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USFJB State Members' POLR Plan
Note:  Red indicates company-specific facts.  Blue indicates uniform national assumptions.   Both red and blue cells can be modified.

Carrier-Specific Assumptions and Facts

Donut Hole
% of locations 40% 60%

Locations 1,000                    Locations 400                  600                  
Take rate (all services) 64% Take rate (all services) 85% 50% Assumes cable competition in Hole area
Subs (all services) 640                       Subs (all services) 340                  300                  
% Locations served bb 92% Locations served broadband % 80% 100%
Locations served broadband 920                       Locations served broadband 320                  600                  

Broadband take rate (subs/passed) 40% 20% Assumes customers prefer cable broadband in hole
Broadband subs 248                       Subs taking broadband 128                  120                  
Subs voice-only 392                       Subs voice-only 212                  180                  
Investment/loc 4,800$                  Investment/loc 9,000$            2,000$            
Gross Investment 4,800,000$          Gross Investment 3,600,000$     1,200,000$    

% of all investment 75% 25%

$/mo $/loc/mo
Cost Gross Investment 3,600,000$     

% investm't excluded by cap* 5% Capped gross investment 3,420,000$     
Depreciation reserve % 50% Net Investment 1,710,000$     
Model cost to Gross Investment 80% Model Investment 2,880,000$     
Model Used for Step 1 Costs? yes Step 1 Investment 2,880,000$     
Allowed return on investment 9.50% Step1 ROI cost 22,800$          57.00$            
Depr. Exp. % of gross plant 7% Depreciation Cost 19,000$          47.50$            
Maintenance/loc/mo 5.00$                    
% Maint. Exp. excluded by cap 10% Maintenance cost 1,800$            4.50$              
Other Opex/sub/mo 5.00$                    
% Other Opex. excluded by cap 10% Other opex 1,530$            3.83$              
Income tax / capital ** 5.60% Income tax 7,980$            19.95$            $/mo $/loc/mo
Other taxes/capital 2.00% Other taxes 2,850$            7.13$              Total cost 55,960$          139.90$          

* Instead of an investment cap, costs can be based entirely on a cost model
** see next tab for income tax calculation
Revenue

Broadband rate/mo/sub 60.00$                  Revenue from bbd subs 7,680$            19.20$            
Benchm - bbsubs/bb loc svd 30%
Benchmark - broadband rate 60.00$                  Imputed broadband revenue 5,760$            14.40$            Broadband revenue 7,680$            19.20$            
Voice rate/mo/sub 15.00$                  Revenue from voice subs 3,180$            7.95$              
Benchmark - voice rate 25.00$                  Imputed voice revenue 5,300$            13.25$            Voice revenue 5,300$            13.25$            
Switched access rev/sub 5.00$                    Switched access revenue 1,700$            4.25$              Switched access revenue 1,700$            4,250.00$       
Special access rev/sub 5.00$                    Special access revenue 1,700$            4.25$              Special access revenue 1,700$            4.25$               
Other revenue/sub 5.00$                    Other revenue 1,700$            4.25$              Other ICC revenue 1,700$            4.25$               

Total revenue 18,080$          45.20$            
Financial Gap 37,880$          94.70$            

Assgt to other recvry mechs * 0% Support1 37,880$          94.70$            
* A 0% parameter here assumes that this mechanism will replace all existing USF programs, including IAS and ICLS

Notes

Calculations Final Calculations

Allocation to Donut and Hole
Total Study Area

Step 1 Targeted Support for High Cost Segments (Donut Areas)
Rate of Return Analysis



State Members of USFJB - POLR Fund Proposal May 2, 2011 page 2

 Step 2 - Support for Intercarrier Compensation Reform
$/mo $/loc/mo

Pre-Reform ICC Revenue
ICC revenue/sub 30.00$                  Old ICC revenue 19,200$          19.20$            

Post-Reform ICC Revenue
ICC revenue/sub 5.00$                    New ICC revenue 3,200$            3.20$              $/mo $/loc/mo
Current annual transition factor 80% Lost ICC revenue 16,000$          16.00$            Support2 12,800$          12.80$            

Step 3 - Study Area Earnings Ceiling 
$

Cost - (same parameters as Step 1, except ROI) Gross Investment 4,800,000$     
% investm't excluded by cap 5% Capped gross investment 4,560,000$     
Depreciation reserve % 50% Net Investment 2,280,000$     
Max return on investment 9.50% $/mo $/loc/mo

Return on investment 18,050$          18.05$            
Depr. Exp. % of gross plant 7% Depreciation Cost 25,333$          25.33$            
Maintenance/loc/mo 5.00$                    
% Maint. Exp. excluded by cap 10% Maintenance cost 4,500$            4.50$              
Other opex/sub/mo 5.00$                    
% Other Opex. excluded by cap 10% Other opex 2,880$            2.88$              
Income tax / capital Max * 5.60% Income tax 10,640$          10.64$            
Other taxes/capital 2.00% Other taxes 3,800$            3.80$              $/mo $/loc/mo
(* see next tab for calculation) Total Cost 65,203$          65.20$            

Revenue (same parameters as Step 1)
Broadband rate/mo/sub 60.00$                  Revenue from bbd subs 14,880$          14.88$            
Benchm - bbsubs/bb loc svd 30%
Benchmark - broadband rate 60.00$                  Imputed broadband revenue 16,560$          16.56$            Broadband revenue 16,560$          16.56$            
Voice rate/mo/sub 15.00$                  Revenue from voice subs 5,880$            5.88$              
Benchmark - voice rate 25.00$                  Imputed voice revenue 9,800$            9.80$              Voice revenue 9,800$            9.80$               
Switched access rev/sub 5.00$                    Switched access revenue 1,960$            1.96$              Switched access revenue 1,960$            1.96$               
Special access rev/sub 5.00$                    Special access revenue 1,960$            1.96$              Special access revenue 1,960$            1.96$               
Other revenue/sub 5.00$                    Other revenue 1,960$            1.96$              Other revenue 1,960$            1.96$               

Total revenue 32,240$          32.24$            
Financial Gap 32,963$          32.96$            

Assgt to other recovery mechanisms 0% Support3= 32,963$          32.96$            

Rate of Return Analysis

Calculations Final Calculations
Revenue Loss Analysis

Final CalculationsCalculations
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Step 4 -Support Ceilign for Very High-Cost Areas
Locations in high-cost sector 400                       $/mo $/loc/mo
Support Cap/loc/mo 100.00$               Support4 = 40,000$          100.00$          

Step 5 - Initial Federal Support
Support1/mo 37,880.00$          $/mo
Support2 /mo 12,800.00$          Greater of Suport1 and 2 37,880$          
Support3/mo 32,963.33$          Lesser of above and Support3 32,963$          $/mo $/loc/mo
Support4/mo 40,000.00$          Lesser of above and Support4 32,963$          Support5 = 32,963$          32.96$            

Support is controlled by: Step 3: Maximum ROR limit
Step 6 -State Contribution Adjustment

State USF revenue/yr * 18,000,000$        $/loc/mo $/mo $/loc/mo
State households 1,000,000            State USF effort 1.50$              
State Effort Deduction ** 2.00$                    
Matching Rate 100% State effort standard deduction (2.00)$             
Maximum add-in for effort 2.00$                    State effort add-back 1.50$              

Net adjustment (0.50)$             Support6= 32,463$          32.46$            
* USF revenues = high cost and Lifeline programs
**  State effort deduction could vary by state, based on prevailing rate level or cost level

Step 7 - Service Quality Adjustment
Target donut broadband avail 85% Percent $/mo $/loc/mo
Actual donut broadband avail 75%
Availability index 88%
Service quality index 95% Support reduction % 83.8%

Pct loss for Service Quality -16.2% Support7 = 27,212$          27.21$            

Step 8 - Phase-In
Support in Prior Year/loc/mo 40.00$                  $/loc/mo $/mo $/loc/mo
Support7/loc/mo 27.21$                  
 Length of Phase-In (years) 5
Current Year in Term 1
Current Phase-In Factor 20% Phase-In Support 37.44$            Support8 = 37,442$          37.44$            

$/mo $/loc/mo
Final Federal Support = 37,442$          37.44$            

This step increases support

This step reduces support

This step reduces support

Calculations

Final Calculations

Calculations

Calculation

Calculation

Final Calculations

Final Calculations

Final Calculations

Final Calculations



Multistage Support Mechanism - Income Tax Effects
Income tax analysis 5/2/11
Note:  Blue indicates uniform national assumptions

S1 - ROI S3 - Max ROI
Weighted Cost of Capital 9.50% 9.50%
Allowed return 9.50% 9.50%

Debt portion
Pro-forma debt fraction of capital 50.00% 50.00%
cost of debt 5.00% 5.00%

Equity portion
Pro-forma equity fraction of capital 50.00% 50.00%
Return on equity 14.00% 14.00%

Income taxes
Federal tax rate 35% 35%
State tax rate 5% 5%
Total income tax rate 40% 40%
Taxable income / capital 14.00% 14.00%
Income tax / capital 5.60% 5.60%

Weighted Average Cost of Capital



Schematic for Multistage Support Calculation 5/2/11

Step 1 – Targeted Support 
for Non-competitive areas

Step 2 – ICC Recovery 
Mechanism support

Step 3 – Study area 
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