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A.  IDENTIFICATION AND QUALIFICATION OF WITNESS
Q.
What is your name and business address?

A.
My name is F. Wayne Lafferty and my business address is 2940 Cedar Ridge Drive, McKinney, Texas 75070.

Q.
By whom are you employed?
A.
I am a Manager in the Utilities Consulting Practice of the Huron Consulting Group (Huron).

Q.
Mr. Lafferty, on whose behalf are you testifying in this proceeding?

A.
My testimony is presented on behalf of The State of Vermont Department of Public Service (Department).

Q.
Please provide your background and experience.
A.
I have been employed in the telecommunications industry for over 20 years.  As a consultant I have provided advice and testimony on technical and public policy issues regarding competition, interconnection, access charges, universal service, incentive regulation and acquisition matters facing the telecommunications industry to both individual firms and regulatory agencies.  I have also assisted a start up company raising equity and performing due diligence on potential acquisitions.  Before joining Huron, I was a Partner of the Barrington-Wellesley Group, Inc. (BWG), a management consulting firm serving the telecommunications and utilities industries providing regulatory policy, technical, and strategic assistance to telecommunications firms and regulators.  I have also worked as an independent consultant to the telecommunications industry.  Prior to becoming a consultant, I was a member of the executive leadership team at Citizens Communications with direct responsibility for all state and federal regulatory and government affairs policies and programs for the company’s telecommunications operations throughout the United States.  My responsibilities included developing, supporting and implementing all state and federal tariffs, cost studies, interconnection agreements and associated compliance activities for both Citizens' competitive and incumbent telecommunications operations in over 20 states.  I also was the company's chief policy witness before regulatory agencies and was heavily involved in the due diligence and regulatory approval process for many acquisitions.  My responsibilities did not include the company’s public utilities (electric, gas and water) operations.  Prior to working for Citizens, I held a series of positions of increasing responsibility in the regulatory organization with several GTE Corporation affiliates (now part of Verizon Communications).  I have provided testimony on public policy and technical issues in many states as well as before the United States Congress.  I am a graduate of Duke University with an undergraduate degree in economics and a masters degree in business administration.  Attachment DPS-FWL-DIR-1 contains a copy of my Curriculum Vitae.

Q.
What is your role on the consulting team retained by the Department?

A.
I serve as the Project Manager with overall responsibility for the project.  In addition, I am responsible for the analysis of the regulatory and competitive matters associated with FairPoint’s acquisition of the Verizon wireline properties in Vermont (Acquisition).

B.  PURPOSE OF DIRECT TESTIMONY

Q.
Mr. Lafferty, what is the purpose of your Direct Testimony?

A.
My direct testimony provides the Vermont Public Service Board (Board) with an analysis of several of the criteria identified by the Board for the analysis of an acquisition as they are applied to the acquisition of the Verizon New England wireline assets in Vermont (Verizon) by FairPoint Communications, Inc. (FairPoint) (collectively the transaction is referred to as the “Acquisition”).
  Specifically my testimony focuses on the following criteria.

· Criterion 1 – Legal Standard

· Criterion 3 – Compatibility with Neighboring Systems

· Criterion 4 – Terms of Service

· Criterion 13 – Business Reputation

· Criterion 15 – Effect on Competition

I will also provide some analysis of Criterion 5 – Service Quality.

In addition, my testimony addresses the status of our investigation into the implications of the Acquisition for economic development in the state.  I will provide our findings for each of these criteria and recommendations for the Board to consider regarding the benefits or risks associated with each finding.

Q.
Are you familiar with the Board’s criteria?

A.
Yes.  In February 1997, the Board approved the merger of the former New England Telephone and Telegraph Company (NYNEX) with operations in Vermont by Bell Atlantic.  In the NYNEX Order the Board applied 15 standards or criteria it determined were appropriate to meet the requirements of 30 V.S.A. Section 107 and 30 V.S.A. Section 311.  These statutory requirements require the acquisition to promote the public good and not obstruct or prevent competition.  Subsequently, the Board followed the same criteria in its in November 2005 order approving the acquisition of MCI, Inc. by Verizon Communications, Inc.
  The Board has determined that these 15 criteria cover the areas most important to ensure an acquisition of a regulated company operations will be in the public interest in Vermont.

Q.
Please describe the process the consulting team followed in its analysis of the Acquisition.

A.
The Huron consultants followed a management audit approach tailored to the specific details of the transaction and proposals made by Verizon and FairPoint.  We utilized a combination of written discovery, interviews with FairPoint personnel and technical analysis.  The specific tools varied based on the specific Board criteria being reviewed.  Each member of the consulting team has responsibility for specific Board criteria.  However, in some cases, other members of the team assisted on a criterion.

C.  SUMMARY OF TESTIMONY
Q.
Please provide a summary of your Direct Testimony.
A.
As my testimony and that of the other consultants will describe, FairPoint is undertaking a risky transaction which will exponentially increase the size of FairPoint.  While FairPoint has undertaken many smaller acquisitions, it has not faced a transaction of this magnitude with the complex system development and conversion challenges.  FairPoint has addressed some of the requirements of the criteria which address legal, regulatory and competitive implications of the Acquisition; however, additional measures need to be taken with regards to the criteria I have reviewed to ensure Vermont consumers are protected in the event the Acquisition is approved.  


The Board should ensure that FairPoint obtains the necessary approvals from the FCC and the states of Maine and New Hampshire prior to closing the Vermont acquisition.  Based on the information available to date, there appear to be benefits from a multi-state transaction as opposed to carving out just one of the states.


FairPoint is acquiring the entire wireline network in the state and has committed to maintaining the existing interconnection arrangements necessary to keep the acquired network compatible with other networks in the state and to permit the Acquisition to be almost transparent to competitors and other carriers.  Since the Company may have to enter into some new interconnection agreements (ICAs) and will convert all the systems from Verizon platforms to new FairPoint systems, certain conditions are appropriate to require FairPoint to continue Verizon’s ICAs and tariffs.  Competitors and other carriers should be compensated by FairPoint for any costs incurred to maintain their network interconnection with the Company’s network after the transaction closes.  Until the end of the current alternative regulatory plan (ARP), the volume and term discounts in Verizon tariffs should be maintained and customers should be able to combine FairPoint and Verizon circuits or other services to obtain the same level of discount for intrastate access and other similar services as in the past.  Competitors and other customers must not be adversely impacted in any way by the Acquisition.  If these conditions are met, the Acquisition should help ensure continued compatibility of networks in Vermont.  In addition, FairPoint’s ownership should not have any significant adverse impact on competition and may actually enhance competition under certain circumstances.


FairPoint will be adopting the current Verizon Vermont ARP, amended service quality reliability plan (Amended SQRP) and retail tariffs.  The ARP contains significant investment requirements, especially for broadband service which should serve as minimum targets for FairPoint.  Similarly the Amended SQRP provides service quality standards and associated service quality customer compensation payments for non-compliance which FairPoint must follow.  If FairPoint fails to meet the investment requirements in the ARP or the standards in the Amended SQRP, it should not be able to pay dividends or transfer excess cash from the acquired Vermont operation to its Parent Company.  


Additional analysis is required to determine the implications of the Acquisition for current Verizon bundles which include wireline and non-wireline services.  FairPoint is not acquiring certain Verizon non-wireline affiliates which raises a concern about the pricing and availability of some of Verizon Vermont’s existing bundles.


Based on a survey of regulatory and other government agencies outside of Vermont, in almost all of the states where FairPoint currently operates as an ILEC the Company is well respected by regulatory and other governmental agencies which have some level of oversight for the Company.  Regulatory entities responding to a survey reported few regular interactions with FairPoint, but gave the Company high marks for service quality, broadband deployment and knowledgeable personnel.  However, Maine, FairPoint’s current largest state operation, is a notable exception to this situation.  Recent increased service complaints are reported in Maine, in some cases due to problems with the conversion of customer care and billing systems.  FairPoint is going to be replacing the largest incumbent carrier in Vermont while undertaking a large scale system conversion.  In addition, as Department Witness Tamara Pariseau will address in her testimony, FairPoint has recently experienced some service problems in Vermont.  Therefore, given the problems in Maine and Vermont, as well as the desire for the transaction and future system conversion efforts to be fully transparent to customers, certain conditions are appropriate to reduce the risk associated with the system conversion process.


We are in the process of completing an analysis of the implications of the acquisition on economic development in Vermont.  However, additional information is required from FairPoint to complete the study.

.
D.  CRITERION 1 – LEGAL STANDARD

Q.
Please outline the Legal Standard Criterion
A.
30 V.S.A. Section 107 grants the Board the authority to review and approve a proposed acquisition by a company of a controlling interest in a company subject to the Board’s jurisdiction.  In general, the Board must determine that the acquisition will promote the public good.  In similar cases the Board has addressed the managerial competence, technical expertise, financial soundness and business reputation of the acquiring company.  All of these issues are addressed in the analysis conducted by the Huron consulting team.  Most of the issues to be reviewed under the Legal Standard criterion are legal in nature.  However, similar to past acquisitions, the Board should also address the implications, if any, of the other regulatory approvals required by FairPoint and Verizon at the FCC as well as in Maine and New Hampshire.

Q.
What regulatory approvals are FairPoint and Verizon seeking with regards to the Acquisition?

A.
FairPoint and Verizon have requested approval from the Vermont Public Service Board, Maine Public Utility Commission and New Hampshire Public Utilities Commission.  In addition, FairPoint and Verizon have filed an application with the Federal Communications Commission (FCC) for the transfer of licenses under section 310(d) of the FCC’s rules and the section 214 authorizations for Maine, New Hampshire and Vermont (FCC Applications).  The section 214 authorizations cover both domestic and international operating authorities for the acquired properties.

Q.
Are these licenses and other federal authorizations required?

A.
Yes.  The authorizations are required, and it is standard practice for the parties involved in a transaction to acquire wireline properties to request such approval from the FCC.

Q.
What is the status of this FCC approval process?

A.
At the time of writing this testimony, the FCC’s investigation is still in process.  FairPoint and Verizon requested streamlined treatment for the FCC Applications.  However, the FCC has determined that streamlined treatment is not appropriate in light of the multiple applications pending before the FCC in this matter and the required public interest review.  Responses to the FCC Applications have been filed, but the FCC has not taken any action.

Q.
Has FairPoint or Verizon filed any other applications with the FCC?

A.
Yes.  FairPoint has requested a waiver of sections 61.41 (b) and (c) of the FCC’s rules – the “All or Nothing Rule.”  The purpose of this request is to allow FairPoint to continue operating its existing “classic”
 operations pursuant to rate of return regulation for federal regulatory purposes.  Since the acquired Verizon properties are subject to the FCC’s price cap rules, absent the waiver the FCC rules would require FairPoint to convert its classic properties to price caps.  In the alternative, FairPoint could make a one-time election to withdraw the acquired properties from price cap regulation.  However, in its waiver filing with the FCC, FairPoint has stated that it intends to operate the Verizon properties under the price cap rules.

Q.
What is the status of FCC action on the “All or Noting Rule” waiver?

A.
The FCC has requested comments from interested parties, but has not issued a decision.

Q.
If the FCC does not grant the waiver, what are the implications for FairPoint?

A.
If FairPoint is required to file price cap tariffs for its “classic” properties, it is possible the price cap mechanism would reduce the Company’s revenues.  To date FairPoint has been able to invest significant funds in broadband technology and service quality for its “classic” properties.  The rate of return mechanism has allowed FairPoint to receive a reasonable return on some of these investments, which, given the low density of the territories and associated higher costs, may not have been possible under price cap regulation.  

In addition, as FairPoint cited in its petition for waiver filed with the FCC, the current level of universal service support available to price cap companies might be insufficient if the “classic” FairPoint properties came under the price cap rules.  Currently FairPoint receives Interstate Common Line Support (ICLS) from the Federal universal service fund to recover a portion of its common line revenue requirement.  Price cap companies are not eligible for ICLS, but do qualify for universal service support from the Interstate Access Support (IAS) portion of the fund.  However, the FCC has capped the IAS fund at $650 million.
  If the “classic” FairPoint properties were forced to change to interstate price cap regulation, they would lose ICLS and pick up IAS.  However, the cap on the IAS could reduce the amount of support for the “classic” FairPoint properties and also possibly other current recipients of IAS including the Verizon Vermont, Maine and New Hampshire exchanges.  If universal support is reduced, it is possible investments in broadband deployment and service improvements in rural markets would be reduced which could harm customers in Vermont and elsewhere.

Q.
Is there precedence for the waiver requested by FairPoint?

A.
Yes.  Century Tel made several acquisitions from the former GTE (now part of Verizon) which necessitated waivers similar to that sought by FairPoint.  Century Tel operates a series of small rate-of-return rural telephone companies in several states similar to FairPoint, but in some cases acquired larger price cap exchanges from the former GTE in several states including Wisconsin and Arkansas.  The FCC approved Century Tel’s requests to waive the All or Nothing Rule.

Q.
How should the Board address the issue of the FCC applications and waivers with regard to the approval of the FairPoint-Verizon acquisition in Vermont?

A.
It is not necessary for the Board to take any specific action with the FCC.  However, the Board should require FairPoint to keep it informed on the status of the FCC’s investigations.  FairPoint should provide formal notice to the Board and the Department of FCC action on the Section 214/310(d) application and the “All or Nothing Rule” waiver.  In addition, the Board may want to require FairPoint to obtain the necessary authorizations to provide service from the FCC as it did in the MCI Order.

Q.
What is the status of FairPoint’s and Verizon’s requested regulatory approvals in Maine and New Hampshire?

A.
 At the time this testimony is written, it is my understanding that regulators in both states are reviewing the transaction, but no technical hearings have been held and no orders have been issued approving or denying the acquisition.

Q.
Can the actions ultimately taken by regulators in Maine and New Hampshire impact FairPoint or Verizon in Vermont?

A.
Yes.  Many of the management and support services required by FairPoint to operate the acquired Vermont properties are also being implemented for the Maine and New Hampshire properties.  FairPoint’s acquired Vermont customers should benefit from the scale of designing support services for a multiple state operation.  The systems being designed and portions of the network improvements being proposed by FairPoint will be more efficient under a three state operation.  FairPoint and Verizon have indicated completing the acquisition is dependent upon regulators in all three states approving the transaction.  While it is not completely clear whether the companies would settle for less than all three states, the structure of the transaction and proposed benefits are based on the properties in all three states being acquired by FairPoint.

Q.
What action should the Board take with regards to the regulatory approvals being sought in Maine and New Hampshire?

A.
The Board should require FairPoint and Verizon to provide notice to the Board and Department of receiving approvals in Maine and New Hampshire prior to closing on the transaction in Vermont.  In the alternative FairPoint and Verizon should be required to obtain specific Board approval to close the Vermont portion of the acquisition without also closing the Maine and New Hampshire portions.

E. CRITERION 3 – COMPATIBILITY WITH NEIGHBORING SYSTEMS
Q.
Please explain this criterion.

A.
I interpret it to refer to the requirement that the networks acquired by FairPoint be able to interconnect with all other telecommunications networks in the state after the Acquisition in the same manner as Verizon’s network.

Q.
How does this criterion apply to the Acquisition?

A.
Seamless interconnection with neighboring telecommunications networks, both incumbent local exchange carriers (ILECs) and competitive local exchange carriers (CLECs), as well as with inter-exchange carriers (IXCs) and wireless carriers is critical to the seamless operation of the public telecommunications network regardless of the technology which is used.  Verizon’s network is currently interconnected with other ILECs and CLECs, IXCs and wireless carriers (both affiliated and non-affiliated) in Vermont.  As the largest incumbent LEC in the state, Verizon has deployed a network allowing inter-connection and transport to most parts of the state.  Often Verizon acts as both the tandem provider and a transport provider for smaller independent ILECs and other carriers.  The extensive Verizon network, which is often most economically provided by the largest ILEC in a state, allows customers of these smaller ILECs to make and receive long distance calls using the IXC of their choice.  In addition, Verizon’s network permits customers throughout Vermont to make and receive calls to/from wireless company and CLEC customers.  In short, Verizon’s network in Vermont connects together most of the state for telecommunications purposes.

The public interest requires FairPoint to provide the same level of connectivity to other carriers, using comparable technology and at the same prices and terms as Verizon.  Customers and other carriers should not be adversely impacted by the Acquisition.  Network compatibility and connectivity should not change.

Q.
Do you believe the Acquisition will change the compatibility of networks and operations with neighboring systems?

A.
In most cases, no.  According to the Prefiled Direct Testimony of Peter G. Nixon (Nixon Direct) FairPoint will “assume Verizon’s obligations under applicable interconnection and traffic exchange agreements with other carriers.”
  According to Mr. Nixon’s testimony if any of the agreements include Verizon operations outside of the three-state Northern New England market (Maine, New Hampshire and Vermont), the agreement may have to be modified by Verizon and FairPoint to segregate the three states.  In that case FairPoint will be “mirroring the Verizon agreements wherever possible.”
  While in most cases FairPoint will be adopting the exact agreement and providing connectivity in exactly the same way as Verizon, Mr. Nixon’s testimony suggests there may be some instances where modifications to the interconnection arrangements are required to separate the Northern New England states from the rest of Verizon’s network or operations.  The public interest is best served if, from the point of view of the other carriers, interconnection with FairPoint is no different than with Verizon.

Q.
How do you recommend the Board address these instances where modifications to the interconnection arrangement may be required?

A.
The Board should require FairPoint to provide interconnection with all neighboring systems in the same manner as Verizon.  If modifications to the method of inter-connection are required, FairPoint should compensate the neighboring system for any costs associated with the modifications required for the neighboring system to interconnect with FairPoint.

Q.
Do you have any other concerns related to the compatibility of networks?

A.
Yes.  As Mr. Mills discusses in his testimony, FairPoint is undertaking an extremely complex, risky and aggressive system conversion process.  In short, every customer facing system, both for retail and wholesale operations must be converted from Verizon’s platform to newly developed FairPoint systems.  FairPoint currently plans to cut to the new system platforms three to six months after the closing occurs.  Among the systems being developed and converted will be the service order systems which many competitors and other carriers interface with electronically to process orders.  It is possible competitors will be forced to make some adjustments to their own internal systems to be able to communicate with the new FairPoint systems.  Both the riskiness of the conversion process and the potential for other carriers to incur expenses to inter-connect with FairPoint’s system network should be addressed by the Board.

Q.
How do you recommend the Board address the need for a seamless systems transition to FairPoint?

A.
 FairPoint should clearly communicate all the requirements for interconnection to all other carriers which interconnect in any way with Verizon in Vermont.  FairPoint should be required by the Board to compensate the owners of neighboring systems or other carriers, which must make any system modifications to interconnect with FairPoint as opposed to Verizon in Vermont, for the costs of such modifications.  No changes should be made until the interconnecting carrier has provided FairPoint written notification that it is prepared for the change.  In his testimony, Mr. Mills provides some additional recommendations concerning controls on the system development and conversion process in general.

Q.
Will FairPoint charge the same rates for access and other interconnection services as Verizon?

A.
Yes.  In the Nixon Direct the witness states the following regarding interstate access rates:

“…FairPoint will continue to operate its existing companies as it does now, with the same federal regulatory requirements, and with the same levels of support as would otherwise be the case; and FairPoint will be permitted to operate the acquired exchanges as they currently are operated, subject to price cap regulation and the support afforded to the exchanges under the federal rules today…The significance of the transaction is that FairPoint expects no changes to the interstate access charges or support of either the existing FairPoint companies or the acquired exchanges as a result of the transaction.”
 

Mr. Nixon also commits that intrastate rates will not change.

“FairPoint will concur in or adopt Verizon’s interstate and intrastate tariffs, and as appropriate, file new tariffs replicating as closely as possible Verizon’s current tariffs.”

Q.
Is any action by the Board required to ensure the cost of access and other inter-connection services to FairPoint’s wholesale customers does not change?

A.
Yes.  The Board should ensure that FairPoint does not change any aspects of the tariffs, pricing or terms and conditions associated with access and other tariff interconnection services regardless of the method FairPoint chooses to use to deliver the services.  If FairPoint must change the tariff or pricing, terms or conditions associated with interconnection services in any way, FairPoint should be required to compensate the customers for any system modification costs associated with the change and avoid making the change until the customer(s) has had the opportunity to make the required modifications.  This requirement should remain in place until the Board has an opportunity to review the ARP in 2010.

Q.
Do you have any other concerns about the pricing of access charges by FairPoint as opposed to Verizon?

A.
Yes.  Verizon offers Special Access volume and term plans to its access customers.  Customers can pay a lower price by purchasing a larger number of circuits or services and committing to a longer term.  The transfer of ownership to Verizon may reduce the total volume of access services purchased by another carrier (or even an end-user customer) from FairPoint or Verizon resulting in an increased price for the same services purchased from Verizon before the transaction.  This situation could apply to both customer accounts acquired by FairPoint and customer accounts remaining with Verizon.  If the volume decreases, the price per circuit or service paid by customers could increase.

Q.
Intrastate Special Access prices are capped under the incentive regulatory plan (IRP) in Vermont.  In addition, the majority of Special Access services are purchased through an interstate access tariff.  Therefore, is it necessary for the Board to address service access pricing in this proceeding?

A.
Yes.  In addition to requiring FairPoint to honor Verizon’s ARP requirements and access tariffs, the Board should require FairPoint and Verizon to price individual Vermont customer intrastate Special Access services as though the services were being provided by FairPoint and Verizon collectively.  To the extent the volume of intrastate access circuits is included in a total volume of circuits for pricing purposes, intrastate access circuit costs to customers should not increase.  Until customers make a decision to purchase different services or choose a different carrier, they should continue to get the benefit of the volume arrangement in place for intrastate access services with Verizon prior to the Acquisition.  This requirement should be reviewed in 2010 when the Board addresses the future of the ARP.  The treatment of interstate Special Access tariffs and services is being addressed by the FCC.

F.  CRITERION 4 – TERMS OF SERVICE

Q.
What requirements are appropriate for the terms of service provided by FairPoint and Verizon?

A.
Based on the way the Board has addressed this criterion in the past, the terms and conditions of services must currently be just and reasonable.  I believe this criterion can be satisfied initially by an analysis of FairPoint’s proposals for the pricing and availability of services, the form of regulation and the associated investment and service quality plans.

Q.
Has FairPoint agreed to adopt all Verizon retail service obligations in Vermont?

A.
Yes.  In his testimony Mr. Nixon states the following.

“For retail customers, FairPoint proposes to adopt or concur in the terms, conditions and prices of Verizon’s tariffs as of the closing which will make the transaction transparent to Verizon’s existing customers. …No existing Verizon retail service will be discontinued or interrupted as a result of the proposed transaction.”

This commitment protects retail customers from any changes in the terms of service and should ensure customers receive the same services and at least the same prices as provided by Verizon which are just and reasonable at this time.

Q.
What about protection for wholesale customers?

A.
As noted above FairPoint will adopt virtually all of Verizon’s access tariff and wholesale service requirements.  With a few exceptions the transaction should be transparent to wholesale customers.  My earlier testimony addresses ways the Board might ensure there are no loopholes in FairPoint’s proposals regarding interconnection and wholesale customers.  

Q.
Verizon currently operates under an alterative regulation plan (ARP) in Vermont which replaces rate-of-return regulation through 2010.  Does FairPoint plan to adopt the requirements of the ARP?

A.
Yes.  In his testimony Mr. Nixon proposes the following.

“FairPoint proposes to assume Verizon’s rights and obligations under the terms of the Amended Incentive Regulatory Plan approved by the Public Service Board in Docket Nos. 6959/7142.”

The ARP currently precludes Verizon -- and hence FairPoint -- from raising basic service rates for existing services during the term of the plan.  FairPoint’s agreement to continue Verizon’s obligations under the ARP will help to minimize the impact of the Acquisition on the rate aspects of the terms of service.  However, the ARP also provides investment and service quality targets which are addressed by Mr. Campbell and Ms. Pariseau respectively in their testimonies.  In addition, Mr. Wheaton will address FairPoint’s ability to fund its requirements under the ARP.  All these issues must be looked at in the aggregate.

Q.
Do you have any other comments concerning the ARP?

A.
Yes.  In the order approving the Amended ARP, the Board noted that absent an agreement to adopt the new ARP, Verizon would have been required to implement rate reductions totaling $11.24 million over a little more than two years.
  FairPoint should be expected to retain this same requirement should it not fulfill the terms of the ARP.  In his testimony, Mr. Wheaton addresses some potential risks for FairPoint associated with rate reductions in the aftermath of the ARP.

Q.
Does FairPoint have any other incentives to meet or exceed the ARP requirements?

A.
Yes.  Competition is beginning to provide alternatives to certain customer groups which can impact FairPoint’s top line in the form of reduced customer lines, services and revenues.  Unlike for Verizon, the acquired Vermont operation will be one of the largest properties for FairPoint overall; lost customers and revenues in Vermont will have a more material impact on the Company’s ability to continue growing and paying the dividends its investors expect to receive.  In addition, as the new operator of the former Verizon properties, FairPoint will likely be under more intense scrutiny than other carriers in the state.

Q.
In general what action should the Board take with regards to the requirements of the ARP as related to the terms of service?

A.
At a minimum FairPoint must adopt the current requirements of the ARP.  As Mr. Campbell and Ms. Pariseau discuss in their testimony additional protections may be warranted.  However, to ensure FairPoint has the ability to fund its operations and investments in Vermont, should the Board approve the acquisition, I recommend the Board require FairPoint to freeze dividend or other payments from the acquired Vermont property to the FairPoint Parent Company if the targets in the ARP are not being met.

G. CRITERION 5 – SERVICE QUALITY

Q.
Please explain how the ARP addresses service quality.

A.
An Amended Service Quality Reliability Plan (Amended SQRP) is incorporated into the ARP.  This plan establishes the process under which the Board monitors Verizon’s service quality commitments.  The Amended SQRP tracks many standard industry performance metrics and includes a service quality compensation payment mechanism under which customers receive compensation for Verizon’s failure to meet the baseline standard for any of the performance areas in the plan.

Q.
What has been Verizon’s performance under the Amended SQRP?

A. 
[BEGIN PROPRIETARY] 








[END PROPRIETARY]  For Verizon, the Amended SQRP does not appear to have been a good deterrent for poor service quality.  There are no indications Verizon has a solid plan to correct these costly service problems.

Q.
How would you expect FairPoint to address these service quality challenges?

A.
The service quality compensation payments will have a more significant financial impact on FairPoint overall than Verizon.  Based on the results of our Business Reputation Survey of FairPoint, with a couple of exceptions in most of its “classic” properties, FairPoint has a history of providing good service.  Mr. Nixon made the following comments about service quality in his testimony.

“...FairPoint proposes to assume Verizon’s rights and obligations under the terms of the Amended Incentive Regulation Plan …, including its obligations under the Amended Retail Service Quality Plan, and we will comply with service quality standards, consumer protection standards, and requirements set forth in the relevant Board Orders.”

FairPoint’s experience in its “classic” properties and its commitments in testimony combined with the increased significance of the potential financial compensation to customers should provide FairPoint incentives to meet the Amended SQRP requirements.  In addition, as FairPoint designs and implements its own systems, it should have an opportunity to include state of the art process for tracking and resolving service quality challenges.  However, FairPoint is untested as the largest incumbent operator in a state or even as an operator of large telecommunications properties.  FairPoint has had service problems in Maine where it is the second largest ILEC.  Therefore, at least initially FairPoint must be provided significant incentives to meet the requirements of the Amended SQRP.  

Q.
Do you recommend the Board take any action with regards to the Amended SQRP?

A.
Yes.  Should the Board decide to approve the Acquisition, I recommend the Board include a requirement that FairPoint adopt as minimum requirements all aspects of the ARP including the Amended SQRP and associated service quality compensation payments.  In addition, given the recent service problems in Maine and Vermont and concerns raised by some parties about FairPoint’s ability to fund its operations, the Board should require FairPoint to freeze dividend or other payments from its acquired Vermont property to the FairPoint Parent Company if the service quality standards in the Amended SQRP are not being met.  This restriction will increase the incentive to meet the standards in the Amended SQRP.  Ms. Pariseau will provide additional testimony concerning Verizon and FairPoint’s service quality in Vermont.

H.  CRITERION 13 – BUSINESS REPUTATION

Q.
For the review of past acquisitions, the Board has applied a standard requiring the owner to have a good business reputation.  Should that criterion apply in the case of FairPoint acquisition of the Verizon Vermont wireline properties?

A.
Yes.  Since FairPoint stands to become the largest local telecommunications provider in the state, it is critical that the Board assess how FairPoint operates its current telecommunications businesses in Vermont and other states.  As part of this analysis, the Board should review the experiences of other regulatory agencies with the Company.

Q.
Have you reviewed the business reputation of FairPoint?

A.
Yes.  Huron conducted a “Business Reputation Survey” of FairPoint.

Q.
Please describe the survey?

A.
We designed a short survey to measure views of regulatory agencies of FairPoint in the following areas.

· Service quality in general;

· Broadband service quality;

· Accessibility of Company personnel;

· Knowledge of Company personnel;

· Frequency and type of complaints about the Company; and 

· Level of interaction between the agency and Company.

A copy of the survey is found as part of the Survey Report in Attachment DPS-FWL-DIR-2.

Q.
Did Huron interview any other parties?

A. 
Yes.  Mr. Wheaton interviewed financial analysts and credit rating agencies about FairPoint’s financial condition and reputation.  His findings are presented in his testimony.

Q.
How was a list of regulatory agencies determined to receive the survey?

A.
We contacted the state Commission Staff, Consumer Advocate office, Attorney General’s Office and state Labor Relations Board in each state outside of Vermont where FairPoint currently operates.  Ms. Pariseau will present testimony on FairPoint’s business reputation in Vermont.  We briefly interviewed a representative of each agency on the phone and obtained a contact point to receive the written survey.  In some states we determined that the Consumer Advocate function was handled either by the Commission Staff or the Attorney General’s office.  Most of the state Labor Relations Boards or agencies referred us to the Public Utility Commissions.  

Q.
How was the written survey distributed?

A.
The survey was sent by mail, fax or email depending on the specific requests of the agencies on April 9, 2007, and responses were requested by April 18, 2007.

Q.
What was the response rate for the survey?

A.
Initially the response rate was fairly low, but we followed up by phone with all parties who did not respond and ultimately obtained a very high response rate.  16 out of the 17 (94%) state regulatory commission staffs responded.  12 out of the 12 (100%) independent consumer advocate agencies responded.  11 of the 15 independent state Attorney General offices responded.  All except one (Idaho) of the state Labor Relations Boards or agencies referred us to the State Commission.  A complete explanation of the responses is provided as part of the Survey Report in DPS-FWL-DIR-2.

Q.
Please briefly describe the results of the survey.

A.
In general, due to its small size FairPoint has received little attention by most regulatory and other governmental agencies, consumer advocates or Attorneys General (collectively “Agencies”); in some cases, the Agencies reported little knowledge of FairPoint.  In most cases, respondents who reported interaction with FairPoint personnel had favorable experiences.  With the exception of Maine, to the extent regulators and other government agencies have had opportunities to work with FairPoint, they report mainly positive experiences.  FairPoint’s quality of service, broadband service and accessibility and knowledge of personnel is rated above average in most cases.

However, in Maine where FairPoint is currently a relatively large carrier serving approximately 60,000 customer access lines, regulators reported significant concerns with the Company’s service quality and level of complaints.  Since the Maine Public Utilities Commission is also investigating the acquisition by FairPoint of the Verizon wireline properties, that Commission Staff was not able to provide its opinions on several of the survey items.  However, it did provide the number of complaints in recent years.  Based on the number of reported complaints, FairPoint has had recent service problems in the state.  In 2005 and 2006, complaint levels increased significantly.  In 2004 FairPoint only had 31 complaints; however, in 2005 and 2007 the number increased to 76 and 70 respectively.  While the trend in complaints appears to be lower in 2007, the recent increases are notable, and the Consumer Assistance Division of the Maine PUC claims that FairPoint’s level of complaints is above the level for other carriers.

In addition, the Department notes that FairPoint has had some recent service problems in Vermont which are addresses in Ms. Pariseau’s testimony.

Q.
Do you find the situation in Maine to be more important than the other current FairPoint states?

A.
Yes.  In Maine FairPoint is the second largest local telecommunications service provider.  In most other states FairPoint is relatively smaller compared to other incumbents; therefore, FairPoint is probably under more scrutiny in Maine than in most other states.  Since FairPoint’s proposed acquisition of the Verizon Vermont properties will make it the largest incumbent local telephone company in Vermont, FairPoint’s experiences in Maine are probably more indicative of what might be expected in Vermont.  While the impact of regulatory requirements on a company is not usually proportionate to the size of the company, larger size does increase visibility, challenges and expectations.  In addition, it appears at least some of the service concerns in Maine stem from problems with the conversion of a customer care and billing system.  FairPoint will be required to convert all the customer service, billing and many other system platforms from the Verizon systems to a new platform after close for the acquired Verizon Vermont (and Maine and New Hampshire) properties,  While Mr. Mills will provide more information about the actual system conversion plans in his testimony, I note some similarity of challenges between the Maine situation in 2005 and 2006 and the upcoming conversions which suggests FairPoint’s experiences in Maine be carefully considered.  Therefore, since Maine represents FairPoint’s largest current operation and has experienced recent challenges with system conversions, I recommend FairPoint’s past experiences in Maine be given more weight than the other states.  However, it is also important for the Board to understand that FairPoint is perceived well by regulators, Consumer Advocates and Attorneys General in the other states where the Company operates.

Q.
Do you have any recommendations for the Board regarding your review of the business reputation of FairPoint?

A.
Yes.  As noted earlier, outside of Maine and Vermont generally FairPoint has a good reputation among regulatory and other government agencies which oversee aspects of the Company’s operations.  However, given the recent problems in Maine, the increased size of FairPoint in Vermont and other New England states and the challenges associated with the planned system conversions, the Board should ensure that FairPoint has contingency plans related to the system conversion programs in place prior to closing the transaction.  In addition, FairPoint should identify a senior level person with responsibility for communicating with the Board and other regulatory agencies in the state.  This person should be located in Vermont to be readily accessible by the Board and Department.  My experience suggests that frequent and open communication between customers, the Board, Department and FairPoint will be critical to managing customer service.

Mr. Mills will address contingencies and other recommendations associated with the system conversion process in his testimony.

Q.
You noted that Mr. Wheaton interviewed several financial analysts.  Please summarize his findings.

A.
The financial agencies interviewed all reported confidence in FairPoint’s ability to manage the acquired operations and remain financially stable in the process.  The management team is respected and the Company is expected to generate significant cash flow to meet capital investment and dividend requirements.  Mr. Wheaton provides more information about the results of the interviews with financial analysts and rating agencies and associated recommendations in his testimony.

Q.
Please summarize your conclusions regarding the business reputation of FairPoint.

A.
FairPoint operates relatively small operations in its other states with the exception of Maine.  Where FairPoint provides service today, state regulators, Consumer Advocates and Attorneys General report little interaction with the Company but, with the exception of Maine and Vermont, good service quality and responsiveness.  In recent years FairPoint appears to have had significant service complaints and problems in Maine and Vermont stemming at least partially from challenges associated with system conversions.  While the Maine experiences should be given significant weight by the Board, the Board should acknowledge FairPoint’s generally strong favorable reputation elsewhere.  In his testimony Mr. Mills will be discussing specific opportunities, concerns and recommendations associated with the system conversion matters.

I.  CRITERION 15 – EFFECT ON COMPETITION

Q.
In its analysis of prior acquisitions, the Board has specified that competition should not be obstructed or impaired.  Is this issue relevant to the FairPoint – Verizon transaction in Vermont?

A.
Yes.  FairPoint must meet all of Verizon’s commitments to existing competitors and ensure a competitive marketplace continues to evolve consistent with state and federal requirements.

Q.
Why is it important that FairPoint meet these commitments?

A.
Competition for many telecommunications customers and services is still in the early stages of development.  While Sections 251, 252 and 271 of the Telecommunications Act of 1996 (1996 Act) established the broad requirements for opening the local exchange telecommunications marketplace to competition, state and Federal regulators have invested countless hours to develop the specific rules to allow competition to begin.  Verizon has participated in many regulatory proceedings in Vermont and other states to establish the rules associated with competitive entry.  In these proceedings state regulators including the Board have implemented specific rules for Verizon, many of which have been memorialized in interconnection agreements (ICAs) between Verizon and competitors after years of negotiations and regulatory proceedings.  The Board, Verizon, and competitors have made significant investments of time, systems, plant and/or other resources to ensure a competitive marketplace can develop.  Without these rules and ICAs, competitors would be unable to compete on anything near a level playing field with Verizon.  FairPoint’s acquisition of the Verizon Vermont wireline properties should not change any of these requirements.

Q.
You mentioned earlier that FairPoint has made commitments to honor all of Verizon’s interconnection obligations in Vermont.  What specifically should FairPoint be required to do?

A.
The Board should require FairPoint to meet its commitment to adopt all of Verizon’s existing ICAs and related obligations in Vermont.  If FairPoint is not able to adopt a specific existing ICA for any reason, it should implement its own agreement exactly mirroring Verizon’s requirements.  As I noted earlier, it is possible that competitors might have to make system or process changes to interconnect with FairPoint as opposed to Verizon.  While ideally the transition should be transparent to all competitors, if a competitor must make any changes, FairPoint should compensate the competitor for any costs incurred specifically as a result of changing its systems to accommodate interconnection with FairPoint.

Q.
Does Verizon have any requirements for opening the markets to competition beyond the Section 251 and 252 requirements in the 1996 Act?

A.
Yes.  On April 17, 2002 Verizon received approval from the FCC to enter the interLATA long distance market for Vermont.  This process, which is commonly know as “Section 271 Approval,” was the result of Verizon proving to the Board and ultimately the FCC that it had implemented the market opening requirements of the 1996 Act.  Prior to issuing its recommendation for approval, the Board investigated all aspects of Verizon’s processes, procedures, systems, wholesale services and interconnection pricing in Vermont.  Verizon made several commitments to maintain an open marketplace including which were adopted by the Board.  On January 16, 2002 the Board sent a letter to Verizon containing the conditions Verizon must satisfy to, in the Board’s opinion demonstrate its compliance with the requirements of Section 271.  Subsequently the FCC included conditions in its order approving Verizon’s Section 271 Approval for Vermont.

Q.
Is there any specific aspect of the conditions imposed on Verizon which the Board should address for FairPoint?

A.
Yes.  Verizon was required to certify its operational support systems (OSS) as a condition of Section 271 Approval.  As Mr. Mills discusses in his testimony FairPoint will be undertaking a complex and risky system conversion process which could impact the ability of competitors to continue to have the same level of access to the systems necessary to place and track orders, and provision services to end-user customers and bill customers in a timely and seamless manner.  Since FairPoint will be changing the systems used by CLECs, the Board should require FairPoint to certify its OSS prior to moving off the Verizon systems.  The Verizon systems were certified as of a point in time and the FairPoint systems should be tested in the same manner.

Q.
Should FairPoint adopt the commitments made by Verizon in Vermont during the Section 271 Approval process?

A.
Yes.  A seamless transition for competitors requires the Section 271 commitments made by Verizon in Vermont to apply to FairPoint.  The Board should require FairPoint to meet the Section 271 “competitive checklist”
 in the same manner as it did in the NYNEX Order.
  Furthermore, the Board should require FairPoint to certify its new OSS just like Verizon had to do.  These requirements will help ensure competitors have the same opportunities in the future as they did when Verizon was the largest ILEC in Vermont.

Q.
Are there any other competitive implications of the Acquisition?

A.
 Yes.  FairPoint’s existing Vermont property and all of its other properties are considered rural for regulatory purposes.  Section 251(f)(1) of the 1996 Act provides rural incumbent local exchange carriers certain exemptions from interconnection requirements.  Currently the Verizon Vermont properties are considered non-rural for regulatory purposes meaning Section 251(f)(1) does not apply.  However, it is possible in the future FairPoint could try to claim the acquired Verizon Vermont properties are rural and obtain an exemption.  In addition, Section 251(f)(2) provides local exchange carriers with fewer than 2% of the nations access lines in the aggregate the ability to seek a waiver of certain interconnection requirements from state commissions.  FairPoint’s acquired Verizon Vermont (and total acquired New England properties) will be less than 2% of the nation’s access lines in the aggregate.  Therefore, even if FairPoint was unable to meet the definition of a “rural” company, it could still seek a waiver of certain interconnection requirements.

Q.
How should the Board address the issues raised by Section 251(f) of the 1996 Act?

A.
The Board should clearly state that FairPoint must make a commitment to continue to meet all of Verizon’s current interconnection requirements in Vermont and furthermore agree to not claim any exemptions under Section 251(f) for the acquired Verizon Vermont properties.

Q.
Does Verizon have specific wholesale service quality requirements in Vermont?

A.
Yes.  In Vermont Verizon is subject to a performance assurance plan (PAP) which is similar to and references requirements in other northeastern Verizon states.  Unfortunately some of the requirements of states where Verizon has a significantly larger operation and more competition have made the PAP somewhat onerous for Vermont.  It is my understanding efforts have begun to tailor the PAP more to the characteristics of Vermont.

Q.
What action should the Board take to ensure wholesale service quality is enhanced by the Acquisition?

A.
Initially FairPoint should be required to follow the existing Verizon PAP.  However, given the smaller size of Vermont’s operations relative to other Verizon states and the smaller size of FairPoint, if FairPoint is ultimately approved to operate the Verizon Vermont wireline properties, the Board should initiate a separate proceeding to determine the format of a PAP for Vermont.  Mr. Campbell will provide additional comments on the PA in his testimony.

Q.
Setting aside the regulatory requirements under Sections 251, 252 and 271 of the 1996 Act.  Assuming FairPoint adopts all of Verizon’s interconnection requirements in the state, do you expect the Acquisition to have any other significant implications on the competitive landscape in Vermont?

A.
No.  For the business market, FairPoint is merely replacing Verizon as the operating entity.  FairPoint and Verizon were not prior competitors in the acquired properties, so the level of competition should not change.  In fact, for the largest business customers, sometimes referred to as the enterprise market, Verizon may continue to provide some services in the marketplace as it is not transferring to FairPoint the former MCI operations.  To the extent this Verizon entity continues to compete in Vermont, enterprise customers will continue to have this alternative to the Verizon local exchange services being acquired by FairPoint.

The mass market, which represents most of the customer access lines in Vermont to be acquired by FairPoint, should see no change from a competitive standpoint.  FairPoint will merely replace Verizon.  Assuming the transition of the interconnection requirements from Verizon to FairPoint is transparent to competitors and end-user customers, the available choices to customers should not change.  Cable companies, non-network VoIP providers and other mass market competitors will continue to operate as in the past.  To the extent wireless is viewed as an option to basic local wireline service, the Acquisition will not on its own impact the ability of existing wireless companies to continue offering service in Vermont.  Since Verizon Wireless will become an unaffiliated (as opposed to an affiliated) carrier for the incumbent LEC which could increase the independence of its services.

Q.
Are there any other potential implications for competition in Vermont?

A.
Yes.  Verizon currently offers discounts on certain bundles or packages which include Verizon Wireless service to customers.  For example, customers can receive a bundle discount on the Verizon Regional Package Extra bundle for purchasing ONE-BILL with Verizon Wireless.
  The affiliate relationship between Verizon Vermont and Verizon Wireless makes this arrangement relatively easy to offer and administer.  However, Verizon Wireless will not be an affiliate of FairPoint.  While FairPoint has agreed to adopt all tariffs and contractual obligations of Verizon in Vermont, it is unclear how FairPoint will handle any bundles or differential pricing for customers receiving wireless service from Verizon.  It is possible these bundles will no longer be available to current or new FairPoint customers in the acquired Verizon Vermont properties.

Q.
How do you recommend the Board address this issue?

A.
The Board should require Verizon to identify all bundles and packages provided jointly by the Vermont wireline operations being transferred to FairPoint and any other Verizon entity.  FairPoint should be required to implement bundles or packages with the same terms, conditions and pricing as Verizon in Vermont regardless of whether FairPoint is acquiring the Verizon affiliated operations or not.  This condition should apply to existing customers and any new customers requesting the same bundle or package until FairPoint files the appropriate tariffs and obtains specific approval to change the bundles or packages in any way.

Q.
You mentioned that FairPoint should adopt the same interconnection obligations as FairPoint.  To the extent FairPoint must obtain and/or file new ICAs, should any other changes be permitted?

A.
No.  Unless mutually agreed by both parties, the process of adopting or obtaining the required ICAs for existing competitors to continue to compete in Vermont should not open the door for FairPoint or competitors to attempt to renegotiate any aspect of an existing ICA.  Most ICAs contain term limitations and renegotiation processes which should continue to apply should FairPoint be approved to purchase the Verizon properties in Vermont.

J.  ECONOMIC DEVELOPMENT IMPLICATIONS FOR VERMONT

Q.
Has a review begun of the Acquisition’s implications for economic development in the State?

A.
Yes.  The review is being conducted under the supervision of Michael J. Ileo, Ph.D., President and Chief Economist of Technical Associates, Inc.  Dr. Ileo has been retained to assess the implications of the Acquisition for economic development in Vermont, taking into account the interests of all principal stakeholders.

Q.
What approach is being utilized by Dr. Ileo to analyze the economic development implications of the Acquisition?

A.
The details of Dr. Ileo’s study have not yet been finalized, as additional information from FairPoint is needed.  That said, he is examining a number of considerations:

· Impact of the Acquisition on the current level of employment in Vermont.

· Potential for job additions in the State.

· Specific technology additions planned by FairPoint, especially broadband.

· Potential for improved service quality.

· Ability of FairPoint to provide the same level of services at similar costs as Verizon.

· Implications of the Acquisition on the level of competition in the State.

· FairPoint’s financial condition and its ability to make investments in technology and service quality.

Q.
What additional information is needed to finalize Dr. Ileo’s study?

A.
FairPoint has announced its intention to make significant investments in broadband technology in the acquired New England properties.  Some high level amounts and technology plans have been proposed; however, no Vermont specific investment plans are available to date.  Similarly, FairPoint has announced its intention to create 600 new jobs to provide customer service, marketing, sales, and other functions associated with the acquired properties.  However, the locations, levels, salaries and other specifics concerning these new hires are not yet available.  In addition, most of the financial information presented thus far by FairPoint is for the entire Northern New England acquisition; Vermont specific data has not been produced.

Q.
Has the information referenced in your previous answer been requested from FairPoint?

A.
Yes.  Discovery has been issued to FairPoint in order to collect data critical to an assessment of economic development issues.  However, FairPoint does not yet have the required information available.  We have followed up with FairPoint personnel and they understand the importance of the requested data.  The Company has indicated that the information is being compiled and will be provided as soon as possible.

Q.
When will the study be completed?

A.
The timing is largely dependent on FairPoint’s ability to deliver the critical information required to complete the study.  Based on communications with FairPoint, we anticipate receiving its Vermont specific data in early June.  The study should be completed and filed within ten days of receiving FairPoint’s Vermont specific financial projections, investment data, broadband plans, customer service programs, and specific plans for filling the 600 proposed positions.

K.  SUMMARY OF RECOMMENDATIONS

Q.
Please summarize your recommendations to the Board.

A.
My testimony addresses six of the specific criteria which the Board has historically addressed in its analysis of an acquisition.  Theses Criteria are as follows:

· Legal Standard;

· Compatibility with Neighboring Systems;

· Terms of Service;

· Business Reputation; and

· Effect on Competition

Following are my recommendations in these areas:

· FairPoint should provide the Board and Department updates on the FCC approval status for the license transfers under section 310(d) of the FCC’s rules and the section 214 authorizations prior to closing.  Final approval of the Acquisition in Vermont should be conditioned on FairPoint obtaining the required approvals from the FCC.

· FairPoint and Verizon should provide notice to the Board and Department of receiving regulatory approval in Maine and New Hampshire prior to closing on the transaction in Vermont.  In the alternative FairPoint and Verizon should be required to obtain specific Board approval to close the Vermont portion of the acquisition without closing the Maine and New Hampshire portions.

· FairPoint should adopt Verizon’s ICAs with all competitors and other carriers to provide interconnection with all neighboring systems in the same manner as Verizon.  FairPoint should be required to clearly communicate all the requirements for interconnection to all other carriers which interconnect in any way with Verizon in Vermont.  FairPoint should compensate the owners of neighboring systems or other carriers, which must make any modifications to systems to interconnect with FairPoint as opposed to Verizon in Vermont, for the costs of such modifications.  No changes to the interconnection arrangements should be made until the interconnecting carrier has provided FairPoint written notification that it is prepared for the change.

· FairPoint should not be permitted to change any aspects of the tariffs, pricing or terms and conditions associated with intrastate access and other interconnection services.  If FairPoint must change the tariffs, pricing or terms and conditions in any way, FairPoint should be required to compensate the impacted customers for any system modifications associated with the change.  The Board can review this requirement as part of the analysis of the terms of the ARP in 2010.

· Through 2010 FairPoint and Verizon should price individual customer intrastate Special Access services as though the services were being provided by FairPoint and Verizon collectively.  In other words, the volume should be based on circuits or services provided by both FairPoint and Verizon in the same manner as prior to the acquisition when Verizon was the sole provider.  Customers should continue to get the benefit of the volume and term arrangement in place for access services with Verizon prior to the Acquisition.

· FairPoint should adopt the Verizon ARP for its acquired Vermont operations.  At a minimum FairPoint should be required to meet the pricing, broadband and service quality commitments made by Verizon in the ARP.

· If FairPoint fails to meet any of the broadband deployment or service quality requirements of the ARP or the Amended SQRP, it should be required to freeze dividend or other payments by the acquired Verizon Vermont property to the FairPoint Parent Company.

· Prior to closing the transaction and becoming the operator of the Verizon Vermont properties, FairPoint should have contingency plans in place to address the potential risks associated with the system conversion process.  (In his testimony Mr. Mills addresses specific potential contingencies.)

· FairPoint should appoint a senior level person with responsibility for communicating with the Board and Department.  This person should be located in Vermont to be readily accessible by the Board and Department.

· The Board should adopt the Section 271 “competitive checklist” for FairPoint in Vermont and require FairPoint to certify its OSS in a similar manner as Verizon did at the time of receiving Section 271 Approval.

· FairPoint must commit to not seek a rural or “2%” exemption in Vermont and adopt all of the other Section 251 and 252 requirements which applied to Verizon.

· Verizon should identify all bundles and packages provided jointly by the Verizon Vermont wireline operations being transferred to FairPoint and any other Verizon entity.  FairPoint should be required to implement bundles or packages with the same terms, conditions and pricing as Verizon in Vermont regardless of whether FairPoint is acquiring the Verizon affiliated operations or not.  This condition should apply to existing customers and any new customers requesting the same bundle or package until the Board approves appropriate tariffs to change the bundles or packages in any way.

· FairPoint and competitors should not be able to use the process for adopting or obtaining the required ICAs to renegotiate any aspect of an existing ICA.


These recommendations address the findings outlined in my testimony.  Since the Economic Development Report is not complete, I am uncertain whether any additional recommendations in this area may ultimately be required.  In addition, recommendations associated with other criteria are outlined in other witnesses’ testimonies.

L.  CONCLUSION

Q.
Does this conclude your Direct Testimony?

A.
Yes.
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Mr. Lafferty is a twenty year veteran the telecommunications industry in the United States.  He has participated in the operation and evolution of that industry including the analysis and implementation of the 1996 Telecommunications Act which has brought about significant change for that industry.  His experiences have touched many areas of the industry including incumbent local exchange (“ILEC”), competitive local exchange (“CLEC”), and long distance and broadband operations.  He has first hand experience with the technological, product and regulatory changes driving the evolution of the telecommunications industry in recent years.  In addition, Mr. Lafferty has played a leadership role in the operation of a diversified telecommunications enterprise developing and implementing strategies and programs to acquire properties, provide quality customer and community service, develop employees, grow revenues, build and maintain facilities and operate efficiently.  He has first hand experience with managing regulatory affairs, industry relations, product management, public relations, strategic planning, acquisition analysis and implementation and other administrative responsibilities.

His specific professional focus over the years has been in the area of state and federal regulatory and public policy development and implementation.  His experiences over the years ranged from developing and managing state rate case proceedings to early (pre 1996) efforts to develop the policies to implement competition and deregulation to helping shape the rules and regulations guiding the unfolding competitive environment in the telecommunications industry.  Throughout his entire career, he has focused on the importance of seeking realistic balanced solutions to regulatory, operational and financial challenges using the most effective processes and effective communication.

 Mr. Lafferty is considered a leader in the telecommunications public policy arena in the United States having testified before state regulators in Arizona, Arkansas, California, Connecticut, Idaho, Illinois, Iowa, Kansas, Montana, Nebraska, New York, North Dakota, Ohio, Oklahoma, Rhode Island, Virginia and Wyoming and before the United States Congress.

Mr. Lafferty has participated in a variety of telecommunications’ activities including:

· Development and implementation of balanced public policy advocacy programs for the benefit of a diversified telecommunications enterprise.

· Implementation of regulatory and operational requirements stemming from the 1996 Act and subsequent regulatory rulings.

· Development of requirements, processes and procedures to negotiate and implement interconnection arrangements. 

· Development and analysis of cost studies for products, unbundled elements and interconnection services.

· Negotiation of interconnection matters and disputes on behalf of competitive and incumbent telecommunications entities.

· Analysis and implementation of incentive regulatory programs.

· Analysis of federal and state cost recovery mechanisms including access charges and universal service programs.

· Development of processes to implement the FCC’s cost allocation rules (Part 64).

· Development and management of state rate and other major regulatory proceedings during time of significant telecommunications network and product expansion.

· Development of state and federal legislation to implement competition, and revise regulatory rules.

· Development of portions of the 1996 Telecommunications Act.

· Implementation of a start up telecommunications operation to provide diversified services to over 400,000 customers.

· Divestiture and/or acquisition of telecommunications properties covering over 2,000,000 customers.

· Raising equity investment and performing due diligence for the acquisition of rural telephone properties.

· Development and implementation of credit and collection policies for deregulated businesses as premises equipment and other services became deregulated.

Over his career Mr. Lafferty has held positions of increasing responsibility with GTE Corporation (now part of Verizon Communications) and Citizens Communications/Electric Lightwave.  Most of his responsibilities have been in regulatory and government affairs area.  However, leadership positions have provided experience with all aspects of managing a diversified telecommunications operation.

In 2001 he founded LKAM Consulting Services to provide regulatory, economic and public policy consulting services to telecommunications entities (incumbents and new entrants) and other industry players on a variety of industry matters.  In 2003, Mr. Lafferty joined the Barrington-Wellesley Group (BWG) to continue his telecommunications consulting activities in the areas of interconnection, economic analysis and regulatory policy and adding the full scope of telecommunications and utility management consulting to his potential responsibilities.  He became a Director/Partner in the firm.  Effective April 1, 2007 BWG was acquired by Huron Consulting Group, LLC (Huron) and became Huron’s division.  Mr. Lafferty’s recent consulting projects have been on behalf of both competitive and incumbent telecommunications interests, regulatory agencies and other utility firms.

Mr. Lafferty is a native of Baltimore, Maryland and a graduate of Duke University with an undergraduate degree in economics and an MBA.  He has participated in industry trade associations and has spoken at seminars over the years on a variety of technical and public policy issues.  He currently lives in McKinney, Texas (a Dallas suburb).
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Business Reputation Survey Report

Introduction

In this report, Huron Consulting Group (Huron) presents the findings of its Business Reputation Survey of FairPoint Communications, Inc. (FairPoint or Company) which was conducted as one part of our investigation of the acquisition by FairPoint of the Verizon wireline properties in Vermont (Acquisition).  The Request for Proposal (RFP) issued by the State of Vermont Department of Public Service (Department or DPS) specifically requested the following:

The DPS requires assistance to develop a report on the reputation of FairPoint in the other 17 states in which the company currently operates a telecommunications business.  The consultant hired by the department will be expected to contact state and federal utility, consumer protection, labor, and financial regulators, in addition to reviewing published reports.  In addition to any other deliverables, the DPS seeks to have a written report within one month of the initiation of the contract.  Such a report should highlight any factors, which would diminish or enhance the business reputation of FairPoint, including the following:

· Any known legal actions or investigations against FairPoint by financial regulators, public utility commissions, or attorneys general in the last five years, including the status or resolution of such actions.

· Any known legal actions taken against FairPoint by state or federal agencies for labor practices, including the status or resolution of such actions.
The Final Work Plan developed by Huron
 included the following task and subtasks to meet this requirement.  

10a. Develop and implement a survey to assess the business reputation of FairPoint in the other 17 states where the Company operates (regulatory relations, service quality levels, broadband service, pricing, consumer protection, legal actions against the company, labor relations).

10a1. Establish the contact list to include state and federal regulators, state attorney generals and state labor relations boards/regulators.

10a2. Develop and send a written survey to be distributed by mail and email.

10a3. Follow up on unanswered surveys.

10a4. Compile survey results.

10a5. Write survey report.

Huron developed a list of various regulatory and other government agencies which we believe have authority over FairPoint’s operations, experience with the Company or interaction with its management.  Our list included the following:

· State regulatory commission Staffs,

· State Public Counsels/Consumer Advocates,

· State Attorney Generals, and

· State Labor Department officials.

Huron also met with investment banks and rating agencies and reviewed financial reports regarding FairPoint.  The financial community has a respect for the financial acumen of FairPoint.  It believes that has a cohesive strategy and that it has successfully implemented it.  While FairPoint has and will continue to have its debt rated as non-investment grade, this is typical of rural local exchange carriers.  Essentially, the only carriers with investment grade debt are Verizon and AT&T whose debt ratings are supported by their wireless businesses  Telecommunications companies with mainly wireline businesses are not given investment grade ratings due to continuing losses of access lines,

FairPoint Background

FairPoint was incorporated in 1991.  Over the past ten years, FairPoint has acquired a group of 31 small independent incumbent local exchange carriers (ILECs) providing local and other telecommunications services in predominantly rural markets.  The Company has also obtained the authority to operate as a competitive local exchange carrier (CLEC) in some states.  The FairPoint incumbent operating companies are part of the industry segment most often referred to as rural local exchange carriers or RLECs.  Through acquisitions, FairPoint now provides services as an incumbent local exchange carrier to over 300,000 customer access lines in 18 states including Vermont.
  The Company’s footprint includes the following states:

	Alabama
	Missouri

	Colorado
	New Hampshire

	Florida
	New York

	Georgia
	Ohio

	Idaho
	Oklahoma

	Illinois
	Pennsylvania

	Kansas
	Vermont

	Maine
	Virginia

	Massachusetts
	Washington


Survey Methodology
A Huron representative contacted the agencies in the 17 states to identify representatives who either had direct knowledge of FairPoint or would be in the best position to provide feedback on the agencies’ interactions with FairPoint, identify any actions, problems or issues on the part of the Company and assess the overall reputation of the Company in the state.  The following agencies were contacted by telephone in each state:

· State regulatory Commission Staffs,

· State Public Counsels/Consumer Advocates,

· State Attorney Generals, and

· State Labor Department officials.

The purpose of the initial contacts was to identify the appropriate representative to answer a survey about FairPoint’s operations and management.  In the majority of states, with the exception of labor relations, an individual at the agency familiar with FairPoint was identified; however, at some agencies, no one had any knowledge of the Company.  After several attempts, it was determined that with the exception of Idaho, most state labor relations officials had no knowledge of investigations concerning FairPoint.  In Idaho, the state Labor Department had knowledge of two investigations so it was included in the survey.
  In the other states, the other regulatory agencies were asked about labor relations matters and indicated no knowledge of problems or investigations involving FairPoint.  In response to discovery concerning investigation of FairPoint for 2003 to the present, the Company directed us to the 10Q filings for any information concerning any material litigation or investigation.  The 10Qs which we reviewed did not identify any significant labor relations matters.

As a result of the initial contact, a responsible individual within each of these organizations was identified to receive a survey.

Huron developed a survey to assess the following issues:

· Whether the agency had interactions with FairPoint management.

· Quality of service provided by FairPoint.

· Accessibility of FairPoint personnel.

· Knowledge of FairPoint personnel.

· Whether FairPoint had been the subject of litigation, complaints or other investigations.

Our goal with the survey was to keep it short enough to encourage responses while maximizing the information received.  A copy of the survey is found in Exhibit 1.  The survey was mailed, faxed or emailed
 to 44 identified contacts at various state agencies on April 9, 2007; responses were requested by April 18.  Approximately 20 percent of the surveys were returned by April 18th, so the non-responding agencies were contacted at least three times by telephone as a reminder to provide a response.  In some cases agencies subsequently responded in writing, while other provided verbal responses on the phone.

In addition, Huron contacted representatives at the Federal Communications Commission (FCC) to assess their interaction with FairPoint.  The FCC reported little interaction with the Company, and it was determined that FairPoint is a “NECA Company.”  Therefore, FairPoint participates in the National Exchange Carrier Association (NECA) pools and all interstate tariff filings are completed by the NECA on behalf of the approximately 1200 participating RLECs, including the 38 FairPoint Companies.  The Company does not file tariffs directly with the FCC.  The FCC reported little contact with the Company.

For further information, Huron was referred by the FCC’s Pricing and Tariff Division to the individuals at the FCC responsible for the Section 214 approval and the overall approval of the FairPoint acquisition of the Verizon New England properties; however, contact with these personnel were not made as the purpose of the survey is to assess FairPoint’s overall business reputation and not the merits of the Section 214 and 310(d) filings which it made jointly with Verizon.

The survey focused on the RLEC landline portion of the Company’s business; however, respondents were not specifically restricted from commenting on any aspect of FairPoint’s operations (for example, see the Mississippi comments below).

Survey Result Summary

Ultimately survey responses were received from 39 of the 44 individuals sent the survey.  This response rate of 89 percent is deemed more than sufficient to draw conclusions about FairPoint’s business reputation among government agencies.  Responding entities are broken down as follows:

· Attorneys General – 11 of 15 completed the survey (responses to four surveys have not been received yet; two others referred all telecommunication activities to the regulatory commissions and were excluded from the total bringing it to 15 Attorneys General) (73%).  

· Regulatory Commission Staffs – 16 of 17 completed the survey (94 percent).

· Consumer Advocacy Groups – 12 of 12 (100 percent) completed the survey (the other five states did not have a separate consumer advocacy group and handled the consumer support function through either the Attorney General’s office or the regulatory commission Staff).

In general, due to its small size FairPoint has received little attention by most regulatory and other governmental agencies, consumer advocates or Attorneys General as compared to larger companies which affect many more consumers.  In some cases, the agencies reported little knowledge of FairPoint in their responses to the survey.  On average, with a couple of notable exceptions, respondents either had favorable experiences with FairPoint or no real interaction at all.  However, in the case of Maine where FairPoint is a relatively large carrier serving approximately 60,000 customer access lines, regulators reported concerns with the Company’s service quality suggesting it has increased service challenges associated with serving a larger number of customers.  Given the significantly increased number of customers to be served by FairPoint in Vermont (and Maine and New Hampshire) if the proposed acquisition of the Verizon properties is consummated, FairPoint’s recent challenges in Maine and the resulting poor reputation should be afforded more weight than other states with few customers and little exposure to regulatory entities.  While only one data point, the Maine experience suggests increased size may create service and perception challenges for FairPoint.

In general the comments can be summarized as follows:

· FairPoint has avoided significant contact with and investigation by regulatory agencies in most states, in many cases due to its small size.

· With the exception of Maine, to the extent regulators and other government agencies have had opportunities to work with FairPoint, they report mainly positive experiences.  FairPoint’s quality of service, broadband service and accessibility and knowledge of personnel is rated above average in most cases.

· FairPoint’s only significant service complaints are in Maine where the Company is the second largest ILEC in the state.  Many of the complaints appear to have materialized from a failed billing and customer care system conversion in 2005 and 2006.  In addition, FairPoint is more likely to be scrutinized more heavily in Maine due to its relative size.  Given the increase in size for FairPoint which will result from the acquisition of the Verizon properties, the experiences in Maine should be given more weight than in the other states.
Some specific examples of positive comments received during the survey include:

· Missouri Office of Public Counsel (MO OPC):  Prior to FairPoint’s ownership, Cass County Telephone Company was controlled by organized crime and its executives were indicted under the racketeering statutes.  FairPoint stepped into the void and, with no assurance of any later ownership, cleaned up the financial records, determined the amount of refunds required to the USF fund and customers and acted as the escrow agent to ensure fairness.  Once FairPoint became the prospective owner, the Company agreed to comply with a rate case stipulated settlement, rather than pursuing a more advantageous position.  The MO OPC felt that FairPoint went above and beyond, even with no assurance of eventually owning Cass County (which it finally did acquire).

· New York Department of Public Service (NYPSC):  The NYPSC awards annual commendations to ILECs that provide exemplary service quality as measured by specific goals.  In March 2007, all three FairPoint companies in New York received commendations from the Commission.

· Colorado Public Utilities Commission (CPUC):  The CPUC reports that FairPoint works hard and provides reasonable approaches to industry-wide telecommunication issues in the state.  According to the CPUC, there are four small companies in Colorado and all fall into this category. 

Negative opinions of FairPoint amongst the surveyed officials are mainly limited to the state of Maine, which is FairPoint’s largest state from an access line perspective and where FairPoint is the second largest incumbent LEC.  Maine is also a significant state for the Verizon acquisition.  The geographic proximity of Maine to Vermont and the size of FairPoint’s embedded operation in the state may provide some insights as to how FairPoint might perform as the largest incumbent in Vermont (as well as in Maine and New Hampshire).  Since the Maine Public Service Commission is also investigating the Verizon acquisition, the Commission Staff and other officials considered it a conflict of interest to provide any qualitative data at this time.  However, the number of complaints is a matter of public record and was provided.

	Year
	Number of Complaints

	2007 (through 4/23)
	19

	2006
	70

	2005
	76

	2004
	31

	2003
	25


If the 2007 year to date results are annualized and compared to the prior years, the trend is downward after increasing for the last two years.  The number of FairPoint’s complaints average approximately 53 complaints per year which according to the Consumer Assistance Division of the Maine PUC is above the level of other companies.  The trend is downward, but not considered a major improvement by the Consumer Assistance Division of the Maine PUC. 

FairPoint had significant problems with two disruptive failed customer billing system conversions in 2005 and 2006 which likely contributed to the number of complaints.  In an effort to consolidate all of its customers onto a single set of customer care, billing and operating systems, FairPoint underwent a project with a large customer system software and outsourcing company to modify an existing software package to meet the requirements for FairPoint’s customer operations in the 18 states in which they operated.  Significant enhancements were required and resulted in a variety of unexpected customer impacting problems after conversion.  Problem severity varied from state to state and only one, Maine, reported problems in our survey.  FairPoint later converted these customers to a more reliable set of systems to alleviate the problems.  The level of complaints in 2007 is trending downward, but still above historical amounts; however, it is possible some of the 2007 complaints may be triggered by the potential Verizon acquisition.  The Consumer Assistance Division of the Maine PUC indicated it did not have the resources to categorize the complaints at this time.  Given the importance of system conversions to the success of FairPoint’s acquisition of the Verizon New England properties, we recommend, if it has not already done so, FairPoint conduct a root cause analysis of the problems associated with the Maine billing system conversions.

Since little information is available from state agencies regarding litigation involving FairPoint, Huron asked the Company to provide the following in discovery:

Please provide a list showing the type, parties, narrative description and resolution of each legal proceeding or other investigation involving FAIRPOINT or any FAIRPOINT affiliate by state where FAIRPOINT has operated for the years 2003 to the present.  The answer to this question should include all proceedings pending or concluded during the period of 2003 through the present at:

a.
State regulatory agencies,

b.
Federal Communications Commission (FCC),

c.
State and Federal labor relations Boards or agencies,

d.
Securities and Exchange Commission, 

e.
Federal Trade Commission (FTC) and

f. 
State or Federal courts.

Unfortunately, the only information provided by FairPoint was a reference to its quarterly 10Q filings on the Company web site.  The 10Q’s and 10K’s for 2003 through the third quarter of 2006 (the latest available on the web site) lists one significant specific instance of litigation - a North Carolina proceeding against the executives of FairPoint regarding misstatements on FairPoint’s initial public offering of common stock.  This litigation was dismissed in Federal court, but the plaintiff has appealed and the process was ongoing as of November 2006 (the date of the third quarter 2006 Form 10Q).

Similar to other companies FairPoint also includes a general, “catch-all” statement in recent SEC flings.

“We currently and from time to time are involved in other litigation and regulatory proceedings incidental to the conduct of our business, but currently we are not a party to any lawsuit or proceeding which, in our opinion, is likely to have a material adverse effect on us.”  
The combination of few examples of litigation from state agencies and FairPoint’s disclosures in its 10-Q reports while inconclusive suggests the Company may not have been the subject of significant litigation in recent years.  However, it is possible FairPoint has been involved in other litigation which may not be considered “to have a material adverse effect” on the Company, but could provide indications of its reputation.  Regulatory proceedings (before the state Commissions and other agencies) occur frequently for regulated carriers in the normal course of business and may not generally be a cause for concern; however, any significant adverse proceedings should have been identified.

Appendix I contains state specific feedback received from the survey.

Conclusion

FairPoint has a very small presence in many of its states and has received little regulatory attention in the past.  The survey results indicate that only one of the seventeen states surveyed – Maine – has had significant concerns with FairPoint.  Three states consider FairPoint as an exceptional company (New York, Missouri and Colorado) doing business in their states.  Most other states report little interaction and no problems with FairPoint.  The problems in Maine appear to stem largely from a failed customer care and billing system conversion.  However, given the requirement for FairPoint to convert the Verizon Vermont (and Maine and New Hampshire) properties to a new suite of systems, processes and procedures should be implemented to ensure FairPoint does not repeat the problems experienced in Maine.

Exhibit DPS-FWL-DIR-2

Appendix I

State Specific Feedback

State-Specific Feedback
Alabama
The Alabama Attorney General’s Division of Consumer Affairs (AG), the Alabama Public Service Commission Telecommunications Division (PSC), and the PSC’s Complaints Section (which functions as the consumer protection agency) responded to the survey.

The AG’s office has had no interaction with FairPoint and, after checking their data bases, has no knowledge of any problems with the company and no concerns with the company’s activities.

The PSC has [had normal regulatory dealings with Fairpoint and rated quality of service as good for both overall services and broadband services, primarily because they have had no problems or complaints about Fairpoint.  Additionally, they rated the accessibility and knowledge of FairPoint (actually doing business as CTC Company, a past subsidiary of St Joe Telephone Company of Florida) as excellent.  The PSC is aware of no litigation, no major complaints or problems and no labor investigations of FairPoint in Alabama.  In summary, the PSC has no concerns and no problems with the Company.

The Complaints Section of the PSC, rated the quality of service as good, primarily because there have been no complaints about service.  Company personnel have been quick to respond to complaints and were rated as excellent in accessibility and knowledge.  There have been two minor complaints, both responded to and resolved quickly.  The Section has no knowledge of any litigation, major service problems or labor problems with the company.

Colorado
The Colorado Office of Consumer Counsel and the Public Utilities Commission (CPUC) Staff replied to the survey (the Attorney General’s office referred all utility actions to the CPUC and was excluded from the survey measurements).  FairPoint owns four small ILECs in Colorado.  The CPUC staff has worked extensively with FairPoint personnel and is very impressed by their willingness to find acceptable solutions to large-scale, industry-wide issues.  Since an investigation is in progress for all small ILECs in Colorado, the Staff Telecommunications Manager was unwilling to rate the quality of service.  However, she is aware of no service problems or issues.  The Companies’ DSL quality and personnel are rated excellent.  They performed an audit of the FairPoint companies in 2002, to address allocations between parent and subsidiary companies, federal/state separations, and similar types of financial matters which were resolved with no problems.

The Office of Consumer Counsel has had no direct contact with FairPoint.  However, they are aware of no litigation, major complaints or labor problems.  Rates for RLECs were provided and appear to be generally in the middle of the range. 

Florida
The Attorney General’s office, Florida Public Service Commission (FPSC) and Office of Public Counsel (OPC) responded to the survey.  FairPoint owns one small ILEC in the state (the former St Joe Telephone Company in the Panhandle) and there has been very limited contact with Company personnel.  The Attorney General’s office checked all of its data bases and found no activity concerning litigation, complaints or labor issues with FairPoint.

The Commission Staff noted that the Company’s DSL coverage is very good and rated its quality of service and personnel good.  They had no knowledge of the quality of DSL service, but had received no complaints.  They are aware of no service, complaint or litigation issues.   There have been the normal number of minor complaints, all of which have been resolved or are in the process of being resolved.  FairPoint had one notable problem with Directory Assistance (DA) overcharges in 2005, apparently due to Sprint (the DA provider) charging incorrect rates.  When confronted with the problem, FairPoint was very cooperative and refunded $46,700 to customers who had been overcharged, without question and with no controversy.  The Staff has no concerns with FairPoint, and knows of no past or current litigation, labor issues or complaints (other than the DA issue).

The OPC worked with FairPoint on a rate rebalancing case and was happy with the Company.  They rated FairPoint excellent on the level of service and personnel quality, and knew of no litigation, complaints or labor issues affecting FairPoint.

Georgia
The Georgia Attorney General’s office, Public Service Commission (GPSC) and Consumer Utility Counsel responded.  FairPoint serves one exchange in GA with only 200 customers (the Florida St Joe’s Company extends up into Georgia).  The GPSC Staff has had only limited contact with FairPoint personnel, due to the very small size.  The Staff rated service and accessibility of personnel as good and knowledge of Company personnel was rated average.  They reported no known litigation, major complaints, or labor problems.

The Attorney General’s office and Consumer Utility Counsel have had no contact with FairPoint, and know of no litigation, complaints or labor problems.

Idaho
The Idaho Attorney General’s Consumer Protection Unit, the Public Utilities Commission (PUC) Staff, and Idaho Department of Commerce & Labor responded to the survey.  FairPoint has only a small presence in Idaho and there has been little contact with Company personnel.  

The Consumer Protection Unit has had no contact with FairPoint personnel.  They have no knowledge of any litigation, complaints or labor problems.

The PUC Staff rated FairPoint overall and its DSL service as excellent.  They have normal PUC-ILEC interactions (e.g., tariff changes) with the Company.  They are not aware of any litigation issues or complaints, and have no issues with FairPoint.  

The Department of Commerce and Labor Department cited two claims for unpaid wages against FairPoint; however, both were dismissed for lack of evidence.   

Illinois
Responses were obtained from the Illinois Commerce Commission and the Citizens Utility Board (we were unable to obtain information from the Attorney General’s office).

The Commerce Commission has had normal regulatory contacts with FairPoint.  They found the personnel very knowledgeable and accessible and the service good, primarily because they had no specific knowledge of the service levels.  To them, no bad news means the service is at least good.  FairPoint has participated in the normal industry-wide proceedings and their own acquisition proceeding.  The Staff is aware of no litigation, no major complaints and no labor issues.  The have no issues or problems with FairPoint overall. 

The Citizens Utility Board has had no contacts with FairPoint or Company personnel, and they are unaware of any problems or issues with customer service, personnel, litigation, other complaints or labor practices.

Kansas
Survey responses were received from the Corporation Commission Staff and the Citizens Utility Ratepayer Board (the response from the Attorney General’s office has not been received yet).  They report that FairPoint has only operated in Kansas for a little over one year, so experience with the Company is limited.  

The Commission Staff rated the overall quality of service as excellent and the DSL quality as good.  Personnel accessibility and knowledge received excellent ratings.  The staff knows of no litigation, complaints or labor issues.  Though the Cass County Telephone Company is the same company listed in Missouri, the Kansas Commission Staff did not mention the organized crime issue identified by the Missouri Office of Public Counsel (see Missouri section below).  Since the headquarters of the Cass County entity is in Missouri, the criminal activities were dealt with in that state.  

The Citizens Utility Ratepayer Board has had no contact with FairPoint or its personnel; however, they are aware of no litigation, complaints or labor issues with the Company. 

Maine
Maine appears to be the one state surveyed that is very concerned about FairPoint.  The Attorney General’s office, the Public Utility Commission and the Public Advocate responded, albeit it in a limited manner.  

The Attorney General’s office has had no contact with FairPoint and is not aware of any concerns.

The Commission Staff is a party to the acquisition proceeding in the state, and as a result, would not provide any qualitative information or opinions concerning FairPoint’s service or personnel.  They did provide the numbers of complaints, which are a matter of public record: 

	Year
	Number of Complaints

	2007 (through 4/23)
	19

	2006
	70

	2005
	76

	2004
	31

	2003
	25


FairPoint has received a five-year average of approximately 53 complaints per year.  According to the Consumer Assistance Division of the Maine PUC, which provided this data, the Company’s level of complaints is far above other companies.  The 19 complaints to date (61 annualized) is a decrease from the level in 2005 and 2006, but not a major improvement.  Problems associated with two failed billing system conversions contributed significantly to the high number of complaints.  Customer impact from the problematic customer system implementation and conversion varied from state to state based on varying business requirements.  Their customers in Maine appear to have been more heavily affected than those in other FairPoint properties and states.  No other states surveyed mentioned the conversion as a problem.  Subsequent conversion to the new platform apparently has stabilized the operation in Maine.  FairPoint is also purchasing the Verizon wireline properties in Maine, and it is unknown if any of the complaints to date in 2007 complaints are related to this potential acquisition.  While the Commission Staff did not rate FairPoint, it did indicate that it was aware of no litigation or labor issues with FairPoint in Maine.

The Public Advocate’s office was particularly unhappy with the number of complaints received about FairPoint, especially the last three quarters of 2006.  He rated the overall performance of FairPoint in Maine as “bad.”  No information was provided on quality of service, personnel, litigation or labor issues.

Massachusetts
The Attorney General’s office and the Department of Telecommunications and Cable (DTC, which is the name of the new organization as of April 11, 2007) responded to the survey (Massachusetts has no separate consumer advocate group).  

The Attorney General’s office has had no interactions with FairPoint, and had no other response to the survey questions.  The Attorney general acts as the consumer advocate in Massachusetts.

The DTC rated the overall and DSL quality as a two (good) and personnel accessibility and knowledge as a two also.  They are not aware of any litigation or labor issues.  They reported that FairPoint has had two complaints, only one of which required DTC involvement. 

Missouri
As noted in the summary section above, the Missouri Office of Public Counsel’s (MO OPC) felt that FairPoint was extremely cooperative and helpful assisting the state to resolve the Cass County Telephone Company issue.  The service levels and personnel contacts were excellent and they were not aware of any litigation, major complaints or labor problems with FairPoint.  

A Missouri Public Service Commission staff member further indicated that the Staff had had normal commission – ILEC contacts and activities and there were no known issues or problems with FairPoint in the areas of service quality, company personnel, litigation or complaints.  

The response from the Attorney General’s office identified only one complaint addressing a lack of responsiveness to customer concerns regarding DSL.  No other issues, litigation or complaints were identified.   

New Hampshire
The Attorney General’s Consumer Protection Bureau, the Public Utility Commission and the Office of Consumer Advocate responded to the survey.  All have had very limited contact with company or company personnel.  FairPoint has two very small exchanges of 300-500 customers in a remote part of the White Mountains.

The Consumer Protection Bureau has had no contact or interaction with FairPoint.

The Commission Staff has had very limited contact with the Company and is unable to adequately rate the quality of service.  They rated FairPoint’s personnel accessibility and knowledge as excellent, based on limited experience.  They were aware of no litigation, complaint or labor issues affecting FairPoint.

The Office of Consumer Advocate has no interaction with FairPoint and deferred all survey responses to the Commission Staff.   

New York
All three FairPoint companies in New York received commendations from the New York Department of Public Service (Commission) in March 2007.  The commendations are awarded on an annual basis to ILECs that provide exemplary service quality, as determined by meeting certain measurable goals.

The survey response from the State Consumer Protection Board stated that the Board has had interaction with FairPoint, and knew of no litigation, major complaint problem areas or labor issues on the part of FairPoint.  The overall quality was presumed to be good since there were no issues or problems with it.  The accessibility and knowledge of FairPoint personnel was not rated.  Overall, the Board had no issues or problems with FairPoint and, therefore considered it to be a good state telephone company.

The Attorney General’s office in New York refers all utility matters to either the Commission or the Board, and was, consequently removed from the survey results.

Ohio
The Public Utility Commission and Consumers’ Counsel responded to the survey (we were unable to get a response from the Attorney General’s office).  FairPoint already owned two small ILECs in Ohio, when in 2005-2006, Germantown Telephone Company was the subject of a hostile takeover bid..  FairPoint came in as a more desirable purchaser and after two Commission proceedings, ended up as the “White Knight” purchaser, bringing their company total in Ohio to three.  

The Commission Staff is very pleased with FairPoint.  They rated overall and DSL quality of service as excellent, personnel dealings as excellent, and were aware of no other litigation (other than the acquisition noted above), complaints or labor problems.

The Consumers’ Counsel rated quality of service and personnel as excellent and knew of no litigation or labor issues. They deferred comments on complaints to the Staff.

Oklahoma
The Office of the Attorney General and the Oklahoma Corporation Commission Staff responded to the survey (Oklahoma does not have a separate consumer advocate group).  Both organizations reported only limited contacts with FairPoint.

The Attorney General’s office referred the response to the Commission Staff, since it had had limited interaction with the Company.  No litigation, complaints or labor issues were noted.

The Staff rated overall quality of service & personnel knowledge and accessibility as excellent.  DSL service quality was noted as NA, since the Staff had no direct knowledge of the quality of FairPoint’s DSL service.  The Staff is aware of no litigation, complaints or labor issues with FairPoint.  It noted no concerns with the Company.

Pennsylvania
The Public Utility Commission (PUC) Staff and Office of Consumer Advocate responded to the survey (no response from the Attorney General’s office was received). 

The PUC Staff rated quality and personnel as excellent.  The Staff was aware of no litigation or labor issues for FairPoint.  There were no service complaints, so the PUC makes the assumption that service quality is excellent.  There was a complaint by the PA PUC Law Bureau regarding FairPoint‘s failure to file its 2004 Annual Report.  The report was filed and the late fee paid.  It was noted that FairPoint was very responsive to all Commission requests.

The Consumer Advocate dealt with FairPoint during annual price cap reviews and other “normal” tariff filings and proceedings.  They noted that there were some minor complaints against the company, all of which were resolved expeditiously.  They rated quality of service as good-excellent, with no problems noted.  Personnel accessibility and knowledge were rated excellent. They were aware of no litigation or labor issues with FairPoint.

Virginia
The Attorney General – Insurance and Utilities Regulatory Department and the state Corporation Commission completed surveys (Virginia has no separate consumer advocate group).  FairPoint has only one small company in Virginia, with about 8,000 access lines.  As a result, there has been only limited contact and interaction with the Company and its personnel.  

The Attorney General – Insurance and Utilities Regulatory Department has had no interaction with FairPoint personnel.  They consider this situation as “good news” since their approach is “no news is good news.”  They are not aware of any problems or issues of any kind with FairPoint.

The Commission Staff has worked with FairPoint, primarily through its local counsel.  The Staff rated FairPoint’s overall and DSL quality of service as good and the personnel accessibility and knowledge also as good, primarily because they have heard no complaints.  They have no specific knowledge about the quality of service and their personnel knowledge is from contact with local outside counsel.  The Staff had minor issues with FairPoint in its customer notice on extended calling services, but all issues were resolved after working with the Company – the Company corrected the problem immediately.  The Staff is not aware of any litigation, labor issue or other complaints (than the customer notice issue)

Washington
The Attorney General – Public Counsel responded to the survey (consumer advocacy is handled by the Public Counsel).  No response from the Utilities and Transportation Commission has been received.  

The Public Counsel has not had interactions with FairPoint in recent years.  They responded to the quality and personnel questions as “NA”.  The only complaints were two in 2001 which have been purged from the systems so no data is available and one in 2003 related to a failure to file “business agreements” for review.  All issues were resolved.  There are no known service problems, litigation, major complaints or labor problems.

Exhibit 1

FairPoint Business Reputation Survey

Agency _______________________________________

Contact ____________________________

Address _______________________________________
Phone   ____________________________


 _______________________________________
Email    ____________________________

My agency is responsible for (check all appropriate responses):

___Telecommunications/utility regulation     ___Consumer protection      ___Labor Relations/practices

___Legal actions/investigations                      ___Other (please describe _____________________________

A. Have you had any interaction with personnel representing FairPoint Communications? ____Yes   ____No

B. If you are familiar with FairPoint, please rate the following on a scale of 1 (excellent) to 5 (unacceptable):

1. Quality of overall telecommunications service
1
2
3
4
5
N/A

2. Quality of Broadband services


1
2
3
4
5
N/A

3. Accessibility of company personnel

1
2
3
4
5
N/A

4. Knowledge of company personnel

1
2
3
4
5
N/A

C. Has FairPoint been the subject of any litigation in your state in the past 5 years?           ____Yes   ____No

If yes, please provide the following. (You may include additional pages.)

       Legal Action


Date Filed


Resolution

________________________________

_________

____________________________

________________________________

_________

____________________________

________________________________

_________

____________________________

________________________________

_________

____________________________

D. Has FairPoint received any formal complaints in your state in the past 5 years?             ____Yes  ____No

If yes, please provide the following. (You may include additional pages.)

          Complaint


Date Filed


Resolution

________________________________

_________

____________________________

________________________________

_________

____________________________

________________________________

_________

____________________________

________________________________

_________

____________________________

E. Has FairPoint been the subject of any actions regarding labor practices in the past 5 years?  ___Yes  ___No

If yes, please provide the following. (You may include additional pages.)

     Type of Action


Date Filed


Resolution

________________________________

_________

_____________________________

________________________________

_________

_____________________________

________________________________

_________

_____________________________

________________________________

_________

_____________________________

F. What has been your contact, if any with FairPoint _____________________________________________

G. Additional comments ____________________________________________________________________

     _____________________________________________________________________________________

Please fax the response to (972) 548-5030 by April 18, 2007.

� Refer to Joint Petition of New England Telephone and Telegraph Company d/b/a NYNEX, NYNEX Corporation, and Bell Atlantic Corporation for approval of a merger of a wholly-owned subsidiary of Bell Atlantic Corporation into NYNEX Corporation, Docket No. 5900, Order Entered February 26, 1997 (NYNEX Order).


� Refer to Joint Petition of Verizon Communications, Inc. and MCI, Inc, for approval of an Agreement and Plan of Merger resulting in MCI becoming a wholly-owned subsidiary of Verizon, Docket No. 7056, Order Entered November 29, 2005 (MCI Order).


� FairPoint refers to its existing or legacy operations as “classic.”


� See 47 C.F.R. Section 54.801(a).


� MCI Order, page 7.


� Refer to the Prefiled Testimony of Peter G. Nixon, page 28.


� Id, pages 28-29.


� Id, page 31.


� Id, page 27.


� Refer to the “Order Adopting Amended Plan” in Docket Nos. 6959 and 7142 entered April 27, 2006, page 18.


� Id, page 25.


� Refer to the FCC’s Memorandum Opinion and Order in CC Docket No. 02-7, adopted and released April 17, 2002.  http://www.fcc.gov/Bureaus/Common_Carrier/in-region_applications/verizon_vt/welcome.html.


� See 47 U.S.C. Section 271(c)(2)(B).


� NYNEX Order, page 35.


� Refer to Verizon Vermont tariff PSB VT No. 20, Part A, Section 15.10.2 (D); https://retailgateway.bdi.gte.com:1490/viewdocact.asp?system_id=3212342&lib=TMPI_PCDP_LIB&doc=108164&checkout=false&fileExt=.PDF&Frameset=Created


� The RFP was awarded to the Barrington-Wellesley Group (BWG) which was subsequently acquired by Huron effective April 1, 2007.


� FairPoint currently operates as an incumbent local exchange carrier in portions of 18 states including Vermont.  Since Huron was working directly with the Vermont Department of Public Service and engaged in discovery and other discussions with officials in the state, the survey was not sent to agencies in Vermont.  Any strengths or challenges of FairPoint in Vermont will be addressed elsewhere in our investigation of the acquisition.  Therefore, the survey was limited to agencies in 17 states.


� The Idaho Public Utilities Commission Staff referred us to the Idaho Department of Labor for information about 2 known claims for unpaid wages.  However, our investigation determined that the 2 cases had been dismissed for lack of evidence.  





� A couple of agencies specifically requested a fax or email copy.


� See WC Docket No. 07-22.


� Refer to DPS: 1-173.
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