless one realizes that the transaction will actually result 14 

in a reduction in the number of ILECs in the state.  The second justification 15 

given is that “Frontier and Verizon do not currently compete for customers in 16 

any of the affected exchanges.”  If the “affected exchanges” refer to current 17 

Frontier ILEC exchanges, this statement is not accurate as Verizon Wireless 18 

competes in Frontier’s area.  On the other hand, if the “affected exchanges” 19 

refers only to the Verizon ILEC exchanges to be acquired, the statement 20 

implies that the Frontier corporate entity has no subsidiary operating in the 21 

Verizon ILEC exchanges.  However, this appears to be contradicted by the fact 22 

that Frontier Communications of America holds a certificate of authority 23 
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granted by the Commission (Order No. 06-648 entered November 22, 2006) to 1 

provide local exchange services as a competitive provider throughout Oregon, 2 

including in the Verizon service areas.  Even if this entity has no local 3 

exchange customers at this time, it requested a certificate authorizing it to 4 

provide such services in competition with Verizon.    5 

The Applicants’ arguments only serve to cloud the issue and they fail to 6 

address a very significant point.  That is, after Frontier acquires the Verizon 7 

ILEC properties, Frontier will face intense and less cordial (or corporate-8 

orchestrated) competition from Verizon’s remaining Oregon entities, including 9 

Verizon Wireless, VLD, VES, Verizon Business and Verizon Select Services, to 10 

name a few.21  The Verizon corporate entity is not transferring all of its current 11 

customers to Frontier.  It is retaining the largest (and presumably most 12 

profitable) customers of its other corporate entities that will remain to compete 13 

with the Frontier ILEC after the transaction closes.  While this will actually 14 

result in greater competition after the transaction, it will certainly pose a 15 

challenge to Frontier’s critical objective of stemming Verizon Northwest’s 16 

current line losses in the territory it proposes to acquire.  With the Verizon ILEC 17 

gone, the remaining Verizon affiliate competitors are likely to put significant 18 

pressure on Frontier to maintain wholesale services at acceptable levels.  19 

                                            

21 In Exhibit 1 of the Applicants’ Section 214 application submitted to the FCC on May 28, 2009, 
footnote 12 states that the transfer excludes the services, business and assets of Verizon Business 
Global LLC (former MCI LLC), Federal Network Systems LLC, Verizon Network Integration Corp., 
Verizon Global Networks, Inc., Verizon Federal, Inc., Verizon Select Services Inc., and any other 
Verizon businesses in the state. 
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Q. PLEASE DISCUSS THE JOINT APPLICANTS’ SECOND ARGUMENT AS 1 

TO WHY THE TRANSACTION WILL NOT RESULT IN COMPETITIVE 2 

HARM.   3 

A. In their filing at page 3, the Applicants assert that competition will not be 4 

harmed because “As to wholesale customers, Frontier will honor all obligations 5 

under Verizon’s current interconnection agreements, tariffs, and other existing 6 

arrangements.”  While Frontier agrees to “honor” the obligations, it does not 7 

commit to any specific time frame to ensure service and rate stability through a 8 

transition period.  The new Frontier ILEC entity must provide many services 9 

that competitors rely on to compete with the ILEC and with each other, 10 

including those related to access, interconnection, unbundled network 11 

elements, and resale services.  These services are offered through tariffs, 12 

interconnection agreements, or other types of agreements.   13 

Tariffs are subject to Commission review and approval and are generally 14 

available offerings.  The tariffed services that competitors rely on are generally 15 

offered through the ILEC access service tariffs.  ILECs can change service 16 

offerings and rates in intrastate tariffs by filing with the Commission.  Services 17 

offered through interstate tariffs are not under the Commission’s jurisdiction.  18 

They are under the jurisdiction of the FCC and therefore I do not address them 19 

in my testimony.   20 

Interconnection agreements are more individualized agreements made 21 

between the ILEC and another carrier.  They generally begin with an agreed 22 

upon termination date, typically two to three years, that is part of the terms of 23 
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the contract.  Thereafter, the contract continues until either the ILEC or the 1 

other carrier indicates its desire to end or change it.  Most of Verizon’s 2 

contracts allow either party to end or renegotiate the contract upon 90 days 3 

notice.   4 

While Frontier promises to “honor” all obligations under Verizon’s current 5 

ICAs, tariffs and other arrangements, it did not commit to a specific duration for 6 

that promise.  Without specifying a timeframe for the commitment, Frontier 7 

could immediately file for tariff changes, or give 90-days notice to customers 8 

with ICAs that have original termination dates that have expired.  The vast 9 

majority of ICAs are in that category.  Because Frontier will be new to Verizon’s 10 

wholesale business, it is imperative that there be some period of stability in 11 

competitive service offerings and rates during a transition period.  Without 12 

some guarantee of stability, turmoil in the wholesale markets could cause 13 

competitive harm quickly after the transaction closes.  14 

Q. DO YOU RECOMMEND ANY CONDITIONS TO ADDRESS THESE 15 

CONCERNS? 16 

A. Yes.  In order to ensure stability relative to the offering of wholesale services 17 

that competitors need in order to compete with the new Frontier ILEC during 18 

the transition period after the closing, and to ensure that Frontier keeps its 19 

commitments, I recommend the following conditions. 20 

• Frontier Northwest will assume or take assignment of all obligations under 21 

Verizon Northwest’s existing interconnection agreements and other 22 

existing arrangements with wholesale carriers (“Assumed Agreements”).  23 
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Frontier Northwest will not terminate, change the conditions of (with the 1 

exception of those governing termination), or increase the rates in, any 2 

effective interconnection agreement during the unexpired term of the 3 

Agreement, or for a period of three years from the Closing Date, 4 

whichever occurs later, unless requested by the interconnecting party, 5 

approved by the Commission, or required by a change of law.  6 

Furthermore, Frontier Northwest will allow requesting carriers to extend 7 

existing Agreements, whether or not the initial or current term has expired, 8 

until at least three years from the Closing Date, or the date of expiration, 9 

whichever is later.  Frontier Northwest will similarly apportion on a pro-rata 10 

basis any volume thresholds or minimum revenue commitments relating in 11 

part to service outside of Oregon.  12 

• Frontier Northwest will assume or take assignment of all obligations under 13 

Verizon Northwest’s current intrastate tariffs and price lists for wholesale 14 

services.  Frontier Northwest will not increase rates for such services or 15 

discontinue any such services currently offered for a period of at least 16 

three years from the Closing Date.        17 

• Frontier Northwest will continue to provide transit service subject to the 18 

same rates, terms and conditions that are currently provided by Verizon 19 

Northwest unless directed otherwise by the Commission. 20 

• Frontier Northwest will comply with statutory obligations applicable to all 21 

incumbent LECs under 47 U.S.C. Sections 251 and 252.  Frontier 22 

Northwest will not seek to avoid any of its obligations on the grounds that 23 



Docket UM 1431 Staff/600 
 Marinos/26 

 

it is exempt from any of the obligations pursuant to Section 251(f)(1) or 1 

Section 252(f)(2).  2 

These recommended ordering conditions are listed as conditions 33-36 in Staff 3 

Exhibit 100. 4 

Q. PLEASE DISCUSS THE APPLICANTS’ THIRD ARGUMENT AS TO WHY 5 

THE TRANSACTION WILL NOT RESULT IN COMPETITIVE HARM.   6 

A.   In their filing at page 3, the Applicants assert that “because Frontier will not 7 

need to convert billing and other operational systems, customers have no 8 

reason to fear disruption of the services they are receiving.”  In other words, 9 

wholesale customers will be able to order and obtain the same services from 10 

Frontier post-transaction as they did from Verizon pre-transaction, and with the 11 

same ease and speed.  According to the Applicants, disruptions in the 12 

wholesale processes and systems should not be a concern because of the 13 

manner in which Frontier will take over Verizon’s support systems, i.e., the 14 

“replication” method.  I earlier addressed these issues and concerns related to 15 

OSS and the potential for harm to competitors if Frontier experiences problems 16 

in assuming control of Verizon’s OSS.  The risks are real and the potential for 17 

significant harm has been demonstrated and documented in the cases of 18 

Hawaiian Telcom and FairPoint.  19 

Q. DOES STAFF RECOMMEND ANY CONDITIONS TO ADDRESS THESE 20 

POTENTIAL HARMS? 21 

A. Yes.  Conditions related to OSS generally, and in some cases specifically as 22 

they relate to competitors, are put forth in Roger White’s testimony found at 23 
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Exhibit Staff 400.  I concur with Mr. White’s conclusions and conditions.  In 1 

addition, I recommend the following conditions related specifically to remedying 2 

any potential harms to competitors in the current Verizon areas.  While these 3 

conditions are of a general nature, the competitive providers that are parties to 4 

this docket are likely to offer more informed insight into other conditions that 5 

might be needed to ensure they are not harmed as a result of this transaction.  6 

I urge the Commission to carefully consider the arguments and 7 

recommendations made by these parties as they are the ones who will suffer 8 

the consequences of Frontier’s failures.     9 

• Frontier Northwest will maintain OSS functionality, performance and 10 

interfaces (e.g., e-bonding) for wholesale services that are at least 11 

equal to those Verizon currently provides.   12 

• Frontier Northwest will provide ordering, provisioning and maintenance 13 

processes and intervals consistent with those Verizon currently 14 

provides.   15 

• Frontier Northwest will provide timely resolution of wholesale service 16 

problems consistent with Verizon’s existing level of performance.      17 

These recommended ordering conditions are listed as conditions 37-39 in Staff 18 

Exhibit 100. 19 

Q. ARE THERE OTHER WAYS IN WHICH COMPETITORS OR 20 

COMPETITION MAY BE HARMED AS A RESULT OF THIS 21 

TRANSACTION?     22 
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A. Yes. The Applicants make no mention in their filing regarding continuation of 1 

the “human” customer support services that Verizon currently provides 2 

competitive carriers.  This support will be especially critical as the new 3 

company assumes control of the wholesale processes and systems, moves 4 

experienced personnel and hires new support people.  Frontier should commit 5 

to providing the same support services to competitive customers that Verizon 6 

currently does.   7 

For these reasons, I recommend the following conditions: 8 

• Frontier Northwest will provide and maintain on a going-forward basis 9 

updated escalation procedures, contact lists and account manager 10 

information at least 30 days prior to the transaction close date.  The 11 

updated contact list shall identify and assign a single point of contact 12 

for each wholesale carrier with the authority to address ordering, 13 

provisioning, billing and OSS systems maintenance issues of that 14 

carrier.    15 

• Frontier Northwest will continue to make available to each wholesale 16 

carrier the types of information and customer communications avenues 17 

that Verizon currently makes available concerning wholesale 18 

operations support systems and wholesale business practices, at no 19 

charge to the carriers.     20 

• Frontier Northwest will ensure that the Wholesale and CLEC support 21 

centers are sufficiently staffed by adequately trained personnel so as 22 
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to provide a level of service that is comparable to that currently 1 

provided by Verizon. 2 

These recommended ordering conditions are listed as conditions 40-42 in Staff 3 

Exhibit 100. 4 

Q. BY WHAT MEANS WILL THE COMMISSION BE ABLE TO DETERMINE 5 

WHETHER THE TRANSACTION RESULTS IN A DECLINE IN 6 

WHOLESALE SERVICE PERFORMANCE?   7 

A. The Commission would likely receive a barrage of complaints from the 8 

competitive carriers.  Other than the complaint process, the Commission 9 

currently has no specific mechanism to monitor changes in wholesale service 10 

performance.  Unlike for retail service quality, Verizon does not currently report 11 

any wholesale service performance metrics to the Commission.  However, 12 

Verizon does compile metrics which are available only to CLECs through 13 

restricted web access. Verizon makes these service quality measurements 14 

available for Oregon customers under the California OSS OII Performance 15 

Measurement Plan, as amended and approved by the California Public Utility 16 

Commission in Decision 03-07-035 (Joint Partial Settlement Agreement, 17 

“JPSA”). 18 

Q. DO YOU SEE A NEED FOR WHOLESALE SERVICE QUALITY 19 

MEASURES AS A CONDITION FOR APPROVAL OF THE PROPOSED 20 

TRANSACTION? 21 

A. Yes.  As previously discussed, there are several substantial reasons to expect 22 

that the proposed transaction could harm competitors.  These include the risks 23 
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associated with the transfer of OSS from Verizon to Frontier, the substantial 1 

increase in the number and nature of wholesale service offerings as well as the 2 

number of competitors that Frontier will serve post-transaction compared to 3 

pre-transaction, and the changes in wholesale support centers and personnel 4 

that are yet to be determined by Frontier.  If Frontier is to provide wholesale 5 

services at the same level as Verizon and in a manner transparent to 6 

wholesale customers, as it asserts in the Application, the Commission must 7 

have some way to monitor whether Frontier delivers on its promises.  In 8 

addition, it must have a measure of whether Frontier meets the conditions that 9 

form the basis for approval of the acquisition.  10 

At a minimum, this requires some initial data that reflects Verizon’s pre-11 

transaction performance to serve as a starting point or baseline for comparison 12 

purposes.  Since Verizon already reports some metrics under the JPSA to its 13 

wholesale customers, I recommend that the Applicants submit to the 14 

Commission the metrics pertaining to Verizon’s Oregon wholesale customers 15 

for the year leading up to the close of the transaction.  After the transaction 16 

closes, Frontier should continue reporting the same metrics to enable Staff to 17 

monitor and compare Frontier’s performance with that of Verizon’s.  If other 18 

parties to this proceeding offer alternative performance monitoring proposals 19 

prior to a decision in this docket, the Commission may wish to consider those 20 

for adoption in lieu of the JPSA metrics.     21 

This initial approach will serve for an interim period, but is insufficient for the 22 

longer term.  Since no benchmarks for performance and no penalties for poor 23 
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performance currently exist, I recommend the Commission open a docket to 1 

consider implementing a performance assurance plan for Frontier Northwest 2 

shortly after the transaction closes.     3 

The need for wholesale performance monitoring as a condition for the 4 

proposed transaction is echoed by The National Association of State Utility 5 

Consumer Advocates (NASUCA) and the New Jersey Division of Rate 6 

Counsel.  In their comments filed with the FCC regarding the proposed 7 

transaction, they state on page 31 that “Monitoring the performance of 8 

Frontier’s post-merger wholesale provisioning following the merger is 9 

essential……Given the size and geographic scope of the ‘New Frontier,’ and 10 

the potential for additional Frontier acquisitions in the future, Frontier could gain 11 

from anticompetitive activity directed at competitive local exchange carriers 12 

(‘CLECs’).” 22 13 

Q. DO ANY OTHER ILECS IN OREGON REPORT WHOLESALE SERVICE 14 

PERFORMANCE RESULTS TO THE COMMISSION? 15 

A. Yes, Qwest does.  Qwest reports wholesale service performance results under 16 

the Qwest Performance Assurance Plan (QPAP).  Qwest and competitive 17 

carrier customers voluntarily agreed to the terms of the QPAP in conjunction 18 

with Qwest’s application for approval under Section 271 of the 19 

Telecommunications Act of 1996 to offer in-region long distance service.  The 20 

QPAP includes measures for performance and self-executing remedies.  The 21 
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QPAP may serve as a model for consideration in the context of the docket that 1 

the Commission opens to address future wholesale performance measures for 2 

Frontier.     3 

Q. PLEASE STATE YOUR RECOMMENDED CONDITIONS RELATED TO 4 

WHOLESALE SERVICE PERFORMANCE MONITORING.   5 

A. I recommend the Commission adopt the following conditions: 6 

• The Applicants will submit to the Commission the Joint Partial 7 

Settlement Agreement wholesale data for Verizon’s Oregon ILEC for 8 

the year leading up to the transaction closing date.   9 

• After closing, Frontier will continue to provide the same types of 10 

monthly reports of wholesale performance metrics that Verizon 11 

currently provides to wholesale customers and will also submit these 12 

metrics to Commission Staff.   13 

• Within 60 days after the closing date, Frontier will participate in a 14 

docket to be opened by the Commission to examine the need for 15 

establishing a wholesale service performance plan for Frontier in 16 

Oregon.      17 

These recommended ordering conditions are listed as conditions 43-45 in Staff 18 

Exhibit 100. 19 

                                                                                                                                       

22 Comments of the National Association of State Utility Consumer Advocates and the New Jersey 
Division of Rate Counsel, Filed September 21, 2009, in WC Docket No. 09-95. Included in Exhibit 
Staff 602, pages 38-42. 
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their customers in Oregon to the maximum extent possible by adopting the 1 

conditions recommended above.     2 

Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 3 

A. Yes.  4 

 5 
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NAME:  Kay Marinos 
 
EMPLOYER: Public Utility Commission of Oregon 
 
TITLE:  Program Manager, Competitive Issues 
 
ADDRESS:  550 Capitol St NE Suite 215 
   Salem, Oregon 97301-2551 
 
EDUCATION: PhD/ABD and MA in Economics  
   University of Hawaii, 1981 
 
   BA in Economics 
   Hofstra University, 1975 
 
PROFESSIONAL EXPERIENCE: 
 
Program Manager, Competitive Issues, Public Utility Commission of Oregon, 2007 
– Present 
Manage group responsible for telecommunications competitive issues, competitive 
provider certifications, carrier agreements, Eligible Telecommunications Carrier 
(ETC) designations, federal universal service programs and ILEC service territory 
allocations.  Staff member of Federal-State Joint Board on Universal Service.    
 
Senior Telecommunications Analyst, Public Utility Commission of Oregon, 2004 -
2007 
Responsible for federal ETC designations, annual ETC recertifications, and 
universal service issues.  Developed ETC requirements adopted by the state 
Commission and served as expert witness in Docket UM 1217.    
 
Senior Consultant, Verizon Communications, 2000 -2003  
Led special project teams to ensure compliance with regulatory and legal 
requirements in various aspects of national telecommunications business, including 
new product development, wholesale service offerings, and customer proprietary 
network information.  Coordinated responses to federal audit of wholesale services. 
 
Senior Specialist, Bell Atlantic & NYNEX, 1988 - 2000 
As subject matter expert, performed wide range of analytic functions to develop 
and support company’s objectives in federal regulatory proceedings pertaining to 
wholesale services.  Major issues included Telecom Act implementation, 
competitive markets, interconnection, access services, pricing flexibility, price caps, 
rate restructuring, cost recovery, and cost allocation.   
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Manager, National Exchange Carrier Association (NECA), 1984 -1988 
Managed development of telecom industry forecasts of interstate usage and 
dedicated access services used to determine nationwide carrier pool rates.    
 
Business Research Analyst, GTE Hawaiian Telephone, 1982 - 1983 
Developed revenue and demand forecasts for budgeting and network planning.       
 
Economist & Planner, State of Hawaii, 1978 – 1982 
Managed energy conservation and emergency planning projects, lectured in 
economics at the University of Hawaii, and supervised economic and demographic 
studies for urban redevelopment in industrial area of Honolulu.   
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