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RE: WC Docket Nos. 10-90,07-135,05-337 and 03-109, GN Docket No. 09-51 and
CC Docket Nos. 01-n and 96-45

Dear Ms. Dortch:

On April 12, 2011, Paul Kelly of Cordova Telephone Cooperative, hlC.; Doug Neal of OTZ Telephone
Cooperative, Inc.; AI Pedersen of Sandwich Isles Communications, Inc.; Rob Strait of Alexicon, h1C.; and
Derrick Owens and Gerard DuflY representing the Western Telecommunications Alliance met with Christine
D. Kurtb, Policy Director and Wireline Counsel to Commissioner Robert M. McDowell, to discnss the
Commission's pending universal service and intercarrier compensation rulemakingin the referenced dockets,
both generally and with respect to its impact upon Alaskan and Hawaiian rural carriers.

Rob Strait presented the attached financial impact analysis that Alexicon, mc., his consnlting firnl, has
prepared for Cordova Telephone Cooperative, mc. and five clients in the continental United States. This
analysis showed that the impact of the Commission's proposed "near ternl changes" to high-cost support
mechanisms wonld reduce the averaged minimnm Times mterest Eamed Ratio ("TIER") ofthe six companies
below 1.0, thereby placing most or all of them in default with respect to the covenants oftheir existing Rural
Utilities Service ("RUS") loans. There was some discussion of Alexicon's assnmptions regarding interstate
and intrastate access revenues under the Commission's proposals, but Mr. Strait pointed out that the high cost
support decreases alone would place most or all of the companies U1 violation oftheu' TIER requirements.

Messers. Kelly, Neal and Pedersen discussed the unique circumstances and very high costs of serving rural
Alaska and Hawaii, particularly the Alaskan Native Lands and Hawaiian Home Lands served by their
companies. The very high construction, maintenance, transportatiou and other costs to serve rural Alaska and
Hawaii have required very substantial federal high-cost support. Any significant reduction of this esseutial
revenue stream for Alaskan and Hawaiian rural carriers not only would halt their future deployment of
broadband services, but also would put thcm in default on their existing loans and tlu'eaten the viability oftheir
existing opcrations. At the very minimum, Messers. Kelly, Neal and Pedersen strongly urged that the
Commission carve out an exception or special high-cost mechanism for Alaskan and Hawaiian rural carriers.
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Pursuant to Section 1. 1206(b) of the Commissiou's Rules, this submission is being filed for inclusiou iu the
public record of the referenced proceedings.

1SpeCtfullY SUbmitte()'I'~ .
~C(L~~4{ ~pt.

Gerard J. DuffY (j" . ./ ;' )/

ce: Christiue D. Kurth



Alexicon Client Financiallrnpact Analysis

Impact of FCC's NPRM Proposed Revisions to USF and ICC

Released February 2011- Six Year Financial Forecaf'ot_-::7 "i-;:: ;;--;:- --:;;; :~:,:,:1~:----:---:;:-:5-l

12/31/15

Current Rules - Forecasted Revenues for USF!ICC I,ee footnote 11
1 Federal HCl Support and SNA $ $

2 End User Common line $ $

3 Interstate Access $ $

4 JCLS & LSS Support :l$:~~~tt~~~~j$:~~~~±:~~~~~~~~~~:~~~~5 Intrastate Access

6 Total USF and ICC Revenues

7

8 Net Income $

9 Increase (Decrease) Current Period Cash $

10
11 TIER

12 Federal HCl Support & SNA (footnote 2)

13 End User Common Line (footnote 3)

14 Interstate Access (footnote 4)

15 ICLS & LSS Support (footnote 5)

16 Intrastate Access (footnote 4)

17 Total USF and ICC Revenues

18

19 Net Income (footnote 6)

20 Increase (Decrease) Current Period Cash

21

22 TIER

23 Federal HCL Support and SNA

24 End User Common Line

25 Interstate Access

26 ICLS & LSS Support

27 Intrastate Access

28 Total USF and ICC Revenues

29 % Reduction in USF & ICC Revenues

30

31 % Reduction in Net Income

33

Local Rate

38
39 Footnote 1: All revenues are calculated on a based on the current rules in place for Rate or Return IlECs under 47 CFR

40 Footnote 2: HCl USF revenues computed under current FCC NPRM proposal which includes reducing loop recovery percentaes from the

41 current 65%/75% thresholds to 55%/65%, elimination of corporate operations expense and potential reduction in the NACPl to NECA's

42 estimated $332.38 calculation. Note that Alexicon has not reviewed nor do we attest to teh accuracy of the NECA NACPl reduction.

43 5NA is included in this figure adn it is reduced to zero over a 4 year period.

44 Footnote 3: Interstate End User Common line Revenues and increased for porposed 5lC charge increases to $1.50 residential and

45 $2.30 multi-line business

46 Footnote 4: Interstate and Intrastate Traffic Sensitive Access revenues reduced over three years to zero. Under current iCC proposal

47 where "f" '" 1.0 or higher of a carriers non-regulated revenues, no clients qualify for additional CAF.

48 Footnote 5: ICLS revenues reduced by the removal of corporate operations expenses, LSS revenue reduced to zero over a three year period.

49 Footnote 6: Net Income and Current Period Cash Flows are computed on the detail financJal forecast

50 Footnote 7: TIER determines the ability of a company to pay back its loan. It is calculated taking (interest expense plus net income)

51 divided by interest expense. A TIER of less than 1.0 will indicates a company Is In default on its loan.
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Alexicon Client Financial Impact Analysis
Impact of FCC's NPRM Proposed Revisions to USF and ICC

Six Year Financial Forecast

Comparison of USF/ICC Revenue Impact
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AJexicon Client Financial Impact Analysis

Impact of FCC's NPRM Proposed Revisions to USF and ICC
Six Year Financial Forecast

Impact on Net Income per FCC NPRM Proposal
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Alexicon Client Financial Impact Analysis

Impact of FCC's NPRM Proposed Revisions to USF and ICC
Six Year Financial Forecast

Alexicon, Inc. - Confidential Data


