Ballard Rural Telephone Cooperative Corporation, Inc.
Description and Justification for April 30, 2012 filing

Description and Justification

On April 30, 2012, Ballard Rural Telephone Cooperative Corporation, Inc. filed for an
increase of its basic local service rates to be at or above $10.00 per month. This filing is in
response to the a recent order by the Federal Communications Commission that mandates
minimum local service rate levels as a condition of continue receipt of certain federal universal
service supports. Even without this requirement, however, as shown in this documentation, good
cause exists to allow the company to make the rate adjustment it seeks in its April 30" filing.
Company information

The full name and address of Ballard Rural Telephone Cooperative Corporation, Inc.,
159 West 2nd Street, La Center, KY 42056 (“Ballard”). Ballard was established in 1951 as a
member owned cooperative to provide local telephone service to business and individual
members within the exchanges of Bandana, La Center, Barlow, Wickliffe, Gage, Heath, and
Kevil. Ballard is a rural incumbent local exchange carrier serving all of Ballard County and the
western part of McCracken County. Ballard provides approximately 4,056 residential lines and
773 business lines to its members.

Ballard is an eligible telecommunications carrier (“ETC”) in the communities it serves
and is also the carrier of last resort (“COLR”) in its service area. In 2011, Ballard received $86K
from the High Cost Loop Support (“HCLS”) Fund to support its COLR responsibilities in its
service territory.

Ballard has not had a local service rate increase since 1976, when it became the first
independent telephone company in Kentucky to introduce one-party service throughout its

service territory.
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Impact of FCC Order on Ballard

On November 18, 2011, the FCC released the “Connect America Fund” (CAF) Order &
FNPRM (FCC 11-161), reforming the high-cost component of universal service by phasing out
existing mechanisms, eliminating identical support, and introducing the CAF, including an
explicit Intercarrier Compensation (ICC) recovery mechanism. The Order requires, among other
things, to limit high-cost support where local end-user rates plus state regulated fees
(specifically, state SLCs, state universal service fees, and mandatory extended area service
charges) do not meet an urban rate floor representing the national average of local rates plus such
state regulated fees. The rate floor is being implemented in three steps, beginning with an initial
rate floor of $10 for the period July 1, 2012 through June 30, 2013 and $14 for the period July 1,
2013 through June 30, 2014. Beginning July 1, 2014, and in each subsequent calendar year, the
rate floor will be established after the Wireline Competition Bureau completes an updated annual
survey of voice rates. Under this approach, the Commission will reduce, on a dollar-for-dollar
basis, HCLS support to the extent that a carrier’s local rates (plus state regulated fees) do not
meet the urban rate floor.

As shown in the tariff pages contained in Exhibit A, the majority of Ballard’s current
rates are below the initial $10 floor. Ballard is proposing an increase in its local rates effective
July 1, 2012 as shown in Exhibit B. This increase will allow the company to meet its federally

mandated rate floor and to continue to draw from the HCLS fund®.

! The true effective date of the rate increase required to receive full HCLS is still pending at the FCC. Absent a
grant of the waiver, it is anticipated that Ballard will lose a portion of its eligible recovery regardless and, like many
companies in Kentucky, be forced to raise rates to the $14 floor by the end of this year.
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Financial Support

Exhibit C shows the financial impact of raising local rates. To determine the current
revenue per customer, Ballard performed a study using March, 2012 data. To meet the rate floor,
the anticipated average rate increase to the overwhelming majority of its subscribers
experiencing such an increase will be $1.54-1.65 per month. A small minority of customers —
those grandfathered to rotary since 1996 — will experience higher rate increases due to their
artificially low basic service rates. The company proposes to upgrade all of their lines to a
Touch Tone line with this change. Of the handful of rotary subscribers, fewer than half purchase
only a basic service line. The remainder purchase multiple services including calling features,
broadband and video services. Accordingly, rate increases to these subscribers will be relatively
small compared to the overall bundle of service purchased by these customers. In anticipation of
concerns about service affordability however, Ballard is proactively contacting all of its “rotary”
subscribers reminding them of the availability of lifeline support services for qualifying
subscribers in light of the potential rate increase. The company is confident that any of its rotary
subscribers who may be eligible for lifeline service, will be well aware of this program to help
them remain connected with the public switched network.

Like most landline companies, Ballard has experienced annual line loss in its serving
area. Between its year end 2010 and year end 2011 annual report filed with the PSC, Ballard lost
9% of its access lines. Based on its knowledge of its membership base, Ballard expects that its
losses will jJump markedly in July and August following the implementation of its rate increase,
and level off to historic levels after. As shown in Exhibit C, Ballard expects that the rate
increase offset by line losses will result in an increase in annual revenues of only $66-$82K a

year.
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Even without the FCC’s Order compelling it to do so, Ballard would require a rate
increase. As shown in Exhibit D, using the audited reports prepared by its accountant for its
membership, Ballard’s TIER for 2009 through 2011 are (0.19), 1.61, and 0.85, respectively.
Even if it were to include the high end estimate of its additional revenue — and ignoring other
revenue reductions that will result from the FCC’s order, Ballard’s TIER will still be below
acceptable levels.

Unfortunately, it is the company’s investment in non-regulated (non-patronage)
investments that account for the majority of its corporate income. Even with the modest rate
increase proposed here, Ballard remains in a difficult financial position but believes it must keep
its rate increase modest to avoid rate shock to its customers both to avoid an unexpected rate
jump on its customers, who are also its owner-members, and to prevent the escalation of line

losses that have plagued Ballard.

Future Rate Increases

The FCC order requires Ballard to raise its rates to $14 by July 1, 2013. While a
small handful of members (those business customers already paying $13.50 and $13.75) will
expect only a modest increase, for the majority of Ballard’s subscribers, the implementation of
this next floor will result in a 40% increase in local rates. Ballard’s service and feature rates are
already among the lowest in the state and there are very few options for the company to absorb
local rate increases by decreasing rates for other services. Instead, Ballard believes it will need
to expand the value of its local services. Accordingly, the company anticipates that it may seek

to expand the local calling scope available to its subscribers.
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The introduction of the rate floor immediately creates an uneven treatment of Ballard’s
exchanges that it will seek to redress prior to, or concurrent with, its next rate FCC-mandated
rate increase on July 1, 2013. Specifically, two of the companies’ exchanges, Heath and Kevil,
currently pay a modest premium over the company’s other four exchanges and receive a larger
local calling area that includes the (AT&T) Paducah exchange. With this rate increase affecting
all customers in its exchanges, customers in different exchanges will pay the same but have
differing levels of local calling. At a minimum, Ballard wishes to expand the availability of local
calling to include Paducah for all of its exchanges. While ideally the company would prefer to
do so at the time of its July 1, 2012 rate increase, Ballard recognizes that expanding calling scope
beyond its borders raises issues with the connecting company(ies) and does not believe it could
realistically do so before filing this tariff.

Summary

The FCC’s Order seeks to dramatically change the revenue sources historically available
to rural telephone companies like Ballard for their use in meeting their COLR obligation and to
expand the availability of advanced broadband services to their customers. Unfortunately, for
many of these companies, doing so requires upward pressure on local service rates. As shown in
this documentation, Ballard has no other options available to it and requests that its tariff

revisions be approved.
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GENERAL SUBSCRIBER SERVICES TARIFF

Ballard Rural Telephone Cooperative Corporation, Inc. Section C
Original Sheet 4

C. BASIC LOCAL EXCHANGE SERVICE
C.1  Local Exchange Rates (Cont’d)

C.1.2 Monthly exchange service rates as authorized by the Kentucky Public Service
Commission (Cont’d)

3. Monthly Rates

A. Monthly Exchange Rates For:Bandana, La Center,
Barlow, Wickliffe, Gage

One-Party Service
Residence Business
Rate Components
Network Access Charge $7.40 $9.80

B. Monthly Exchange Rates For:Heath

One-Party Service
Residence Business
Rate Components
Network Access Charge $8.75 $13.50

C. Monthly Exchange Rates For: Kevil

One-Party Service
Residence Business
Rate Components
Network Access Charge $9.15 $13.75

Issued: March 1. 2000 Effective: April 1, 2000

By: Harlon E. Parker Title: General Manager




GENERAL SUBSCRIBER SERVICES TARIFF

Ballard Rural Telephone Cooperative Corporation, Inc. Section M

Original Sheet 9

M. MISCELLANEOUS SERVICES

M.6  Touch Tone or Push Button Telephone Service (Cont’d)

M.6.2 Rates and Charges

M.6.3

Effective January 19, 1997, Ballard Rural Telephone Cooperative will include
Touch Tone calling service in basic local service. Touch Tone calling service will
be mandatory for new service or moves of existing service to new locations.
Touch Tone service will continue o be optional to existing rotary service at their
current addresses.

Conditions

The charges quoted herein are in addition to the regular monthly rates for the
respective types of service as provided for elsewhere in this Tariff.

M.7 Emergency Reporting Services

M.7.1 Concurrences

Ballard Rural Telephone Cooperative Corporation, Inc., hereinafier called the
concurring utility, except as specifically stated herein, assents to, adopts and
concurs in the Enhanced Universal Emergency Number Service, also referred to
as Enhanced 911 Service or E911, of the Emergency Reporting Services as filed
with the Kentucky Public Service Commission by the South Central Bell
Telephone Company, hereinafter called the issuing utility, as such tariffs now
exist, or as they may be revised, added to or supplemented by superseding sheets
or issues, for the above referenced tariffs, furnished by the issuing utility, and the
concurring utility (including such services as are also participated in by one or
more other utilities), and hereby makes itself a party thereto, and obligates itself
to observe each and every provision thereof, until this concurrence is revoked or
cancelled by either party. woR

Issued: March 1, 2000 Effective: April 1, 2000

By: Harlon E. Parker Title: General Manager
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DRAFT

GENERAL SUBSCRIBER SERVICES TARIFF

Ballard Rural Telephone Cooperative Corporation, Inc. Section C
1*' Revised Sheet 4
Cancels Original Sheet 4

C. BASIC LOCAL EXCHANGE SERVICE
C.1  Local Exchange Rates (Cont’d)

C.1.2 Monthly exchange service rates as authorized by the Kentucky Public Service
Commission (Cont’d)

3. Monthly Rates
A. Bandana, Barlow, Gage, La Center, Wickliffe (M)
One-Party Service

Residence Business
Network Access Charge $10.00 () $10.00 (1)

B. Heath (T)

One-Party Service
Residence Business
Network Access Charge  $10.00 (I) $13.50

C. Kevil (T

One-Party Service
Residence Business
Network Access Charge ~ $10.00 (1) $13.75

ISSUED: EDATE EFFECTIVE: July 1, 2012

/s / Harlon E. Parker
By:  Harlon E. Parker, General Manager




DRAFT

GENERAL SUBSCRIBER SERVICES TARIFF

Ballard Rural Telephone Cooperative Corporation, Inc. Section M
1* Revised Sheet 9
Cancels Original Sheet 9

M. MISCELLANEOUS SERVICES
M.6  Touch Tone or Push Button Telephone Service (Cont’d)

M.6.2 Rates and Charges
(©)
Effective with this filing, Ballard Rural Telephone Cooperative will include
Touch Tone calling service in basic local service at rates provided for in Section
C of this Tariff.
(©€)

M.6.3 Conditions

The charges quoted herein are in addition to the regular monthly rates for the
respective types of service as provided for elsewhere in this Tariff.

M.7  Emergency Reporting Services
M.7.1 Concurrences

Ballard Rural Telephone Cooperative Corporation, Inc., hereinafter called the
concurring utility, except as specifically stated herein, assents to, adopts and
concurs in the Enhanced Universal Emergency Number Service, also referred to
as Enhanced 911 Service or E911, of the Emergency Reporting Services as filed
with the Kentucky Public Service Commission by the South Central Bell
Telephone Company, hereinafter called the issuing utility, as such tariffs now
exist, or as they may be revised, added to or supplemented by superseding sheets
or issues, for the above referenced tariffs, furnished by the issuing utility, and the
concurring utility (including such services as are also participated in by one or
more other utilities), and hereby makes itself a party thereto, and obligates itself
to observe each and every provision thereof, until this concurrence is revoked or
cancelled by either party.

ISSUED: EDATE EFFECTIVE: July 1, 2012

/s / Harlon E. Parker
By:  Harlon E. Parker, General Manager
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Rate Impact



Ballard Rural Telephone Cooperative
Local Service Rates

Historic Data
Residential
Single Line Business
Multi-Line Business

Forecast of Lines
Residential
Single Line Business
Multi-Line Business

Forecast of Revenues
Rate period End Users
Current Average Revenue per Sub
Revised Average Revenue per Sub
Average Increase
Annualized

2011 report

2010 report

Exhibit C

Annual Line Loss

Note 1: Accelerated losses due to customer rate increases deflates current average rate
Note 2: Accelerated losses of customers at or above new rate, reduce average revenue per sub

4,044 4,431 (387) -8.7%
193 284 (91) -32.0%
915 949 (34) -3.6%
5,152 5,664 (512) -9.0%
Average
2012 report 2013 Report 2014 Report  2013-2014
3,690 3,367 3,072 3,219
131 89 60 74
882 850 819 834
4,703 4,306 3,951 4,127
Straight line  Accelerated Reference
4,127 3,590 Note 1
$ 852 $ 8.62 Note 1
$ 10.18 $ 10.16 Note 2
$ 165 $ 1.54 Delta
$ 81,842 $ 66,343



Exhibit D
TIER



Ballard Rural Telephone Cooperative Corporation Exhibit D
TIER Estimate

2009 2010 2011
Income Statement
Operating Revenues
Local network services revenue $ 919,086 $ 890,711 $ 835,519
Network access service revenue 2,984,188 3,685,699 3,626,381
Long distance network services revenue 2,729 3,531 1,878
Miscellaneous revenue 444,759 394,675 655,378
Uncollectible revenue (7,923) 7,335 (27,484)
Additional Revenue - - -
Total Operating Revenues $ 4342839 $ 4,981,951 $ 5,091,672
Operating Expenses
Plant specific operations expense $ 1,223,191 $ 535,540 $ 866,411
Plant non-specific operations expense 416,571 453,644 403,095
Provision for depreciation 1,584,507 1,835,191 2,208,911
Customer operations expense 472,119 428,514 330,300
Corporate operations expense 749,112 819,247 945,883
Total Operating Expenses $ 4445500 $ 4,072,136 $ 4,754,600
Operating Margin $ (102,661) $ 909,815 $ 337,072
Fixed Charges
Interest expense on long term debt $ 549575 $ 564,508 $ 394,356
Interest charged to construction -
Total Fixed Charges $ 549,575 $ 564,508 $ 394,356
Net Income $ (652,236) $ 345,307 $ (57,284)
TIER (0.19) 1.61 0.85
Net Income (after taxes) $ (652,236) $ 345307 $ (57,284)
Interest expense $ 549,575 $ 564,508 $ 394,356
Net Income (after taxes) + Interest Exp $ (102,661) $ 909,815 $ 337,072

Times Interest Earned Ratio (TIER)
the ratio of a borrower’s net income (after taxes) plus interest expense, all divided by interest expense.
Interest expense should only include interest on debt with a maturity greater than one year.






