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Principal observations and takeaways

! AT&T senior management's interest in and attention to its legacy wireline ILEC
operations continues to be subordinated to its wireless operations and the more
recent satellite TV and video content acquisitions.

! Despite experiencing a 76.4% drop in legacy switched access lines from 2010
through 2019, AT&T California's gross revenues decreased by only 31.64% over
the same period.

! Even when confined to only those revenue sources directly attributable to legacy
switched access line services, AT&T California legacy access line-related
revenues decreased by only about 53.4%, significantly below the 76.4% drop in
switched access line demand, because AT&T California has raised its rates for
legacy flat-rate residential service by 152.6% since the service was de-tariffed by
the CPUC in 2009..

! This succession of rate increases is consistent with and in support of a
"harvesting" strategy aimed at maximizing revenues from existing customers until
they ultimately discontinue their service, thus allowing A&T to maintain revenues
despite a massive drop-off in demand.

! AT&T California's response to the erosion of the market for legacy POTS services
has been to raise prices, cut back on investment and maintenance, and instead
"harvest" those customers that remain on its network for as long as they continue
to take their service.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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! The fact that AT&T has been able to profitably implement a succession of large annual
legacy services rate increases for more than a decade since the implementation of URF
raises serious questions as to the Commission's conclusion in URF that competition had
developed to a point where continued regulatory protection of basic residential telephone
service prices is no longer required or appropriate.

! Over the past two years (2018-19), AT&T California continued to disinvest from its
network.  The Company had total net after-tax income of $3.21-billion, but paid out
$3.42-million in dividends to its parent company, AT&T Inc -- i.e. it paid AT&T dividends
that were some $219.5-million more than the California company had earned from its
ongoing operations.

! Between 2010 and 2019, AT&T California paid dividends to AT&T Inc. that exceeded its
total net income over the period by roughly $4.43-billion.

! A change in the accounting procedures that AT&T California has utilized for its
ARMIS-type reports after 2017 has resulted in a roughly $5-billion overstatement of its
net Telecommunications Plant in Service for 2018 and 2019.

! Those capital investments that AT&T has been making in its California ILEC have, for the
most part, not been directed at legacy basic voice services.

! AT&T's "harvesting" philosophy explains why AT&T has failed to improve service quality
for its POTS services at least to the point where the GO 133-C/D standards can be
achieved, because the gains it can realize by raising prices and curtailing investment and
maintenance far exceed any financial penalties it might suffer from persistently poor
service quality.
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Introduction

This chapter provides updated financial data both for Pacific Bell d/b/a AT&T California and

for its corporate parent, AT&T Inc.  In Chapter 7 of our Phase 1 Report, we offered the

following assessment of AT&T California’s financial condition and its investment policies:

! AT&T California’s potential revenue from raising prices and curtailing investments in its

legacy POTS services far exceed any financial penalties imposed for its failure to meet the

GO 133-C/D service quality standards.

! To support its “harvesting” strategy and maintain revenues despite a massive drop-off in

demand, AT&T California has raised its rates for legacy flat-rate residential service by

152.6% since the service was de-tariffed by the CPUC in 2009.

! AT&T Inc. senior management’s interest in and attention to its legacy wireline ILEC

operations has been largely supplanted by its wireless operations and the recent satellite TV

and video content acquisitions.

! AT&T California financial statements show an incomplete assessment of the ILEC’s

financial condition due to the large volume of inter-affiliate transactions made at transfer

prices that are not set on the basis of arm’s length negotiations.

! Cumulatively, over the full 8-year Phase 1 study period, AT&T California had total net

after-tax income of $3.4-billion, but paid out $7.6-billion to its parent company, AT&T Inc,

thereby eroding the California company’s capital base by roughly $4.2-billion and impairing

its ability to maintain and upgrade its aging infrastructure.

! AT&T, Inc. has also been eroding its California ILEC’s capital base by investing less in its

infrastructure than its annual depreciation accruals and retirements.

! AT&T’s “harvesting” philosophy explains why AT&T has failed to improve service quality

for its POTS services at least to the point where the GO 133-C/D standards can be achieved,

because the gains it can realize by raising prices and curtailing investment and maintenance

far exceed any financial penalties it might suffer from persistently poor service quality.

Our examination of the two additional years of financial results indicates that, for the most part,

the various conditions and practices that we had previously identified have persisted and, in

some respects, have been further escalated.
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AT&T California remains the underlying provider of most retail local network services

being offered under the AT&T California or other AT&T affiliate brand names

The scope of the direct retail offerings by AT&T California have continued to narrow,

confined mainly to legacy circuit-switched local voice telephone access and message services. 

As AT&T California has expanded its broadband infrastructure, it has steadily migraded its

legacy customer base to bundles of Internet access, VoIP telephone service, terrestrial and

satellite video services and, since its acquisition of Time Warner in 2018, a variety of video

content.  Even where customers continue to be served via circuit-switched voice services, AT&T

California typically bundles the local voice service with long distance telephone service

furnished by AT&T’s long distance affiliate.  Notably, the retail customer for most of these

bundles still receives only one monthly bill, issued by AT&T California on behalf of itself and

whichever other AT&T affiliates are jointly furnishing the customer’s bundle of services. 

Mechanically, and with the exception of tariffed switched and special access services, the

providing affiliates will “purchase” the underlying network services and functions, including

billing and collection services, from AT&T California at mutually-agreed-upon transfer prices.39 

Where tariffed services are involved, the affiliate will (presumably) be charged the tariff rates.

From the perspective of most residential consumers, the organizational assignment of

responsibility for the individual retail offerings, while nominally disclosed on the customer’s

monthly bill, is of little interest or consequence:  Most direct contacts between retail residential/

small business customers and AT&T are accomplished via AT&T California, irrespective of

which entity is nominally responsible for the retail provision of a particular service within the

customer’s service bundle.

Even where AT&T California is not the retail provider of a particular service or service

component, its role as the underlying network provider requires that its network be capable of

supporting these various affiliate-offered services.  For example, AT&T California has been

upgrading its network to support several types of broadband services – U-verse brand IPTV,

U-verse brand Internet, and U-verse brand VoIP-based phone service – by extending fiber into

individual neighborhoods in relatively close proximity to its end-user customers under a Fiber-

to-the-Node (“FTTN”) architecture.40  As of the end of 2017, some 557 out of the total of 615

AT&T California wire centers had been upgraded to support at least one if not all three of these

broadband services.41  AT&T California has confirmed that “no AT&T-CA wire centers that

were not Broadband enabled as of May 11,2018 have since been upgraded to become Broadband

    39.  This is undoubtedly an overly simplified description.  AT&T Inc., the parent company, is the ultimate owner

of several hundred domestic and foreign affiliates.  Most inter-affiliate financial transactions and relationships are

opaque, both as to their precise nature and their magnitude.

    40.  AT&T has recently dropped its use of the U-verse brand, and now refers to its Internet and video services as

“AT&T Internet” and “AT&T TV.”

    41.  AT&T California Response to CD Data Request 01A.
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enabled.”42  According to its 

As discussed in Chapter 4, although the motivation behind the deployment of FTTN, FTTP

and other network upgrades is the capability to offer broadband services to compete with cable

MSO offerings, once installed these same facilities can and will be used to provide legacy POTS

and other circuit-switched services.

The AT&T California component of parent AT&T Inc. revenues have been steadily

diminishing, as has the share of the overall AT&T capital budget that is being allocated to

the California ILEC.

Over the 2010-2017 period, AT&T California’s parent AT&T Inc. had experienced

significant growth in its overall gross revenues, rising 29.2% from $124.3-billion in 2010 to

$160.5-billion in 2017.  By 2019, AT&T gross revenues had reached $181.2-billion.  AT&T’s

market capitalization as of December 31, 2019 was approximately $283.5-billion, although as of

December 15, 2020, it had declined to about $217.5-billion as a result of the broader COVID-19

economic impacts.  The primary sources of AT&T’s revenue growth have come from wireless

services, where the number of AT&T Mobility connections nationwide grew by 73.9%, from

95.4-million in 2010 to 165.9-million in 2019,43 and from several key acquisitions, including

DirecTV and Time Warner.

�
AT&T senior management’s interest in and attention to its legacy wireline
ILEC operations continues to be subordinated to its wireless operations
and the more recent satellite TV and video content acquisitions.

AT&T California revenues, on the other hand, have been moving in the opposite direction. 

As shown on Table 7.1 below, in 2010, AT&T California gross revenues were $9.70-billion,

dropping to $8.63-billion in 2017.  Between 2017 and 2019, AT&T California revenues

decreased by another 23.15%, to $6.63-billion.  AT&T California’s share of total AT&T Inc.

revenues has fallen by an even greater amount, from 7.80% in 2010 to 3.66% in in 2019.

    42.  AT&T California Response to CD Data Request 12-A-10.

    43.  AT&T Inc. Annual Reports, 2010, 2019 .
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Table 7.1

AT&T CALIFORNIA AND AT&T INC.
TOTAL OPERATING REVENUES 2010-2019

($000,000)

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

AT&T Inc. 124,280 126,723 127,434 128,752 132,447 146,801 163,786 160,546 170,756 181,193 

AT&T CA 9,697  9,754  9,374  9,580 9,641  10,008  9,441  8,626 5,799 6,629

AT&T CA % 7.80% 7.70% 7.36% 7.44% 7.28% 6.82% 5.76% 5.37% 3.40% 3.66%

Source:  AT&T Inc. Annual Reports 2010-2019; AT&T CA ARMIS 2010=2019 Forms 43-01 as filed with CPUC.

As discussed in Chapter 4A, AT&T California had experienced a precipitous drop in total legacy

circuit-switched access lines over the 2010-2017 period, and that downward trend has persisted

into 2018 and 2019.  Nationally, AT&T Inc. had actually sustained a slightly greater access line

loss than its California subsidiary, as shown in Table 7.2 below.

Table 7.2

AT&T CALIFORNIA AND AT&T INC.
LEGACY SWITCHED ACCESS LINES IN SERVICE 2010-2019

(000)

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

AT&T Inc.  41,883 36,734 31,887 24,639 19,896 16,670 13,986 11,753 10,002  8,487

AT&T CA 7,602  6,681  5,837 4,996 4,149 3,415 2,872 2,417 2,072 1,793

AT&T CA % 18.15% 18.19% 18.31% 20.28% 20.85% 20.49% 20.54% 20.56% 20.72% 21.12%

Source:  AT&T Inc. Annual Reports 2010-2019 “Selected Subscribers and Connections”

Thus, where AT&T nationally had experienced a net legacy switched access line decrease of

71.9% over the 2010-2017 period, for California, AT&T’s switched access lines had decreased

by slightly less, about 68.2%.  Between 2017 and 2019, however, AT&T nationally lost another

27.8%, or 3.27-million of its legacy switched access lines; AT&T California’s access line losses

were at a slightly lower rate, 25.8%, or 624,000.  Notably, however, despite experiencing a

cumulative loss of 76.4% in legacy switched access lines between 2010 and 2019, AT&T

California gross revenues decreased by only 31.6% over the same period, as summarized on

Table 7.3 below:
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Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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Table 7.3

AT&T CALIFORNIA OPERATING REVENUES
DECREASED, BUT BY FAR LESS THAN THE DECREASE

IN LEGACY SWITCHED ACCESS LINES 2010-2019
($000,000 and 000)

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Revenues $ 9,697 $ 9,754 $ 9,374 $ 9,580 $ 9,641 $10,008 $ 9,441 $ 8,626 $5,799 $6,629

  % of 2010 100.59% 96.67% 98.79% 99.42% 103.21% 97.36% 88.96% 59.80% 68.36%

Switched
access lines 7,602  6,681  5,837 4,996 4,149 3,415 2,872 2,417 2,072 1,793

  % of 2010 87.88% 76.78% 65.72% 54.58% 44.92% 37.78% 31.79% 27.25% 23.58%

Source:  AT&T CA ARMIS Form 43-01 as filed with CPUC; POTS lines in service derived from GO 133-C § 3.3 and 3.4 Trouble
Reports per 100 Lines (TRPH) quarterly filings, 2010-2019.  Switched access lines are average over each year.

Clearly, a significant portion of AT&T California operating revenues come from the ongoing

succession of POTS rate increases and from services other than legacy POTS lines.  It is thus

instructive to compare the decrease in switched access lines more directly with the principal

revenue sources associated with these services.  Fortunately, more detailed revenue data is

provided in the annual financial reports, ARMIS Forms 43-01, 43-02 and 43-03, filed by AT&T

California with the CPUC:

�
Despite experiencing a 76.4% drop in legacy switched access lines from
2010 through 2019, AT&T California’s gross revenues decreased by only
31.64% over the same period.

As shown in Table 7.4 below, when confined to only those revenue sources directly

attributable to legacy switched access line services – specifically, USOA Account 5001 (Basic

Area Revenue),44 USOA Account 5081 (End User Common Line revenue),45 and USOA

    44.  47 CFR §32.5001 defines “Basic Area Revenues” to “include revenue derived from the provision of the

following: (1) Basic area message services such as flat rate services and measured services.  Included is revenue

derived from non-optional extended area services. Also included is revenue derived from the billed or guaranteed

portion of semi-public services. (2) Optional extended area service. (3) Cellular mobile telecommunications systems

connected to the public switched network placed between mobile units and other stations within the mobile service

area. (4) General radio telecommunications systems connected to the public switched network placed between

mobile units and other stations within the mobile service area, as well as revenue from mobile radio paging, mobile

dispatching, and signaling services. (b) Revenue derived from charges for nonpublished number or additional and

boldfaced listings in the alphabetical section of the company’s telephone directories shall be included in account

5230, Directory revenue. (c) Revenue from private mobile telephone services which do not have access to the public

switched network shall be included in Account 5200, Miscellaneous revenue.

    45.  47 CFR § 32.5081 End user revenue:  (a) This account shall contain federally and state tariffed monthly flat

rate charge assessed upon end users. (b) Subsidiary record categories shall be maintained in order that the company

may separately report amounts related to federal and state tariffed charges.
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Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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Account 5082 (Switched Access revenue),46 AT&T California legacy access line-related

revenues decreased by only about 53.4%, significantly below the 76.4% drop in switched access

line demand.  Significantly, Account 5082 Switched Access Revenues – revenues from charges

that AT&T California collects when its legacy access line customers originate or receive calls to

or from a long distance carrier (including AT&T’s long distance affiliate) – decreased by almost

as much as the number of legacy switched access lines –70.5% vs. 76.4%.  Switched access

rates, which remain subject to tariff at both the state and federal levels, had remained unchanged

over the 2010-2017 period.

Table 7.4

AT&T CALIFORNIA LEGACY SWITCHED ACCESS LINE
REVENUES HAVE DECREASED BY A GREATER PERCENTAGE THAN FOR

TOTAL OPERATING REVENUES GENERALLY, BUT STILL BY FAR LESS
THAN THE DECREASE IN LEGACY SWITCHED ACCESS LINES 2010-2019

($000 and 000)

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

USOA Acct 5001
Basic Area Rev $2,118,017 $ 2,121,000 $ 1,966,000 $ 1,882,000 $ 1,729,553 $ 1,579,000 $ 1,448,000 $ 1,258,000 $1,120,148 $1,059,109 

USOA Acct 5081
EUCL Revenue $ 627,273 $ 538,000 $ 492,000 $ 452,000 $ 404,625 $ 363,000 $ 333,000 $ 300,000 $224,585 $223,304 

USOA Acct 5082
Switched Access $ 320,356  $ 278,617 $ 282,585 $ 262,064 $ 260,174 $ 220,886 $ 180,913 $ 113,694 $82,314 $94,500 

Total switched
access line rev $3,065,646 $2,937,617 $2,740,585 $2,596,064 $2,394,352 $2,162,886 $1,961,913 $1,671,694 $1,427,047 $1,376,913 

Percent of 2010
Switched Access
Revenues 95.82% 89.40% 84.68% 78.10% 70.55% 64.00% 54.53% 46.55% 46.55%

Switched access
lines (000) 7,602  6,681  5,837 4,996 4,149 3,415 2,872 2,417 2,072 1,793

Percent of 2010
Switched Access
Lines 87.88% 76.78% 65.72% 54.57% 44.92% 37.78% 31.79% 27.25% 23.58%

$ per Switched
access line $403.27 $439.70 $469.52 $519.63 $577.09 $633.35 $683.12 $691.64 $688.74 $768.02 

Source:  AT&T CA ARMIS Form 43-01 as filed with CPUC; POTS lines in service derived from GO 133-C § 3.3 and 3.4 Trouble
Reports per 100 Lines (TRPH) quarterly filings, 2010-2019.  Switched access lines are average over each year.

    46.  47 CFR § 32.5082 Switched access revenue. (a) This account shall consist of federally and state tariffed

charges assessed to interexchange carriers for access to local exchange facilities. (b) Subsidiary record categories

shall be maintained in order that the company may separately report the amounts contained herein that relate to

limited pay telephone, carrier common line, line termination, local switching, intercept, information, common

transport and dedicated transport.  The subsidiary records shall also separately show the federal and state tariffed

charges. Such subsidiary record categories shall be reported as required by part 43 of this chapter.
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Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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�

Even when confined to only those revenue sources directly attributable to
legacy switched access line services, AT&T California legacy access
line-related revenues decreased by only about 53.4%, significantly below
the 76.4% drop in switched access line demand.

AT&T California’s response to the rapidly eroding demand for legacy POTS services has

not been to cut prices to retard such “cord-cutting,” but instead to implement large rate

increases so as to “harvest” as much revenue from the remaining POTS customers as long

as they continue to retain their service.

The 2006 URF decision allowed California’s large ILECs to detariff most of their retail

services.47  As we discussed in Chapter 4A, as soon as detariffing of residential rates took effect

in January 2009, AT&T implemented a 26.3% rate increase for flat-rate residential service and a

27.7% increase for measured residential service.  A succession of rate increases has continued

ever since, and by the end of 2017 AT&T California’s rates for flat-rate and measured residential

POTS access lines had risen to 152.6% and 325.4% of their pre-URF levels, respectively.  This

succession of rate increases for legacy POTS services is summarized in Chapter 4A, at Table

4A.10.

�

This succession of rate increases is consistent with and in support of a
"harvesting" strategy aimed at maximizing revenues from existing
customers until they ultimately discontinue their service, thus allowing
A&T to maintain revenues despite a massive drop-off in demand.

These regular and ongoing increases in legacy circuit-switched POTS access line rates are

entirely consistent with the type of “harvesting strategy” discussed in Chapter 4.  While

putatively “subject to competition,” these legacy services have been on the decline over the

entire 2010-2017 period as customers replace them with AT&T U-verse digital service bundles

of voice, Internet access and video, or with competitor-provided wireline services, or with

wireless.  A “harvesting strategy” can be pursued where it is determined that, while some

customers will discontinue their service in response to the steadily increasing prices, there are

still a sufficient number of customers who confront few if any actual competitive alternatives

and/or who simply retain their AT&T legacy POTS service due to inertia – they simply haven’t

gotten around to seeking our any alternatives.

    47.  PU Code § 871.5(a) caps LifeLine rates at one-half of the 1FR rate for flat-rate basic residential service.
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Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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�

AT&T California’s response to the erosion of the market for legacy
POTS services has been to raise prices, cut back on investment
and maintenance, and instead “harvest” those customers that
remain on its network for as long as they continue to take their
service.

A company will raise its prices only where such an action will result in an increase in profit

overall, where the price elasticity of demand is sufficiently low such that, even though some

small percentage of customers will discontinue their service, that loss of business will be less

than the additional revenues that result from the price increase being paid by customers who

remain.  AT&T’s conduct with respect to these legacy POTS-type services demonstrates that the

Company does not perceive them as being subject to so much competition that it must maintain

its prices at competitive levels.

Additionally, even where some POTS customers are induced to seek an alternative service in

response to a price increase, many will end up purchasing the substitute service from the same

provider, AT&T California and/or its wireless affiliate, AT&T Mobility in this case.  Indeed, one

effect of raising the price of the legacy service is to reduce the differential in price between that

service and the higher-priced digital service bundles, thus accelerating the migration of

customers away from POTS.  A companion strategy is to reduce the price of the substitute

service – the AT&T Internet + Phone bundle in this case – while simultaneously raising the price

of the legacy service.  AT&T California has been doing just that, to the point where the price of

its Internet + Phone bundles is often lower than the price of POTS, particularly when certain

optional features and long distance services are included.  Coupled with the deteriorating service

quality associated with POTS services as discussed in Chapter 4A, the fact that AT&T has been

able to profitably implement this succession of annual rate increases for more than a decade

since the implementation of URF raises serious questions as to the Commission’s conclusion in

URF that competition had developed to a point where continued regulatory protection of basic

residential telephone service prices is no longer required or appropriate.

�

The fact that AT&T has been able to profitably implement a succession of
large annual legacy services rate increases for more than a decade since
the implementation of URF raises serious questions as to the Commis-
sion’s conclusion in URF that competition had developed to a point where
continued regulatory protection of basic residential telephone service
prices is no longer required or appropriate. 

AT&T California has continued its practice of disinvesting in its California local network

infrastructure.

Because AT&T California is a wholly-owned subsidiary of AT&T Inc., it is the parent

AT&T Inc. that determines the amount of capital investment funds that will be available for local
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Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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infrastructure investment by its individual operating companies.  AT&T California dividends out

some portion of, all or, as has been the case in seven of the last ten years, more than all of its net

operating income to its parent.  Table 7.5 below summarizes AT&T California net income and

dividend payments to its sole shareholder over the 2010-2019 period:

Table 7.5

AT&T CALIFORNIA
NET INCOME AND DIVIDEND PAYMENTS TO PARENT AT&T INC.

  2010-2019
($000)

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 Total

AT&T-CA Net
Income (2,318,705) (833,514) (213,584) 1,531,443 608,020 1,921,482 1,493,479 1,210,137 2,191,808 1,021,129 6,611,695

Dividend paid
to AT&T 1,355,722 0 0 0 1,354,158 1,527,615 1,861,782 1,507,216 2,149,652 1,282,762 11,038,907

Change in
Retained
Earnings –3,674,407 –833,514 –213,584 +1,531,443 –746,138 +393,867 –368,303 –297,079 +42,156 –261,633 –4,427,212

Source:  AT&T CA ARMIS Forms 43-02 as filed annually with CPUC.

Cumulatively, over the full 10-year period, AT&T California had total net after-tax income of

$6.1-billion, but paid out $11.0-billion in dividends to its parent company, AT&T Inc, thereby

eroding the California company's capital base by roughly $4.4-billion and impairing its ability to

maintain and upgrade its aging infrastructure.

�

Over the past two years (2018-19), AT&T California continued to disinvest
from its network.  The Company had total net after-tax income of
$3.21-billion, but paid out $3.42-million in dividends to its parent
company, AT&T Inc -- i.e. it paid AT&T dividends that were some
$219.5-million more than the California company had earned from its
ongoing operations.

Thus, rather than reinvesting a portion of its net income back into its network, AT&T California

has been consistently disinvesting by paying out more in dividends to its sole stockholder than it

generated as profits from its operations.  

�
Between 2010 and 2019, AT&T California paid dividends to AT&T Inc.
that exceeded its total net income over the period by roughly $4.43-billion.

And this is not the only indication of a disinvestment policy on the part of AT&T, as is further

demonstrated in Table 7.6 below, AT&T California has also been eroding its capital base by

investing less in its infrastructure than its annual depreciation accruals and retirements:
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Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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Table 7.6

AT&T CALIFORNIA
PATTERN OF INVESTMENT 2010-2019

($000)

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

BOY Gross
Telecom Plant
in Service
(TPIS) 38,012,545  38,820,045 41,239,852 41,885,833 41,171,577 40,334,511 40,592,685 40,459,982 36,561,579 37,037,552

Gross Plant
Additions 1,294,281 2,823,661 1,026,656 1,349,988 1,003,950 692,124 840,929 1,126,575 1,163,824 1,147,067

Retirements (469,928) (371,653) (459,523) (2,041,895) (1,833,538) (440,952) (951,050) (4,979,833) (624,554) (1,384,449)

Adjustments (16,853)  (32,201)  70,848  (22,349) (7,478)  7,002 (45,145) (45,145) (63,297) (112,230)

EOY Gross
Telecom Plant
in Service 38,820,045 41,239,852 41,885,833 41,171,577 40,334,511 40,592,685 40,459,982 36,561,579 37,037,552 36,687,940

Annual TPIS
depreciation
accruals (acct
6561) 2,269,324  2,317,862  2,263,393  1,635,691 1,179,213  980,435  894,384 948,481 766,007 765,580

Cumulative
depreciation
reserve 30,725,620  33,919,953  35,789,894  35,483,033 35,212,622  35,737,860  35,667,638 31,669,055 26,815,887 26,286,667

Net EOY TPIS 8,210,895  7,428,989 6,220,114 5,811,622 5,179,915 4,921,048 4,856,389 4,973,372 10,321,702 10,438,665

Source:  AT&T CA ARMIS  43-02 Reports, Table B-1, as filed annually with the CPUC

Over the four-year period from 2016 through 2019, AT&T California recorded $7.94-billion in

total retirements, negative $265.8-million in Transfers/Adjustments, and $3.37-billion of depre-

ciation accruals.  Gross Plant Additions made over that same 4-year period were only $4.28-

billion, resulting in a plant erosion totaling at least $7.3-billion.  Gross Telecommunications

Plant in Service carried on AT&T California’s USOA books decreased by roughly $3.9-billion

from the beginning of 2016 through the end of 2019.  Notably, net plant over that same period

appears to have increased by $5.5-billion, from $4.9-billion to $10.4-billion.

In order to explore this seemingly anomalous condition, CD submitted the following data

request to AT&T California:

The amounts shown for Net EOY TPIS appear to show a substantial ($5.3-billion)

increase between 2017 and 2018, and an amount for 2019 that is similar in magnitude

to that for 2018.  Please provide the detailed accounting entries that produced this

result, and provide a narrative explanation as to how Net TPIS could have increased

by more than $5-billion in a year when Gross Plant Additions were only $1.6-billion,

Retirements and Adjustments combined were slightly under $700-million, and

Depreciation Accruals were approximately $766-million.

AT&T California provided the following explanation in response:
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has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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For 2018 data and beyond, per the FCC’s Decision 17-15, AT&T eliminated MR

accounting (used for regulatory purposes) in favor of GAAP accounting (used for

financial reporting). ...  In computing net investment (gross investment less

accumulated depreciation reserve), the primary difference between MR and GAAP is

associated with the accumulated depreciation reserve.  The MR accumulated

depreciation reserves were significantly higher than the GAAP accumulated

depreciation reserves due the difference in depreciation rates and depreciation

calculation methodology.48

AT&T California’s ARMIS Reports had, through 2017, been prepared in accordance with the

FCC’s Uniform System of Accounts (USOA) as specified in Part 32 of the FCC’s Rules (47 CFR

§32).  (In its response AT&T refers to this as “MR.”)  Although the CPUC has continued to

require Price Cap ILECs (AT&T California and Frontier California and its predecessors) to

continue to submit annual ARMIS-type reports even though this requirement had been discon-

tinued by the FCC after 2007, AT&T California has apparently interpreted the FCC Decision 17-

15 referenced in its response as permitting it to substitute Generally Accepted Accounting

Principles (“GAAP”) for USOA accounting in the ARMIS-type reports submitted to the CPUC

for 2018 and beyond.  ETI does not offer an opinion as to the validity of AT&T’s interpretation. 

We would, however, make the following observations:  It is customary practice for firms to

identify any changes in accounting method(s) in notes to financial reports.  The only reference to

the use of GAAP accounting in AT&T California’s 2018 ARMIS filing appears in a footnote to

the table entitled “Pole and Conduit Rental Calculation Information” that is included in the 2018

ARMIS Report 43-01, a location that would indicate that the change applies only to this specific

Table.  The footnote states that “Financial values reported on a GAAP basis beginning with 2018

data (per FCC decision 17-15).”  We have been unable to find any similar notation as to the

accounting change anywhere else in any of the Company’s 2018 Reports including, in particular,

the 43-02 Report that was the subject of the above-reference data request.  No notation of the

accounting change appears anywhere in the 2019 AT&T California ARMIS Reports, not even in

the counterpart of the Pole and Conduit Rental Table.

As AT&T California explains in its Response, “the primary difference between MR [USOA]

and GAAP is associated with the accumulated depreciation reserve.  The MR [USOA]

accumulated depreciation reserves were significantly higher than the GAAP accumulated

depreciation reserves due the difference in depreciation rates and depreciation calculation

methodology.”  What AT&T California appears to have done is to, in effect, back-cast the

accumulated depreciation reserves for 2018 and 2019 as if GAAP depreciation rules had been in

effect prior to the 2018 accounting change.

    48.  AT&T California Reponse to CD Data Request 12-A-4 dated August 7, 2020.  The FCC Decision 17-15 to

which AT&T refers is the February 24, 2017 Report and Order in WC Docket No. 14-130 (“Comprehensive Review

of the Part 32 Uniform System of Accounts”) and CC Docket No. 80-286 (“Jurisdictional Separations and Referral

to the Federal-State Joint Board”).
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and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
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We reach this conclusion based upon the following analysis:  The Accumulated Depreciation

Reserves for 2016 was $35.67-billion, dropping to $31,69-billion a year later (2017), roughly a

$4-billion decrease.  In 2017, AT&T California retired some $4.98-billion in plant.  Retirements

reduce the accumulated depreciation reserve, in that case, by just under $5-billion.  In that same

year, AT&T California took depreciation accruals of $948-million, which would have increased

the accumulated depreciation reserve by that amount.  The net of these two items – plant

retirements and annual depreciation accruals, roughly corresponds to the $4-billion decrease in

year-over-year depreciation reserve between 2016 and 2017.

However, if we now look at the figures for 2017 and 2018, we see an entirely different

situation.  The accumulated depreciation reserve for 2018, per the AT&T California ARMIS

Report 43-02, was $26.8-billion, a decrease of $4.85-billion from the 2017 level.  However, in

2018, AT&T California retired only $624-million in plant retirements and $766-million in

annual depreciation accruals.  But for the change from USOA to GAAP accounting, the net

effect of these two items should hve resulted in an increase in accumulated depreciation reserves

of $142-million, not a decrease of $4.85-billion.

�

A change in the accounting procedures that AT&T California has utilized
for its ARMIS-type reports after 2017 has resulted in a roughly $5-billion
overstatement of its net Telecommunications Plant in Service for 2018
and 2019.

Table 7.6A below presents approximate results for 2018 and 2019 on a pro forma basis as if

USOA accounting continued to be utilized in 2018 and 2019.  These results are approximate, and

almost certainly overstate net Telecommunications Plant in Service for both of those years. 

Depreciation rates (and hence annual depreciation accruals) under GAAP tend to be lower than

those applicable under USOA.  Thus, had USOA accounting rules continued to be utilized in

2018 and 2019, the annual depreciation accruals for those years would almost certainly have

been higher, resulting in lower end-of-year Net TPIS for both years.
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has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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Table 7.6A

AT&T CALIFORNIA
PATTERN OF INVESTMENT 2010-2019

APPROXIMATE PRO FORMA ADJUSTMENTS
AS IF USOA ACCOUNTING RULES WERE STILL BEING USED

FOR 2018 AND 2019
($000)

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

BOY Gross
Telecom Plant
in Service
(TPIS) 38,012,545  38,820,045 41,239,852 41,885,833 41,171,577 40,334,511 40,592,685 40,459,982 36,561,579 37,037,552

Gross Plant
Additions 1,294,281 2,823,661 1,026,656 1,349,988 1,003,950 692,124 840,929 1,126,575 1,163,824 1,147,067

Retirements (469,928) (371,653) (459,523) (2,041,895) (1,833,538) (440,952) (951,050) (4,979,833) (624,554) (1,384,449)

Adjustments (16,853)  (32,201)  70,848  (22,349) (7,478)  7,002 (45,145) (45,145) (63,297) (112,230)

EOY Gross
Telecom Plant
in Service 38,820,045 41,239,852 41,885,833 41,171,577 40,334,511 40,592,685 40,459,982 36,561,579 37,037,552 36,687,940

Annual TPIS
depreciation
accruals (acct
6561) 2,269,324  2,317,862  2,263,393  1,635,691 1,179,213  980,435  894,384 948,481 766,007 765,580

Cumulative
depreciation
reserve 30,725,620  33,919,953  35,789,894  35,483,033 35,212,622  35,737,860  35,667,638 31,669,055 31,810,508 31,191,639

Net EOY TPIS 8,210,895  7,428,989 6,220,114 5,811,622 5,179,915 4,921,048 4,856,389 4,973,372 5,227,044 5,496,301

Source:  AT&T CA ARMIS  43-02 Reports, Table B-1, as filed annually with the CPUC, as adjusted to conform to USOA accounting rules,

As noted, these adjusted USOA-type Net TPIS values for 2018 and 2019 likely overstate the

amounts that would exist under strict USOA accounting.  We do not have the means for esti-

mating the 2018 and 2019 depreciation accruals that would have applied under USOA, so these

approximations are as close as we can get with the information arailable.  AT&T California did

make Gross Plant Additions for 2018 and 2019 totaling some $2.13-billion net of adjustments. 

However, only a small fraction of that spending appears to have been directed to legacy POTS

services.

Inter-affiliate transactions at non-arm’s length transfer prices also contribute to the parent

company’s pattern of disinvestment in AT&T California operations.

But even AT&T California’s nominally reported revenues, expenses and net income cannot

by themselves provide a complete or accurate picture of the ILEC entity’s financial performance. 

This is because of the extensive nature and amount of inter-affiliate transactions that take place

on an ongoing basis between the AT&T California ILEC entity and numerous other affiliates

that are themselves, directly or indirectly, wholly owned by the parent company AT&T Inc. 

These transactions involve both purchases made by the ILEC from other AT&T affiliates as well

as sales made by the ILEC to other AT&T affiliates.  Table 7.7 below provides a summary of
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has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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these transactions and their relationship to AT&T California’s overall revenues, operating

expenses, and net income.

�

AT&T California financial statements show an incomplete assessment of
the ILEC’s financial condition due to the large volume of inter-affiliate
transactions made at transfer prices that are not set on the basis of arm’s
length negotiations.

AT&T’s ILECs are organized into a number of mostly state-level operating subsidiaries,

although some of the AT&T ILEC entities provide service in several states.  Other AT&T

“service company” entities provide a range of centralized services to the ILECs as well as to

other non-ILEC AT&T operations.  The use of centralized services has a long history in the

telecommunications industry, dating back to AT&T Bell System days, when the AT&T General

Department provided a broad range of back-office services and Bell Laboratories provided

centralized research and development for the entire AT&T corporate family.  In theory, the use

of centralized services should produce scale and scope efficiencies that would then benefit all of

the affiliates that utilize these services.  In practice, this is not always the case.  AT&T, Verizon

and their predecessors, in particular, have a long history of employing the use of centralized

services organizations to extract profits from their operating telephone companies.  In 2018 and

2019 alone, total AT&T California operating expenses (excluding depreciation and amortization)

were $7.16-billion.  58% of these, some $4.15-billion, were spent on services purchased from

other AT&T affiliates.  In those same two years, AT&T California’s total operating revenues

were $12.43-billion, 16.17% of which, some $2.01-billion were realized from sales to various

other AT&T affiliates.

With the exception of tariffed switched and special access services that are being purchased

from AT&T California by various other AT&T affiliates, the specific transfer prices at which

these transactions are recorded can hardly be viewed as being set on the basis of arm’s length

negotiations.  Since both the seller and buyer in each instance are wholly-owned by the same

parent company, the nominal transfer price has little or no effect upon the parent company’s

bottom line.  However, if it is the parent company’s goal to extract cash from the ILEC entity,

setting an inflated transfer price for services the ILEC purchases from other AT&T affiliates, or

heavily discounting the prices that the ILEC charges for whatever (non-tariffed) services it sells

to other AT&T affiliates, can accomplish this as effectively as making a dividend payment to the

parent, but with far less exposure as to the precise purpose of the policy.  As Table 7.7 demon-

strates, in six out of the last seven years, more than 50% of AT&T California total operating

expenses net of depreciation and amortization were paid over to other AT&T affiliates for

services rendered.  Over the full 2010-2019 period, $26.0-billion of the 58.3-billion of total

AT&T California operating expenses (excluding depreciation and amortization) were spent on

purchases of services from other AT&T affiliates.
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has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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Table 7.7

AT&T CALIFORNIA
AFFILIATE TRANSACTIONS WITH OTHER UNITS OF AT&T INC.

  2010-2019
($000)

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

AT&T-
California
operating
revenue 9,696,777 9,754,246 9,373.754 9,580,095 9,641,220 10,007,776 9,440,692 8,626,042 $5,799,249 $6,628,969 

Sales to other
AT&T affiliate 2,978,741 2,942,621 1,566,044 1,700,570 1,645,297 1,864,210 1,967,601 1,681,965         977,436 

       
1,032,465 

Pct from sales
to affiliates 30.72% 30.17% 16.71% 17.75% 17.07% 18.63% 20.84% 19.50% 16.85% 15.58%

AT&T CA pre-
tax OpEx excl
depr/amort49  10,715,929  5,688,139  6,899,881  4,736,569  7,025,256  5,241,041  5,575,240  5,267,556      3,319,424 

       
3,836,668 

Services
Purchased 
from AT&T
affiliates 2,122,027 2,458,684 2,712,380 2,657,560 2,884,788 3,185,779 3,135,299 2,762,898      1,891,939 

       
2,260,675 

Pct of total
OpEx paid to
affiliates 19.80% 43.22% 39.31% 56.11% 41.06% 60.79% 56.24% 52.45% 57.00% 58.92%

AT&T-CA Net
Income (2,318,705) (833,514) (213,584) 1,531,443 608,020 1,921,482 1,493,479 1,210,137      2,191,808 

       
1,021,129 

Source:  AT&T CA ARMIS Form 43-02, Table I-2, Form 43-03, as filed annually with CPUC.

As we noted in our Phase 1 Report, that this type of manipulation may have occurred is

hardly idle speculation.  AT&T and its post-1984 RBOC offspring have a long history of such

transactions.  In pre-NRF general rate cases, the CPUC would routinely include an examination

of affiliate transactions between AT&T California and other affiliates, and would in some cases

adjust inter-affiliate transfer prices for regulatory purposes.50  The fact that the CPUC continues

    49.  Amounts shown are calculated as Total Operating Expenses (Form 43-03 Line 720) – Depreciation/

Amortization expenses  (Form 43-03 Line 6560), which represents current cash operating expenses.  The source data

for this calculation is as follows:

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Pre-tax OpEx 13,010,515 8,006,001 9,163,274 6,356,472 8,216,812 6,212,753 6,469,624 6,206,258 4,085,431 4,602,248
Deprec/Amort of
TPIS 2,294,586 2,317,862 2,263,393 1,619,903 1,191,556 971,712 894,384 938,702 766,007 765,580
Pre-tax OpEx
excl depr/amort 10,715,929 5,688,139 6,899,881 4,736,569 7,025,256 5,241,041 5,575,240 5,267,556 3,319,424 3,836,668

    50.  As far back as 1968, for example, the CPUC had initiated an investigation into the prices being charged by

Western Electric, then the AT&T manufacturing affiliate, for telecommunications equipment being purchased by

(then) Pacific Telephone and Telegraph Company (PT&T).  Investigation into Practices and Contracts of PT&T Co.,

Case No. 8858, Decision No. 76726, January 27, 1970, 1970Cal. PUC LEXIS 86, 70 CPUC 644.
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has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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to collect information on, and monitor, both sales to and purchases from affiliates on an ongoing

basis underscores the legitimacy of this concern.

Persistent disinvestment, extensive affiliate transactions at self-serving transfer prices,

extraordinarily large rate increases, and deteriorating service quality all point to

“harvesting” as AT&T California’s overarching strategy for its legacy services and

customers.

These extensive affiliate transactions, the directly measurable indicators of disinvestment –

depreciation accruals that exceed gross additions, payments of dividends to the parent company

that exceed the nominally reported net income, and the persistent erosion of AT&T California’s

Net Plant – and the deteriorating service quality overall – together compel certain conclusions as

to AT&T California’s overall financial condition and investment policies:

(1) The succession of annual rate increases applicable to AT&T California’s legacy POTS

services were not in any sense cost-driven or cost-based, and instead appear to have been

driven by the company’s pursuit of a harvesting strategy with respect to these services.

(2) Earnings of this magnitude confirm that AT&T California’s harvesting strategy is achieving

the intended increases in profitability without the need for the infusion of large amounts of

new capital investment in the company’s local network infrastructure.

(3) Persistent disinvestment in the AT&T California local network has been the principal source

of the erosion in the net book value of the company’s Telecommunications Plant in Service

and the resulting escalation of the result of return on its remaining net investment.

(4) Persistent disinvestment, deterioration in service quality, and escalating prices for AT&T

California’s basic residential services are not consistent with the level of competition that has

been portrayed by AT&T California and that the Commission has accepted as a basis for its

adoption and continuation of the Uniform Regulatory Framework.

AT&T California investment in wireline circuit-switched voice services has continued to

diminish over the 2018-2019 period.

Under the FCC’s Uniform System of Accounts and associated financial reporting rules. large

ILECs had been required to maintain a set of regulatory accounting records in a form established

by the FCC, and to report various aspects of their capital investments among a number of

functional categories.51  They had also been required to report, by category (USOA account),

    51.  To facilitate its regulatory mission, the FCC in 1935 established a “Uniform System of Accounts” (“USOA”)

as detailed in Part 31 of its Rules (47 CFR § 31).  In 1986, the USOA was revised and expanded, and Part 31 was

superseded entirely by a new Part 32  (47 CFR § 32).  The FCC also adopted a reporting protocol known as the
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Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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annual Gross Additions, Retirements, annual and cumulative Depreciation Accruals, and gross

and net telecommunications plant in service (“TPIS”).  Much of this information was also being

maintained at the individual wire center level.  AT&T California’s ARMIS type submissions to

the CPUC, specifically its Forms 43-02, indicate that, over the 2010 through 2017 period, AT&T

California made Gross Additions to its TPIS that were slightly over $10-billion.52

In 2017, the FCC determined that “price cap ILECs” – those large carriers that are subject to

FCC price cap rather than rate-of-return regulation – will no longer be required to maintain

separate USOA accounting records after 2017.53  This study has benefitted greatly from the

availability of ARMIS-type reporting by the two ILECs that are under examination here. 

Although the FCC no longer requires that AT&T California and Frontier California maintain

accounting records pursuant to the USOA as it had existed prior to the 2017 ruling, the FCC

Order explicitly provides that “[n]othing in this Order precludes a state or regulatory agency, or

another party as part of a contractual requirement, from requiring a carrier to maintain the Class

A accounts or otherwise maintain the USOA. See, e.g., 17 CFR § 1770.11 (requiring Rural

Utility Service borrowers to maintain Class A accounts).”54  And in her Statement Approving in

Part and Concurring in Part, FCC Commissioner Mignon L. Clyburn remarked, “So to those

carriers who advocate for decreased regulatory burdens, let me assure you: I am with you. 

However, the next time this Commission or a state commission asks for cost data, to support a

rulemaking, investigate a complaint, or bring an enforcement action, I hope we do not hear

protestations that the request is too burdensome because the data is not kept in the format that the

FCC or state commission needs.”

One of our specific Phase I Recommendations was that the important role that the Part 32

accounting data has played in this study makes a compelling case that this and the associated

ARMIS-type annual reporting be maintained in California.  AT&T California has continued to

submit annual ARMIS-type financial reports to this Commission based upon FCC Part 32 USOA

“Automated Reporting Management Information System” (“ARMIS”).   In 2007 the FCC decided that it would

forbear from requiring ARMIS reporting by ILECs after 2007.  Petition of AT&T Inc. for Forbearance Under 47

U.S.C. § 160(c) From Enforcement of Certain of the Commission’s ARMIS Reporting Requirements; Petition of

Qwest Corporation for Forbearance from Enforcement of the Commission’s ARMIS and 492A Reporting

Requirements Pursuant to 47 U.S.C. § 160(c), WC Docket No. 07-139 et al. Memorandum Opinion and Order and

Notice of Proposed Rulemaking, Rel. September 6, 2008, FCC 08-203:  However, Part 32 USOA requirements

remained in effect, and state commissions were not precluded from continuing to require such reporting.  The CPUC

has required that URF ILECs, including AT&T California and Verizon (now Frontier) California continue to submit

ARMIS-type reports on an annual basis.  See, GO 104-A, D. 93-02-019.

    52.   AT&T California Forms 43-02 as submitted to the CPUC for 2010-2017.

    53.  I/M/O Comprehensive Review of the Part 32 Uniform System of Accounts, WC Docket No. 14-130;

Jurisdictional Separations and Referral to the Federal-State Joint Board, CC Docket No. 80-286, Report and Order,

FCC 17-15, Rel. February 24, 2017.

    54.  Id., at 7, fn. 51.
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has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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accounting records although, as discussed above, the Company has apparently substituted GAAP

reporting for Part 32 at least with respect to its balance sheet accounts..

Table 7.8 below provides a comparison of the distribution of gross plant additions among the

various USOA account categories over the 2010-2017 Phase 1 period with those made during

2018-2019.  AT&T California Gross Telecommunications Plant in Service (“TPIS”) Additions

amounted to some $10.16-billion over the Phase 1 2010-2017 study period.  $4.21-billion, about

41.5%, of these gross plant additions were directed toward central office switching and circuit

equipment (“COE”); roughly the same amount ($3.92-billion, about 38.6%) was spent on Cable

and Wire Assets – i.e., outside plant.  However, that pattern saw a major shift over the Phase 2

2018-2019 study period.  Total Gross Plant Additions for both years combined were only $2.3-

billion.  Only $201-million (8.7%) was directed toward COE, whereas the outside plant Cable &

Wire component represented some 77.6% of total Gross Additions, some $1.79-billion.

Over the 2010-2017 period, the two largest areas of investment were in Account 2212 –

Digital Electronic Switching ($1.48-billion) and in Account 2232 – Circuit Equipment $2.69-

billion).  Account 2212 is further broken down into two subaccounts – Account 2212.1 – Circuit

Switching, and Account 2212.2 – Packet Switching.  The majority of new Digital Switching

investment over the 2010-2017 period was for Packet Switches, although in 2018-2019 the

Company spent more on circuit switching equipment than on packet switching.  Notably, Packet

Switches, which are used to support VoIP, Internet access and various other advanced services,

are not used in the provision of basic local POTS services.  Account 2232 (Circuit Equipment) is

defined as including, principally, “equipment which is used to reduce the number of physical

pairs otherwise required to serve a given number of subscribers by utilizing carrier systems,

concentration stages or combinations of both.  It shall include equipment that provides for

simultaneous use of a number of interoffice channels on a single transmission path. ...

Account 2232 is also broken down into two subaccounts – subaccount 2232.1 includes

Electronic Circuit Equipment; Subaccount 2232.2 includes Optical Circuit Equipment.  

Although the data suggest that the bulk of AT&T’s investment in circuit equipment has been on

the electronic, rather than optical, side as noted in Table 7.8, that is not likely the case.  47 CFR

§32.2232(d) provides that “Circuit equipment that converts electronic signals to optical signals

or optical signals to electronic signals shall be categorized as electronic – shall be assigned to

subaccount 2232.1–Electronic Circuit Equipment.”  Given that AT&T has been engaged in a

major fiber optic upgrade both in feeder and in many distribution routes, it is highly likely that

the bulk of Subacount 2232.2 gross additions have involved circuit equipment that converts

between  electronic and optical signals.  And although this equipment is undoubtedly being used

by AT&T to provide circuit-switched legacy POTS-type services, the drivers for these upgrades

has clearly been the company’s pursuit of nonregulated broadband and other advanced services

markets.
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has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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�
Those capital investments that AT&T has been making in its California
ILEC have, for the most part, not been directed at legacy basic voice
services. 

Table 7.5 above showed that AT&T California has been steadily disinvesting in its local

network.  AT&T-California has been consistently paying dividends to its parent AT&T Inc. that

exceed its net earnings.  Between retirements and annual depreciation accruals, there are more

assets being written off and depreciated than are being acquired.  Depreciation is an operating

expense, but since it does not involve any immediate cash outlay (as is the case for most other

types of operating expenses), depreciation provides, in effect, a source of cash that can be used

for plant upgrades and replacements.  Here, however, AT&T California’s Gross Additions are

consistently falling below its ongoing depreciation accruals.

Investments at individual wire centers

AT&T was asked to, and did, provide certain investment- and asset-related data at the

individual wire center level.  This included Gross Additions (by account), Retirements, and

Operating Expenses including annual depreciation charges.  Wire centers vary in size from a few

hundred to tens of thousands of access lines.  In order to compare AT&T’s investment practices

across all of its wire centers, we used the switched access lines in service as of January 2019 for

each of AT&T California’s wire centers, representing the mid-point of the Phase 2 study period,

which runs from January 2018 through and including December 2019.  We compared total Gross

Additions made over the two-year period with the January 2019 number of lines in service.

Table 7.9 below provides a summary by USOA account of total 2018-2019 Gross Additions. 

These figures were compiled from the account- and wire center-level data provided by AT&T

California in response to CD data request 11-A-08.  They do not appear to correspond precisely

with the Form 43-02 ARMIS reports.  The Form 43-02 submissions indicated that for 2018 and

2019 combined, AT&T California had Gross Additions of roughly $2.3-billion.  However, from

the AT&T California response to CD data request 11-A-08, only about $1.95-billion in Gross

Additions (including transfers from Plant Under Construction) for the same period have been

identified.

Tables 7.10 through 7.12 below provide the total and per-access line Gross Additions made

over the 2018-2019 Phase 2 study period, based upon January 2019 access lines in service. 

Table 7.10 provides data for individual wire centers sorted alphabetically by CLLI code.  Tables

7.11 and 7.12 provide the same data sorted by total Gross Additions for each wire center (Table

7.11) and by the average Gross Addition per January 2019 switched access line in service (Table

7.12).  There is, as it turns out, an extraordinarily wide variation in the per-access line invest-

ment across the full scope of AT&T California’s 615 wire centers, ranging from $18.46 for the

Bradley wire center (BRDLCA90) to $51,653 in the Parkway wire center (SNRFCA11) per

average access line (see Table 7.12 below).  Fourteen AT&T California wire centers show
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has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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negative Gross Additions for 2018-2019, which is likely due to accounting adjustments.  Many

individual wire centers show negative Gross Additions for one or more USOA accounts.

Table 7.9

AT&T CALIFORNIA
GROSS PLANT ADDITIONS

2018-2019

Accou
nt Description

2018-2019
Gross Addition

2003 Telecommunications plant under construction     (49,196,524)

C

O

E

2211 Non-digital COE  282,463 

2212.1 COE - Circuit Switching 52,584,580 

2212.2 COE - Packet Switching 31,044,715 

2231 Radio systems  7,634,061 

2232.1 Circuit Equipment - Electronic 64,113,984 

2232.2 Circuit Equipment - Optical  1,109,626 

O

S

P

2411 Poles  188,569,073 

2421 Aerial Cable  378,052,487 

2422 Underground Cable  603,621,152 

2423 Buried Cable  260,927,836 

2426 Intra-building Network Cable 43,080,835 

2441 Conduit Systems  318,205,818 

TOTAL (incl. transfers from Plant Under Construction)  1,949,226,650 

Central Office Equipment -- Total 8.04%  156,769,449 

Outside Plant -- Total 91.96%  1,792,457,201 

The AT&T accounting data upon which these tables are based provides, in addition to

specific figures for each of its roughly 615 wire centers, additional amounts that are not wire

center-specific.  Approximately 97 entries are not associates with specific wire centers.  These

entries combined represent a negative $156.46-million of Gross Additions.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.

ECONOMICS AND 
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.

ECONOMICS AND 
 TECHNOLOGY, INC.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.

ECONOMICS AND 
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.

ECONOMICS AND 
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.

ECONOMICS AND 
 TECHNOLOGY, INC.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.

ECONOMICS AND 
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.

ECONOMICS AND 
 TECHNOLOGY, INC.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.

ECONOMICS AND 
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.

ECONOMICS AND 
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.

ECONOMICS AND 
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.

ECONOMICS AND 
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.

ECONOMICS AND 
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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GO 133-D §9.7 Alternative Investments

As we discussed in our Phase 1 Report, in August 2016, the Commission issued a revised

GO 133-D that imposes financial penalties upon ILECs that persistently fail to meet minimal

POTS service quality standards.  GO-133-D §§9.3, 9.4 and 9.5 provide for escalating daily fines

where a carrier’s failure to meet the required service standards persists for an extended period of

time.55  A total of $9.1-million in fines was assessed against AT&T California since this

provision became effective.56  §9.7 allows offending carriers to submit an “Alternative Proposal

for Mandatory Corrective Action” whereby carriers can avoid the fine by agreeing to invest an

amount of at least double the fine if such an investment will be effective in remedying the

service problem for which the fine had been imposed.  This “alternative” opportunity is initiated

by the carrier by submitting “a request to suspend the fine.”  Under this provision,

... carriers may propose, in their annual fine filing, to invest no less than twice the amount

of their annual fine in a project (s) which improves service quality in a measurable way

within 2 years.  The proposal must demonstrate that 1) twice the amount of the fine is

being spent, 2) the project (s) is an incremental expenditure with supporting financials

(e.g. expenditure is in excess of the existing construction budget and/or staffing base), 3)

the project (s) is designed to address a service quality deficiency and, 4) upon the project

(s) completion, the carrier shall demonstrate the results for the purpose proposed.57

Carriers can avoid fines either by meeting the GO-133-D §3 performance standards or by

investing in network upgrades that will result in improved service quality overall.  These invest-

ments must, however, be directed specifically at services that fall within the scope of GO 133-D,

i.e., legacy circuit-switched voice lines.  AT&T California has sought approval of alternative

proposals for mandatory corrective action under § 9.7 in lieu of paying the assessed fines in

2017, 2018 and 2019, and the Commission has approved all of these requests.  CD has been

tracking the effectiveness of such “alternative investments” in improving service quality, but

most of these projects have been completed so recently (or are still ongoing) that no conclusion

as to their effectiveness in improving service quality can be drawn at this time.

    55.  D.16-08-021 (R.11-12-001), Adopted Aug. 18, 2016; Effective Aug. 18, 2016; Except Section 9 on fines, 

which is effective Jan. 1, 2017.

    56.  Resolution T-17625, issued November 8, 2018; Resolution T-17655, issued June 3, 2019; Resolution

T-17721, issued December 17, 2020.

    57.  GO 133-D, §9.7.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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Table 7.13 below provides a summary of the specific alternative investments that have been

made by AT&T California during 2018-2019.  A total of 100 AT&T California wire centers

have been the recipients of these “alternative investments” over this two-year period.  Based

upon January 2019 access line counts, these wire centers served  481,441 access lines,

representing 25.1% of the total 1,915,900 switched access lines that were being served by AT&T

California at that time.

Table 7.14 provides the 2018-2019 GO 133-D §9.7 amounts together with 2018-2019 service

quality metrics for each of the same 100 wire centers using five service quality metrics as

presented earlier in Table 4A.6.  The five metrics are (1) Out-of-Service per 100 Access Lines

per month; (2) Out-of-Service over 24-hours per 100 Access Lines per month; (3) Percent Out-

of-Service Conditions Cleared Within 24 Hours; (4) Days Required to Clear 90% of Out-of-

Service Conditions; and (5) and Average Out-of-Service Duration (in minutes).  We have sorted

the table by the Percent Out-of-Service Conditions Cleared Within 24 Hours.  GO 133-D

requires that 90% of all Out-of-Service conditions be cleared within 24 hours, a condition that

AT&T California has never come even close to achieving.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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ECONOMICS AND 
 TECHNOLOGY, INC.

 

 

 

 

1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.

ECONOMICS AND 
 TECHNOLOGY, INC.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.

ECONOMICS AND 
 TECHNOLOGY, INC.

                                                                                          21 
 
 
 
 
CONFIDENTIAL AND PROPRIETARY PER P.U. CODE § 583, GENERAL ORDER 66-D, & D.16-08-024



�
�

�


�
�
�
�

��

�
�
�'

�	
*

I�
��
 �
�+
��
��
��
��

�
��

�

6
�
��
??
9-
�L
+>
C�

M�
#	�

��
�	
��
��

��
��
�	
�
��

	�
M

�
	�
��
�2
��

�=
�

3K
��

�$
�	'

��
�

"�
	�6

�
��
??
9-
�L
�>
C

/�
=#
��
C>
�?
�6
�
��
??
9-
�L
+>
C�
M�

/
32



�
/�
:3

�"
2
�
"�

�3
-
��


:3
�/

5
3


/�
M�
 �
�8
9 
��
+�
���

��
	��

'�
$�

��
��

��
1!

B�
/

��
�

1�
���

��
����

!%
��

��
��

��
�

���
���

���
���

���
���

���
���

��
�(

�
���

���
���

���
���

���
���

�
��

��
(


�
���

���
���

���
���

���
��

��
�

�
(�

�	
��

7�
)@

/
��

�
7'

&�
���

��)
��

��
0�

��
<

��
*�

��

�

�
���

���
���

���
���

���
���

���
��

��
�


���
���

���
���

���
���

���
�

��
�	

��
���

���
���

���
���

���
���

�
��

��
��

	

	�



).

B�
/

��
�

)�
��

��
���

�
��

��
��

��
(�

�
���

���
���

���
���

���
���

���
���

��
��

�
���

���
���

���
���

���
���

�
��

��
��

�
���

���
���

���
���

���
��

��
��

�
��

(�
�

0/
3

�
/

�

�

0/
3

�
�7�

��
��

�
0�

��
�'

��
��

�
	�

��
�

���
���

���
���

���
���

���
���

��
��

�
���

���
���

���
���

���
���

�
��


�
��

(
���

���
���

���
���

���
��

��
	(

�
��


�
�

,
3

B�
/

��
�

,
��

��
���

�4
��

�
)%

���
��

��
�

���
���

���
���

���
���

���
���

��
��

�
���

���
���

���
���

���
���

�
��

��
��

�
���

���
���

���
���

���
��

�
�

�
	


	�
	

/
!!

7/
��

�
/

��
��

�
0�

��
'

�
��

�
�

���
���

���
���

���
���

���
���

��
��

��
���

���
���

���
���

���
���

�
	�

��
�(

���
���

���
���

���
���

���
�

�(
�



�
��

�

(


0.
+/

/
�


�
0+

��
��

��
��

��
��

��
0�

0�
��

+�
��

��
��

�
�


�

�

���
���

���
���

���
���

���
�

�

�

��
���

���
���

���
���

���
���

�
��

	�
��

�
���

���
���

���
���

���
��

��
��

�
(�

�	
��

/
3

.
<

/
��

�
/

��
��

��
�

0�
��

<
��

*�
��

	�
�

���
���

���
���

���
���

���
���

�

��

�
���

���
���

���
���

���
���

�
��

�
��

���
���

���
���

���
���

���
�

	(
��

��
	


	�

	

�
CB

�/
��

�
�

�C
��

��
2�

����
@

%'
5�

��
�

��
�


�
���

���
���

���
���

���
���

���
��

	�
(

���
���

���
���

���
���

���
���

�(
�

��
���

���
���

���
���

���
���

�
�


�	
(�

(�
�	

�
/

@
B0

/
��

�
/

�%
��

�B
��

��
�!

��
��

��
��

�%
�

0�
��

<
��

*�
��

�
�

���
���

���
���

���
���

���
���

�
��

	
���

���
���

���
���

���
���

���
�(

��
��

�
���

���
���

���
���

���
��

��
��

�
��

�	
	�

3
B0

<
/

�

�

3
��

��
��

��
�,

��
�*

�
3

��
��

��
��

	�
��

(
���

���
���

���
���

���
���

���
�

(
�

���
���

���
���

���
���

���
���

�	
	�

�
�

���
���

���
���

���
���

��
��

�
�

��
��

(
+3

0.
/

�

�

+�
��

��
��

��
�

+�
��

��
	�

(�


���
���

���
���

���
���

���
���

�
�

�
���

���
���

���
���

���
���

���
	

��
��

	
���

���
���

���
���

���
��

��

(

�
��

�(
��

�0
�.

/
��

�
�0

�.
��

�*
��

��
��

��
��

*�
��

�
��

��
�

���
���

���
���

���
���

���
���

�
��

�
���

���
���

���
���

���
���

���
�	

��
�(

�
���

���
���

���
���

���
��

��
�	

�
	


	�


4�
C�

/
��

�
4�

#
�

��
��

��
��

��
�

���
���

���
���

���
���

���
���

���
�


(



���
���

���
���

���
���

���
���

�
�	

	
���

���
���

���
���

���
���

���
��

�

�

��

(

(�
8

��
-

/
�


�
8

��'
��

*�
��

��
��

��
*�

��
�

��
��

�
���

���
���

���
���

���
���

���
	�

(	


���
���

���
���

���
���

���
���

�	

�

��
�

���
���

���
���

���
���

��
��


	
�

(�
((

��
4�

�
.

/
�


�
4�

��
��

��
��

��
��

*�
��

�
��

��



���
���

���
���

���
���

���
���

	�
��

(
���

���
���

���
���

���
���

���
�(


�



�
���

���
���

���
���

���
��

��
(

�
��


�
�

/
@

7/
/

�

�

/
��

��
��

��
�

)%
���

�

��

��
���

���
���

���
���

���
���

�
(�

��
�

���
���

���
���

���
���

���
���

�
	�

�	
�

���
���

���
���

���
���

��
��

��
�



��

�
10

3
)/

�

�

1�
��

�3
�5

��
�

0�
��

�%
��

�,
5�

�&
�

��
��

�
���

���
���

���
���

���
���

���
(�

�
�

���
���

���
���

���
���

���
���

��
��

	�
�

���
���

���
���

���
���

��
��

��
�

�
��




�1

!0
/

��
�

�&
��

�
0�

��
��

/
�%

A
��

(
�

���
���

���
���

���
���

���
���

(�
�(

(
���

���
���

���
���

���
���

���
	(

��
�

���
���

���
���

���
���

���
�

�
�(

�



��
��

B.
!3

/
��

�
B�

��
%�

��
�

��
��

�
��

��
��

�
B�

��
%�

�
��

	�


���
���

���
���

���
���

���
���

(�
��


���

���
���

���
���

���
���

���
��

��
��

�
���

���
���

���
���

���
��

��
��

�
�


�
�

0.
B�

/
�


�
/

��
��

��0
%�

�2
��

��
0�

��
��

/
��

��
	�

	�
�

���
���

���
���

���
���

���
���

(�
��

�
���

���
���

���
���

���
���

���
��

	�
�

�
���

���
���

���
���

���
��

��
�


�
(�

�	
��

/
@

B0
/

��
�

/
�%

��
�B

��
��

��
&�

��
�

0�
��

<
��

*�
��

��


���
���

���
���

���
���

���
���

��
��

(
���

���
���

���
���

���
���

���
��

�

��

���
���

���
���

���
���

���
�

��
��

��
��


�
�


1�
B�

/
��

�
1�

��
��

��
���

�.
��

*�
��

4�
�<

��
��

�
��

��



���
���

���
���

���
���

���
���

��
	

�
���

���
���

���
���

���
���

���
��


�
��



���

���
���

���
���

���
��

��
((

�
��

�

��

0.
+/

/
�


�
0+

��
��

#�
���

�/
�&

&�
�

0�
��

+�
��

��
��

�
�


��
(�

���
���

���
���

���
���

���
�

��
�

�
���

���
���

���
���

���
���

���
��

��
	�

	
���

���
���

���
���

���
��

��
�(

�
��

�(
�(

�0
�.

/
�


�
�0

�.
�1

��
��

��
�

��
��

��
*�

��
�

(�
(


���

���
���

���
���

���
���

���
��

�
�

���
���

���
���

���
���

���
���

��
��

�	



���
���

���
���

���
���

��
��

��
�



��

��
0�

!/
/

��
�

0�
���

�2
B�

��
%�

�
��

��
(

���
���

���
���

���
���

���
���

��
�(

�
���

���
���

���
���

���
���

���
��

��
��

�
���

���
���

���
���

���
� �

��
��

�
��





�

��
�

<
/

��
�

��
�'

��
��

/
��

���
�

��
�'

��
�

(�
��

�
���

���
���

���
���

���
���

���
��

��



���
���

���
���

���
���

���
���

�
��

��
�

���
���

���
���

���
���

��
��

	(
�

�

��

�
C.

+?
/

��
�

C�
�*

��
��

+�
��2

0�
��

��
��

%�
��

�
���

���
���

���
���

���
���

���
���

��
	

�
���

���
���

���
���

���
���

���
	�

��
�

���
���

���
���

���
���

���
���

(	
��

��
��


�
((

�0
!.

/
��

�
��

"
��

��
�

!�
��

��2
�



���

���
���

���
���

���
���

���
���

��
�

�
���

���
���

���
���

���
���

���
��

��
�


���
���

���
���

���
���

���
�

��
��

��
(�

�	
��

4�
/

G/
��

�
4�

�/
�E

��
0�

��
<

��
*�

��




�
���

���
���

���
���

���
���

���
��

	

�

���
���

���
���

���
���

���
���

��
(�

(�
�

���
���

���
���

���
���

��
��

��
�

�
��


�
/

3
�

�/
��

�
/

��
'

��
��

��
�

�
��

��
��

2
��

��
�

���
���

���
���

���
���

���
���

��
�	

	
���

���
���

���
���

���
���

���
�


(�

(



���

���
���

���
���

���
��

��
��

�
	(


	
�


4�
/

.
/

�

�

4�
�/

��
���

7'
&�

���
�

��
�


���

���
���

���
���

���
���

���
��

��
�

���
���

���
���

���
���

���
���

��
(�


�
	

���
���

���
���

���
���

��
��

�
�

	(

	

��
0.

�
/

/
��

�
0�

��
�

��
��

�
0�

��
<

��
*�

��


�
���

���
���

���
���

���
���

���
��

��
�

���
���

���
���

���
���

���
���

��
��

(�


���
���

���
���

���
���

��

�

�(
�

!8
�G
!!
�

���
���
���
���
���
���

 G
C 
@G
!+
+

���
���
���
���
���

 C
G@
8C
G 
!+

���
���
���
���
�

+>
88
,

/�
/�

�
� 
��
89
 �
�+

329

7���AT&T Corporate and California Financials and ILEC Investment Policies: Update

ECONOMICS AND 
 TECHNOLOGY, INC.

 

 

 

 

1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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         ECONOMICS AND 
 TECHNOLOGY, INC.

 

 

 

 

1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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ECONOMICS AND 
 TECHNOLOGY, INC.

 

 

 

 

1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.

ECONOMICS AND 
 TECHNOLOGY, INC.

                                                                                          21 
 
 
 
 
CONFIDENTIAL AND PROPRIETARY PER P.U. CODE § 583, GENERAL ORDER 66-D, & D.16-08-024



It is useful to put these expenditures in context.  Table 7.15 below summarizes three

categories of AT&T California expenditures during the 2018-2019 period.

Table 7.15

AT&T CALIFORNIA

COMPARISON AMONG PLANT INVESTMENT CATEGORIES

2018-2019

Expenditure category

2018-2019

Amount

Percent of Total

Gross Plant

Additions

Total Gross Plant Additions

(per Form 43-02) 2,310,891,000 100.000%

Rehabilitation expenditures

(per AT&T-CA Response to

DR 11-A-17/18  107,211,728 4.553%

GO 133-D §9.7 “Alternative

Investments” in lieu of fines 2,725,499 0.118%

As is apparent, the amounts that AT&T California has committed to spend on GO 133-D §9.7

"Alternative Investments" in lieu of paying fines represents a de minimis fraction of the

Company’s total gross infrastructure investments – slightly over one-tenth of one percent.  Of

perhaps greater importance, the minuscule extent of such “alternative” investment outlays when

compared with even the identified plant rehabilitation costs begs the question as to whether these

expenditures would have been made anyway, irrespective of the GO 133-D §9.7 opportunity to

make investments is legacy service infrastructure that would ostensibly not have been made in

the absence of the GO 133-D §9.7 offer.

Table 7.16 provides a summary of AT&T California “rehabilitation” expenditures for all of

its wire centers over the 2018-2019 period as provided in response to DRs 11-A-17/18.  Over

this two-year period, AT&T California expended some $107.2-million across four categories of

plant rehabilitation – AT&T Field Operations (AFO) maintenance projects ($28.0-million),

Construction & Engineering (C&E) capital projects ($2.0-million), Outside Plant (OSP)

rehabilitation ($20.4-million), and other Plant rehabilitation ($56.7-million).

Inasmuch as AT&T California has consistently and persistently failed to meet the minimum

GO 133-C/D service quality standards, it is not entirely clear how the specific wire centers for
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Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].
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understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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which the Company has elected to make an investment in lieu of a fine were selected.  Table

7.17 below compares the amounts expended specifically on GO 133-D §9.7 “alternative

investments” with the corresponding amounts expended for each wire centers on the 2018-2019

“rehabilitation” projects.  Table 7.18 presents the same data as in Table 7.17, sorted by total

rehabilitation expenditures for each wire center, from largest to smallest.  several key service

quality performance metrics for each AT&T wire center.  Finally, Table 7.19 provides the same

rehabilitation expenditures by wire center as in Table 7.14, but includes all AT&T California

wire centers, not just those for which GO 133-D §9.7 “Alternative Investments” had been

committed.
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Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.

ECONOMICS AND 
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.

ECONOMICS AND 
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.

ECONOMICS AND 
 TECHNOLOGY, INC.

                                                                                          21 
 
 
 
 
CONFIDENTIAL AND PROPRIETARY PER P.U. CODE § 583, GENERAL ORDER 66-D, & D.16-08-024



I�
��
 �
�8

�
�

�


�
�
�
�

��

�
�
�'

�	
*

�
��
��
��
�
��

�
/4

�
�
<
3

�
�"

�2
��

�=
"#
��

	�2
��

�=
/�

	�
#

J�
��

���


/*
��

��
��3

K�
��

$�
	'
��

/�
=#
��
C>
�B
�2
30

�
7
�
�/
�
/�
�


�3
N"

3

-
�/
.
2
3�

�7
A�
�
�2
3�
�
3


/3
2
� 
��
89
 �
�+
���
��
��

	��
'�

$ �

�

�

��
0.

G0
/

��
�

0�
��

G�
��

�+
�6

"
��

��
2

0�
��

��
/

��
��

��
��

��
��

��
���

���
���

���
���

���
���

 
���

���
���

���
���

���
���

���
���

�(
�

��
�

���
���

���
���

���
���

�
��

��
��

�
���

���
���

���
���

���
�

�(
��


	


���
���

���
���

���
���

�
��

��
�

���
���

���
���

���
���

���
��

�

�

��
0.

G0
/

��
�

0�
��

G�
��

�4
��

�*
��

��
�0

��
�+

��
�&

�
0�

��
��

/
��

��
��

��
�(

��

	

�
���

���
���

���
���

���
�

 
���

���
���

���
���

���
���

���
���

�(
��

�	
���

���
���

���
���

���
���

�	
��


�

���
���

���
���

���
���

�
�(


�
�



���

���
���

���
���

���
�

	

��

(
���

���
���

���
���

���
���

��
�


�
��

0.
G0

/
��


0�

��
G�

��
��

�'
��

��
�B

��
��

2
0�

��
��

/
��

��
�

		
(�

��
�


���
���

���
���

���
���

���
 

���
���

���
���

���
���

���
���

���
��

�
(�

���
���

���
���

���
���

���


�
��

���
���

���
���

���
���

���
�


��
�(

	
���

���
���

���
���

���
�

	

��

�
���

���
���

���
���

���
���

��
�


�
��

0.
G0

/
��

�
0�

��
G�

��
�G

%�
��

��
�

0�
��

��
/

��
��

(�
�


��
��

��
���

���
���

���
���

���
���

 
���

���
���

���
���

���
���

���
���

�

��


�
���

���
���

���
���

���
���

��
�(

	

���

���
���

���
���

���
���

��
��

��
���

���
���

���
���

���
���

	�
��

���
���

���
���

���
���

���
���

�
�


�
��

0.
G0

/
��

�
0�

��
G�

��
�)

��
��

2
0�

��
��

/
��

��
��

�
�


�

	(

���
���

���
���

���
���

���
 

���
���

���
���

���
���

���
���

���
��


�
	

���
���

���
���

���
���

���
��

��
	�


���

���
���

���
���

���
���

��
��

�
�


���
���

���
���

���
���

���
�	

��
��

���
���

���
���

���
���

���
�

��
��

0.
�/

/
��

�
0�

��
�%

��
�

�
��

��
��

2
��

��
��

	
���

���
���

���
���

���
���

��
 

���
���

���
���

���
���

���
���

���
 

���
���

���
���

���
���

���
���

���
�

��
(�

���
���

���
���

���
���

���
��

��
(�

���
���

���
���

���
���

���
�


��
��

���
���

���
���

���
���

���
��




	


0.
�.

/
��

�
0�

��
��

��
��

�
��

�'
��

�
�

�
	�

��
��

���
���

���
���

���
���

���
 

���
���

���
���

���
���

���
���

���
�


��
(�

���
���

���
���

���
���

���
�

��
�(

���
���

���
���

���
���

���
��

��
�(

�
���

���
���

���
���

���
�

��
�(

�
���

���
���

���
���

���
���

��



��
�

0.
�,

/
�


�
0�

��
�%

��
�,

5�
�&

�
0�

��
�%

��
�,

5�
�&

�
��

��
�	

��
(

���
���

���
���

���
���

���
 

���
���

���
���

���
���

���
���

���
�


��
�

�
���

���
���

���
���

���
�

��
��

�(
�

���
���

���
���

���
���

�
�	

��

�

�
���

���
���

���
���

���
�

��
��

��
���

���
���

���
���

���
���

�

�

�(
0.

�
�/

��
�

0�
��

�
��

���
0�

��
��

/
��

��
(�

�
(	

�

(

���
���

���
���

���
���

���
 

���
���

���
���

���
���

���
���

���
 

���
���

���
���

���
���

���
���

���
��

��
�	

���
���

���
���

���
���

���
�

�

(�

���
���

���
���

���
���

���
��

�
�	

���
���

���
���

���
���

���
	(


	
��

0.
�

/
/

��
�

0�
��

�
��

��
�

0�
��

<
��

*�
�

�
	�

�(
�(

���
���

���
���

���
���

���
��

��
�

���
���

���
���

���
���

���
��

��
��


(
���

���
���

���
���

���
���

�

	�

(

(

���
���

���
���

���
���

�
��

��
(�


���

���
���

���
���

���
�

�
�

�
���

���
���

���
���

���
���

��



��
�


0.
�

7/
��

�
0�

��
��

�
��

*�
���

�
0�

��
�%

��
�,

5�
�&

�
��



�


��
�

���
���

���
���

���
���

���
 

���
���

���
���

���
���

���
���

���
��

��
��

���
���

���
���

���
���

���
��

��
��

���
���

���
���

���
���

���
��

��
�	

���
���

���
���

���
���

���
	�

��
�

���
���

���
���

���
���

���
��

(�




	�
0.

�
!/

��
�

0�
��

�
��

��
0�

��
�

��
��

	�




(�
��

�
���

���
���

���
���

���
���

 
���

���
���

���
���

���
���

���
���

(�
�	

	�
���

���
���

���
���

���
���

�

��

��
���

���
���

���
���

���
���

�	
�

��
�

���
���

���
���

���
���

�
��

��
(

���
���

���
���

���
���

���
��

��

(

��
0.

1<
/

�

�

0�
��

1�
��

�
��

��
��

*�
��

�
	�

�	
��

��
�



���

���
���

���
���

���
�

 
���

���
���

���
���

���
���

���
���

((
��


�
���

���
���

���
���

���
���

�

��

��
(

���
���

���
���

���
���

�
�


��
��

(
���

���
���

���
���

���
�

��
��

(
���

���
���

���
���

���
���

��
�


��
�

0.
3

�/
��

�
0�

��
��

!%
��

%'
��

�
�	

��
�




�

���
���

���
���

���
���

�
 

���
���

���
���

���
���

���
���

���
��

�
	�

���
���

���
���

���
���

���
��

�
��

�
���

���
���

���
���

���
�

��
��

��
�

���
���

���
���

���
���

�
�

��
�

���
���

���
���

���
���

���
��

��
�


	�
0.

3
+/

�

�

0�
��

3
��

��
���

��
�

�
��

��
(�

�
��

��
�

���
���

���
���

���
���

���
 

���
���

���
���

���
���

���
���

���
(	

��
��

���
���

���
���

���
���

���
	�

�

��

���
���

���
���

���
���

���
�	

��
	�

�
���

���
���

���
���

���
�

��
�(


���

���
���

���
���

���
���

��
��

�

	�

0.
3

+/
��

�
1�

�#
"

�2
�

��
��

��
�(

��
�

�
���

���
���

���
���

���
���

��
 

���
���

���
���

���
���

���
���

���
��

(�
	

���
���

���
���

���
���

���
��

�

��

��
���

���
���

���
���

���
���

��
��

��
���

���
���

���
���

���
���

	�
��

���
���

���
���

���
���

���
���

�
��

�

	�

0.
3

�
/

��
�

0�
��

3
�'

��
��

�'
��

�
��

�	
��

��
��

���
���

���
���

���
���

���
 

���
���

���
���

���
���

���
���

���
 

���
���

���
���

���
���

���
���

���
��

(�
�

�
���

���
���

���
���

���
�

�(
��

��
�

���
���

���
���

���
���

�
�


��
�

���
���

���
���

���
���

���
��

	

	�

�

0.

3
0/

�

�

0�
��

��
3

��
��

�
��

�
0�

��
'

�
��

��
�

��
�	

��
���

���
���

���
���

���
���

 
���

���
���

���
���

���
���

���
���

�

��

��
���

���
���

���
���

���
���

((
��



(

���
���

���
���

���
���

�
	�

��
�


�
���

���
���

���
���

���
�

(�
��

�
���

���
���

���
���

���
���

��
	


	�
��

0.
3

0/
��

�
��

��
��

�'
��

0�
��

'
�

��
�	

(�
��

(
���

���
���

���
���

���
���

��
 

���
���

���
���

���
���

���
���

���
��

��
�

���
���

���
���

���
���

���
	


��
��

���
���

���
���

���
���

���
��

��
��

���
���

���
���

���
���

���
�(

�

�

���
���

���
���

���
���

���
��

�

�

��
0.

!/
/

�

�

0�
��

��
/

��
��

�0
&�

��
&�

�#
0�

��
��

/
��

��
�	

(
��

��
��

���
���

���
���

���
���

���
 

���
���

���
���

���
���

���
���

���
��

�

��

���
���

���
���

���
���

���
�


��
�

���
���

���
���

���
���

���
(

��

�

���
���

���
���

���
���

���
�

��
�

���
���

���
���

���
���

���
��

�

�

�	
0.

!/
/

��
�

0�
��

��
/

��
��

�)
��

��
'

2
0�

��
��

/
��

��
�

	�
��

��




���
���

���
���

���
���

���
 

���
���

���
���

���
���

���
���

���
��

�

��

���
���

���
���

���
���

���
��

�	
��

���
���

���
���

���
���

���
�	

��
��

(
���

���
���

���
���

���
�

��
�(

�
���

���
���

���
���

���
���

��
�


�
�

0.
B�

/
�


�
/

��
��

��0
%�

�2
��

��
0�

��
��

/
��

��
		

��
��

�	
��

���
���

���
���

���
���

���
��

���
���

���
���

���
���

���
���

���
�

��
��

��
���

���
���

���
���

���
���

(
��

��
���

���
���

���
���

���
���

��
	�

�
�

���
���

���
���

���
���

�
��

�

�

���
���

���
���

���
���

���
��

�

�

��
0.

B�
/

��
�

�
��

��
��

��
0%

��
�2

��
��

0�
��

��
/

��
��

�(
(�

 
���

���
���

���
���

���
���

���
���

��
��


���

���
���

���
���

���
���

��
��

�	
�

���
���

���
���

���
���

���
��

	�
�(

�
���

���
���

���
���

���
���

��
��

��
	�

���
���

���
���

���
���

���
��

�	
���

���
���

���
���

���
���

���
�

(�
�	

��
0.

?0
/

��
�

0�
��

?�
��

��
0�

��
<

��
*�

��
�

�(
�	

��
���

���
���

���
���

���
���

 
���

���
���

���
���

���
���

���
���

 
���

���
���

���
���

���
���

���
���

��
��

��
���

���
���

���
���

���
���

��
��

��
���

���
���

���
���

���
���

�

�

�
���

���
���

���
���

���
���

��
	


	�
��

0,
.

�
/

��
�

0�
��

'
�

0�
��

'
�

��
(�

�

��

��
���

���
���

���
���

���
���

��
��

��
���

���
���

���
���

���
���

�
�


�

���

���
���

���
���

���
���

�(
��

	�
���

���
���

���
���

���
���

��

�

(�
�

���
���

���
���

���
���

�
�

��
�

���
���

���
���

���
���

���
��

(�
((

(

01

0<
/

��
�

0�
%�

�1
��

��
��

��
�

��
��

��
��

��
��

*�
��

�
�

��
�(

��
	�

���
���

���
���

���
���

���
 

���
���

���
���

���
���

���
���

���
��

�
�

���
���

���
���

���
���

���
��

��
��

�
���

���
���

���
���

���
���

��
��

��
��

���
���

���
���

���
���

���
�


��
�

���
���

���
���

���
���

���
��

��
��

��
01

B�
/

��
�

0&
���

*�
����

!%
��

��
	�

�
 

���
���

���
���

���
���

���
���

���
 

���
���

���
���

���
���

���
���

���
��

��



���
���

���
���

���
���

���
��

��
�

���
���

���
���

���
���

���
��

��
�

���
���

���
���

���
���

���
�

�	
	

���
���

���
���

���
���

���
��

��

�


�
03

/
?/

��
�

0�
��

��
�/

��2
0�

��
��

��



 
���

���
���

���
���

���
���

���
���

 
���

���
���

���
���

���
���

���
���

 
���

���
���

���
���

���
���

���
���

�

�(

		
���

���
���

���
���

���
���

�

�(

		
���

���
���

���
���

���
���

��
�

�
���

���
���

���
���

���
���

��
��

��
��

03
+3

/
��

�
0�

��
���

��
C�

�*
�

�
 

���
���

���
���

���
���

���
���

���
 

���
���

���
���

���
���

���
���

���
��

��
(

���
���

���
���

���
���

���
��

��
��

��
���

���
���

���
���

���
���

��
��


	
���

���
���

���
���

���
���

�(
��

��
���

���
���

���
���

���
���

��

�


(
03

B�
/

��
�

0�
��

��
��

���
0�

��
��

�(
�

 
���

���
���

���
���

���
���

���
���

 
���

���
���

���
���

���
���

���
���

 
���

���
���

���
���

���
���

���
���

��
��

�
���

���
���

���
���

���
���

��
��

��
�

���
���

���
���

���
���

���
��

��
��

�
���

���
���

���
���

���
���

��
��

�

	�

00
�!

/
��

�
0�

%�
��

���
��

��
#�

&%
�

�
��

��
�	

�	
��

��


���
���

���
���

���
���

���
��

 
���

���
���

���
���

���
���

���
���

 
���

���
���

���
���

���
���

���
���

��
��

	�
���

���
���

���
���

���
���

�	
�

��
���

���
���

���
���

���
���

�

��

	
���

���
���

���
���

���
���

��
��


�

�

0!
�@

/
�


�
0�

%�
��

!�
��

��
0%

��
�6

4�
�<

��
��

�
�	

��
��


�
�

���
���

���
���

���
���

���
��

 
���

���
���

���
���

���
���

���
���

 
���

���
���

���
���

���
���

���
���

	�
��

�
���

���
���

���
���

���
���

	�
��

��
���

���
���

���
���

���
���

�(
��

�
���

���
���

���
���

���
���

��
��


�
��

0!
�@

/
��

�
0�

%�
��

!�
��

��
!�

'
��

��
#

4�
�<

��
��

�
��


 

���
���

���
���

���
���

���
���

���
 

���
���

���
���

���
���

���
���

���
��

�(
�

���
���

���
���

���
���

���
��

��
�	

�
���

���
���

���
���

���
���

��
(�


�
�

���
���

���
���

���
���

���
��

�	
��



���

���
���

���
���

���
���

��
��


�
��

0!
�@

/
��

�
0�

%�
��

!�
��

��
�

�2
��

��
�&

��
��

4�
�<

��
��

�
	

�
	�

(�
�

���
���

���
���

���
���

���
��

 
���

���
���

���
���

���
���

���
���

��
�

�
���

���
���

���
���

���
���

��
��

��
��

���
���

���
���

���
���

���
�(

��
��

���
���

���
���

���
���

���
��

��
�

���
���

���
���

���
���

���
��

��
�


	(
0!

)@
/

��
�

0�
��

��
��

)�
��

�
�

��
��

��

�

�

��

��
���

���
���

���
���

���
���

 
���

���
���

���
���

���
���

���
���

	�


�
���

���
���

���
���

���
���

��
��

��
��

���
���

���
���

���
���

���
��

�(
�


���
���

���
���

���
���

���
�	

��
�

���
���

���
���

���
���

���
��

�

��

��
0!

/
C/

��
�

0%
���

��/
��

�#
�'

��
��

(�
	

�

	

	
���

���
���

���
���

���
���

��
 

���
���

���
���

���
���

���
���

���
��

�	
�

���
���

���
���

���
���

���
��

��
�

�	
���

���
���

���
���

���
���

��
��

		
���

���
���

���
���

���
���

(�
�

�
���

���
���

���
���

���
���

��
��


�
��

0!
+3

/
��

�
0�

��
2�

��
�

/
��

%�
�

��


��
(

�
���

���
���

���
���

���
���

��
 

���
���

���
���

���
���

���
���

���
 

���
���

���
���

���
���

���
���

���
��

	�
	

���
���

���
���

���
���

���
��

��
��

(
���

���
���

���
���

���
���

��
��

��
�

���
���

���
���

���
���

���
��

	

	�

�
0!

@
.

/
��

�
0�

�@
��

��
�

.
�&

�
��

	�
�


�	
�	

���
���

���
���

���
���

���
 

���
���

���
���

���
���

���
���

���
��

��
(�

���
���

���
���

���
���

���
�(

�
��

���
���

���
���

���
���

���
��

�
	�

���
���

���
���

���
���

���
��

��



���
���

���
���

���
���

���
��

	

	�

��
09

70
/

��
�

0%
��

%�
�/

��2
0�

��
��

��
�

 
���

���
���

���
���

���
���

���
���

 
���

���
���

���
���

���
���

���
���

 
���

���
���

���
���

���
���

���
���

��
��

�

���

���
���

���
���

���
���

��
��

�

���

���
���

���
���

���
���

��
�

�
���

���
���

���
���

���
���

��
��

�

		

09
.

�/
��

�
0%

��
�

��
�'

��
�

��
�

��
�


	�
���

���
���

���
���

���
���

 
���

���
���

���
���

���
���

���
���

 
���

���
���

���
���

���
���

���
���

��
��

��
���

���
���

���
���

���
���

��
�(


(
���

���
���

���
���

���
���

��
��

��
���

���
���

���
���

���
���

��
�



�
!)

3
.

/
��

�
!�

5%
��

�
�

��
��

�(
(

 
���

���
���

���
���

���
���

���
���

 
���

���
���

���
���

���
���

���
���

 
���

���
���

���
���

���
���

���
���

��
�(

�
���

���
���

���
���

���
���

��
��

�(
�

���
���

���
���

���
���

���
��

��
��

���
���

���
���

���
���

���
���

�
((

��
��

!@
/

@
/

�

�

!�
��

��
��

&�
C�

��
�	

	
�

��
		

���
���

���
���

���
���

���
 

���
���

���
���

���
���

���
���

���
 

���
���

���
���

���
���

���
���

���
��

��
��



���

���
���

���
���

���
�

�
��

�
(

���
���

���
���

���
���

�
�


��

	

���
���

���
���

���
���

���
��


�
��

!@
/

?/
�


�
!�

��
��

/
��2

1�
��

��
��

�
��

��
�

���
���

���
���

���
���

���
��

 
���

���
���

���
���

���
���

���
���

 
���

���
���

���
���

���
���

���
���

�

��

	�
���

���
���

���
���

���
���

��
��

�
���

���
���

���
���

���
���

��
�	

�
���

���
���

���
���

���
���

��
��

��
�

!@
3

3
/

��
�

!�
��

��
3

��
��

�
!%

��
��

(

�

 
���

���
���

���
���

���
���

���
�� �

��
��

�

���

���
���

���
���

���
���

��
��

�
���

���
���

���
���

���
���

��
�(

�
(�

���
���

���
���

���
���

���
��

��
�	

���
���

���
���

���
���

���
�(

��
�(

���
���

���
���

���
���

���
�


��
�	

!@
!.

/
��

�
!�

��
��

��
0�

��
G�

�$
%�

�
�




��

��
(�

���
���

���
���

���
���

���
 

���
���

���
���

���
���

���
���

���
��

��
�

���
���

���
���

���
���

���
��

��
��

�(
���

���
���

���
���

���
���

��
��

�(
���

���
���

���
���

���
���

��
��

�(
���

���
���

���
���

���
���

	

	�

��
!�

�0
/

��
�

!�
'

��
��

0�
��

'
�

�
	

��
�	



���

���
���

���
���

���
���

��
 

���
���

���
���

���
���

���
���

���
��

�

(�

���
���

���
���

���
���

���
�


��
	�

���
���

���
���

���
���

���
�	

�(
�

���
���

���
���

���
���

���
�(

��
�

���
���

���
���

���
���

���
��



��

�(
!�

!.
/

��
�

!�
'

&�
��

��
0�

��
�%

��
�,

5�
�&

�
(�

�
��

�(
�

���
���

���
���

���
���

���
��

 
���

���
���

���
���

���
���

���
���

 
���

���
���

���
���

���
���

���
���

��
��

�

���

���
���

���
���

���
���

��
��

��
���

���
���

���
���

���
���

	(
�	

(
���

���
���

���
���

���
���

��
��

��
��

!1
!.

/
��

�
!�

&�
��

!%
��

��
��

�
	�


(
	

���
���

���
���

���
���

���
��

 
���

���
���

���
���

���
���

���
���

��
��

�
���

���
���

���
���

���
���

��
��

�
((

���
���

���
���

���
���

���
��

�
�(

���
���

���
���

���
���

���
�(

��
��

���
���

���
���

���
���

���
�


��
�


!3
�/

/
��

�
!�

��
2

0�
��

G�
�$

%�
�

��
��

 
���

���
���

���
���

���
���

���
���

 
���

���
���

���
���

���
���

���
���

��
��

��
���

���
���

���
���

���
���

�	
(�

�

(

���
���

���
���

���
���

�
��


�
�


�
���

���
���

���
���

���
�

�

��

�
���

���
���

���
���

���
���

��
��

��
�(

!3
)�

/
��

�
!�

���
�)

��
��

!%
��

��
��

	
��

�	
�	

���
���

���
���

���
���

���
 

���
���

���
���

���
���

���
���

���
��

�(
�

���
���

���
���

���
���

���
��

�(
�


	
���

���
���

���
���

���
���

	

�	

	�
���

���
���

���
���

���
���

�(
��

	�
���

���
���

���
���

���
���

�

��

��
!3

�/
/

��
�

!%
���

�#
0�

��
��

��
%�

(	
�(

	
�

��
���

���
���

���
���

���
���

 
���

���
���

���
���

���
���

���
���

��
�	

	�
���

���
���

���
���

���
���

�	

�

		
�

���
���

���
���

���
���

�
�	

��
�(

�
���

���
���

���
���

���
�

�(
��

�
���

���
���

���
���

���
���

��
��


(
(�

!3
.

/
/

��
�

!�
���

��
�

��
��

��
*�

��
�

��
(


�	
��

(�



���
���

���
���

���
���

�
 

���
���

���
���

���
���

���
���

���
�

��
�

���
���

���
���

���
���

���
��

��
��

��
���

���
���

���
���

���
���

��

�

�
(

���
���

���
���

���
���

�
��

�
	

���
���

���
���

���
���

���
��

345

7���AT&T Corporate and California Financials and ILEC Investment Policies: Update

ECONOMICS AND 
 TECHNOLOGY, INC.

 

 

 

 

1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.

ECONOMICS AND 
 TECHNOLOGY, INC.

                                                                                          21 
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.

ECONOMICS AND 
 TECHNOLOGY, INC.

                                                                                          21 
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.

ECONOMICS AND 
 TECHNOLOGY, INC.

                                                                                          21 
 
 
 
 
CONFIDENTIAL AND PROPRIETARY PER P.U. CODE § 583, GENERAL ORDER 66-D, & D.16-08-024



�
�

�


�
�
�
�

��

�
�
�'

�	
*

I�
��
 �
�+
��
��
��
��
�
��

�

6
�
��
??
9-
�L
+>
C�

M�
#	�

��
�	
��
��

��
��
�	
�
��

	�
M

�
	�
��
�2
��

�=
�

3K
��

�$
�	'

��
�

"�
	�6

�
��
??
9-
�L
�>
C

/�
=#
��
C>
�C
�6
�
��
??
9-
�L
+>
C�
M�

/
32



�
/�
:3

��

:3

�/
5
3


/�
M�
��
>��
2
30

�
7
�3
N"

3

-
�/
.
2
3�

���
��

	;$
�

��

�

�(
-

F�
�/

��
�

-
�A

��
��

0�
�#

�2
�%

��
 

���
���

���
���

���
���

���
���

���
�

 
���

���
���

���
���

���
���

���
���

�
K<

7B
L


M
�


��
	(

@
43

�/
��

�
@

��
��

�
0�

��
�'

��
��

�
�	

�
 

���
���

���
���

���
���

���
���

���
�

(�
�	

	(
���

���
���

���
���

���
���

�

�




�

�

�	

��
@

-
�<

/
��

�
@

�*
��

��
�

0�
��

)�
��

��
��

��
��



 

���
���

���
���

���
���

���
���

���
�

�(

�

	


���
���

���
���

���
���

��

�




�

�

��

		
@

-
0.

/
��

�
@

%*
��

��
0�

��
��

��
%�

��
�

 
���

���
���

���
���

���
���

���
���

�
��

��
�(

���
���

���
���

���
���

���
�


�




�
	


	�
�	

@
�)

-
/

��
�

@
��

��
�5

%�
*

0�
��

'
�

�(
	�

�(
�


	�
���

���
���

���
���

���
���

�
�(

��
�



���

���
���

���
���

���
��

��
�

�
�

��
��

@
�0

!/
��

�
@

��
���

��
�

0�
��

)�
��

��
��

��
 

���
���

���
���

���
���

���
���

���
�

(

��

��
���

���
���

���
���

���
���

�

�




�

	(

	

��
@

�B
�/

��
�

@
��

��
����

7'
&�

���
�

��


 
���

���
���

���
���

���
���

���
���

�
�(

��
�

���
���

���
���

���
���

���
�


�




�
��

�(
�(

@
�8

<
/

�

�

@
��

�2
"

��
�

��
��

��
*�

��
�

��
�

 
���

���
���

���
���

���
���

���
���

�
��


�
��

	
���

���
���

���
���

���
��


�




�
(�




�(

@
�

)�
/

��
�

@
��

���
��

��
)�

2
0�

��
�

��
��

��
��

�	
��

��
���

���
���

���
���

���
���

�
��

�

��

���
���

���
���

���
���

���
�

�

��

��
��


�
(�

@
�

/
?/

��
�

@
�'

���
��

�/
��2

-
��

��
��

�
 

���
���

���
���

���
���

���
���

���
�

��
�	



���

���
���

���
���

���
���

���

�




�

��

�

(�
@

�
8

<
/

��
�

@
�'

�"
��

�
4�

�<
��

��
�

��
�	

 
���

���
���

���
���

���
���

���
���

�
��

�
�

���
���

���
���

���
���

���
�


�




�
��

��
	�

@
.

+3
/

�

�

@
��

��
��

C�
�*

�
�	

�
 

���
���

���
���

���
���

���
���

���
�

�
��

�(
�

���
���

���
���

���
���

��

�




�

��
�(

�	
@

.
1C

/
�


�
@

%�
���

*�
��

�1
��

#
��

��
��

*�
��

�
(	

��
 

���
���

���
���

���
���

���
���

���
�

�

(�

	�
�

���
���

���
���

���
���

��

�




�

	

	�

�
@

1�
<

/
��

�
@

�&
��

��
�

��
��

��
��

�

�

 
���

���
���

���
���

���
���

���
���

�
��

��
�

���
���

���
���

���
���

���
�


�




�
��


�
(�

@
3

)C
/

��
�

@
��

�5
��

�#
0�

�#
�2

�%
�(



 

���
���

���
���

���
���

���
���

���
�

��
��

�	
���

���
���

���
���

���
���

�

�




�

��






@

3
/

�/
��

�
@

��
�%

��
��

1�
��

��
/

��
���

�/
��

��
�(

��
 

���
���

���
���

���
���

���
���

���
�

��
��

(	
���

���
���

���
���

���
���

�

�




�

��
��

	
@

9
3

.
/

��
�

@
%�

��
+�

��
��

��
�

 
���

���
���

���
���

���
���

���
���

�
�

��
�(

���
���

���
���

���
���

���
�


�




�
��


(
�

@
8

!@
/

�

�

@
�"

��
��

��
��

��
��

*�
��

�
�


�(
 

���
���

���
���

���
���

���
���

���
�

	�
��

��
���

���
���

���
���

���
���

�

�




�

	

	�

��
@

?B
�/

��
�

@
2�

��
��

���
@

%'
5�

��
�

�(
�

 
���

���
���

���
���

���
���

���
���

�
�	

��
��

���
���

���
���

���
���

���
�


�




�
��




�	

@
?8

3
/

�

�

@
�2

"
��

��
�

��
�

��
�'

��
�

	
	


 
���

���
���

���
���

���
���

���
���

�
��

��
��

�
���

���
���

���
���

���
��


�




�
��




�

@
?8

3
/

��
�

@
�2

"
��

��
<

�&
��

��
�'

��
�

��
(

 
���

���
���

���
���

���
���

���
���

�
��

��

�

�
���

���
���

���
���

���
��


�




�
��

�

��

7-
.

/
/

��
�

7*
��

��
�

�
��

��
��

��
 

���
���

���
���

���
���

���
���

���
�

�	
�	

�
���

���
���

���
���

���
���

�

�




�

��

(

��
7-

8
<

/
�


�
7�

*�
�"

��
�

��
��

��
*�

��
�

�

�

 
���

���
���

���
���

���
���

���
���

�
	�

��
�

���
���

���
���

���
���

���
�


�




�
(�

�	
��

7�
)@

/
��

�
7'

&�
���

��)
��

��
0�

��
<

��
*�

�

��

��
��

�

���

���
���

���
���

���
���

�
��

�	
��

���
���

���
���

���
���

���
�

��
��

��
	(


	
��

7�
13

/
��

�
7'

&�
���

�
7'

&�
���

�
��

�
 

���
���

���
���

���
���

���
���

���
�

��
��




���

���
���

���
���

���
���

�

�




�

��
�


�

7.

B3
/

��
�

7�
��

��
��

�
�

��
��

��
	

 
���

���
���

���
���

���
���

���
���

�
�(

�	
�

���
���

���
���

���
���

���
�


�




�
�


��
	�

7,
.

4/
��

�
7�

��
�'

��
��

	
�

 
���

���
���

���
���

���
���

���
���

�
��

��
��

�
���

���
���

���
���

���
��


�




�
��

�	
��

73
B.

/
�


�
7��

��
�

,
��

�*
�

�(
�

 
���

���
���

���
���

���
���

���
���

�
��

��
��


���

���
���

���
���

���
��


�




�
��

�

	

73
B.

/
��

�
7��

��
��

��
�&

��
�

,
��

�*
�

�(
�(

 
���

���
���

���
���

���
���

���
���

�
��

��
�(

���
���

���
���

���
���

���
�


�




�
��

�
�


73
B.

/
��

�
0&

��
��%

'
�7�

��
��

,
��

�*
�

�	



 
���

���
���

���
���

���
���

���
���

�
��


���

���
���

���
���

���
���

���
���


�




�
��

��



7B
.

@
/

��
�

7�
��

��
�

!%
��

��
��

�
 

���
���

���
���

���
���

���
���

���
�

��
��

��
(

���
���

���
���

���
���

��

�




�

(�
�

��
G�

�
�/

�(



G�
'

%�
0�

��
<

��
*�

��
�

 
���

���
���

���
���

���
���

���
���

�
��

�

��

���
���

���
���

���
���

���
�


�




�
(�

�	
�(

G/
�

)/
��

�
G�

�%
'

5�
0�

��
<

��
*�

�	
�

 
���

���
���

���
���

���
���

���
���

�
��

��
��

���
���

���
���

���
���

���
�


�




�
�


��
�

G/
0.

/
�


�
G�

�#
��

�
�'

��
��

��
��

 
���

���
���

���
���

���
���

���
���

�
�


��
��

�
���

���
���

���
���

���
��


�




�

353

7���AT&T Corporate and California Financials and ILEC Investment Policies: Update

ECONOMICS AND 
 TECHNOLOGY, INC.

 

 

 

 

1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.

ECONOMICS AND 
 TECHNOLOGY, INC.

                                                                                          21 
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.

ECONOMICS AND 
 TECHNOLOGY, INC.

                                                                                          21 
 
 
 
 
CONFIDENTIAL AND PROPRIETARY PER P.U. CODE § 583, GENERAL ORDER 66-D, & D.16-08-024



�
�

�


�
�
�
�

��

�
�
�'

�	
*

I�
��
 �
�+
��
��
��
��
�
��

�

6
�
��
??
9-
�L
+>
C�

M�
#	�

��
�	
��
��

��
��
�	
�
��

	�
M

�
	�
��
�2
��

�=
�

3K
��

�$
�	'

��
�

"�
	�6

�
��
??
9-
�L
�>
C

/�
=#
��
C>
�C
�6
�
��
??
9-
�L
+>
C�
M�

/
32



�
/�
:3

��

:3

�/
5
3


/�
M�
��
>��
2
30

�
7
�3
N"

3

-
�/
.
2
3�

���
��

	;$
�

	�
�	

�
!9

0!
/

��
�

!%
��

��
��

�
,

��
�*

�
(�

(�
 

���
���

���
���

���
���

���
���

���
�

��
��

	�
�

���
���

���
���

���
���

��

�




�

	�
�


�
!9

0!
/

�	



!%
��

��
�	



,

��
�*

�
(�


 

���
���

���
���

���
���

���
���

���
�

��
(�


���

���
���

���
���

���
���

���

�




�

�

��

��
!8

@
3

/
��

�
!"

��
��

@
��

��
!%

��
%'

��
�(


	
 

���
���

���
���

���
���

���
���

���
�

��
��

�	
�

���
���

���
���

���
���

��

�




�

	

	�

�
9

C7
@

/
�


�
9

#�
��

��
��

�
�

��
��

��
��

��
�	

�	
��

��
���

���
���

���
���

���
���

�
��

(�
�	

�
���

���
���

���
���

���
��

��
�

�
	


	�
�	

9
C7

@
/

��
�

/
�&

��
��

�7�
��

��
�

�
��

��
��

��
��

�
 

���
���

���
���

���
���

���
���

���
�

�	
��

��
���

���
���

���
���

���
���

�

�




�

��




	
9

.
/

?/
��

�
9

��
��

�/
��2

��
�'

��
�

�
��

 
���

���
���

���
���

���
���

���
���

�
�



�
��

�
���

���
���

���
���

���
��


�




�
	


	�
��

9
1�

C/
��

�
9

&&
��

��
�#

�
��

#�
�


 

���
���

���
���

���
���

���
���

���
�

�
�(

�

���

���
���

���
���

���
���

�

�




�

	

	�

�

B/

B�
/

��
�

B�
��

��
���

0�
��

��
��

�
 

���
���

���
���

���
���

���
���

���
�

�	
��

�
	

���
���

���
���

���
���

��

�




�

��

�

�	
B7

.
�/

��
�

B�
��

!�
��

'
�

(�
 

���
���

���
���

���
���

���
���

���
�

�

��

��
���

���
���

���
���

���
���

�

�




�

��
��

��
B7

0�
/

��
�

B�
��

���
��

��
�

!%
��

��
(�

	�
 

���
���

���
���

���
���

���
���

���
�

(�
��

��
	

���
���

���
���

���
���

��

�




�

	(






B7

0!
/

��
�

B�
��

�
0�

��
<

��
*�

�	
�


 
���

���
���

���
���

���
���

���
���

�
��

��
��

�
���

���
���

���
���

���
��


�




�
	(


	
��

B�
/

!/
��

�
B�

���
2�

/
��

��
�

0�
��

<
��

*�
��

(
 

���
���

���
���

���
���

���
���

���
�

��
	�

��
(

���
���

���
���

���
���

��

�




�

	

	�

��
B�

�G
/

�

�

B�
���

E�
0�

��
��

(�
(�

 
���

���
���

���
���

���
���

���
���

�
�

�
�


�
���

���
���

���
���

���
��


�




�
�

(
(�

B.
.

?/
�


�
B�

��
.

%2
�

��
��

��
*�

��
�

�

��

(
��

��
((

���
���

���
���

���
���

���
�

��
��

	�
�

���
���

���
���

���
���

��
��


�



��




B.

!3
/

�

�

B�
��

%�
��

+�
�

B�
��

%�
�

��
(�

 
���

���
���

���
���

���
���

���
���

�
�(

��



�
���

���
���

���
���

���
��


�




�



��
��

B.
!3

/
��

�
B�

��
%�

��
�

��
��

�
� �

B�
��

%�
�

�	
�

(�
��


���

���
���

���
���

���
���

���
��

��
��

�
���

���
���

���
���

���
��

��
��

�
	


	�
��

B?
+3

/
��

�
B�

���
2�

+�
��

0�
��

'
�

�
�

 
���

���
���

���
���

���
���

���
���

�
��

��
��

���
���

���
���

���
���

���
�


�




�
�


��
��

B?
01

/
��

�
B�

���
2�

0&
���

*�
/

��
��

��
��

��




��
��

	�
���

���
���

���
���

���
���

�
��

��
��

���
���

���
���

���
���

���
�

��
�(

�
�


��
�

8
�.

�/
��

�
8

�"
��

�
�

��
�&

��
�

�(
	

 
���

���
���

���
���

���
���

���
���

�
��

��
��

���
���

���
���

���
���

���
�


�




�
((

��

�

8
�0

/
/

�

�

8
��

��
C�

��
		

�
�


�

�

���
���

���
���

���
���

���
�

((
��

	�
���

���
���

���
���

���
���

�
�


��
��

��

�

��
8

<
�<

/
��

�
8

��
��

��
�

?�
��

��
�

 
���

���
���

���
���

���
���

���
���

�
�

��
��

�
���

���
���

���
���

���
��


�




�
��

��
��

8
<

�C
/

��
�

8
��

��
�#

�
!%

��
��

��
�

 
���

���
���

���
���

���
���

���
���

�
��


�
�	


���

���
���

���
���

���
��


�




�
��


�
�

8
44

<
/

�

�

8
��

�
0�

�#
�2

�%
�

	
 

���
���

���
���

���
���

���
���

���
�

��
�


�(
���

���
���

���
���

���
���

�

�




�

	

	�

��
8

4,
!/

��
�

8
��

��
@

%'
5�

��
�

(�
 

���
���

���
���

���
���

���
���

���
�

�

��

�	
���

���
���

���
���

���
���

�

�




�

��

(

(�
8

��
.

/
�


�
/

��
�%

�2
�/

��2
��

��
��

*�
��

�
�	

��
 

���
���

���
���

���
���

���
���

���
�

��
��

(
���

���
���

���
���

���
���

�

�




�

((
��


�
8

�)
0/

��
�

8
��

#�
��)

��
��

C�
��

��
	

 
���

���
���

���
���

���
���

���
���

�
(�

�
�(

���
���

���
���

���
���

���
�


�




�
�


��
�(

8
��

/
/

��
�

8
��

��
��

/
��

��
��

��
�




��

��
��

���
���

���
���

���
���

���
�

��
��


�
���

���
���

���
���

���
���

�
��

��
(�

��

(

(�
8

��
-

/
�


�
8

��'
��

*�
��

��
��

��
*�

��
�

��
��

	�
(	


���

���
���

���
���

���
���

���
�	


�
��

�
���

���
���

���
���

���
��

��

	

�
	


	�
��

8
�!

0/
��

�
8

����
��

�
��

��
��

��
�


��
 

���
���

���
���

���
���

���
���

���
�

�

��

��
�

���
���

���
���

���
���

��

�




�

��

�

��
8

�8
0/

��
�

8
����

"
�

-
��

��
�

�
 

���
���

���
���

���
���

���
���

���
�

��
��

�
���

���
���

���
���

���
���

�

�




�

��
�


	�
8

.
/

C/
��

�
8

��
�%

��/
��

�#
/

��
���

�/
��

��
��

��
�

��
��

�

���

���
���

���
���

���
���

�
�


(�
��

�
���

���
���

���
���

���
��

��
��

�
	


	�
��

8
.

<
0/

��
�

8
��

��
��

0�
��

'
�

�(
��

 
���

���
���

���
���

���
���

���
���

�
��

��
�

�
���

���
���

���
���

���
��


�




�
	(




�

8
.

01
/

��
�

8
��

��
��0

&�
��

*�
0�

��
<

��
*�

�	
�

 
���

���
���

���
���

���
���

���
���

�
�	

�

��

���
���

���
���

���
���

���
�


�




�
��


�
��

8
.

!3
/

��
�

8
��

��
��

?�
��

	�
�

�(
��

��
���

���
���

���
���

���
���

�
(�

�

(


���
���

���
���

���
���

���
�

��
��

(�

364

7���AT&T Corporate and California Financials and ILEC Investment Policies: Update

         ECONOMICS AND 
 TECHNOLOGY, INC.

 

 

 

 

1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.

ECONOMICS AND 
 TECHNOLOGY, INC.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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Summary and conclusions

Little has changed in the relationship between AT&T California and its parent AT&T Inc.

over the 2018-19 period relative to where things stood in 2010-2017.  As a relatively small – and

increasingly less important – component of the massive AT&T Inc., AT&T California’s finan-

cial condition and investment policies are largely subject to the parent company’s control.  The

California ILEC entity has no independent ability to raise equity capital on its own and, at the

moment, appears to have relatively limited debt on its books.  Plant retirements and depreciation

accruals have generally exceeded Gross Plant Additions on an annual basis, and the company’s

net Telecommunications Plant in Service (TPIS) – roughly equivalent to what would be consid-

ered its “rate base” under rate-of-return regulation – has eroded to only about $5-billion, resul-

ting in a Net-to-Gross book value ratio of roughly 13.7%.

It is clear that AT&T California has continued its policy of disinvesting in its California local

network infrastructure.  Moreover, a large portion of AT&T California’s Gross Plant Additions

continues to be directed toward expanding its ability to offer services like broadband Internet

access and video, rather than core legacy circuit-switched POTS services.

There appears to be wide variation across all of AT&T California’s 615 wire centers as to the

amount of new investment that has been directed at each of them, and ETI has not observed any

specific pattern to explain this prioritization.  There is no indication, for example, that

investment dollars are being directed toward those wire centers that have been underperforming

with respect to service quality or in their ability to meet the Commision’s GO 133-C/D service

quality standards. 

Notably, while the demand for AT&T California legacy POTS services have dropped by

76.4% over the 2010-2019 period, the company’s operating revenues saw only a 31.6% decrease

relative to their 2010 level.  One key explanation for this appears to be AT&T California’s

policy of effecting significant price increases for its legacy residential POTS services almost

every year since the CPUC’s adoption of the Uniform Regulatory Framework in 2006.  AT&T

California residential flat-rate (POTS) prices have risen by 152%, and for measured residential

service, prices have jumped by 325%.  These large and persistent price increases – coupled with

the general deterioration in service quality as discussed in Chapter 4A – are entirely consistent

with what appears to be  a “harvesting strategy” with respect to legacy circuit-switched services.  

“Harvesting” of this sort works where the price elasticity of demand is sufficiently low that

persistent price increases will still be profitable.  The fact that AT&T has been able to profitably

implement this succession of annual rate increases for more than a decade since the de-tariffing

of basic residential voice service raises serious questions as to whether competition has actually
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1 * Executive Summary and Overview of this Report

Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].

has now been negative for seven consecutive quarters.  Frontier’s shareholders have come to
understand that Frontier had grossly overpaid Verizon for the three ILECs purchased in 2016,
and have discounted the value of the company’s stock far below its nominal book value.

Still, Frontier California remains the underlying provider of most retail local network
services offered within its service area.  In addition to legacy POTS-type circuit-switched
services, the scope of Frontier California’s direct retail offerings also includes bundles of voice,
high-speed Internet access and video marketed under the FiOS brand.  

Verizon California and post-acquisition Frontier California have not implemented the
extreme succession of significant price increases for its legacy residential POTS services.  And
unlike AT&T, there is no evidence of a “harvesting strategy” on the part of Frontier or even
Verizon before the transfer.  Frontier, as a “pure-play” ILEC, has a strong incentive to maintain
and to grow its customer base, not to allow it to dissipate.  These are all positives for Frontier’s
future if it is somehow able to reverse its financial decline.  

Unlike Verizon California’s diminishing importance to its parent company prior to the 2016
sale, Frontier California represents a major component of its new parent, Frontier Communica-
tions Corporation.  But with the parent company’s worsening financial condition, Frontier
California’s financial condition and investment policies will be dictated by conditions that are
largely beyond the CPUC’s control.
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developed to a point where continued regulatory protection of basic residential telephone service

prices is no longer required or appropriate.  In competitive markets, customers will normally

respond to price increases by switching to substitute services or by purchasing less.  Here,

however, AT&T’s “harvesting” strategy is founded on the expectation that, while some

customers will discontinue their service in response to the steadily increasing prices, there are

still a sufficiently large number of customers who confront few if any actual competitive

alternatives and/or who simply retain their AT&T legacy POTS service due to inertia – they

simply haven’t gotten around to seeking out any alternatives.

Finally, and as we discussed in Chapter 4A, this same “harvesting” philosophy would also

explain why AT&T has failed to improve service quality for its POTS services at least to the

point where the GO 133-C/D standards can be achieved.  Where customers have competitive

alternatives, they will respond to inferior service by “voting with their feet” and seeking out

alternative suppliers.  But if the market is not so competitive that customers face such limited

choices, the provider has little financial incentive to direct its financial and other resources in

this area.

�

AT&T’s “harvesting” philosophy explains why AT&T has failed to improve

service quality for its POTS services at least to the point where the GO

133-C/D standards can be achieved, because the gains it can realize by

raising prices and curtailing investment and maintenance far exceed any

financial penalties it might suffer from persistently poor service quality.
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Figure 1.4.  While its various acquisitions produced large
increases in the number of customers and total operating revenues,
their impact upon Frontier’s net earnings was a succession of steep
declines.  [Source: Frontier 10-K Reports 2005-2017].
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